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A. Introduction

Thank you for the opportunity to comment on the Bureau’s ANPR regarding Property Assessed
Clean Energy (PACE) loans. The National Consumer Law Center* (on behalf of its low-income
clients) and the National Housing Law Project® submit these comments based on the experience
of our organizations as well as the developments advocates in the field have observed first-hand
for several years. This is an important moment in the evolution of PACE mortgage loans and
Congress’s directive to issue regulations presents an opportunity to ensure that this emerging
credit product abides by safe and transparent practices. For many homeowners, especially low-
income and elderly borrowers, PACE loans are often unaffordable mortgage products triggering
default and foreclosure.

The Bureau should propose a strong Ability to Repay rule that takes into account the uniquely
harmful aspects of the PACE mortgage loan product and also regulations to address the
remainder of TILA, including provisions addressing disclosure, periodic statements, arbitration
and waiver clauses, loan originator compensation, and higher and high-cost mortgage rules.
Some of these provisions require little or no adjustment for PACE, such as the procedure for
implementing rescission rights and the rules regarding arbitration and dispute right clauses.
Others may require some adjustment, such as periodic statements, an effort that is both doable
and necessary.

For the last several years, evidence has been emerging that PACE loans are responsible for many
low-income, often elderly, homeowners facing default and foreclosure. Many PACE loans also
are push-marketed in low-income communities of color. As described in comments submitted in
California® and in the NCLC issue brief,* as well as news coverage,” litigation,® and in the

! Since 1969, the nonprofit National Consumer Law Center® (NCLC®) has worked for
consumer justice and economic security for low-income and other disadvantaged people,
including older adults, in the U.S. through its expertise in policy analysis and advocacy,
g)ublications, litigation, expert witness services, and training. www.nclc.org

The National Housing Law Project (NHLP) is a non-profit law and advocacy center
established in 1968 and based in San Francisco, California. NHLP is dedicated to advancing
housing justice by using the power of the law to increase and preserve the supply of decent
affordable housing, improve existing housing conditions, expand and enforce low-income
tenants’ and homeowners’ rights, and increase opportunities for racial and ethnic minorities.
www.nhlp.org.
® National Consumer Law Center and National Housing Law Project, Comments to the
California Department of Business Oversight (Jan. 5, 2018), available at
https://www.nclc.org/images/pdf/energy_utility telecom/pace/comments-nhlp-cdbo-2018.pdf
* National Consumer Law Center, Residential Property Assessed Clean Energy (PACE) Loans:
The Perils of Easy Money for Clean Energy Improvements (Sept. 2017), available at
https://www.nclc.org/images/pdf/energy_utility telecom/pace/ib-pace-stories.pdf.
> See, e.g., Anna Scott, When Going Green Brings an Unexpected Financial Burden, KCRW
(Mar. 5, 2019), available at https://www.kcrw.com/news/shows/kcrw-features/when-going-
green-brings-an-unexpected-financial-burden.



Appendix and Exhibits to these comments, PACE lending has become an urgent problem in low-
income communities where the product is actively sold, upending financial stability for
homeowners whose neighborhoods already were decimated by the Great Recession. In fact, the
manner of sale and effect on low-income homeowners bears many similarities to subprime
lending abuses that contributed to the recent financial crisis.

While below we provide answers to the Bureau’s ANPR questions, first we present our proposal
for how the Bureau should regulate PACE mortgage loans and the rationale and authority for
such action. Our proposals and answers are all guided by several key principles that have
emerged from our work with PACE loan borrowers and their attorneys over the last several
years:

= PACE loans are mortgage loans and should be regulated as such. For the most part, they
are not unique, though certain attributes make them riskier than mortgages.

= Home loans for environmental retrofits can be good for homeowners and the
environment, but affordability and transparency are critical elements to ensure that
environmental goals are not being pursued at the expense of low-income and/or elderly
homeowners.

» PACE loans have pushed many low-income and/or elderly homeowners and borrowers of
color into default and foreclosure. Reverse mortgage borrowers represent a significant
subset of low-income PACE loan borrowers.

= To the extent PACE loans are unique, it is because they are riskier due to high rates and
fees, point of sale marketing, the superpriority lien, and limited procedural and
substantive protections during origination, servicing and foreclosure.

= PACE loan sales methods involve practices that create opportunities for abuse through
push marketing, closings conducted electronically on tablets and smart phones, and the
use of contractors as sales agents. Contractors have often used PACE as a means for
entering into abusive home improvement arrangements.

= State law developments have not addressed the endemic PACE loan problems in the
market. Moreover, the Bureau’s TILA jurisdiction and Congress’s recent mandate
impose a duty to properly regulate PACE loans.

= Local government sponsorship of PACE programs has been used by front-line
salespeople to lure unsuspecting homeowners into arrangements they believe are
government-endorsed, money-saving and advantageous to the homeowner.

B. Ability-to-Repay Recommendations

When Congress passed the Economic Growth, Regulatory Relief and Consumer Protection Act
of 2018, section 307 amended TILA to require the CFPB to issue regulations addressing the
application of the general TILA ability-to-repay standards to PACE loans, including by

® Andrew Khouri, Lawsuits Filed Against LA County, Lenders over Green Energy Program, L.A.
Times (Apr. 12, 2018), available at https://www.latimes.com/business/la-fi-pace-lawsuits-
20180411-story.html.

" Pub. L. No. 115-174, 132 Stat. 1296 (2018).



providing for its unique characteristics. Below we set out our recommendations for a PACE
Ability-to-Repay rule.

Where we highlight PACE’s unique posture, we do so to recommend additional consumer
protection considerations that require heightened standards. First, HECM borrowers and
borrowers without escrow accounts face the requirement of saving money over many months
before making a PACE payment. Provision should be made for the additional burden on the
borrower of saving funds for such large, lump-sum payments. Second, borrowers with escrow
accounts spend the first few months of a PACE loan making escrow payments that do not
include PACE, thus setting up an escrow shortage going forward. We recommend additional
measures to address this problem. Third, we recommend procedures and an enhanced remedy to
avoid loan stacking. Finally, due to the heightened risks associated with PACE,? we note that the
Qualified Mortgage presumption is not appropriate for PACE lending. TILA’s remedies for the
ability-to-repay requirement should be explicitly applied to PACE loans.

PACE loans are mortgage loans and should be regulated by a robust Ability-to-Repay
Rule.

Congress has directed the Bureau to write regulations addressing the treatment of PACE loans
under the TILA Ability-to-Repay (ATR) rule.’ The Bureau should issue a strong and thorough
rule that explicitly applies the Dodd-Frank ATR test to PACE loans. As described in detail
below, PACE loans already constitute consumer credit and meet the definition of “residential
mortgage loan.” A strong ATR rule would ensure that a homeowner is adequately protected
prior to entering into a loan that could place that homeowner at risk of default and foreclosure.

Even beyond formal definitions, the importance of this issue is clear: when a homeowner
becomes a PACE borrower, there is a superpriority lien on the person’s primary residence. If the
loan is unaffordable, the homeowner faces default and in many cases foreclosure. This
foreclosure risk is not present for homeowners who finance environmental retrofits with credit
cards or other unsecured loans. Moreover, because the loans are processed through the tax
system, foreclosure lacks many of the essential protections available to homeowners facing
foreclosure on a traditional first lien mortgage. Thus, ensuring a thorough ATR analysis prior to
the closing of a PACE loan is an important first step in restoring fairness to this market.

Elements of a strong ATR rule should include:

Broad applicability. As described below, the Dodd-Frank ATR test applies to residential
mortgage loans. The Bureau’s residential mortgage ATR test similarly should apply to PACE
loans. It is important to note that while the current ATR test does not apply to reverse
mortgages, PACE loans provided to borrowers who have reverse mortgages would be subject to
the ATR requirement, since they are separate products.

& While high cost mortgages are currently included in the Qualified Mortgage rule, we also
recommend that the Bureau remove them from the QM purview, due to their inherently risky
nature.

° Pub. L. No. 115-174, 132 Stat. 1296 (2018).



The Dodd-Frank flexible yet rigorous ATR test. Regulation Z applies the requirement in 15
U.S.C. 8 1639b(c) by providing that a creditor must make “a reasonable and good faith
determination at or before consummation that the consumer will have a reasonable ability-to-
repay the loan according to its terms.”*°

The regulation elaborates:

A creditor must consider the following:

(i) The consumer's current or reasonably expected income or assets, other than the value
of the dwelling, including any real property attached to the dwelling, that secures the
loan;

(i1) If the creditor relies on income from the consumer's employment in determining
repayment ability, the consumer's current employment status;

(iii) The consumer's monthly payment on the covered transaction, calculated in
accordance with paragraph (c)(5) of this section;

(iv) The consumer's monthly payment on any simultaneous loan that the creditor knows
or has reason to know will be made, calculated in accordance with paragraph (c)(6) of
this section;

(v) The consumer's monthly payment for mortgage-related obligations;
(vi) The consumer's current debt obligations, alimony, and child support;

(vii) The consumer's monthly debt-to-income ratio or residual income in accordance with
paragraph (c)(7) of this section; and

(viii) The consumer's credit history.™

It is important to note that the rule provides that the creditor must consider either a debt-to-
income ratio (including all outstanding debt, taxes, insurance, and association fees, as well as
simultaneous mortgages) or residual income (subtracting all regular debt payments from
income).? Yet, the residual income test itself relies on properly measuring debt and income. As
the regulation provides:

“If a creditor considers the consumer's monthly residual income under paragraph
(c)(2)(vii) of this section, the creditor must consider the consumer's remaining income
after subtracting the consumer’s total monthly debt obligations from the consumer's total
monthly income.”

1012 C.F.R. § 1026.43(c)(1).

1112 C.F.R. § 1026.43(c)(2).

1212 C.F.R. § 1026.43(c)(2)(vii).
1312 C.F.R. § 1026.43(c)(7)(iii)(B).



Thus, if a residual income measure is used for PACE, a creditor or its agent is responsible for
properly measuring the borrower’s income and debt load prior to consummating the PACE loan.
Moreover, at the time the original Dodd-Frank requirements were passed by Congress and then
were implemented by the Bureau, the main residual income measure used in mortgage lending
was the “teeter totter” rule used by the Veteran’s Administration for VA mortgage loans. While
residual income is the primary test used for underwriting VA loans, the guidelines go on to
require a DT1 analysis that states that where a DTI exceeds a set threshold, residual income must
exceed the minimum number by at least 20%.%* Thus, residual income, even as a test of its own,
necessarily requires both a proper analysis of debt and income, and some proven relationship to
affordability. For the VA test, the only commonly used mortgage residual income test, it is
inextricably tied to DTI.

The Bureau’s PACE ATR rule should clearly state that any use of residual income should be
based on a reasonably reliable method for measuring affordability. While there are many stand-
alone residual income products in development, we have not yet seen any consensus develop
around a stand-alone residual income measure. The use of the VA chart or something similar on
its own is not a reasonably reliable measure of loan affordability. First, the numbers have not
been updated in many years. Second, the chart does not adequately provide the granularity
needed to ensure affordability in high cost markets such as California, or within regions in the
same state. While some PACE program administrators have adapted their own residual income
tests, these comments and others submitted by consumer advocates demonstrate that many loans
made under existing PACE residual income measures have not been affordable.

The Bureau should establish that any PACE residual income measure should be properly tested,
reviewed by the Bureau and publicly available (including any expense matrix), so that
homeowners and their advocates can ensure proper compliance. While residual income is the
subject of significant discussion in the context of the overall TILA ATR test, the Bureau can
establish standards for PACE residual income usage without addressing it for the overall market.
Such a step is important because, unlike in the rest of the market, PACE program administrators
are actively using stand-alone residual income tests at present, with imprecise and unaffordable
results.

Income verification and documentation. Regulation Z provides clear verification and
documentation requirements. Verification must rely on reasonably reliable third-party records.
Section 1026.43(c)(3)(iii) states that a credit report can be used to verify current debt obligations,
but the rules have detailed guidelines for verifying income.

4) Verification of income or assets. A creditor must verify the amounts of income or
assets that the creditor relies on under § 1026.43(c)(2)(i) to determine a consumer's
ability to repay a covered transaction using third-party records that provide reasonably

14 \/A Pamphlet 26-7, Revised, Ch. 4: Credit Underwriting, available at
https://www.benefits.va.gov/WARMS/docs/admin26/pamphlet/pam26_7/ch04.doc.



https://www.consumerfinance.gov/policy-compliance/rulemaking/regulations/1026/43/#c-2-i

reliable evidence of the consumer's income or assets. A creditor may verify the
consumer's income using a tax-return transcript issued by the Internal Revenue Service
(IRS). Examples of other records the creditor may use to verify the consumer's income or
assets include:

(1) Copies of tax returns the consumer filed with the IRS or a State taxing authority;
(i) IRS Form W-2s or similar IRS forms used for reporting wages or tax withholding;
(iii) Payroll statements, including military Leave and Earnings Statements;

(iv) Financial institution records;

(v) Records from the consumer's employer or a third party that obtained information
from the employer;

(vi) Records from a Federal, State, or local government agency stating the consumer's
income from benefits or entitlements;

(vit) Receipts from the consumer's use of check cashing services; and
(viii) Receipts from the consumer's use of a funds transfer service.*

While California has a rule on income verification, other PACE states do not and a federal rule is
essential to ensuring this baseline consumer protection for PACE loan borrowers. Further, as
Fintech develops in this area, the question arises as to whether automated income verification
can be used to satisfy this test--whether such an approach is “reasonably reliable.” Certain types
of automated verification do not comply with this standard, such as methods that use average
income for the homeowner’s employer or local area. California Financial Code Section
22687(b)(1) permits the use of automated income verification only if the source of the
verification is “specific to the income of the property owner and not based on predictive or
estimation methodologies, and has been determined sufficient for such verification purposes by a
federal mortgage lending authority or regulator.”

Adopting a similar rule at the federal level would provide clarity while still allowing for
innovation. However, without express guidance as to what is “specific” to a property owner,
some program administrators may attempt to use automated income verification systems or other
forms of verification that are not consistent with the minimum statutory requirements. The rule
should provide examples of what is not acceptable. For example, it should state that records and
data regarding average incomes in the homeowner's geographic location or average wages paid
by the homeowner's employer are not sufficient for income verification.

Consideration of the infrequent nature of PACE payments. Pursuant to the Bureau’s
mandate to consider the unique nature of PACE, the rule should reflect the fact that even if a
borrower has the monthly income to cover the PACE payments, those payments come due only
once or twice per year. As a result, there is an additional burden on the borrower to save the

1512 C.F.R. § 1026.43(c)(4).



money and make lump-sum payments, together with the preexisting tax obligations, when the tax
bill comes due. The Bureau should consider additional measures of affordability to account for
this supplemental burden. As discussed further below, such a framework also requires clear
disclosures, provided in advance, for the homeowner to consider this arrangement.

Moreover, other payment problems exist for reverse mortgage borrowers. These borrowers do
not even need to budget for monthly mortgage payments. Their only obligations are to keep up
with taxes and insurance and to maintain the property and occupancy in it. Adding a PACE loan
to a reverse mortgage creates a significant additional burden for the reverse mortgage borrower,
as illustrated by many of the stories included in the comments submitted by others in California
and Florida.'®

Provisions to address borrowers with existing escrows. Homeowners with existing mortgage
escrow accounts are accustomed to paying taxes and insurance on a monthly basis. Yet, when a
PACE loan is added to a borrower’s tax bill, the amount needed on a monthly basis is not
automatically added to the escrow by the mortgage servicer. To the contrary, the servicer only
knows to increase the escrow payment after the new property tax bill arrives, often many months
later, resulting in a shortage in the escrow account. This issue is discussed more fully in
comments below. Moreover, once the escrow payment is adjusted to account for the PACE loan,
the servicer will typically add an escrow cushion of 1/6 of the annual property tax increase. As a
result, homeowners with escrows often face a predictable payment spike that induces a cycle of
incomplete payments and resulting mortgage delinquencies.

In light of these concerns, we recommend that the PACE ATR determination include:

(1) 1/6 of the annual property tax increase attributable to the PACE assessment to cover the
likelihood of the servicer including the permitted escrow cushion; and

(2) Inclusion of the cost of a likely escrow shortage payment.

One approach for potentially avoiding the escrow shortage would be to require the PACE
program administrator to promptly notify the servicer of the additional tax liability, rather than
leaving homeowners to figure out how to do this, as many PACE programs currently do. That
way, there might be less of a delay before the homeowner’s escrow payment reflects the higher
property tax bill, assuming the notification occurs near the anniversary date for the homeowner’s
annual escrow analysis or the servicer opts to conduct an early, "short year" analysis.

Rules to address loan stacking. As discussed in detail in exhibits to these comments as well in
submissions from other practitioners, contractors often seek to maximize their income from
PACE financing and evade any existing loan-to-value limits by returning to a PACE borrower to
sell additional products with additional PACE loans, often through a different PACE program

18 We question whether PACE loans should even be permitted when there is already a reverse
mortgage in place —an issue HUD should explore--and urge the Bureau to consider even stronger
ATR rules to the extent that PACE programs continue to extend PACE financing to reverse
mortgage borrowers.



administrator. In some cases, a contractor divides up the work for a single project and bids it out
to different PACE administrators, analogous to loan splitting.

TILA’s ATR rules require inclusion of previous PACE loans in the analysis for the new PACE
loan. The regulation requires consideration of “[t]he consumer's monthly payment on any
simultaneous loan that the creditor knows or has reason to know will be made . . . .”*" This
provision was included to address “loan splitting,” where the loan is divided into pieces to make
each one appear smaller. Moreover, the rule requires in subsections (v) and (vi) that the creditor
consider mortgage-related obligations and current debt obligations. As we discuss later in these
comments, PACE loans are both mortgage-related and debt.

Thus, the creditor is required to include any other pre-existing PACE loan in the ATR analysis,
whether functionally simultaneous or separated in time. Yet, including recent PACE loans in a
new loan’s ATR analysis is challenging as recent loans may not have become part of the public
record by the time a new PACE loan is being underwritten. At present, there is no system for
PACE administrators or a borrower's advocate or counselor to verify any existing PACE loans
on a property if they have not yet been recorded. However, California state law authorizes the
Commissioner of the Department of Business Oversight to require program administrators to use
a real-time registry or database system for tracking both recorded and unrecorded PACE
assessments, *® and our understanding is that such a system will be available at some time in the
future.

Thus, while all PACE loans, including any that are not yet recorded, should be considered—-and
asked about--as part of the ATR analysis, the Bureau should establish a standard that requires
inclusion of such information as long as the data is reasonably available.

Even where a tax lien is not recorded or on the tax roll, the program administrator is able and
should be required to check with the local government PACE sponsors, as they have records of
all approved assessments in the program even before the lien is recorded. In fact, the local
government sponsor is the PACE creditor. If a program administrator is put on notice that a
prior PACE loan may have been made after inquiring with local government PACE sponsors or
obtaining other information (such as inquiries on the borrower’s credit report), it could then
contact the program administrator for the earlier assessment or the PACE sponsor to confirm
whether the earlier project was funded and at what level. This could be done in California until
the database is up and running. In Florida and Missouri, the small number of local sponsors
would make such a process easily manageable where no database is in development. In other
words, the problem of loan stacking and presence of current infrastructure to provide relevant
information creates a due diligence obligation on the program administrator to ensure any ATR
analysis includes recent assessments from other administrators.

Where a PACE loan has been made without proper compliance with the ATR requirement
because a previous PACE loan reasonably should have been included in the analysis, the
homeowner should have access to a remedy that will properly address the problem. While the
TILA ATR rule allows for enhanced damages—the sum of all finance charges and fees paid by

712 C.F.R. § 1026.43(c)(2)(iv).
18 Cal. Fin. Code § 22693.



the consumer—this does not unravel the tax lien, which creates uniquely harmful risks to the
homeowner. Accordingly, for violations of the ATR rule associated with PACE loan stacking,
the Bureau should explicitly address the availability of rescission. Rescission provides lien
protection not available from the enhanced damages remedy. Because regular assessment
payments are not adjusted even if the total amount due is decreased, homeowners also will need
access to a modification process that allows for a change in each payment amount in order to
provide a meaningful remedy for this ATR violation.

As described in detail below, the Bureau has the authority to establish rescission as a remedy for
loan stacking violations. First, for PACE loans that are essentially part of the same set of home
improvement projects, as a matter of factual analysis, the loans really constitute one loan, as with
loan splitting. In some cases the creditor, the governmental PACE sponsor, may be the same
creditor on all of the PACE loans, so that loans in close proximity are functionally one loan from
the same creditor. Thus, the disclosures, set up for two loans but really part of the same
transaction, contain material violations that trigger rescission. Second, where the projects are
separated in time and are not formally part of a loan splitting scenario (or for all loan stacking
scenarios to avoid reliance on the separate disclosure regime), the Bureau has the authority to
apply rescission to these circumstances as it has in other instances (an authority discussed in
detail in the answer to Question 32).

No Qualified Mortgage presumption. Due to the heightened risks associated with PACE,* the
Qualified Mortgage presumption is not appropriate for PACE lending. The Bureau’s charge
from Congress is to establish explicit PACE ATR rules that take into account the unique nature
of PACE. As discussed above and as is clear from the information provided in these comments
and in those from other advocates, while in many ways PACE is no different from other types of
mortgage products, to the extent PACE loans are unique, it is because they are riskier.

PACE is a relatively new product that so far has become a source of mortgage abuse and
heightened foreclosure risk for many low-income, elderly borrowers and homeowners in
communities of color. The Qualified Mortgage rule is intended to create a presumption of no
liability for inherently safer loans. PACE’s structure is, by definition, unsafe and requires a
higher ATR standard with no presumption of ATR compliance.

TILA remedies, including enhanced damages and assignee liability, and rescission for loan
stacking. As described in detail in these comments, the Bureau’s PACE ATR rule necessarily
triggers remedies under sections 1640 and 1641 of TILA. While remedies vary depending on
which provision of TILA applies, for the ATR rule, remedies include statutory and actual
damages, enhanced damages, attorneys fees and costs. Rescission is not currently available for
ATR violations. Affirmative actions under the ATR rule have a statute of limitations of three
years. Maintaining these remedies is essential to promote rule compliance and to ensure harmed
consumers are properly compensated.

1% While high cost mortgages are currently includes in the Qualified Mortgage, we also
recommend that the Bureau remove them from the QM purview, due to their inherently risky
nature.
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As described above, rescission would be an important additional remedy in cases of loan
stacking. Moreover, for all ATR violations, including loan stacking, it is important for
homeowners to be able to decrease their assessment payments through a modification process.
Without a change to the assessment payments, the grant of damages on its own would leave
periodic payments untouched, although the term would be shorter, leaving the homeowner with
the same unaffordable payments even after a remedy has been provided.

As described elsewhere in these comments, existing state laws do not provide the same level of
protection as Truth in Lending’s ATR requirement. Of the states with active residential PACE
programs only California has any ATR requirement at all. And even in California, the statutory
ATR rules are not as rigorous as the Truth in Lending ATR requirement. Moreover, unlike
TILA, where there is an emergency exception that applies only to disclosures and waiting
periods, California has an emergency exception that applies to the verification of income in the
ATR evaluation itself.?

C. The Bureau’s Authority

PACE loans already are subject to TILA as “credit” and the Bureau can regulate PACE
under all applicable provisions of the Act.

The Economic Growth, Regulatory Relief and Consumer Protection Act of 2018%* amended
TILA to require the CFPB to issue regulations addressing the application of the general TILA
ability-to-repay standards to PACE loans, including by providing for its unique characteristics.
The directive to write regulations under this TILA provision assumes TILA coverage. In fact,
the Bureau would have no authority to issue regulations under TILA if PACE loans were not
credit, as TILA applies to consumer credit transactions primarily for personal, family or
household purposes.”? Below we lay out the legislative and regulatory basis for PACE coverage
under TILA as consumer credit and as a residential mortgage loan. We also set out the Bureau’s
authority, pursuant to the Chevron doctrine and TILA’s own legislative history, to issue
regulations addressing PACE coverage under additional portions of TILA.

TILA’s legislative and regulatory history demonstrate that PACE is credit.

While there is no longer any question that PACE is credit, this section discusses the reasons why
PACE loans fall within the statutory definition of credit even if Congress had not clarified this
point by amending TILA to compel PACE regulations. The history and text of the Truth in
Lending Act (TILA) and Regulation Z make clear that PACE loans constitute credit; they are not
exempt from TILA’s credit purview despite their association with the tax system.

Neither the original TILA nor its accompanying Regulation Z contained an exemption from
TILA or an exclusion from any of the definitional prerequisites under the Act for tax liens, tax
assessments, and court judgments. In 1981, the definition of “credit” that appeared in the Federal

20 Cal. Fin. Code § 22687(e).
21 pyb. L. No. 115-174, 132 Stat. 1296 (2018).
212 C.F.R. §1026.1(c)(1).
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Reserve Board’s (FRB) inaugural version of the official staff commentary incorporated earlier
staff opinion letters from 1969 excluding such items from the definition of credit. The
commentary stated that the following is not considered credit: “[T]ax liens, tax assessments,
court judgments, and court approvals of reaffirmation of debt in bankruptcy. However, third-
party financing of such obligations (for example, a bank loan to pay off a tax lien) is credit for
purposes of the regulation.”23

The language of this exclusion has remained unchanged since 1981. The CFPB adopted it
verbatim in 2011 after the Dodd-Frank Act transferred jurisdiction over TILA to the agency.**
The rationale for the exclusion can be summarized in this way: tax liens, tax assessments, and
court judgments constitute involuntary obligations not contracted for between the parties and
therefore are not “credit” under TILA. Conversely, if an obligation is voluntary, i.e., consensual,
and the obligor is granted the right to defer payment of the debt or incur debt and defer its
payment, “credit” is extended.” If a third party extends a loan to pay off an involuntary tax lien,
tax assessment, or court judgment, that transaction also constitutes credit.?® As discussed below,
PACE loans clearly fall into the former category.

The fact that a local authority provides the funds to the contractor installing the energy
improvements does not affect the application of TILA. A government or governmental
subdivision or agency can be a “creditor” under TILA.?” PACE documents extend “credit”
because they create a debt and give the homeowner the right to defer payment of the debt.
Moreover, the credit constitutes “consumer credit” because the monies provided pay for energy-
related home improvements to homes used for family, personal, or household purposes.®

The FRB’s letters, regulations and interpretations consistently distinguished involuntary
obligations from voluntary transactions. If an obligation is voluntary, i.e., consensual, and the
obligor is granted the right to defer payment of the debt or incur debt and defer its payment,
“credit” is extended. A voluntary contractual assessment is distinct from a tax assessment in that
the latter is levied by the local authority without the contractual consent of the homeowner.
Consequently, a tax assessment is involuntary.® The voluntary PACE assessment program did
not exist at the time the FRB issued the 1981 commentary. As a result, the FRB did not address
use of “assessment” in the context of a voluntary agreement.

The word “debt” is not defined by TILA or Regulation Z. Thus, the regulation instructs that
state law or the contract determines the meaning.*® PACE assessment contracts do not define

2 Official Staff Commentary § 226.2(a)(14)-1; 46 Fed. Reg. 50,288, 50,292 (Oct. 9, 1981). The
official staff commentary is now known as the official interpretations.

24 Official Interpretations § 1026.2(a)(14)-1; 76 Fed. Reg. 79,767, 79,918 (Dec. 22, 2011).

15 U.S.C. § 1602(f).

26 Official Interpretations § 1026.2(a)(14)-1.

2715 U.S.C. § 1602(d), (e), (9).

%8 Reg. Z § 1026.2(a)(12).

2% Cal. Const. art. X11ID, §§ 2, 4.

%012 C.F.R. § 1026.2(b)(3).
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“debt.” Using California® common law as an example, it provides that: “A sum of money
which is certainly and in all events payable is a debt, without regard to the fact whether it be
payable now or at a future time. A sum payable upon a contingency, however, is not a debt, or
does not become a debt until the contingency has happened.”* Applying this state law
definition, the PACE assessment contract creates a “debt” because it creates a liability for a
specific sum of money by agreement that arises at the time the contract is signed.*® The contract,
therefore, meets the TILA definition of “credit” because payment of the debt is deferred over
time.

This state law analysis of what constitutes “debt” is supported by the reasoning in Pollice v.
National Tax Funding, L.P.** In the context of the collection of property taxes imposed by the
local taxing authority, the court ruled that there was no “debt” and, therefore, there could be no
“credit” under TILA. The court looked to the definition of debt in the Fair Debt Collection
Practices Act (FDCPA),* another federal consumer protection statute, rather than state law. The
Third Circuit summarized the FDCPA definition in this way: “‘debt’ is created whenever a
consumer is obligated to pay money as a result of a transaction whose subject is primarily for
personal, family or household purposes.”®® The court determined that a “transaction” suggests
an exchange where a monetary obligation arises “as a result of the rendition of a service or
purchase of property or other item of value.”®’ Regarding property taxes, there is no exchange
because the obligation to pay arises from the involuntary levying of taxes.®® In contrast, the
court also ruled that charges imposed for the provision of water and sewer services constituted
“debts” at the time they initially were owed to the governmental entity because the obligations
arose out of requests for water and sewer services that were incurred primarily for personal,
family, or household purposes.®® Payment plans for water and sewer obligations, therefore, met
the TILA definition of “credit.”*

Employing either the state or federal law definition of “debt,” the result is the same. The PACE
assessment contract creates a debt because the homeowner voluntarily agrees to repay a sum of
money in exchange for the promise of the local governmental agency to pay a contractor to
install energy efficient home improvements. Moreover, the homeowner agrees to pay this debt

1 We believe many states define “debt” in a similar manner.

%2 people v. Arguello, 37 Cal. 524, 525 (Cal. 1869).

% See also Debt, Black’s Law Dictionary (9th ed. 2009).

% Pollice v. Nat’l Tax Funding, Ltd. P’ship, 225 F.3d 379 (3d Cir. 2000).

¥ 15U.8.C.§ 1692a(5) (“any obligation or alleged obligation of a consumer to pay money
arising out of a transaction in which the money, property, insurance, or services which are the
subject of the transaction are primarily for personal family, or household purposes™).

% pollice v. Nat’l Tax Funding, 225 F.3d 379, 401 (3d Cir. 2009).

%7 1d. See also Transaction, Black’s Law Dictionary (9th ed. 2009) (“The act or an instance of
conducting business or other dealings; esp., the formation, performance, or discharge of a
contract.”).

%8 pollice v. Nat’l Tax Funding, 225 F.3d 379, 402 (3d Cir. 2009).

%%1d. at 400.

“01d. at 409-411.
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in installments with interest and the agency agrees to defer payment.** Thus, a “credit”
transaction is born under TILA. The tax lien and tax assessment exclusion does not apply
because PACE transactions “involve the voluntary incurring of debt.”*

In a different context, the Fifth Circuit found that a loan used to pay off delinquent property taxes
was not subject to TILA because the loan did not extinguish the tax lien. Rather, the lender
acquired rights to the involuntary tax lien until the consumer repaid the loan.*® Billings did not
address the question of whether a voluntary loan that is collected through the property tax system
is credit in the first instance. The PACE program, however, is analogous to the voluntary
provision of water and sewer services and resulting debt described in the Pollice case to which
TILA does apply.**

California’s legislative history on PACE also indicates PACE is credit.

Bill analyses and comments by various committees of the California legislature during the PACE
enactment process in 2008 describe the contractual transactions as “loans.”® In 2016, the
California legislature enacted the PACE Preservation and Consumer Protection Act (A.B. 2693)
that amended the 2008 Act to require that a standard financing estimate and disclosure be
provided to the homeowner before the contract is signed, along with a notice of the homeowner’s
right to cancel the transaction within three days. “This bill responds to concerns that PACE
financing extends credit secured by a home without providing truth in lending disclosures and
without the underwriting safeguards applicable to other consumer loans.”*® Bill analyses and
comments by various committees of the California legislature during the amendment process
again described the contractual transactions as “loans,” “credit secured by the home,” and
“contractual assessment related debt.”*’

*! See also Prentiss Cox, Keeping PACE?: The Case Against Property Assessed Clean Energy
Financing Programs, 83 U. Colo. L. Rev. 83, 106 (2011) (“PACE financing has all the
characteristics of a mortgage loan other than the mechanism of billing and payment through
property tax. Unlike a public works tax assessment, PACE financing is voluntarily assumed by
the homeowner and provides cash to the homeowner for improvements that ultimately will be
owned by the homeowner.”).

%2 46 Fed. Reg. 20,848, 20,851 (Apr. 7, 1981).

3 Billings v. Propel Fin. Servs., L.L.C., 821 F.3d 608, 613 (5th Cir. 2016).

* Pollice v. Nat’l Tax Funding, 225 F.3d 379 (3d Cir. 2000).

*E g., Cal. Assembly Comm. on Local Governments, 2007—2008 Reg. Sess., Rpt. on A.B. 811,
at 4 (Jan. 15, 2008), available at http://leginfo.legislature.ca.gov; Cal. Assembly, 2007-2008
Reg. Sess., A.B. 811 Assembly Floor Analysis 3 (Jan. 28, 2008), available at
http://leginfo.legislature.ca.gov; Cal. Senate Local Gov’t Comm., 20072008 Reg. Sess., Rpt. on
A.B. 811, at 3 (May 29, 2008), available at http://leginfo.legislature.ca.gov; Cal. Assembly,
2007-2008 Reg. Sess., A.B. 811 Assembly Floor Analysis 3 (June 27, 2008), available at
http://leginfo.legislature.ca.gov.

%% Cal. Senate, 2015-2016 Reg. Sess., A.B. 2693 Senate Floor Analysis 1-4 (Aug. 22, 2016),
available at http://leginfo.legislature.ca.gov.

4 Cal. Assembly Comm. on Banking & Fin., 20152016 Reg. Sess., Rpt. on A.B. 2693, at 5-6, 9
(Apr. 22, 2016), available at http://leginfo.legislature.ca.gov; Cal. Assembly Comm. on Local
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https://leginfo.legislature.ca.gov/faces/billAnalysisClient.xhtml?bill_id=200720080AB811
https://leginfo.legislature.ca.gov/faces/billAnalysisClient.xhtml?bill_id=200720080AB811
https://leginfo.legislature.ca.gov/faces/billAnalysisClient.xhtml?bill_id=200720080AB811
https://leginfo.legislature.ca.gov/faces/billAnalysisClient.xhtml?bill_id=200720080AB811
https://leginfo.legislature.ca.gov/faces/billAnalysisClient.xhtml?bill_id=200720080AB811
https://leginfo.legislature.ca.gov/faces/billAnalysisClient.xhtml?bill_id=201520160AB2693
http://leginfo.legislature.ca.gov/faces/billAnalysisClient.xhtml?bill_id=201520160AB2693
http://leginfo.legislature.ca.gov/faces/billAnalysisClient.xhtml?bill_id=201520160AB2693

In 2017, the California legislature tightened its regulation of PACE financing by subjecting:

PACE lenders to similar licensing and regulatory oversight [applicable to those
subject to the Finance Lenders Law], including minimum criteria for securing a
license, the periodic examination of licensees, and the ability to investigate, issue
orders and suspend a license. The legislation also features new underwriting
guidelines predicated on an ability-to-pay standard that borrows heavily from other
forms of consumer finance.*®

The ATR and verification standards enacted in this bill are similar to those enacted by Congress
in the Dodd-Frank Act applicable to residential mortgage loans.*® The state Senate and House
analyses relied on a Wall Street Journal article® to support the need for these new rules given
the rise in PACE loan defaults noted in the article.>® In the context of describing how program
administrators hired by local governments are paid, these legislative re;z)orts note that the cost “is
not borne by the local agency, but is built into PACE loan financing.”

Government, 2015-2016 Reg. Sess., Rpt. on A.B. 2693, at 4-7, 9 (May 3, 2016), available at
http://leginfo.legislature.ca.gov; Cal. Assembly, 2015-2016 Reg. Sess., A.B. 2693 Assembly
Floor Analysis 1, 3-4, 7 (May 11, 2016), available at http://leginfo.legislature.ca.gov; Cal.
Senate Comm. on Governance & Fin., 2015-2016 Reg. Sess., Rpt. on A.B. 2693, at 1-2, 5 (June
10, 2016), available at http://leginfo.legislature.ca.gov; Cal. Senate Jud. Comm., 2015-2016
Reg. Sess., Rpt. on A.B. 2693, at 1, 3-4 (June 27, 2016), available at
http://leginfo.legislature.ca.gov; Cal. Senate, 2015-2016 Reg. Sess., A.B. 2693 Senate Floor
Analysis 1, 3-5 (Aug. 4, 2016), available at http://leginfo.legislature.ca.gov; Cal. Senate, 2015—
2016 Reg. Sess., A.B. 2693 Senate Floor Analysis 1-5 (Aug. 22, 2016), available at
http://leginfo.legislature.ca.gov; Cal. Assembly, 2015-2016 Reg. Sess., A.B. 2693 Assembly
Floor Analysis 4 (Aug. 26, 2016), available at http://leginfo.legislature.ca.gov.

%8 Cal. Senate Comm. on Ins., Banking and Fin. Inst., 2017-2018 Reg. Sess., Rpt. on A.B. 1284,
at 10 (Sept. 14, 2017), available at http://leginfo.legislature.ca.gov (quoting the supporters’
summary of the bill’s purposes).

* Compare 15 U.S.C. § 1639c(a), and Reg. Z § 1026.43(c), with Cal Fin. Code § 22687 (eff.
Apr. 1, 2018).

O Kirsten Grind, More Borrowers Are Defaulting on Their “Green” PACE Loans, Wall St. J.,
Aug. 15, 2017.

> Cal. Assembly Comm. on Local Government, 2017-2018 Reg. Sess., Rpt. on A.B. 1284, at 8
(Sept. 16, 2017) (emphasis added), available at http://leginfo.legislature.ca.gov; Cal. Senate
Comm. on Ins., Banking and Fin. Inst., 2017-2018 Reg. Sess., Rpt. on A.B. 1284, at 9 (Sept. 14,
2017) (emphasis added), available at http://leginfo.legislature.ca.gov.

>2 Cal. Assembly Comm. on Local Government, 2017-2018 Reg. Sess., Rpt. on A.B. 1284, at 7
(Sept. 16, 2017) (emphasis added), available at http://leginfo.legislature.ca.gov; Cal. Senate
Comm. on Ins., Banking and Fin. Inst., 2017-2018 Reg. Sess., Rpt. on A.B. 1284, at 7-8 (Sept.
14, 2017) (emphasis added), available at http://leginfo.legislature.ca.gov.
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https://leginfo.legislature.ca.gov/faces/billAnalysisClient.xhtml?bill_id=201720180AB1284
https://leginfo.legislature.ca.gov/faces/billAnalysisClient.xhtml?bill_id=201720180AB1284
https://leginfo.legislature.ca.gov/faces/billAnalysisClient.xhtml?bill_id=201720180AB1284
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The structure of TILA supports treating PACE as credit.

TILA exemptions should be narrowly construed.>® Courts examine the true nature of the
transaction, not the form, to make these decisions.>* This latter principle is particularly
compelling because the voluntary assessment transaction documents walk, talk, create debt, and
perform just like credit.>® It is noteworthy that in 2000, the FRB added payday loans and deferred
presentment loans as examples of transactions meeting the definition of “credit.”® This example
appears immediately following the list of exclusions, including the tax lien and tax assessment
exclusion. In the supplementary information accompanying its rulemaking, the agency stated:

TILA, as implemented by Regulation Z, reflects the intent of Congress to provide
consumers with uniform cost disclosures to promote the informed use of credit and
assist consumers in comparison shopping. This purpose is furthered by applying the
regulations to transactions, such as payday loans, that fall within the statutory
definition of credit, regardless of how such transactions are treated or regulated
under state law.>”

This comment supports using an analysis that looks to substance not form when assessing
whether a particular transaction constitutes credit under TILA, regardless of the characterization
of that transaction under state law.

One federal district court recently ruled that PACE contracts in California constitute tax
assessments, do not create debt under state law, and fall squarely within the tax lien and tax
assessment exclusion from the definition of credit under TILA.*® In deciding whether the PACE
contracts constitute tax assessments, the court failed to address the distinction between a tax
assessment and a voluntary contractual assessment. The former is a special assessment that,
under California law, “is a charge imposed on particular real property for a local public
improvement of direct benefit to that property.” If the local authority authorizes the tax
assessment, the involuntary tax is imposed on all properties in the assessment district in a
proportional amount. In contrast, a voluntary contractual assessment is an alternative procedure
for authorizing assessments “to finance the installation [of] energy efficient improvements that

*3Thomas v. Myers-Dickson Furniture Co., 479 F.2d 740, 745 (5th Cir. 1973).

> Mourning v. Family Publications Serv., 411 U.S. 356 (1973).

> Justice Mosk of the California Supreme Court stated this general principle and that court has
repeated it in a variety of contexts. In re Deborah C., 635 P.2d 446, 455 (Cal. 1981) (Mosk, J.,
concurring) (“if an object looks like a duck, walks like a duck and quacks like a duck, it is likely
to be a duck”). See also Phillippe v. Shapell Indus., 743 P.2d 1279, 1282 (Cal. 1987) (same).

%8 Official Interpretations § 1026.2(a)(14)-2; 65 Fed. Reg. 17,129 (Mar. 31, 2000).

>’ 65 Fed. Reg. 17,129, 17,130 (Mar. 31, 2000) (emphasis added).

%8 In re HERO Loan Litig., 2017 WL 3038250 (C.D. Cal. July 17, 2017).

> Russ Bldg. P’ship v. City & Cty. of San Francisco, 750 P.2d 324, 329 (Cal. 1988) (describing
an “assessment district,” the procedure for creating such districts through local legislative
resolutions, and the hearing rights of affected property owners to block the creation of the district
and the resulting imposition of the tax); Cal. Const. art. XIIID, 88 2, 4.
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are permanently fixed to residential . . . real property.”® The cost of energy efficiency
improvements to a particular property is financed via a voluntary contractual mechanism. The
enabling provisions of the statute in California use the phrase “voluntary contractual assessment”
and never the phrase “tax assessment.”®

As for whether PACE contracts create a “debt,” the In re HERO Loan Litigation court relied on
City of Huntington Beach v. Superior Court® for the proposition that “[u]nder California law, a
tax assessment lien on property does not constitute a personal debt owed by a consumer.”® The
court concluded that PACE contracts do not create a debt because they are assessments against

the property.

City of Huntington Beach, however, did not involve a voluntary contractual assessment. Indeed,
the California legislature did not enact the statute authorizing the financing of energy efficiency
improvements to residential real property until 2008, thirty years after City of Huntington Beach
was decided. Rather, that case addressed the distinction between an involuntary transfer tax on
real property®® and an involuntary real property tax.> City of Huntington Beach involved a class
action suit to recover real property transfer taxes paid by sellers and buyers of real property. A
city ordinance declared that the transfer taxes were a debt to the city recoverable by an action
against the person owing the tax (as compared to real property taxes that are only secured by the
land). Based on the ordinance, the court held that the transfer taxes were excise taxes and not
real property taxes (and not subject to a cap that had been exceeded if they were), and thus not
recoverable by plaintiffs.®® The court did not explicitly rule that real property taxes are not debts.
Instead, it distinguished them from transfer taxes based on the local ordinance and the different
methods of collection applicable to each.

Moreover, the In re HERO Loan Litigation court did not address the two 1969 FRB staff letters,
the FRB’s comments on the issue of “voluntary versus involuntary” liens during the 1981
rulemaking that created the tax exclusions, or the CFPB’s validation of the 1969 letters in 2016.

Also glaringly absent from the court’s analysis was the characterization of PACE assessment
contracts as “loans” by the various committees of the California legislature during the program’s

% Cal. Sts. & High. Code §§ 5898.10, 5898.12 (West).

°! See, e.g., Cal. Sts. & High. Code §§ 5898.20, 5898.22, 5898.28, 5898.31 (West).

%2144 Cal. Rptr. 236, 240 (Cal. Ct. App. 1978).

% In re HERO Loan Litig., 2017 WL 3038250, at *3 (C.D. Cal. July 17, 2017).

% By city ordinance, the transfer tax was declared a debt to the city and recoverable by an action
against the person owing the tax. City of Huntington Beach v. Super. Ct., 144 Cal. Rptr. 236, 238
(Cal. Ct. App. 1978).

®1d. at 240 (defining a real property tax as a tax “imposed on the ownership of property as such;
they recur annually on a fixed date; and no personal liability arises from their nonpayment, the
sole security for the taxes being the property itself.””). Whether a tax is collectible by an action
against the persons liable or solely through an action against the property is not necessarily
relevant as to whether the amount owed is a debt. See definition of debt under California law in
People v. Arguello, 37 Cal. 524, 525 (Cal. 1869).

% City of Huntington Beach v. Super. Ct., 144 Cal. Rptr. 236, 240 (Cal. Ct. App. 1978).
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enactment in 2008, and the legislature’s concerns which led it in 2016 to make the consumer
protection amendments to the Act discussed above.

PACE loans are subject to TILA’s protections for residential mortgage loans.

Truth in Lending’s Ability-to-Repay provision applies to residential mortgage loans, which are
generally defined as “any consumer credit transaction that is secured by a mortgage, deed of
trust, or other equivalent consensual security interest on a dwelling or on residential real property
that includes a dwelling, other than . . . under an open end credit plan.”®” It also excludes time
shares. This same definition applies to the rules relating to financing credit insurance,
prepayment penalties, arbitration clauses and restrictions on court actions, TILA/RESPA
disclosures, and periodic statements.

PACE loans satisfy the definition of residential mortgage loan. As discussed above, a PACE
loan constitutes consumer credit. In addition, the borrower voluntarily agrees to the lien placed
on the home to secure repayment of the monies advanced for the home energy improvements. If
the homeowner does not pay the PACE payment, the homeowner is subject to a tax sale or
judicial foreclosure. Similar to a home mortgage, homeowners in the California HERO program
expressly acknowledge in the assessment contract that if they fail to pay the PACE loan, it can be
“immediately enforced through a judicial foreclosure action that could result in a sale of the
Property for the payment of the delinquent installments, associated penalties and interest, and all
costs of suit, including attorneys' fees.”®® Thus the security interest resembles that of a traditional
mortgage. The only difference is that the creditor has worked with the local governmental
sponsor to run the mortgage loan through the tax system, although the amount due is for home
improvements and is not tax-related. Thus, a PACE loan is covered under the language
addressing “other equivalent consensual security interest.” Finally, PACE transactions are not
open-end credit plans because they involve contracts for a sum certain paid back over a fixed
term at a pre-determined interest rate.

The fact that the debt transfers to the next homeowner does not erase the fact that the debt is
owed by the homeowner, that the debt is secured by a security interest on the owner’s home, that
failure to pay could result in the loss of the home at foreclosure, and that it satisfies the definition
of credit and of residential mortgage loan.

Administrative law doctrines under Chevron and Milhollin give the Bureau significant
authority to issue PACE regulations under TILA.

Congress’s directive to the Bureau to write PACE regulations under TILA’s ATR requirement is
silent on the question of TILA coverage of PACE, again because such coverage is assumed. It
also does not address the question of the Bureau’s role in writing other TILA regulations on
PACE. When viewed in the context of broader administrative law jurisprudence, Congress’s
silence with regard to whether the rest of TILA applies to PACE loans is most aptly understood
as permitting the Bureau to address the scope of TILA’s coverage of PACE loans.

®715 U.S.C. § 1602(dd)(5).
% See Exhibit 1 (LA HERO Program Assessment Contract, section 6).
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First, in administrative law, Congressional silence does not mean that Congress is implicitly
excluding a subject from administrative regulation. Second, to the extent that such omission
could be construed to be ambiguity regarding whether the rest of TILA applies to PACE, it is an
implicit delegation of authority to the Bureau to decide how the rest of TILA should apply to
PACE.

Since this is fundamentally a question about Congressional delegation of authority to an
administrative agency, Chevron U.S.A. v. NRDC® and its progeny govern. To determine if
Chevron applies, one first must check if Congress has “directly spoken to the precise question at
issue,” since both agencies and courts “must give effect to the unambiguously expressed intent of
Congress."™ If Congress has not directly spoken to the precise issue and the statute is either
"silent or ambiguous with respect to the specific issue, the question for the court is whether the
agency's answer is based on a permissible construction of the statute."’* Finally, if Congress has
“explicitly left a gap” in the statute for an administrative agency to fill, then Congress has
expressly delegated “authority to the agency to elucidate a specific provision of the statute by
regulation.”’

A key component of Chevron, then, is that Congressional silence and ambiguity in
administrative law evinces an intent to delegate interpretive authority to the agency in question.
When Congress is silent or ambiguous given a certain issue in a statute administered by an
agency, there is a presumption that Congress delegated interpretive authority to the agency.
This presumption provides “a stable background rule against which Congress can legislate:
statutory ambiguities will be resolved, within the bounds of reasonable interpretation, not by the
courts but by the administering agency.”’* Thus, the Chevron regime leads to the following
presumption: “Congress knows to speak in plain terms when it wishes to circumscribe, and in
capacious terms when it wishes to enlarge, agency discretion.””

Even if one argues that Congress was not silent concerning whether TILA in its entirety covers
PACE loans, Congress was at most ambiguous. A statute is ambiguous “if it can be read more
than one way.”’® While one may argue that Congress’s ATR mandate implicitly excludes the rest
of TILA from applying to PACE loans, that interpretation is only one among several—it could
just as well imply that TILA already applied to PACE and that Congress is merely asking the
CFPB to specify how it applies in this context. Because multiple interpretations are possible, the

%9 467 U.S. 837 (1984).
0 1d. at 843.
1d.
"2 |d. at 843-844.
3 Id. at 845.
Z;‘ City of Arlington v. FCC, 569 U.S. 290, 296 (2013).
Id.
® AFL-CIO v. FEC, 333 F.3d 168 (D.C. Cir. 2003); United States v. Nofziger, 878 F.2d 442,
446-47 (D.C. Cir. 1989); Abraxis Bioscience, LLC v. Kappos, 10 F. Supp. 3d 53 (D.C. Dist. Ct.
2014).
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statute is paradigmatically ambiguous. The meaning of that ambiguity in administrative law is
that Congress has delegated the question to the CFPB to answer.

Deference to agency interpretation is even stronger with regard to TILA. The Supreme Court has
recognized that “deference is especially appropriate in the process of interpreting the Truth in
Lending Act,” because agencies have played a “pivotal role” in effectuating TILA.”” The Court
held that “[u]nless demonstrably irrational, Federal Reserve Board staff opinions construing the
Act or Regulation should be dispositive.”78

D. Additional Recommendations

Because PACE loans already are subject to TILA, the Bureau should issue regulations under
additional TILA provisions.

As discussed at length in the previous sections, the Bureau has the authority to issue regulations
explicitly addressing PACE loans under TILA provisions beyond its ATR requirements. Indeed,
current developments in the market make clear that doing so is important to provide adequate
consumer protections. Some TILA provisions will not even require any adjustment. Even where
adjustment may be needed, those adjustments are often quite minor. Following is an overview of
major requirements in TILA for which the Bureau should issue regulations.

Periodic Statements. TILA requires periodic statements for all closed-end residential mortgage
loans secured by a dwelling.”® The statements must be made in a conspicuous and prominent
manner, in writing, or electronically if the consumer agrees, and in a form the consumer may
keep.®

The Bureau should explicitly mandate periodic statements for PACE loans, adjusting due dates
for the relevant tax schedule. Similar to the application of the rule to mortgage servicers, the
duty to provide statements should be imposed on program administrators. PACE program
administrators already keep track of payment information for PACE accounts and make that
information available to homeowners.®*

Such statements could be provided when PACE payment installments are due under the
assessment contract and the state tax schedule, which in many states will be only once or twice
per year. Current content requirements for TILA periodic statements apply equally to PACE
loans or will always be inapplicable (such as partial payments, generally not accepted by tax
collectors): amount due, explanation of how amounts will be applied, past payment breakdown,

" Ford Motor Credit Co. v. Milhollin, 444 U.S. 555, 565-66 (1980); see also Mourning v.
Family Publications Service, 411 U.S. 356 (1973); Chase Bank USA, N.A. v. McCoy, 562 U.S.
195, 207-208 (2011).

"8 Milhollin, 444 U.S. at 565.

¥15U.S.C. § 1638(f); 12 C.F.R. § 1026.41(a), (e).

8012 C.F.R. § 1026.41(c).

8 See, e.g., Renovate America, Balance Information Center, available at
https://payments.renovateamerica.com/.
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transaction activity, partial payments, contact information, account information and delinquency
information.

Because payments are not made monthly, periodic statement information is even more important
for homeowners seeking to keep track of their PACE loans. Moreover, due to electronic closings
and common non-compliance with E-Sign (as described later in these comments), periodic
statements present a crucial opportunity to provide concrete information about the PACE loan to
the homeowner.

Restrictions on Forced Arbitration and Court Actions. TILA restricts forced arbitration
clauses on residential mortgage loans as well as terms that bar a consumer from bringing a court
action for damages or other relief in connection with a violation of federal law.®? This latter
provision goes beyond the use of arbitration and prevents enforcement of various waivers of
rights under federal statutes. The Bureau should explicitly apply these requirements to PACE
loans. No adjustment of this requirement is needed.

Forced arbitration is emerging as a significant issue in PACE cases in California, as discussed in
comments filed by California advocates. Congressional action directing the Bureau to write
TILA ATR rules for PACE makes clear that Congress intends for PACE loans to be regulated by
the Bureau as residential mortgage loans. Restrictions on forced arbitration and court actions
represent an assurance that homeowners who have been harmed by violations of TILA can
obtain redress in a judicial forum. The Bureau should ensure harmed homeowners do not face
unnecessary hurdles in enforcing TILA’s protections.

TILA/RESPA Disclosures. Following passage of Dodd-Frank, the Bureau finalized the
combined TILA/RESPA disclosures.®® The rules include early disclosures, a Loan Estimate, and
a Closing Disclosure. TILA requires that the consumer receive the closing disclosures no later
than three business days before consummation.®*

The Bureau should issue regulations establishing clear rules for how TILA’s disclosure regime
applies to PACE loans. As discussed elsewhere in these comments and in other comments
submitted by consumer advocates, homeowners often go into PACE loans unaware of the costs,
placement of liens and risks. While Congress flagged the urgency of providing substantive
protections to PACE borrowers, disclosure is a crucial component of establishing a fair and
efficient PACE lending market. One crucial piece of TILA’s regime that should not be altered
for PACE loans is the three-day waiting period before the Closing Disclosure and
consummation. PACE loans result in real property liens and place the homeowner at risk of
foreclosure. Entering into such an arrangement requires the time and information necessary to
make such an important decision.

As noted above, while some homeowners may choose to fund home improvements through
credit cards or other unsecured loans, using secured loans to fund PACE necessarily requires the

8215 U.S.C. § 1639c(E); 12 C.F.R. § 1026.36(h).
8 12 C.F.R. §§ 1026.19(e), (f), 1026.37, and 1026.38.
812 C.F.R. § 1026.19(f).
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care and transparency offered to homeowners for other mortgage loans. We look forward to
working with the Bureau to develop any other modifications to the content of the TILA
disclosures to adequately convey the mechanics of PACE mortgage loans.

Higher-Priced Mortgage Loans. TILA contains substantive protections for higher-priced
mortgage loans (HPMLs), including appraisal requirements for a written appraisal with an
interior inspection® and an escrow mandate.®® As discussed above, homeowners without
escrows will need to budget a significant amount to make PACE payments on top of the existing
property tax. For borrower receiving HPML, as with other mortgage loans, it is appropriate for
the homeowner to have the escrow established to ensure that monthly payments assist with the
necessary saving of funds to pay the tax bill when it comes due. The Bureau should require the
program administrator to contact the servicer to notify them of the new PACE loan, to ensure the
loan is promptly incorporated into the escrow (and an escrow is established where needed). This
will help prevent escrow shortages. The Bureau also should ensure written appraisals with
interior inspections are done on HPML PACE loans, to ensure that homeowners are not
overleveraged.

High-Cost Mortgages. TILA contains special consumer protections for homeowners who
receive high-cost mortgages.®” A loan is considered high-cost if it meets one of three thresholds
based on annual percentage rate, points and fees or prepayment penalties.®® Loans that meet the
high-cost thresholds must satisfy certain standards regarding extra disclosures, contract terms
and prohibited acts and practices. It is important to note that high-cost mortgages are just that—
high cost. As a result, Congress and the Bureau have established protections for consumers
receiving such loans.

TILA’s high-cost protections should be explicitly applied to PACE. While certain functions of
the tax system may conflict with certain HOEPA requirements, loans can be priced under the
HOEPA triggers to avoid such a conflict.

Loan originator compensation. The loan originator compensation rules under TILA restrict
compensation based on the terms of the mortgage and prohibit dual compensation.*® These rules
were developed to address rampant upselling abuses in the mortgage market and to align
originator incentives with consumer protection goals. The Bureau’s loan originator
compensation rule clarifies that agents and contractors of creditors and mortgage brokers, as well
as employees, may be loan originators. Offering to arrange a loan and taking a loan application
can make one a loan originators.*® Thus it appears that home improvement contractors who are
processing PACE loan applications are covered by the rule. The Bureau should issue regulations
explicitly stating that PACE loans are subject to the loan originator compensation rules. This is

812 C.F.R. § 1026.35 (c).

%15 U.S.C. § 1639d.

8715 U.S.C. § 1639.

8 prepayments penalties on PACE loans can be measured based on how much additional interest
beyond the date of payment the borrower must pay. See response to Question 20.

8912 C.F.R. § 1026.36(d).

%12 C.F.R. § 1026.36(a)(1).
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especially important because, as these and other consumer advocate comments make clear, home
improvement contractors are the main contact for homeowner obtaining PACE loans and their
incentives for upselling homeowners to fund their own projects are significant. No adjustment is
needed to apply the rule to PACE loans.

Remedies. Each of TILA’s protections brings with it a set of remedies. These are discussed
further in answers to Question 32. Just as TILA’s provisions apply to PACE, TILA’s remedies
apply to PACE. When the Bureau issues regulations on TILA’s non—ATR provisions as they
apply to PACE, it should ensure that remedies are also discussed. For example, while rescission
is not available for TILA’s ATR requirement, it is available for TILA/RESPA violations.

One final word should be said about remedies. TILA’s remedies, as with all legal remedies, play
more than one role. While they are intended to ensure that harmed individuals are compensated
where a violation is occurred, they also serve to incentivize compliance with the rules. TILA’s
remedies are measured and tailored to specific provisions, and have already shown themselves to
be useful in securing widespread compliance with its essential rules. Application of TILA’s
remedies to PACE loans would serve those same important purposes: protecting consumers and
ensuring compliance.

E. Response to ANPR Questions

. Written materials associated with PACE financing transactions.

To better understand PACE financing transactions and potential areas of consumer risk,
the Bureau is interested in receiving samples of any written materials used in PACE
financing transactions. Please consider submitting samples of, for example, any contractual
agreements, written materials provided to consumers before they sign a PACE financing
agreement, and bills or statements that provide payment information to consumers. Please
redact any personally identifiable information before submission.

Copies of PACE contractual agreements, disclosures, written materials, assessment contracts and
other documents provided to consumers are referred to throughout these comments and are
attached as exhibits.

Il. Current standards and practices in the PACE financing origination process.

1. Please provide information about the process of obtaining a consumer’s application for
PACE financing, including what documentation is required from consumers or third
parties, what information is verified, and how any information is collected. What
information gathered as part of the application process relates to the consumer’s ability to
repay? Which parties collect the application information? How are policies and procedures
relevant to the application process established?
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A. Overview.

The PACE application process varies from state to state depending on each state’s statutory
requirements. Application materials and procedures also vary somewhat depending on the
policies and practices of the specific governmental PACE sponsor and program administrator
involved in a given transaction. In all states with active residential PACE programs, however,
the application process generally shares these attributes:

B The application process is managed by program administrators, not by PACE-sponsoring
governmental entities.
B Contractors assist program administrators by collecting application information from
homeowners.”
B The application process takes place very quickly, sometimes the same day that a
contractor first visits a homeowner’s property.
B Applications are submitted and “signed” electronically, on tablets or sometimes even
smart phones.
B Properties are screened for:
o Location within a jurisdiction where residential PACE is authorized;
o Property value;
o Active notices of default; and
o Existing liens.
B Homeowners are screened for:
o Recent property tax payment history;
o Recent or current mortgage payment history; and
o Recent bankruptcy history.
B Projects are screened for:
o Eligibility for PACE financing; and
o Cost (to determine loan-to-value ratios as required).

In California, current law®® requires program administrators to collect the following additional
information as part of the application process:

B Information to be used in determining a homeowner’s ability to repay the PACE
assessment:
o Homeowner monthly income;*®

° In some instances, more technologically sophisticated homeowners may initiate an application
online through a program administrator’s website, but a contractor will generally be involved in
collecting further information as needed. It is more frequently the case, however, that
applications are facilitated by the contractor either online or via call-in to the program
administrator.

%2 Cal. Fin. Code §8 22686 and 22687.

% As of January 1, 2019, program administrators in California may also include the income of a
non-owner spouse or domestic partner as long as they also consider the debt obligations of that
person; however, non-owner spouses and domestic partners are not screened for past payment
history or bankruptcies. Cal. Fin. Code § 22687(a)(3).
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Homeowner assets (not including equity in the property);
Homeowner monthly housing expenses;
Homeowner monthly debt obligations; and
o Household size (for purposes of estimating basic living expenses); and
B Whether the homeowner has any other, as-yet unrecorded PACE assessments.**

o O O

In other states with active residential PACE programs and most states that have authorized such
programs, PACE legislation does not require collection or consideration of key information
relevant to a homeowner’s ability to pay a PACE assessment, such as income, debt obligations,
living expense-related information, or the existence of other, as-yet unrecorded PACE
assessments.” Instead, the application and approval processes are driven almost entirely by the
amount of equity a homeowner has in the property.

In most jurisdictions and for most homeowners, even though PACE-financed improvements are
marketed as a way to improve energy efficiency and/or save on utility bills, the PACE
application process does not include any inquiry into or verification of the need for a given home
improvement and does not require any energy audit of the property or examination of current
utility bills.

Policies and procedures relevant to the PACE application process are developed primarily by the
program administrators in consultation with their respective governmental PACE sponsors and
pursuant to any applicable state laws or regulations.*®

B. Verification Protocols.

Verification methods vary from state to state and from program to program. Among states with
active residential PACE programs, California is the only one to address the verification of some
application information in state law, as discussed in more detail below. In other states,
verification protocols and standards are generally left to governmental PACE sponsors that
generally grant broad discretion to the program administrators.

In many instances, program administrators are free to rely solely on information collected from a
homeowner and/or a contractor during the application process. Although applicants’ credit
reports are often pulled to verify monthly debt obligations, mortgage payment status and
bankruptcy history, many other monthly obligations, such as unescrowed property taxes, hazard
insurance and homeowner association fees, do not show up on credit reports. Even California’s
more detailed statutory scheme still permits program administrators to “verify” certain criteria,
such as recent property tax payment history and the existence of involuntary liens or other,
unrecorded PACE assessments, by simply asking the homeowner.”” Eligibility of a particular
project for PACE financing can be “verified” based only on the say-so of the contractor and

% Cal. Fin. Code § 22684(K).

% See, e.g., Fla. Stat. § 163.08.

% See, e.g., Exh. 26 (California First Residential Property Owner Handbook (Version15.9,
October 2018), at pp. 16-17).

% Cal. Fin. Code §22684(a)-(e) and (k).
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confirmation by the homeowner (who is not in a position to know what types of improvements
do and do not qualify for PACE).

I. Property values.

Because most PACE programs allow for PACE assessments that result in very high total loan-to-
value ratios,® accurate valuation of a property is essential to ensuring that the lender’s security is
properly protected and that a homeowner is both avoiding undue risk and not borrowing more
than the designated percentage of the property’s value. Even modest errors in valuation could
result in a homeowner owing more on loans and assessments than the home is worth. In many
other transactions involving financing secured by the borrower’s home, full appraisals are the
default. However, because appraisals and Broker Price Opinions (BPOs) risk slowing down the
“point-of-sale” PACE transaction, PACE program administrators favor using automated
valuation models (AVMs) instead. The states that have active residential PACE programs,
including California, permit the use of AVMs to obtain and verify property value, including for
PACE assessments resulting in extremely high total LTVs.

AVMs are generally used in combination with other analytics, data reviews, property inspections
or appraisals and are most often relied to support bulk decisions such as portfolio valuations or
for appraisal reviews. Their accuracy is weaker when used for valuation of any individual
property. For example, in one study of 666 U.S. counties, on average the percentage of
automated valuations across all counties falling within +/- 10 % of the sales price was only 70%,
with variation between 20% and 92%, depending on the county. Thus, 30% of valuations on
average were more than 10% different from sales price (which is itself different from appraised
value). On average, almost half of all valuations across all of the counties were within +/- 5% of
the sales price. About half were in excess of +/- 5%. However, in one county only 9% of the
valuations were within the 5% bracket. The highest recorded individual county accuracy figure
was 76%.%° On an individual level, such widespread potential for error undermines the lending
process and a homeowner’s security.

i. Income.

Even though California (unlike other states) requires determination of the homeowner’s ability to
repay based on income and other factors, it still allows for verification protocols that could lead
to a determination of repayment ability that is unreasonable and/or in bad faith, particularly
given the PACE industry’s emphasis on speed and automation. In fact, until January 1, 2019,
when a new law that the PACE industry strongly opposed went into effect, program
administrators were not even required to complete the ability to repay assessment until after the
homeowner had already signed both the assessment contract and the home improvement

% California permits total LTV of up to 97%, Cal. Fin. Code §22684(i). At least one PACE
program in Florida permits total LTV of up to 100%, see Exh. 16 (Florida PACE Funding
Agency, Consumer Protection Policies (version 1.0, May 26, 2017), at p. 3).

% George Andrew Matysiak, The Accuracy of Automated Valuation Models (AVMSs), Report for
The European Group of Valuers’ Associations (TEGoVA) (May 2017), available at
http://www.tegova.org/data/bin/a591190c05b2c3_Geoge Matysiak _Valuation_Report.pdf.
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contract.'®

In California, program administrators must “determine and consider the current or reasonably
expected income or assets of the property owner that the program administrator relies on in order
to determine a property owner’s ability to pay the PACE assessment annual payment obligations
using reasonably reliable third-party records of the property owner’s income or assets.”*** The
statute lists examples of specific records that a program administrator may rely on to verify
income, including a single paystub showing the most recent 30-day pay period — which will not
necessarily reflect variations in pay from month to month or provide assurance of continued
employment. The statute does not clearly prohibit the use of such records in isolation and does
not make them subject to any further due diligence. In specified cases of “emergency or
immediate necessity,” a program administrator is permitted to “verify” income based solely on
information reported by the homeowner.'%?

In order to increase the efficiency of their “point-0f-sale” transactions, PACE program
administrators prefer highly automated forms of information retrieval, including automated
verification of income. California law allows the use of such systems for income verification,
“provided the source of that verification is specific to the income of the property owner and not
based on predictive or estimation methodologies, and has been determined sufficient for such
verification purposes by a federal mortgage lending authority or regulator.”103 This statutory
language recognizes the limitations of existing automated income verification systems, which
may be reliable only in verifying salary and wage income (and only to the extent third-party
payroll service records are available), or for obtaining IRS tax transcripts. Such automated
systems are not currently reasonably reliable for verification of other types of income such as
self-employment income, military or reserve duty income, bonus pay, tips, commissions, interest
payments, dividends, retirement benefits or entitlements, rental income, royalty payments, trust
income, public assistance payments, and alimony, child support, and separate maintenance
payments.

California's income verification protocols also include “open-ended questions ... to confirm the
income provided on the application and to identify the sources of their income” that must be
asked by the program administrator during the required “oral confirmation of key terms call.”*%*
It is not clear what is achieved by this requirement given that the required call is supposed to take
place once the financing terms have already been determined and the assessment contract
prepared.’®

100 see AB 2063 (2018).

10 cal. Fin. Code § 22687(b)(1).

192 Cal. Fin. Code § 22687(e). The emergency exception is permitted for improvements costing
as much as $15,000.

103 Cal. Fin. Code § 22687(b)(1).

104 cal. Fin. Code § 22687(a)(6).

105 Cal. Str. & H. Code § 5898.13(a)(1)(A) (must confirm that at lease one homeowner has a
copy of the contract assessment documents) and Cal. Str. & H. Code § 5898.13(a)(2)(B) (must
advise the homeowner to review the assessment contract and financing estimate and disclosure
form).
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iii. Basic living expenses.

In general, PACE programs do not consider basic living expenses as part of the application
process. Even in California, where program administrators are required to consider such
expenses as part of the ability to repay determination, they are only obligated to “make
reasonable estimation of basic living expenses based on the number of persons in the
household.”*® Accordingly, there is no verification of a household's actual expenses required or
undertaken.

2. Please describe current underwriting standards and how they are established. Does
underwriting commonly include a determination of consumers’ ability to repay the
financing? If so, which parties conduct that analysis, and what factors are considered in
that determination?

PACE underwriting standards vary from state to state and from program to program. The vast
majority of programs do not include any ability to repay assessment as part of the required
underwriting criteria. Among states with active residential PACE programs, only California has
laws requiring consideration of a homeowner’s ability to repay. In other states, unless a specific
PACE program opts to consider ability to repay, the underwriting standards generally include
some or all of the following factors:

Current on property taxes (usually with a three-year lookback);

Not in foreclosure;

Current on any mortgage obligations (varying lookback periods);

Not in bankruptcy (varying lookback periods);

No involuntary liens in excess of $1,000;

Specified PACE assessment-to-value ratio (usually between 15 and 20%);

Specified total loan-to-value ratio, including PACE assessment and any mortgages (range
from 100%-90%); and

PACE assessment may not result in total property taxes + assessments of more than 5%
of the property’s value.'”’

In California, as of April 2018, a program administrator must “make a reasonable good faith
determination that the property owner has a reasonable ability to pay the annual payment
obligations for the PACE assessment based on the property owner’s income, assets, and current
debt obligations.”108 In making this determination, the program administrator must “determine
that the property owner’s income is sufficient to meet:” the PACE payment; all mortgage
payments; all existing debts and obligations (including housing expenses); and basic household

106 cal. Fin. Code § 22687(d)(4).
197 Cal. Str. & H. Code § 5898.15.
108 cal. Fin. Code § 22687(a).
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living expenses.'® In other words, affordability is premised on a residual income test.

As discussed above in these comments, residual income on its own is unlikely to provide an
adequate assessment of affordability, and residual income tests used alone are not generally
considered a reliable measure of affordability.™*° Reliability declines even further when, as is
currently permitted in California, a residual income test is premised on estimates and tables
rather than actual expenses, particularly since program administrators use such shortcuts without
any outside review or approval and without allowing for public access to the tables they use.
Relying solely on tables such as the VA’s Table of Residual Incomes by Region leaves out
expenses that are unusual or specific to a given household, such as childcare and healthcare
costs.

Moreover, the minimum residual income figures in the VA’s Table underestimate household
expenses in California. For example, the Table indicates that a family of four in the West region
(which includes California) should have residual monthly income of $967.'*! This amount is
intended to cover the household’s expenses for food, health care, clothing, transportation,
telecommunications and miscellaneous expenses.'*? The UC Berkeley Labor Center Living
Wage and Self-Sufficiency chart suggests that the VA figures significantly underestimate the
expenses of a California family."*® For example, UC Berkeley estimates the following monthly
expenses in the residual income expense categories for a household with two working parents
and two children in San Diego: $773 for food, $491 for health care, $510 for transportation, and
$787 for miscellaneous expenses, for a total of $2,561. Thus, the VA Table underestimates the
San Diego households needed residual income by $1,594 per month.

3. Please provide information about the process for approving or denying PACE
financing applications. For example, which parties determine consumer eligibility or make

109 Cal. Fin. Code § 22687(d). Basic living expenses “include, but are not limited to” food,
transportation to work or school, and utilities. Cal. Fin. Code § 22687(d)(4).

10 por example, the U.S. Department of Veteran’s (VA) underwriting standards for its mortgage
program require lenders to consider both the debt-to-income ratio and residual income standards,
38 C.F.R. § 36.4340(c), and the VA Handbook states, “VA’s minimum residual incomes
(balance available for family support) are a guide. They should not automatically trigger
approval or rejection of a loan. Instead, consider residual income in conjunction with all other
credit factors.” VA Pamphlet 26-7, Revised Chapter 4: Credit Underwriting, p. 4-59, April 10,
2009.

11138 C.F.R. § 36.4340(d) (for loan amounts of $79,999 and below). The numbers in the VA
Table are based on data supplied in the Consumer Expenditures Survey (CES) published by the
Department of Labor’s Bureau of Labor Statistics.

112 Under the VA residual income standard, utilities and home maintenance, and child care and
support payments, are deducted from income before comparison to the minimum residual
income figures.

113 yc Berkeley Labor Center, Making Ends Meet: How Much Does It Cost to Support a Family
in California?, interactive chart available at: http://calbudgetcenter.org/resources/making-ends-
meet-much-cost-support-family-california/.
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any offer to the consumer? Which parties are involved in determining the financing terms,
and how do they do so for each consumer?

While state law may permit the governmental PACE sponsor to participate in program
administration, it is typically delegated to private parties."* The experience in California,
Florida, and Missouri has been that program administration and loan origination is handled by
third-party, non-governmental program administrators."™> The PACE program administrators
typically run the day-to-day operation of the program by, among other things, marketing it,
managing the application and financing process, determining the eligibility of homeowners,
recording documents, disbursing funds to the contractors, maintaining a contractor network,
coordinating with the tax authority to establish assessments and have them added to tax bills,
and, in the event of securitization, acquiring the PACE bonds and issuing the ABS notes
(through separate entities), and acting as a coordinator for the trustee that receives the assessment
payments from the tax collector and disburses them to noteholders.**® In fact, virtually nothing
in the PACE loan origination pipeline is handled by government employees.

The private program administrators therefore conduct all aspects of the underwriting process,
including the decision to offer credit. They determine whether consumers are eligible for PACE
financing and they make financing offers directly to consumers. As discussed elsewhere in these
comments, home improvement contractors often assist program administrators in performing
these functions.

The obligations of the program administrator related to PACE loan origination are typically set
out in the contract between the governmental PACE sponsor and the program administrator. For
example, the following provision is contained in the contract between Western Riverside Council
of Governments (WRCOG) and PACEfunding LLC:

As part of Program Administration Services, PACEfunding shall provide
origination services which include: (1) process all commercial and residential
applications, including accepting applications (online and hard copy), entering hard
copy applications into online system, pulling all credit, title, valuation and other
reports, reviewing eligibility of proposed property, applicants, equipment and
contractors, tracking all financing disclosures, application and authorization forms,
contacting applicants, contractors and other parties as needed, providing
notifications of approval, denial or incomplete status; (2) obtaining or assisting

114 DBRS, Rating U.S. Property Assessed Clean Energy (PACE) Securitizations, July 24, 2015,
p- 8, (“While a PACE District may be the “Master” originator and/or servicer and the issuer of
PACE Bonds secured by PACE assessments, typically, most marketing, application, origination,
documentation, enrollment, funding, reporting and servicing functions are undertaken by third
parties contracted by the PACE District and participating Tax Authorities.”).

15 The largest residential PACE program administrators are: Renovate America, Ygrene Energy
Fund, Inc., Renew Financial, and PACEfunding LLC.

118 Elizabeth Bellis, et al., Energy Programs Consortium, Residential Property Assessed Clean
Energy (R-PACE) — A Primer for State and Local Energy Officials, p. 38-39 (March 2017),
available at www.energyprograms.org.
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property owners to obtain consent of the first mortgage holder, if any; (3) process
all funding requests for Residential Parcels and Commercial Parcels participating in
the PACEfunding Program, including accepting funding request forms, reviewing
submitted forms and attachments, providing notification of funding request
approval, denial or incomplete status; (4) process and finalize all contractual
assessment documentation, including issuance of contractual assessment and
financing disclosures; (4) provide telephone and email customer service support; (5)
track and report to WRCOG key PACEfunding Program statistics, including
applications received, approved, assessment contracts issued and signed; (6)
periodically assess and/or adjust policies and procedures of the PACEfunding
Program as needed to resolve any recurring issues.**’

PACE financing terms generally apply uniformly within the local program and are established
through consultation and negotiation between the governmental PACE sponsor and the program
administrator. Administrative fees, closing costs, and loan interest rates are often set out in the
program guidelines. For example, the Green Corridor PACE District Program Guidelines states
that Florida consumers will be charged a $50 application fee, $125 processing and underwriting
fee, $125 district recovery fee, $125 recording & disbursement fee, $90 bond trustee fee, $65
title & escrow fee, and an origination fee of 3 percent.**® The guidelines also authorize the
program administrator (Ygrene) to originate PACE financings at various interest rates based on
the PACE loan term (5, 10, 15, 20, 25 or 30 year) and the maturity of related bonds.

In some PACE programs, consumers are given the option to buy down interest rates. For
example, Ygrene sought approval from the Green Corridor PACE District to offer such an
option. Florida consumers may receive a 1% rate reduction by paying points not to exceed 5
percent, or a 2 percent rate reduction by paying points not to exceed 10 percent.*** Additional
buy down options under this “SelectRate Option” depending ugon the loan term are set out in the
Green Corridor Trust Indenture documents with Zions Bank.® A full description of Ygrene’s
SelectRate Program is provided in Exhibit 15.

4. Please provide information about any written information provided to consumers
before they sign a PACE financing agreement, including relevant contracts or written
disclosures. Who delivers these materials, in what format, and when during the origination
process?

A. Financing Estimate and Disclosure.

In states with active residential PACE programs, only California state law requires that
homeowners be presented with a financing estimate and disclosure form prior to signing a PACE

117 See Exh. 4 (in Exhibit B “Scope of Program Administration Services” under “origination”
responsibilities).
Eg See Exh. 5 (Green Corridor Program Guidelines (Feb. 20, 2019, Appendix I1).
Id.
120 5ee Exhibit 6 (Section 2).
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financing agreement.*** While programs in other states may employ some type of disclosures

and/or financing estimates,*? there is no statutory requirement that they do so at all or that if
they do, they include any particular information or deliver the materials in a specific form or
format, or before execution of the financing agreement.

California requires delivery of written disclosures in statutory form (or substantially similar form
and format) at an unspecified time "before the property owner consummates"” a PACE financing
agreement.'?® As discussed below, in practice, these disclosures are generally shown to
consumers on a mobile tablet along with all other closing documents at the time the assessment
contract is signed electronically upon completion of a confirmation call, and the executed
documents may be sent by email to the consumer after the loan is consummated. Exhibit 1 is a
sample of one program administrator's disclosure form obtained from the program
administrator's website.'**

California's statutory form includes information similar to the information in the federally-
mandated initial Loan Estimate form along with contact information and certain disclosures
about PACE financing, including notice of the 3-day right to cancel. However, California does
not require delivery of a form equivalent to the federally-mandated Closing Disclosure and does
not prohibit or require disclosure of changes to terms or fees reflected in the “Financing Estimate
and Disclosure” document provided to the homeowner.

B. PACE Financing Agreement.

Exhibits 2, 11, and 27 are examples of PACE financing agreements (often called "assessment
contracts™) between property owners and governmental PACE sponsors. There is no
requirement in California law or elsewhere that the financing agreement be delivered to property
owners for review prior to execution or in printed form.

C. Notice of Right to Cancel.

As of January 1, 2017, California has required delivery a notice of right to cancel that informs
borrowers that they have a right to cancel the PACE transaction by midnight on the third
business day after the later of: (1) the date on which the homeowner signed the assessment
contract; (2) the date the homeowner received the Financing Estimate and Disclosure; or (3) the
date the homeowner received the Notice of Right to Cancel.*®

121 cal. St. & Hwy § 5898.17.

122 see, for example, Exhibit 16 (Florida PACE Funding Agency Consumer Protection Policies)
atpp. 4-6. .

122 Cal. St. & Hwy § 5898.17(a).

124 The disclosure statute requires that a "sample of the disclosure...shall be maintained on a
public Internet Web site available to property owners.” Cal.Str. & H.Code § 5898.17(a). We
found it difficult to locate this document on program administrators' websites, however, and
accessing the sample document often requires inputting one's home address.

125 Cal. Str. & H. Code § 5898.16(b)(1).
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Confusingly, the statutory form of the notice of right to cancel also states that if the cancellation
is delivered by mail, fax or email, the deadline runs from “the date on which you signed the
contractual assessment."*?® To add to the confusion, the statutory Financing Estimate and
Disclosure form describes the deadline using different terminology, as "any time on or before
midnight on the third business day after the date of the transaction to enter into the
agreement."*?” These inconsistent instructions make figuring out the deadline for cancelling a
given transaction unnecessarily complicated, particularly for unsophisticated homeowners or
those with cognitive impairments. As a result, even assuming this notice is properly delivered,
many homeowners will miss their opportunity to cancel.

D. Manner and Format.

Both the Financing Estimate and Disclosures and the notice of right to cancel are supposed to be
provided as a print copy unless the consumer agrees to an electronic copy.*?® Common practice
in PACE transactions, however, is to have the contractor present any and all written information
to homeowners electronically on the contractor's tablet or, in some cases, on the contractor's
smart phone.'?® As described in the comments submitted by other consumer advocates and
practitioners, this practice is regularly used in PACE transactions in California with respect to all
of the documents discussed above, including the notice of right to cancel. In fact, program
administrators commonly require applicants to agree as part of the application process to receive
all PACE-related documents electronically. This is also the practice in Florida and Missouri.

For example, the HERO Financing Application provided in Exhibit 1 states that by applying, an
applicant "consent[s] to conduct transactions that occur prior to and after executing [sic]
application electronically, use electronic signatures and Records, and receive electronic mail
(email) and electronic communication with respect to these transactions and Records regarding
[the] account, instead of receiving them in paper or by regular mail."** Although applicants are
permitted to opt out of electronic delivery, they cannot do so easily or automatically, but must
instead log in with an email address (which many homeowners do not have or know how to use)
or make a telephone call to the program administrator. There appears to be no way for an
applicant who does not have or know how to use email or who just prefers to receive printed
materials to decline to consent to this arrangement in the first instance.

Having homeowners review and sign critical materials electronically on a small screen belonging
to (and often held by) the contractor poses many serious risks to the integrity of PACE
transactions. Among the many problems with this method of document delivery, which are
illustrated in detail by the client stories included in the comments of other consumer advocates

126 |d.

127 Cal. Str. & H. Code § 5898.17(a).

128 1d. (disclosures) and Cal. Str. & H. Code § 5898.16(b)(1) (Notice of Right to Cancel).

129 Although California requires that the disclosures "must be provided as printed copy unless
borrower agrees to electronic copy,” Cal. Str. & H. Code § 5898.17(a), in practice, the vast
majority of homeowners do not receive a printed or even printable copy of the disclosures prior
to signing a PACE financing agreement, if ever.

130 Exh. 1atp. 3.
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and practitioners, are: the inability of many homeowners to actually see the words on a small
screen; insufficient time to actually read the information when it is presented on-screen by a
contractor in a hurry to close the deal; lack of familiarity with the technology; lack of awareness
of the fact that clicking or entering a code can be legally binding; inability to retain and review
the dense and often technical information contained in the written materials; and susceptibility to
fraud and forgery.

There are also serious questions about whether these practices fully comply with the federal E-
Sign Act. The E-Sign Act requires that information pertaining to consent, including information
about the option to receive hard copies be “clear and conspicuous.”** In Exhibit 1, the
information about consent is not "conspicuous” in relation to the rest of the application form, and
is rendered even more inconspicuous when a contractor simply swipes by pages of documents on
a tablet or smart phone. It is also questionable whether clicking on a screen held by or belonging
to another person “reasonably demonstrates” a person's ability to “access information in the
electronic1:31;orm that will be used to provide the information that is the subject of the consent,” as
required.

5. Please describe any information provided to consumers orally before they sign a PACE
financing agreement. Who provides the information and at what point during the
origination process?

A. Contractor Communications.

Homeowners receive information about PACE orally from the contractors who come to their
homes to bid jobs and offer financing options, including PACE. Contractors may discuss PACE
financing with a homeowner at any time before or after the financing agreement is signed.

Claims by PACE contractors regarding PACE financing have been and continue to be a major
problem with serious adverse consequences for homeowners. Contractors are unsupervised
during home visits, and their oral representations regarding PACE are not recorded. As a result,
they frequently misrepresent the character, cost and consequences of financing a project through
PACE. Among other false and misleading claims, contractors have told homeowners that PACE
is a free government program that would not increase the property tax bill (Appendix, #20), that
a project financed by PACE would be "practically free" under an "Obama program” (id., #31),
that payments would be no more than $100 a month after tax rebates and savings (assessment
payments actually worked to $220 a month, which resulted in a $500 increase in the
homeowner's monthly escrow payment) (id., #32); and that a PACE loan would be forgiven after
a certain period of time. (id., #34).

B. Program Administrator Communications.

In California and when PACE programs elsewhere require it, homeowners also receive oral

13115 U.S.C. § 7001(c)(1)(B).
13215 U.S.C. § 7001(c)(1)(C)(ii).
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information during a live confirmation of terms call with the program administrator. In
California, the required call to confirm the terms of the financing is supposed to occur after a
homeowner is approved but before s/he signs the assessment contract.*>* However, in many
cases, program administrators complete confirmation calls and have homeowners sign the
financing documents when the homeowner has been “conditionally” approved pending
additional verification. If the additional verifying documents and information are obtained by
the program administrator, it will then issue a final approval and notice to proceed. This practice
is inconsistent with the statutory requirement and further adds to consumer confusion about
when the three-day cancellation period begins and ends.

Homeowners may also receive information orally from program administrators if they choose to
call in to ask questions or if the program administrator calls them during the underwriting
process to confirm or clarify information.

As set forth in the statute,*®* the confirmation of terms call must cover, at a minimum, the
following:

B Confirmation that the borrower has copies of “the contract assessment documents,"**° the
completed Financing Estimate and notice of right to cancel;

B Review of the annual cost, total estimated average amount the borrower will need to save
monthly to cover the annual costs,** timing of property tax bills, and term of the
assessment;

B Disclosures that payments will be made either to the county tax collector or through an
escrow payment with the mortgage, that potential utility savings are not guaranteed, that
the property will be subject to a lien that may need to be paid off before the property is
sold or refinanced, that the property owner responsible for contacting their insurer about
whether the improvement is covered, and that the program administrator and contractor
do not provide tax advice;

B Details of the potential consequences of delinquent property tax payments; and

B Recommendation that the homeowner contact the mortgage lender about adjusting any
monthly escrow payment and to seek professional tax advice about tax impacts of the
PACE assessment.

The confirmation of terms call must be recorded and retained for at least five years.*’

6. TILA’s existing ATR requirements apply to “creditors,” defined in part as the
parties to whom debt obligations are “initially payable on the face” of the agreements. In

133 Cal. Str. & H. Code § 5913.

134 Cal. Str. & H. Code § 5913(a)(1)(B)(2).

135 Cal. Str & H. Code § 5913(a)(1)(A). California does not separately require delivery of the
assessment contract to the homeowner at any specific time.

138 This important budgeting information is not included in the written Financing Estimate and
Disclosure.

137 Cal. Str. & H. Code § 5913(b).
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PACE financing transactions, to which parties may the obligations be made “initially
payable on the face” of the financing agreements? Please describe any requirements in
State or local law governing to which parties PACE financing obligations may be made
initially payable on the face of the financing agreements.

The PACE assessment contract, which creates the obligation of the consumer to repay the PACE
loan, is initially payable on its face to the local government entity or political subdivision that is
the sponsor of the PACE program. For example, the assessment contract for the LA HERO
program provides: “This Assessment Contract (this “Contract”) is made and entered into [date],
by and between the County of Los Angeles, a political subdivision of the State of California (the
“County”), and the record owner(s), [property owners].”**® The assessment contracts used in the
WRCOG HERO program provide that the contract is between the “Western Riverside Council of
Governments, a joint exercise of powers authority (the Authority)” and the property owner."*
A separate Notice of Assessment, with exhibits such as the “Payment of Contractual Assessment
Required” document reflecting the notice of the levy and collection by WRCOG of the
contractual assessment, and the obligation of the current property owner to pay the assessment, is
recorded on the property.**

The PACE enabling statute in Florida specifies that the assessment contract must be entered into
between the governmental PACE sponsor and the property owner. The Florida statute provides:

(8) A local government may enter into a financing agreement only with the record
owner of the affected property. Any financing agreement entered into pursuant to
this section or a summary memorandum of such agreement shall be recorded in
the public records of the county within which the property is located by the
sponsoring unit of local government within 5 days after execution of the
agreement. The recorded agreement shall provide constructive notice that the
assessment to be levied on the property constitutes a lien of equal dignity to
county taxes and assessments from the date of recordation.'**

7. To the extent not addressed above, please describe the role of State or local
governments in the origination and underwriting of PACE financing.

As discussed above, other than assisting in the overall program design, State or local
governments delegate the origination and underwriting of PACE financing to program
administrators and other private contractors.

PACE sponsoring local government entities nevertheless receive significant revenue from PACE
programs. They receive a percentage (generally from 1 to 1.5 percent) of the amount financed
by PACE borrowers for their participation in the program, and recording fees. For example,

138 5ee Exh. 1.
139 See Exh 2.
140 See Exh. 3.
Y Fla. Stat. § 163.08(8).
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since the launch of the California HERO Program in 2014, the WRCOG PACE program has
generated approximately $34,000,000 in gross revenues through Fiscal Year 2017/2018.1 After
deducting operating expenses, the local governments who participate in WRCOG have received
approximately $12,527,000 in revenue.

8. Please describe any relationship between the PACE financing agreement and the
home improvement agreement. For example, do they involve separate contracts? Do
consumers sign them concurrently? If a consumer is denied for the PACE financing, what
is the effect on the consumer’s obligations under the home improvement contract?

Most consumers begin their involvement with PACE when a home improvement contractor
knocks on their door or calls them to make a sales pitch for the program. This marketing is done
in coordination with PACE program administrators, as most PACE loans are originated through
contractor referrals. One PACE program administrator, Renovate America, originates 80-90
percent of its PACE loans through contractor referrals, and maintains a network of more than
6,600 approved contractors.'*®

Program administrators give approved home contractors access to proprietary “contractor only”
websites that provide them with “financing data, tracking capabilities and marketing
information.”*** Many PACE administrators also offer co-marketing opportunities to contractors,
permitting contractors to use the program’s logos, advertising copy and other branding.'*

Some home contractors have made use of this arrangement to further deceptive practices. For
example, one Florida contractor solicits consumers by using an official-looking approval
“NOTICE” with government seals, and the caption “STATE OF FLORIDA GOVERNMENT
APPROVED,” with the contractor listed as “coordinator for the Pasco County approved
program” for PACE. A copy of the advertisement is attached as Exhibit 17.

If the marketing results in the homeowner showing any interest in the PACE program, the
contractor will work to get the homeowner to sign a home improvement contract. This contract
is separate from the PACE assessment contract.

Unlike the PACE financing documents, which are prepared on forms, online programs, and
mobile applications made available by the program administrators, contractors use their own
form contracts. As a result PACE home improvement contracts vary greatly. We are not aware
of any PACE program administrator that provides contactors with sample home improvement

142 5ee WRCOG April 1, 2019 meeting minutes, available at:
http://www.wrcog.cog.ca.us/AgendaCenter/ViewFile/Agenda/_04012019-299.

143 see Kroll Bond Rating Agency, ABS Pre-Sale Report, HERO Funding 2018-1 Class A Notes,
May 10, 2018.

144 |d.

145 Energy Programs Consortium, Residential Property Assessed Clean Energy (R-PACE) — A
Primer for State and Local Energy Officials, March 2017, p. 38, available at:
http://www.energyprograms.org/wp-content/uploads/2017/03/R-PACE-Primer-March-2017.pdf.
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contracts or requires contractors to use a uniform improvement contract. A sample contract for
the installation of a solar system in Florida is provided as Exhibit 13.

Generally the contracts provide a minimal description of the work to be done, such as this
example from a PACE loan in California:

Zool [iFe Paim, 30O sort #5150 .5
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The goal of home contractors (and program administrators) is to close the deal as quickly as
possible. This process is aided by the rapid exchange of information between the contractor and
administrator, through the use of administrators’ online contractor portals and mobile
applications. One program administrator describes this benefit to contractors on its website:

Technology & tools to close deals more quickly

The days of endless paperwork delays to obtain financing are over. We have
developed sophisticated, easy-to-use tools that allow you to work more efficiently
to close deals. You can determine customer eligibility using our instant financing
eligibility check, submit financing documents with your customer at the kitchen
table, track jobs through a sophisticated pipeline management tool, and send
automated communications to your customers. This is technology that will grow
your business!**®

Another program administrator describes a similar screening tool in its Frequently Asked
Questions pamphlet for contractors:

8. How do I know if my customers will qualify for HERO Financing?

You can check their eligibility with our Know-Before-You-Go database tool.
Simply type in their address and you’ll have a strong indication of their likelihood
to be approved (i.e., up to a 90% accuracy).*’

This program administrator also recently released a mobile application, OneApp, that contractors
can use to simultaneously submit a loan application on behalf of a homeowner for both a PACE
loan and its own loan product, providing “results in minutes.” Screenshots of the mobile
application and this description can be found on its website:

It’s finally here. HERO and Benji in one application. With one credit
check.

146 See https://renewfinancial.com/contractors.
17 See Exh. 12.
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This is big. OneApp is now available on the online contractor portal, Renovate
America mobile app, and over the phone. With just one application and one
credit check, you’ll get HERO and Benji results in minutes.'*®

Ideally consumers and home contractors would reach agreement on the scope of work and cost
before PACE financing is sought. However, contractors obtain information from program
administrators about the maximum PACE loan and other terms available to a consumer before
the home improvement contract is finalized, and frequently use that information to upsell and
push homeowners into purchasing unnecessary and unwanted home improvements. While
homeowners typically sign the home improvement contract before the PACE assessment
contract, the initial home improvement contract may be amended or a new contract signed in
response to the credit approval decision.

Home improvement contracts typically create a binding agreement between the homeowner and
home contractor once they are signed as they are not conditioned upon credit approval for any
related financing. PACE home improvement contracts are no different. This portion of a
contract for a PACE loan in California makes clear the contract is binding upon acceptance by
the contractor:

/ ' : =)
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Cantract:

Terms and Conditions:

A. Approval and Acceptance: Owner/Buyer understands that this document is an offer to contract fer the services of Contractor and is not binding upen Contractor until accepted by the corporate
office of Contractors. Once accepted by conlractor in writing or by commencement of work, this document shall become a valid and binding contract.

B. Cancellation Fee: A Cancellation Fee of fifty percent {50%) of total contract price will be charged for cancellation after expiration of the thres day period as set forth in the notice of Cancellation.
C. Product Specifics: All Contractors' lifelime warraniies are in addition to the manufacturer warranty but are subject to the assumption of responsibility of the manufacturer under its warranty.

D. If commeancement date of project is delayed due to customer_the prngswaymem is payable and due 30 days after contract date.

Payment Total Contract price to be: § Credit Card: Visa, Master Card, American Express, Discover

If the PACE financing is not approved, the home contractor can seek to enforce the home
improvement contract. Some contractors will begin work immediately, even before a decision is
made on the PACE financing. If the financing is not approved, the contractor will then place a
mechanic’s lien on the property to coerce payment under the improvement contract. Widespread
abuses with this practice led the California legislature to prohibit contractors from beginning
work on PACE-related home improvement contracts before a credit decision is made on the
PACE financing and during the three-day rescission period.**® No similar law for PACE loans
exists in Missouri or Florida.

Some PACE contractors have taken advantage of a loophole in the PACE loan process by
splitting the work into separate home contracts and then arranging for multiple PACE loans to be

148 Available at:
https://www.renovateamerica.com/oneapp?_id=FO0BA4BDC2B045E38E2E49713C8E93ED&
z=7

19 Cal. Str. & H. Code § 5940.
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made to the same consumer. Because of the lag time before PACE liens are recorded and
registered with the local tax collector, contractors have evaded maximum loan-to-value
restrictions and other underwriting requirements by placing loans with different PACE
administrators, knowing that PACE administrators may not discover that other PACE loans are
being made at approximately the same time. Several homeowners have been saddled with more
than one unaffordable PACE loan, often not even knowing that they were entering into separate
loans.

9. To the extent not already addressed, please provide any information that may help
the Bureau understand the origination process or any risks or benefits it produces for
consumers.

See responses above.

I11. Civil liability under TILA for violations of ATR requirements in connection with
PACE financing, as well as rescission and borrower delinquency and default.

10.  Please provide any information about the assignment or sale, including
securitization, of PACE financing agreements or the rights and obligations therein, and the
circumstances surrounding any assignment or sale.

PACE programs are structured as voluntary tax assessments to create a mechanism for initially
funding the home improvements with municipal bonds. The authority for a governmental PACE
sponsor to establish a PACE program is set out in the PACE enabling statute. This statute may
include specific authority to issue bonds for PACE or the statute may refer to other relevant state
laws governing the issuance of municipal bonds related to special assessments.

As compared to other local government improvement financing, however, PACE financing is
completely voluntary. Unlike other programs in which the benefits of improvements such as
road or sewer projects are shared by all property owners within a geographic area, and the tax
assessments to fund the program are involuntarily imposed on all property owners in that area,
individual consumers must sign up for PACE loans and consent to having assessments levied and
recorded as liens against their homes. Although not always understood by PACE borrowers,
they also are agreeing that the failure to pay the assessment could result in the loss of their home
at foreclosure or tax sale. From the consumer’s perspective, PACE financing is much closer in
form and substance to a mortgage loan than a special tax assessment.

PACE bonds are typically limited obligation improvement bonds issued by the governmental
PACE sponsor or joint powers authority. The bonds are not general obligations of the state, local
government or tax authority. The bonds are secured by the assessments on homeowner
properties. In California, scheduled payments are made on the PACE Bonds on March 2 and
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September 2 of each year using payments received from the PACE assessments, and in Missouri
payments are made on the PACE Bonds on April 2.**°

After the bonds are issued, they are then purchased by program administrators as part of the
securitization process.’ Program administrators facilitate the securitization of the bonds as
asset backed securities (ABS), and the ABS notes are sold to investors in the secondary
market."®* The PACE notes are attractive to investors because consumer repayment is virtually
assured when collected through the tax system and the assessments are given super-priority lien
status.’®® As of June 2018, there had been 22 securitized ABS issuances totaling approximately
$4.6 billion, backed by approximately 200,000 PACE assessments.**

A PACE securitization typically includes a portfolio of bonds issued by various governmental
PACE sponsors that have contracts with the program administrator who is coordinating the
securitization. For example, HERO Funding 2018-1 included bonds issued by the Western
Riverside Council of Governments, the County of Los Angeles, California, California Statewide
Communities Development Authority and the Missouri Clean Energy District.

The securitizations contemplate that additional bonds will be added to the portfolio after closing
as new assessments are originated. For example, the initial PACE bond portfolio for HERO
Funding 2018-1 included 168 bonds with an aggregate principal balance of approximately
$154.9 million. These bonds were secured by 6,547 PACE assessments originated by Renovate
America and levied against 6,332 residential properties in 55 counties (43 in California and 12 in
Missouri).>® At the time of the HERO Funding 2018-1 pre-sale report, it was expected that
approximately $38.7 million of additional PACE bonds (the Subsequent PACE Bond Portfolio)
were to be included after closing.™®

150 Kroll Bond Rating Agency, ABS Pre-Sale Report, HERO Funding 2018-1 Class A Notes,
May 10, 2018.

131 An example of a Master Bond Purchase Agreement between WRCOG and program
administrator PACEfunding is attached here as Exhibit 10.

152 Kroll Bond Rating Agency (KBRA), U.S. Property Assessed Clean Energy (PACE) ABS
Rating Methodology, June 1, 2018, available at:
https://www.krollbondratings.com/show_report/9034

153 Standard & Poor Presale Report, GoodGreen 2019-1, Jan. 16, 2019 (“The transaction's
strengths, in our opinion, include the following: ... PACE assessments are paid pari passu with
ad valorem property taxes and other assessments and are secured by a lien on real property that is
senior to mortgages including pre-existing debt.”), available at:
https://www.spratings.com/documents/20184/0/GoodGreen+2019-1.pdf/be5c6474-205a-387d-
7b07-b99567202fbe.

13% Kroll Bond Rating Agency (KBRA), The Pace Evolution, June 22, 2018, available at:
https://www.krollbondratings.com/show_report/11071.

135 Exhibit 22 (Kroll Bond Rating Agency, ABS Pre-Sale Report, HERO Funding 2018-1 Class

A Notes, May 10, 2018).
156 Id
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The asset-backed notes issued in this example, the HERO Funding Class A Notes Series 2018-1,
were collateralized by a pool of the above-described PACE bonds. The transaction structure for
this securitization is described in the HERO Funding 2018-1 pre-sale report as follows:

Certain PACE assessments payable under assessment contracts have been
pledged by WRCOG, LA County, CSCDA or MCED, as the case may be, to a
PACE Bond Trustee in consideration of the issuance of PACE Bonds. Certain
of these PACE Bonds have been purchased by affiliates of the Transferor, and
on the closing date these affiliates will sell all of their PACE Bonds to the
Transferor, which will then contribute them to the Issuer. The Issuer will then
pledge the PACE Bonds to the Class A ABS Note Trustee.

A chart showing the securitization structure for HERO Funding 2018-1 is included in the pre-
sale report and is attached here as Exhibit 14.

On the issue of transfer of PACE assessments, we believe there is a temporary assignment of the
PACE assessments before the issuance of the bonds from the governmental PACE sponsors to
program administrators. This is done as an interim financing mechanism for the assessment
contracts before the bonds are issued. A Master Assignment and Assumption Agreement
between WRCOG and program administrator PACEfunding sets out this arrangement and is
attached here as Exhibit 18.

While PACE bonds are secured by the PACE assessments, we do not believe that individual
PACE assessments are assigned during the securitization process after the bonds have been
issued, as governmental PACE sponsors retain ownership rights in the assessment contracts. It is
the PACE bonds and the stream of payments from the assessments that serve as collateral for the
ABS notes. Thus, homeowners continue to make payments to the governmental PACE sponsors
through the local tax collector even after the assessments are securitized.

The issue of transferability ultimately depends upon what is permitted under state law. For
example, California law may not permit the transfer of voluntary contractual assessments if
bonds have been issued to finance the assessments.*” Thus, the PACE bonds are the collateral
supporting a PACE securitization in states or jurisdictions where statutory restrictions prevent
the transfer of the underlying property assessments. This point in referenced by DBRS in its
rating methodology for PACE securitizations:

Assignability of PACE-related interests. Ideally, the enabling legislation should
allow for negotiated sales and assignability of PACE assessments and related
remedial rights and would not be dependent on assessments being delinquent
prior to assignments. In such cases, the legislation may also allow for full
enforceability by the holder of the assigned PACE lien without any further rights
being retained by the relevant municipalities. However, some jurisdictions where
this is not permitted may allow the bonds to be hypothecated, so a PACE Bond
can be issued on a per property basis or on a pooled basis with multiple

137 Cal. Str. & H. Code § 5898.28(b)(1).
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assessments securing individual PACE Bonds. The perfection of interests in the
assessments sold or pledged to secure PACE Bonds should be expressly governed
by the Uniform Commercial Code.**®

11. Please describe any indemnification agreements that are commonly part of PACE
financing transactions, whether involving local governments, private parties administering
PACE financing programs, secondary market participants, home improvement companies,
or others.

A Indemnification Agreements with Program Administrators.

Governmental PACE sponsors are insulated from liability related to the PACE program through
broad indemnification agreements entered into with program administrators. These agreements
generally protect sponsoring entities from any liability, loss, or litigation expenses stemming
from the actions of the program administrators and their agents, consultants, contractors and
subcontractors. This includes indemnification for the misconduct and fraudulent actions by
home improvement contractors that have been commonly associated with the PACE program.

For example, the following indemnification provision is contained in the contract between
WRCOG and program administrator PACEfunding LLC:

PACEfunding shall defend, indemnify and hold WRCOG, its officials, officers,
employees, volunteers and agents free and harmless from any and all claims,
demands, causes of action, costs, expenses, liability, loss, damage or injury, in
law or equity, to property or persons, including wrongful death, in any manner
arising out of or incident to any allegedly negligent or wrongful acts or
omissions or willful misconduct of PACEfunding, its officials, officers,
employees, agents, consultants, contractors and subcontractors, arising out of or
in connection with the performance of the Program Administration Services, the
PACEfunding Program or this Agreement, including without limitation, the
negligent disclosure of Data Compilations under Section 4.4.3(a) of this
Agreement. Such costs, expenses, liability, loss, damage or injury shall
including without limitation the payment of all consequential damages and
attorneys’ fees and other related costs and expenses. PACEfunding shall defend,
at PACEfunding’s own cost, expense and risk, any and all such aforesaid suits,
actions or other legal proceedings of every kind that may be brought or
instituted against WRCOG, its directors, officials, officers, employees, agents or
volunteers. PACEfunding shall pay and satisfy any judgment, award or decree
that may be rendered against WRCOG or its directors, officials, officers,
employees, agents or volunteers, in any such suit, action or other legal
proceeding. PACEfunding shall reimburse WRCOG and its directors, officials,
officers, employees, agents and/or volunteers, for any and all legal expenses and

158 see Exh. 24 (DBRS, Rating U.S. Property Assessed Clean Energy (PACE) Securitizations,
p.11, July 24, 2015).
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costs incurred by each of them in connection therewith or in enforcing the
indemnity herein provided. PACEfunding’s obligation to indemnify shall not be
restricted to insurance proceeds, if any, received by the WRCOG, its directors,
officials, officers, employees, agents or volunteers.

B. Indemnification Agreements between Local Government Entities.

The relationship between the cooperating local government entities will often produce multiple
indemnification agreements. Similar to the joint powers authority utilized by WRCOG in
California, the Florida Interlocal Cooperation Act authorizes local governments to use of their
powers in coo(Peration with other localities for mutual advantage, by entering into interlocal
agreements.’® Green Corridor Property Assessment Clean Energy (PACE) District was created
as a separate legal entity under the Florida PACE enabling statute to finance qualifying PACE
improvements.’®® Green Corridor, as a local government entity itself under the PACE enabling
statute, then enters into interlocal agreements with other local governments to operate PACE
programs.

The interlocal agreements between the government entities typically contain indemnification
agreements. For example, in 2017, the Palm Beach County Board of County Commissioners
adopted an ordinance authoring participation in PACE and approving an interlocal agreement
with Green Corridor. As part of the interlocal agreement, Green Corridor agreed to indemnify
Palm Beach County from any liability related to the PACE program.'®® In turn, section 26 of the
interlocal agreement provides that “Green Corridor will promptly request and obtain from its
administrator, Ygrene Energy Fund Florida LLC (“Ygrene”), and any subsequent administrator,
a separate indemnification agreement as to its actions and activities” related to the program.
Green Corridor did in fact obtain an indemnification agreement from Ygrene, which is attached
to the interlocal agreement.*®

C. Repurchase Agreements.

Similar to the “buyback” obligation found in most mortgage-backed securitizations, PACE
program administrators agree to make payments or take other action on non-conforming PACE
assessments they originate. This obligation by program administrator Renovate America is
discussed in the pre-sale report of the Kroll Bond Rating Agency (KBRA) for the HERO
Funding 2017-2 securitization:

To the extent that an underlying PACE Assessment does not conform to certain
agreed transaction guidelines and such non-conformity has a material and adverse
effect on the noteholders, Renovate America, Inc., which acts as the Program
Administrator for WRCOG, SANBAG and LA County in the origination of

159 5ee Exh. 4 (Par. 4.7).

%0 Fla. Stat. § 163.01.

101 Fla. Stat. § 163.01(7).

162 see Exh. 7 (Interlocal Agreement, Section 12).
163 5ee Exh. 7 (Interlocal Agreement, Exhibit 2).

44



PACE Assessments, has agreed to make an advance to the Issuer equal to the
outstanding principal balance of the non-conforming PACE Assessment plus
interest to the next payment date. On the payment date the sum advanced will be
applied in accordance with the Priority of Payments described below.*®*

A similar obligation is discussed in the KBRA ABS New Issue report for the GoodGreen 2018-1
securitization, in which Ygrene agrees, if there is a breach in any representation or warranty, to
“either cure such breach, repurchase the PACE Asset from the ABS Note Trustee at a repurchase
price equal to the unpaid principal balance of such PACE Asset together with interest accruing
on such PACE Asset through the date on which such repurchase price is paid, or to transfer one
or more substitute PACE Assets to the ABS Note Trustee.”*®

Asset-backed securitizers file quarterly reports (Form ABS-15G) with the Securities and
Exchange Commission when such repurchases are made. For example, a filing for the last
quarter of 2018 shows that Ygrene repurchased two PACE assets held by the GoodGreen 2017-1
Trust and four PACE assets held by GoodGreen 2018-1.1%°

D. Consumer Indemnification and Waiver Clauses.

Consumers are also required to indemnify the sponsoring local government entities and other
parties from liability related to the PACE loan. The following indemnification clause is
included in the WRCOG assessment contract:

Section 12. Indemnification. The Property Owner agrees to indemnify,
defend, protect, and hold harmless the Authority, the Participating Entity and
any and all agents, employees, attorneys, representatives and successors and
assigns of the Authority or the Participating Entity, from and against all
losses, liabilities, claims, damages (including consequential damages),
penalties, fines, forfeitures, costs and expenses (including all reasonable out-
of-pocket litigation costs and reasonable attorney's fees) and any demands of
any nature whatsoever related directly or indirectly to, or arising out of or in
connection with (i) the Property Owner's participation in the PACE Funding
Program, (ii) the Assessment, (iii) the Improvements, or (iv) any other fact,
circumstance or event related to the subject matter of this Contract, regardless
of whether such losses, liabilities, claims, damages (including consequential
damages), penalties, fines, forfeitures, costs and expenses (including all
reasonable out-of-pocket litigation costs and reasonable attorney's fees) accrue
before or after the date of this Contract.™®’

164 See Exh. 8 (p. 9).

165 5ee Exh. 9 (p. 9).

166 gee Exh. 10.

167 see Exh. 11 (WRCOG PACE Funding Program Assessment Contract, p. 6).
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The same indemnification clause is included in the assessment contract for the HERO
program.*®®

Contrary to the intent of the FTC Holder rule, consumers also agree that those who would
enforce the assessment contract, the governmental PACE sponsor and the program administrator,
are not liable for the acts or omissions of the contractor in performing the home improvement
contract:

No Endorsement, Warranty or Liability. LA County, Renovate America,
and the Program do not endorse any manufacturer, contractor, product, or
system, or in any way warranty such equipment, installation, or the efficiency
or production capability of any equipment. LA County, the participating
municipality, Renovate America and the Program, and each of their
respective, officers, employees, agents and assigns make no representations
and have no responsibility regarding the equipment and its installation,
including the eligibility, quality, safety, cost savings, efficiency or production
capability of any equipment; or any compliance of the equipment or its
installation with any applicable laws, regulations, codes, standards or
requirements. You are responsible for verifying that all equipment installed is
either on the Program’s Eligible Product List or approved as a custom
product by the Program. Further, LA County, Renovate America and the
Program shall not be in any way liable for any incidental or consequential
damages resulting from the equipment or its installation.**®

A similar acknowledgment is made by consumers in the WRCOG assessment contract: “The
Property Owner hereby acknowledges that the Property will be responsible for payment of the
Assessment regardless of whether the Improvements are properly installed, operated or
maintained as expected.”170

The assessment contracts that consumers sign also include broad waiver clauses that insulate the
governmental PACE sponsor and program administrators from all liability related to the PACE
loan, including acts and omissions by the home contractors. Here is the provision found in the
WRCOG assessment contract:

The Property Owner hereby agrees that the Authority is entering into this
Contract solely for the purpose of assisting the Property Owner with the
financing of the installation of the Improvements, and that the Authority and
the Participating Entity have no responsibility of any kind for, and shall
have no liability arising out of, the installation, operation, financing,
refinancing or maintenance of the Improvements. Based upon the foregoing,
the Property Owner hereby waives the right to recover from and fully and
irrevocably releases the Authority, the Participating Entity and any and all

168 5ee Exh. 1 (Assessment Contract, p.7).
169 see Exh. 1 (HERO Financing Program Application, p. 2).
170 5ee Exh. 11 (WRCOG PACE Funding Program Assessment Contract, p. 5).
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agents, employees, attorneys, representatives and successors and assigns of
the Authority and the Participating Entity from any and all losses, liabilities,
claims, damages (including consequential damages), penalties, fines,
forfeitures, costs and expenses (including all reasonable out-of-pocket
litigation costs and reasonable attorney's fees), relating to the subject matter
of this Contract that the Property Owner may now have or hereafter acquire
against the Authority, the Participating Entity and any and all agents,
employees, attorneys, representatives and successors and assigns of the
Authority or the Participating Entity.*"*

Congress has banned such waiver clauses in consumer credit transactions that are secured by the
consumer’s principal dwelling. Section 1639¢(e)(3) of TILA provides that no provision in such
credit transactions “shall be applied or interpreted so as to bar a consumer from bringing an
action ..., pursuant to section 1640 of this title or any other provision of law, for damages or
other relief in connection with any alleged violation of this section, any other provision of this
subchapter, or any other Federal law.”*"? The Bureau should implement this provision with
respect to PACE loans by prohibiting clauses in PACE loan documents that require a consumer
to waive claims under TILA or any other Federal law.

E. Arbitration Clauses.

All of the PACE financing agreements we have reviewed include provisions that require
arbitration as the method for resolving disputes or claims arising out of the PACE transaction.
For example, the LA HERO PACE application requires applicants to acknowledge that they
agree to be bound by a “JURY TRIAL WAIVER and procedures for MANDATORY BINDING
ARBITRATION AND A CLASS ACTION WAIVER.”"® The provision on arbitration
provides:

Arbitration Agreement. Before asserting a claim against Renovate America in
any proceeding, you agree that you shall engage in a good faith attempt to
resolve the claim. All claims and disputes between you and Renovate America
that cannot be resolved informally or in small claims court shall be resolved by
binding arbitration on an individual basis under the terms of this Arbitration
Agreement. This Arbitration Agreement applies to you (including any of your
successor(s) in interest) and Renovate America (including any of Renovate
America’s parents, subsidiaries, affiliates, agents, privities, employees,
predecessors, Successors, assigns, registered contractors and sub-contractors).*”
Mandatory arbitration clauses are prohibited in consumer credit transactions that are secured by
the consumer’s principal dwelling.'” The Bureau should implement this provision with respect

171 See Exh. 11 (WRCOG PACE Funding Program Assessment Contract, p. 5).
17215 U.S.C. § 1639c(e)(3).
i;i See Exh. 1 (HERO Financing Program Application, Section C, p. 4).
Id.
15 U.S.C. § 1639c(e)(1).
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to PACE loans by prohibiting clauses in PACE loan documents that require arbitration or any
other nonjudicial procedure for resolving disputes and consumer claims.

12. Please describe any rescission rights available to consumers with respect to
PACE financing agreements or home improvement contracts, whether by virtue of
the agreements or applicable State or local law.

California law provides PACE borrowers with a right of rescission that is similar to the right
under TILA, except that it does not provide for an extended right of rescission. It gives PACE
borrowers the right to cancel the assessment contract within three business days without penalty
or obligation.”® A written notice of the right to cancel containing the information set out in the
statute must be given to PACE borrowers,"”” and the document must be provided as a print copy
unless the consumer agrees to an electronic copy.'’® As with other aspects of PACE loan
origination, this statutory requirement is implemented by program administrators.

The Florida and Missouri PACE enabling statutes do not address PACE borrowers’ rescission
rights. While both states lack a statutory requirement, we believe that program administrators
have implemented rescission in Florida and Missouri based on the California model through
assessment contracts and program guidelines. For example, the Florida PACE Funding Agency
specifies in section 2.2 of its Consumer Protection Policies that a three day right to cancel must
be included in the disclosures given to borrowers, and a sample notice is attached to the
guidelines.*”

In addition to State or local law, consumers who enter into PACE financing agreements have the
right to rescind those agreements under federal law. By amending the Truth in Lending Act to
require that the Bureau issue regulations relating to PACE financing, section 307 of the
Economic Growth, Regulatory Relief, and Consumer Protection Act clarified that PACE
financing is credit for purposes of TILA. As such, PACE loans trigger TILA rescission rights
because they are a “consumer credit transaction in which a security interest, including any such
interest arising by operation of law, is or will be retained or acquired in any 8property which is
used as the principal dwelling of the person to whom credit is extended....”*®

Transactions are subject to TILA rescission when either the security interest is granted by
agreement or when the security interest arises by operation of law. This requirement is easily

176 Cal. Str. & H. Code § 5898.16(b).

77 The notice must be provided to the “property owner,” which includes all “owners of record.”
Cal. Str. & H. Code § 5898.16(d). This is similar to the rescission right under TILA, which
extends to all consumers whose ownership interest is or will be subject to the security interest,
even those who are not obligors on the debt. See Reg. Z 88 1026.15(a)(1)(i), (b), 1026.17(d),
1026.23(a)(1), (b).

178 Cal. Str. & H. Code § 5898.16(b)(1).

179 see Exh. 16 (Consumer Protection Policies, EXHIBIT A3 — Notice of Right to Cancel &
Cancellation of Financing Agreement).

18015 U.S.C. § 1635(a).
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met with PACE, as the security interest arises both as a product of the voluntary assessment
agreement with the consumer and by operation of law.

The Official Interpretation to Regulation Z provides: “In order for the right of rescission to
apply, the security interest must be retained as part of the credit transaction.”™®" This
requirement is also met in PACE loans, because the consumer enters into a contract with the
governmental PACE sponsor to whom the debt will be repaid, which is the same entity that
obtains a security interest through the transaction and has the right to enforce the security
interest.

Regulation Z provides an exemption for transactions in which a state agency is a creditor.®
Official Interpretation to Regulation Z clarifies that “cities and other political subdivisions of
states acting as creditors are not exempted from this section.”*®® Governmental PACE sponsors
are cities, counties, joint power authorities or other political subdivisions, rather than state
agencies, so the exemption does not apply.

We believe that the TILA rescission provisions are self-executing with respect to PACE and do
not require the issuance of regulations by the Bureau. Like other creditors who offer new loan
products secured by a consumer’s principal dwelling, program administrators can revise their
existing procedures and forms to comply with both state and federal law. The existence of state
PACE rescission rights does not create obstacles to the implementation of TILA rescission
rights. State home solicitation sales and door-to-door sales laws typically provide cancellation
rights similar to TILA rescission. As with these state right to cancel laws, state PACE rescission
rights can co-exist with the TILA rescission right to the extent they are not in conflict.

None of the existing TILA regulations dealing with rescission, including those concerning the
extended right of rescission and tender requirements, are incompatible with PACE. Any
potential issues concerning state tax or bond laws in relation to the voiding of assessment
contracts and tax liens during the extended rescission period are already contemplated by the
contracts between the program administrators and governmental PACE sponsors. As discussed
earlier, the indemnification clauses in those agreements are broadly drafted and protect the
governmental PACE sponsors from any violations of TILA by program administrators that
would give rise to the extended right of rescission. To the extent not presently covered, these
agreements may be revised to impose on program administrators the requirement to handle the
rescission process during the extended rescission period, such as terminating the security interest
and determining the consumer’s tender amount.

13.  Please provide information about what happens to PACE financing
obligations when a consumer becomes delinquent or defaults. For example, please
provide information about any loss mitigation programs available to consumers,

181 Official Interpretation § 1026.23(a)(1)-1.i.
182 Reg. Z. § 1026.23(F)(3).
183 Official Interpretation § 1026.23(f)-5.
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any pre-foreclosure collection attempts, or foreclosure processes when applicable.
Which parties are involved, and what are their roles?

Consumers with PACE loans who are unable to make assessment payments face a variety of
challenges depending upon whether the assessment is paid directly or through a mortgage escrow
account. When assessment payments are made directly by the consumer to the tax collector,
state tax collection laws control. This means that PACE borrowers who fall behind on
assessment payments must pay additional interest and penalties beyond that charged under the
assessment contract terms. When assessment payments are paid through a mortgage escrow
account, the consumer’s payment problems become subject to the loss mitigation procedures that
apply to mortgage servicers. Each scenario is described below.

A Prohibition on Partial Payments.

After a PACE assessment is entered on the local tax roll, the county or taxing authority includes
it in the homeowner’s tax bill along with other real estate taxes. The PACE assessment is not
separately billed, so the consumer must pay the PACE installment together with all other taxes
and special assessments that come due. A significant challenge to PACE borrowers whose
assessment is not being paid through a mortgage escrow account is that state tax laws generally
prohibit assessments to be paid in monthly installments.’®* Instead, assessments are paid
quarterly, bi-annually or annually.

Partial payments typically are not accepted and will be returned to the taxpayer by the tax
collector.’™ Once returned, the entire tax payment, including the PACE assessment, is
considered delinquent. PACE borrowers who have not adequately budgeted for the annual
assessment payment (which for example would be approximately $3,200 on a $35,000 PACE
loan) will face default, penalties and a possible tax lien sale or judicial foreclosure.

B. Additional Interest and Penalties on Delinquent Payments.
Unlike residential mortgage products that generally do not have penalty interest rates, state

property tax laws impose significant penalties on homeowners when tax assessments are not
timely paid. For example, PACE assessments in California that are funded during the period

18 The San Diego County Tax Collector provides this FAQ response on partial payments:

Can | pay for the PACE portion of the tax bill separately?:

No, state law requires certain information like special assessments to be included in

the bill. Special assessments are collected at the same time as property taxes. Your tax

bill is due in two installments, which must be paid in full. No partial payments are

allowed.
Available at: https://www.sdttc.com/content/ttc/en/tax-collection/PACE-program.html
185 There are some exceptions to this practice. For example, Los Angeles County in California,
and Broward County and Miami-Dade County in Florida, accept partial payments on current tax
payments. However, even these counties do not accept partial payments on delinquent tax
payments. See Exhibit 9 (KBRA ABS New Issue Report, GoodGreen 2018-1, April 27, 2018, p.
10).
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from July 1 to June 30 are placed on each county’s tax roll on or before the following August 10,
and the first installment is due on November 1. If the first installment is not paid by 5:00 pm on
December 10, a 10 percent penalty is applied by the local tax authority. The second installment
is due on February 1, and if it is not paid by April 10, it becomes delinquent and also accrues a
10.0 percent penalty. These penalties are imposed on the total delinquent payment, which would
include the PACE installment payment and other taxes due.

In addition, on July 1 of each year, any amounts still unpaid are considered in default and the
local taxing authority will impose an interest charge of 1.5 percent per month (18 percent per
year) until the property assessment and other taxes are paid. For PACE borrowers, this must be
paid in addition to interest at the note rate under the assessment contract.

Like the assessment, the additional interest and penalties are a lien against the property until they
are paid.*®® For PACE borrowers experiencing a financial hardship, these penalties and
additional interest make it more difficult for them to cure a payment default and put them at risk
of foreclosure.

An even greater budgeting challenge faces consumers in states such as Florida and Missouri
where PACE assessments are paid in a single annual installment. Assessments in Florida
become delinquent if they are not paid by March 31st of each calendar year. In Missouri, PACE
assessments are billed annually by the county tax collector and are due on or before December
31. Outstanding payments are deemed delinquent on or after January 1. Delinquent assessment
payments incur a penalty of up to 2 percent per month but no more than 18 percent per year for
each year’s delinquency.'®” In addition, Missouri counties are authorized to charge a fee from 2
percent to 7 percent (based on the county classification) for collection of delinquent taxes.*®

C. Foreclosure and Tax Lien Sales.

Although a PACE loan does not accelerate upon default, this is no consolation to a PACE
borrower in financial distress as foreclosure may be initiated upon nonpayment of a single PACE
installment. The consequences to consumers of default of a PACE loan are no different than
foreclosure of a nonrecourse mortgage. They may lose their home and all equity they have
accumulated.

Unless a specific foreclosure process is set out in the PACE enabling statute, the default
procedure will be that used for the enforcement of tax liens. State tax lien sale laws in most
states require that the tax lien (or certificate) or the property itself be sold whenever tax
payments, including a voluntary assessment, go unpaid for a brief, specified period.'®® Property

186 Cal. Str. & H. Code § 5898.30.

87 Mo. Ann. Stat. §§ 139.100 and 140.100.

188 Mo. Ann. Stat. § 52.290.2.

189 The various forms of state tax sale procedures are described in National Consumer Law
Center, Home Foreclosures, Chapter 15 (2019), updated at www.nclc.org/library.
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owners are usually given a period of time to redeem the property before there is a final transfer
of ownership to the local government or a private, third-party purchaser.'*

In California, nonpayment of a PACE assessment can result in two different foreclosure
procedures. The PACE program administrator and governmental PACE sponsor can elect to
remove the PACE lien from the property tax rolls so as to enforce collection through a judicial
foreclosure sale.®" The PACE assessment contract requires the consumer to acknowledge this
process, as contained in this provision from the LA HERO program:

The Property Owner acknowledges that if any Assessment Installment is not paid
when due, the County has the right to have such delinquent Assessment Installment
and its associated penalties and interest stripped off the secured property tax roll and
immediately enforced through a judicial foreclosure action that could result in a sale
of the Property for the payment of the delinquent instaliments, associated penalties
and interest, and all costs of suit, including attorneys' fees. The Property Owner
acknowledges that, if bonds are sold to finance the Improvements, the County may
obligate itself, through a covenant with the owners of such bonds, to exercise its
judicial foreclosure rights with respect to delinquent Assessment Installments under
circumstances specified in such covenant.'#

If the judicial foreclosure procedure is not followed, collection of defaulted California
assessments is left to the local tax collector, who must follow the customary procedure for the
enforcement of tax liens.*

In Florida, the PACE enabling statute requires PACE assessments to be collected along with
other property taxes using the uniform method of tax collection under Florida law.*** Upon
default by the property owner, this procedure initially involves the sale of a tax certificate at
auction by the county to the bidder offering the lowest interest rate for the redemption amount.
If the certificate is not redeemed by the property owner within the redemption period, the tax
certificate purchaser may submit an application to the collector for a tax deed to the property.
However, the initial assessment contracts that Green Corridor entered into with Florida
consumers provided that default in payment of the PACE assessment could be enforced through
a judicial foreclosure proceeding.’®’ The Florida Supreme Court invalidated this provision,

195

196

190 For a summary of state tax sale laws, see National Consumer Law Center, Home
Foreclosures, Appendix G (1st ed. 2018), updated at www.nclc.org/library.

191 see California Residential HERO Program Handbook (Oct. 2016 — Version 2.4), Appendix B
at p. 26 (“After written notification, defaults in payment of assessments will result in the
initiation of foreclosure proceedings on the December 1st following such default.”).

192 5ee Exh. 1 (LA HERO Program Assessment Contract, section 6).

193 Cal. Rev. & Tax. Code 88 3351 to 3972, 4101 to 4379, 4501 to 4505.

194 Fla, Stat. § 163.08(4).

% Fla. Stat. § 197.432.

% Fla. Stat. § 197.502.

97 This language was likely imported by the program administrators from the California
assessment contracts.
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finding it to be inconsistent with the PACE enabling statute.’®® Thus, the tax sale process is the
only permissible method for enforcing a PACE lien in Florida.

In Missouri, PACE assessments are treated the same as taxes for purposes of tax lien
enforcement.® Delinquent PACE assessments can be collected through a tax sale. This begins
with a sale of a tax lien certificate at auction for the amount of the delinquent taxes or
assessment.”” If the property owner fails to redeem during the one year redemption period, the
tax certificate purchaser can obtain a collector’s deed to the property transferring ownership to
the tax sale purchaser.?®*

D. Loss Mitigation by Program Administrators.

The governmental PACE sponsors and program administrators do not have formal loss
mitigation programs. The program guidelines, administrative contracts, and consumer protection
policies we have reviewed do not address loss mitigation programs or procedures. However, the
securitization reports suggest that some limited form of lost mitigation may exist. For example,
the HERO Funding 2018-1 pre-sale report states that the participating governmental PACE
sponsors and Renovate America have “the option to advance funds to pay delinquent PACE
Assessments” and that “[a]s a result of an advance, the PACE Bond Issuer would forbear from
foreclosing on the related property.”®%? It is unclear how and under what circumstances a
consumer may obtain this discretionary forbearance.

Program administrator Renew Financial includes some information about its forbearance
program on its website, on the consumer FAQ page, as follows:

Are you having trouble making your CaliforniaFIRST or RenewPACE
payment this year?

If you recently faced a temporary financial hardship such as a loss of income due to
a medical illness, death, natural disaster, or interruption in employment that caused
you to be delinquent on your property taxes or property tax escrow account, Renew
may be able to help out. We offer temporary hardship assistance to ensure that a
payment owed on your PACE assessment does not stop you from getting back on
your feet. If you are behind on your property taxes or the property tax portion of
your mortgage payment and you believe you can repay your property taxes and/or
mortgage in the near future, you may qualify for support.

1% Thomas v. Clean Energy Coastal Corridor, 176 So. 3d 249 (Fla. 2015).

%9 Mo. Ann. Stat. §8 140.150 and 140.160.

20 Mo. Ann. Stat. § 140.290.

21 Mo. Ann. Stat. §§ 140.405, 140.420.

202 Exhibit 22 (Kroll Bond Rating Agency, ABS Pre-Sale Report, HERO Funding 2018-1 Class
A Notes, May 10, 2018, p. 9).

203 Available at: https://renewfinancial.com/frequently-asked-questions-about-pace.
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E. Loss Mitigation by Mortgage Servicers.

For PACE borrowers who have a home mortgage with an escrow account, some payment
problems relate to the payment shock caused by the delay in the adjustment of the escrow
payment. For example, if a PACE borrower’s assessment was funded in July 2018, the first
payment would not come due until November 2019. The assessment would not begin to be
included in the borrower’s mortgage payment until an escrow account analysis is conducted. If
the anniversary date for the borrower’s annual escrow account analysis is in October 2019, and
the servicer was not notified of the assessment before the October 2019 analysis was done (or
does not later prepare a short year analysis), the PACE assessment would not be included as an
anticipated escrow disbursement amount until the October 2020 escrow analysis. An escrow
statement would then be provided to the borrower within 30 days of the completion of the
escrow account computation year.?>* The escrow statement would indicate the date the new
escrow payment would be due, which would likely be 30 to 60 days after the statement is sent.

This means that any increase in the borrower’s mortgage payment that includes the assessment
from the July 2018 PACE loan would first appear on the December 2020, January 2021, or
February 2021 mortgage statement. The October 2020 analysis would also include the second
unpaid November 2020 PACE payment that would be due, as well as the amount necessary to
fund anticipated PACE disbursements and a payment cushion. The lag time before the
assessment is incorporated into the consumer’s escrow account would certainly create a large
escrow shortage or deficiency, resulting in a substantial increase in the borrower’s monthly
mortgage payment, more than two years after the loan was made.

If the borrower in the above example is unable to pay the increased mortgage payment and the
loan becomes delinquent, her mortgage servicer must initiate the early intervention procedures
under Regulation X. The servicer must attempt to establish contact with the borrower and
inform the borrower about available options to avoid foreclosure. The servicer must attempt to
establish live contact with a delinquent borrower not later than the 36th day of the borrower’s
delinquency, and must send an early intervention written notice no later than the 45th day of the
borrower’s delinquency.’® If the borrower responds to these contacts and requests loss
mitigation assistance, the servicer must then follow the loss mitigation procedures under
Regulation X.%%

While the RESPA procedures provide some potential relief for a consumer who is confronted
with the escrow payment shock situation or experiencing a temporary hardship, they will not

help a consumer who was given an unaffordable PACE loan because a program administrator
failed to properly review the consumer’s ability to repay.

We are also concerned that many PACE loans have been given to consumers who have a reverse
mortgage. These consumers are not protected by the RESPA loss mitigation procedures because

20412 U.S.C. § 2609(c)(2); Reg. X, 12 C.F.R. § 1024.17(i).
205 Reg. X, 12 C.F.R. § 1024.39.
206 Reg. X, 12 C.F.R. § 1024.41.
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servicers of reverse mortgages are exempt from the requirements.”®” The program administrators’
loss mitigation procedures are inadequate and fail to provide reverse mortgage borrowers with
long-term solutions to payment problems.

14, EGRRCPA section 307 defines PACE financing as “financing to cover the
costs of home improvements that results in a tax assessment on the real property
of the consumer.” Please identify any public or private financing options that may
satisfy this definition, whether or not commonly understood to be PACE
financing.

PACE began as a method of financing energy efficiency home improvements through a
partnership between public and private entities. However, PACE loans are no longer limited to
energy-related work. Over time PACE programs have expanded so that loans may now be used
for water conservation, hurricane hardening, and fire prevention.

The statutory definition in EGRRCPA section 307 contains only two limitations; that the
financing cover “home improvements” and that it result in a property “tax assessment.” We urge
the Bureau to further refine the definition through regulation to ensure that there are clear
boundaries to the types of financing products that are covered by PACE regulations. The Bureau
should specify that PACE financing must include the following attributes:

e PACE financing must fulfill a compelling public purpose. This public purpose
must be clearly identifiable and verifiable. At a minimum, the public purpose and
all qualifying home improvements must be approved by an act of the State
legislature.

e PACE loans must be made under a program in which there are local government
participants. In serving the public purpose, the program must not primarily be for
the benefit of private entities or private investors even though private benefit may
result incidentally.

If final PACE regulations issued by the Bureau take into account the unique nature of PACE by
providing a less strict requirement than would apply to a comparable mortgage product, a result
we hope does not occur, it is critical that the Bureau further restrict the coverage of PACE
regulations to ensure that market participants do not partner with local governments to develop
home loan programs simply to evade more restrictive requirements.

15. Please provide information about the source of funding for PACE financing
transactions. For example, are the transactions funded with public or private capital?
Which parties supply the capital used to pay the contractors installing the home
improvement projects?

27 Reg. X, 12 C.F.R. § 1024.30(b)(2).
55



As discussed in our response to Question 10, the source of funding for PACE financing initially
flows from limited obligation improvement bonds issued by the governmental PACE sponsor or
joint powers authority. Unlike general obligation bonds, PACE bonds are special revenue bonds
that are secured solely by the special assessment on the properties of participating homeowners.
PACE bonds are not general obligations of the state, local government or tax authority. They are
not backed by the full faith and credit of the state or local government.

After the bonds are issued, they are then purchased by program administrators as part of the
securitization process. Program administrators facilitate the securitization of the bonds as asset
backed securities (ABS), and the ABS notes are sold to private investors in the secondary
market. Thus, the capital structure and ultimate source of funding for PACE financing is private
investment.

16. Please describe the role of public bonds in PACE financing transactions. Please
identify the bond-issuing authorities. What is the timing of bond issuance? Who purchases
the bonds, and what effect does the purchase have? Where public bonds are not involved in
PACE financing transactions, please describe the role of any other public financing
mechanisms.

This is discussed in our response to Question 10.

An additional matter not discussed earlier is the PACE bond reserve. This reserve is funded
through the administrative fee (or points) that PACE borrowers pay at loan origination. It is used
to protect bond holders from shortfalls caused by borrower delinquencies. The role of the bond
reserve is more fully described in the following excerpt from a WRCOG staff report requesting
that the WRCOG Executive Committee approve an increase in the administrative fee:

The Master Bond Purchase Agreement (Attachment 1) between WRCOG and
Renovate America establishes the parameters around the purchasing of bonds by
Renovate America or its designee. Currently, the HERO Program receives revenue
from a one-time assessment administrative fee on each project (similar to closing
costs) of 4.99%. The one-time administrative fee supports Program administration
and is split amongst the HERO Team, which includes Best Best & Krieger (BB&K),
David Taussig & Associates (DTA), Public Financial Management (PFM) Renovate
America, WRCOG, and the reserve for bond holders. This fee is what is utilized by
WRCOG to staff the Programs, with any remaining net revenues allocated by the
Executive Committee to Agency reserves, to members for various projects, the
Fellowship Program, and for other regional project development (such as the
Streetlight Program and Community Choice Aggregation feasibility and
implementation).

The bond reserve is held by the Deutsche Bank, the Program Trustee, and is used to
cover any shortfalls to the bond holder that results from a property owner not paying
their annual assessment. Due to the total volume of HERO assessments put onto the
tax roll on an annual basis, it has been determined by PFM, WRCOG’s Financial
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Advisor, that the current bond reserve allocation (0.075%) is not adequate to cover a
large amount of delinquencies, and that the bond reserves allocation needs to be
increased to 0.25%. This change would increase the 4.99% one-time administrative
fee to 5.17%. For comparison, other PACE Provider fees range from 4.99% to 6.4%.
PFM conducts regular review of the bond reserve and, throughout the life of the
Program, the bond reserve allocation has been adjusted to provide sufficient coverage
for the bond holders. Previously, any changes in the bond reserve or the
administrative fee was covered by Renovate America. Due to the decrease in new
assessments, Renovate America is no longer in a position to absorb an increase of
0.175%. In other terms, the increase in the administrative fee equates to an increase of
$36.00 to a homeowner with an average assessment of $20,000.2%

17. Please provide information about consumer repayment.
A. When does repayment begin after the financing agreement is signed?

In California, the timing of the first repayment depends on when the PACE assessment contract
is executed and funded. PACE assessments funded between July 1 and the next June 30 are
placed on the county tax rolls on or before the following August 10, and the first installment is
due on November 1. As a result, if funding occurs before June 30, repayment begins in
November of the same year. If funding occurs after June 30, the PACE assessment line item will
not appear on the property tax bill until November of the following year.

If a homeowner has a mortgage and is escrowed for property taxes, however, the homeowner
will not actually start repaying the PACE loan until the mortgage servicer conducts an escrow
account analysis and adjusts the monthly escrow payment to reflect the cost of the PACE
assessment as part of the homeowner's property tax bill. As explained in the example in
response to Question 13(E), above, a homeowner with an escrowed property tax payment could
experience a delay of up to two years before s/he begins making payments toward the PACE
assessment through monthly escrow payments.

B. How frequently are payments made?

In California, payments on property taxes, including any PACE assessments, are made twice a
year, with a first installment due between November 1 and December 10, and a second
installment due between March 1 and April 10. In Florida and Missouri, property taxes are paid
once a year.

If a homeowner has a mortgage and is escrowed for property taxes, however, the mortgage
servicer makes the payments to the county tax collector, and the homeowner makes monthly
payments into the escrow account to cover the property taxes, including any PACE assessments.

C. Are payments roughly equal throughout a consumer’s full financing term, or

208 5ee Exh. 23 (WRCOG Administration & Finance Committee Staff Report, Feb. 14, 2018).
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can payments change? Are interest rates fixed or variable? Are balloon payments
required? If so, in what circumstances? Do PACE financing agreements always provide for
full amortization?

PACE assessment payments as reflected on the property tax bill remain roughly equal
throughout the full financing term unless the homeowner becomes delinquent on property taxes
and incurs interest and penalties or prepays some or all of the balance due. Interest rates are
fixed, and there are no required balloon payments as far as we know. PACE assessment
contracts always provide for full amortization.

If a homeowner has a mortgage and is escrowed for property taxes, however, monthly escrow
payments will increase significantly starting sometime after the PACE assessment is recorded.
In addition, because escrow payment adjustments will almost always lag behind the first PACE
assessment billing schedule, the initial year or two of increased escrow payments will likely be
higher than in subsequent years due to significant shortages in the escrow account.

D. To which parties do consumers make payments? Does the party to which
consumers make payments ever change over the life of the financing agreement? If so, in
what circumstances does this occur and why?

All payments on PACE assessments are made to the county tax collector as part of the payment
of the homeowner's property tax bill. 1f a homeowner has a mortgage and is escrowed for
property taxes, however, homeowner makes monthly escrow payments to the mortgage servicer
to cover the property taxes, including any PACE assessments. In those cases, the mortgage
servicer is effectively conscripted into the role of collector for the PACE assessment.

E. After a consumer remits a payment, how is the payment distributed, and by
whom?

The county tax collector's office and/or the county treasurer distributes PACE assessment
revenue according to their agreement with the respective PACE programs operating in their
jurisdictions.

F. Please describe any changes to payments or payment processes when a
consumer becomes delinquent or defaults.

See response to Question 13 above.

G. Please describe any differences to payments or payment processes when a
consumer has a mortgage loan with an escrow account for taxes.

As discussed in more detail above (Questions 17(A)-(D) and 13(E)) and below (Question 24),
when a homeowner has a mortgage loan with an escrow account for property taxes, the
homeowner (1) will very likely experience a significant delay in commencing repayment; (2)
will make payments on the assessment as part of the monthly escrow payment to the mortgage
servicer instead of making one or two payments per year to the county tax collector; and (3) due
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to the mechanics of escrow accounts, will in most cases end up paying more each month in
connection with the PACE assessment than 1/12 of the annual PACE assessment cost.

18. Please describe how PACE financing is integrated with local property tax systems
and how specific information about the PACE financing obligation is distinguished from
other real property tax obligations in the tax system. Who monitors repayment of the
PACE financing?

As with most aspects of PACE, the responsibility for ensuring that PACE assessments are placed
on the tax rolls falls initially upon program administrators. This provision from the WRCOG
contract with program administrator PACEfunding describes the requirement:

PACEfunding shall work with the Program Assessment Administrator, and
the counties within which the PACEfunding Program are offered to ensure
that the proper contractual assessment installment are placed on the
appropriate property owners property tax bills and that the contractual
assessment installments shall be collected promptly for the properties subject
to such contractual assessments.”%°

Program administrators also handle critical aspects of the bond procurement. The same
contract with program administrator PACEfunding provides:

PACEfunding will electronically send the Contractual Assessment Data File
for each Bond or Series of Bonds to be issued, along with all Bond
Documents for each Bond or Series of Bonds, to Bond Counsel, the Trustee,
David Taussig and Associates, and Public Financial Management for review
and set-up.

PACEfunding shall execute and deliver the PACEfunding Closing Documents
(as such term is defined in this Exhibit C above) to Bond Counsel at the
Closing Location on or before the Closing Date.

Upon receipt of verification that all Closing Documents have been properly
executed and, if applicable, recorded, PACEfunding or any assign, affiliate,
subsidiary, or any other person or entity that PACEfunding designates will
purchase the Bond or Series of Bonds pursuant to the Master Bond Purchase
Agreement. Said purchase will be accomplished via a wire transfer to the
Trustee.?*

After a PACE assessment is placed on the tax rolls, collection of the assessment is handled by
the local tax collector in the same manner as other assessments and property taxes. The
responsibilities of the local tax collector to collect PACE assessment may be set out in an

209 See Exh. 4 (in Exhibit B “Scope of Program Administration Services”).
210 5ee Exh. 4 (in Exhibit C “Schedule of Responsibilities™).
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agreement between the collector, governing PACE sponsor and the program administrator. An
example of such an agreement, between Green Corridor and the Collier County Tax Collector, is
attached as Exhibit 20. The agreement may provide for compensation to the tax collector for
PACE collection. For example, the Uniform Collection Agreement between the Green Corridor
and the Pasco County Tax Collector specifies that the collector will be compensated at the rate of
2 pegﬂent of the amount of each PACE assessment, which is the authorized rate under Florida
law.

The monitoring of PACE payments for purposes of the bonds and securitization notes is done by
a contractor hired by the governmental PACE sponsors and program administrators. Similar to a
subservicer in the mortgage context, David Taussig & Associates, Inc. (DTA) reviews the
payment reports provided by the counties, identifies delinquencies, and sends delinquency
reminder letters to PACE borrowers within 10 days of receiving the county’s payment report.?*?
DTA also prepares lists of the properties that remain delinquent at the foreclosure deadline,
which gets transmitted to counsel who will initiate foreclosure proceedings.

Like DTA, Willdan Financial Services serves as the assessment administrator for the
securitization by Ygrene of some Florida and California PACE assessments.”*® Willdan
performs the same functions as DTA — it reviews county tax payment records, prepares reports
on PACE delinquent borrowers, sends delinquency reminder letters to PACE borrowers, and
provides Ygrene with a list of the PACE liens that remain delinquent and require initiation of
foreclosure proceedings.

19.  To the extent not addressed above, please describe the role of State and local
governments in PACE financing programs or individual PACE financing transactions
following origination. Please identify any State or local government entities with regulatory
or oversight authority over PACE financing or industry participants.

In California, a law (AB 1284) that went into effect on January 1, 2018, placed residential PACE
administrators under the oversight of the Department of Business Oversight (DBO). It also set
out a number of basic requirements for PACE administrators to follow, and authorized DBO to
promulgate regulations. Final regulations have not yet been issued by DBO.

The PACE enabling statutes generally do not address oversight of program administrators or

grant oversight authority over PACE industry participants to state agencies.

20. Please describe any financial costs to consumers that may be associated with PACE
financing transactions, including, for example, costs resulting from interest, points, fees, or

211 see Exh. 21 (Uniform Collection Agreement, Section VII).

212 5ee Exh. 22 (Kroll Bond Rating Agency, ABS Pre-Sale Report, HERO Funding 2018-1 Class
A Notes, May 10, 2018).

213 Exhibit 9 (KBRA ABS New Issue Report, GoodGreen 2018-1, April 27, 2018, p. 19).
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penalties. How do costs for home improvement projects financed using PACE financing
compare to costs for comparable projects financed through other means?

PACE industry supporters claim that the avoidance of mortgage underwriting costs and reduction
of risk to investors through the super priority position of PACE liens translates into lower costs
for PACE borrowers. This has not proven to be true as some PACE loans are more costly than
comparable loan products in the private mortgage market. For example, interest rates in 2017 for
senior-lien residential PACE programs were in the range of 6 to 9 percent,?'* while interest rates
on home equity loans during the same period were approximately 5 percent.?*®

PACE borrowers in California also pay origination points of at least 5 percent of the loan amount
and various administrative fees, resulting in APRs of about 10 percent or more. The sample
financing disclosure for a $10,000 PACE loan through the LA HERO program shows a $579
origination fee, recording and administrative fee of $230, county recording fees of $75, and one-
time assessment administration fee of $155, for total financing costs in the amount of $809.%'
The disclosure statement indicates that this loan has a note rate of 7.69 percent and an APR of
9.75 percent.

As discussed earlier, Florida consumers are charged a $50 application fee, $125 processing and
underwriting fee, $125 district recovery fee, $125 recording & disbursement fee, $90 bond
trustee fee, $65 title & escrow fee, and an origination fee of 3 percent.?!’

PACE borrowers are also required to pay an annual administrative fee of approximately $25 to
$40 or more, which is subject to change during the typical ten to twenty year term of the PACE
loan. This fee generally covers the costs of servicing the assessment payments by the local tax
collector.

PACE assessment contracts generally do not require the payment of a prepayment fee.
Depending upon the time of prepayment, however, borrowers may be required to pay additional
interest beyond the prepayment date. The early HERO program contracts required the borrower
to pay unpaid principal on the assessment plus interest to the earlier of March 2nd or September
2nd occurring at least 50 days following the prepayment date. The current form HERO
assessment contract now provides for “interest on the Assessment Prepayment Amount to the
second business day of the second month following the date the prepayment is made.”?*®
Recording fees are also collected by the county recorder upon prepayment or discharge of the
assessment. These fees generally range between $95 and $125.

214 see Exh. 25 (Chart prepared by California Assembly Committee for Joint Oversight Hearing
on PACE).

215 Elizabeth Bellis, et al., Energy Programs Consortium, Residential Property Assessed Clean
Energy (R-PACE) — A Primer for State and Local Energy Officials, p. 7 (March 2017), available
at WWW.energyprograms.org.

216 5ee Exh. 1 (Financing Estimate and Disclosure, p. 2).

217 see Exh. 5 (Green Corridor PACE District Program Guidelines, Appendix I1).

218 5ee Exh. 1 (Assessment Contract, Section 3, p. 3).
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As discussed in response to Question 13, the potential costs to PACE borrowers are not limited
to the contract terms. Additional penalties and interest may be charged for late and delinquent
payments under the state’s tax collection laws.

While program administrators claim they ensure that contractors do not overcharge for products
and services, numerous examples of price gouging by contractors have been reported in the
consumer stories we have provided. For some PACE borrowers, PACE financing has been more
costly than a comparable project financed through other means.

21. Please describe any cost savings associated with home improvement projects funded
with PACE financing, including, for example, utility savings or tax credits authorized
under State or Federal law for PACE-eligible projects. Are projected savings calculated
before PACE financing contracts are executed? If so, how, and over what

period of time? Are actual savings tracked, and, if so, how do they compare with the
projections?

A common selling point promoted by PACE program administrators and home contractors is that
energy efficient upgrades will reduce the homeowner’s utility bill in an amount sufficient to
offset the cost of the improvements. However, homeowners with little knowledge about the
relationship between the proposed improvements and actual energy savings are asked to sign
PACE assessment contracts without being provided estimates of energy savings or other
information needed to make such a determination.

Although PACE programs promote claims of energy efficiency and savings to the homeowner,
they do not require that energy audits be done to confirm that the measures are appropriate for
the homeowner or will reduce energy consumption. In fact program administrators have resisted
attempts to make energy audits a program requirement, as this would slow down “point-of-sale”
PACE transactions.

No analysis is done, either before or after the assessment contract is signed, to compare the
homeowner's actual current energy bills to expected bills based on the energy-savings or
renewable energy measures that the owner is considering financing with PACE borrowing. As
reported in the consumer stories we have provided, borrowers often find that the increase in their
tax bill or mortgage escrow payment far exceeds any reduction they have received in energy
costs once the PACE improvements are completed. A glaring example of this problem are
PACE loans that have been used in California to finance “cool-coat” paint jobs costing $10,000
or more despite limited energy savings.

Contrary to the public purpose of PACE, there is little or no coordination between PACE
programs and other state or local energy programs. For example, expensive PACE loans have
been provided to lower income families who may be eligible for free or lower cost home energy
improvements through the federal Weatherization program or other similar state and local
programs.

62



22. In general, does the addition of PACE financing affect consumers’ ability to meet their
financial obligations? Please describe any such effects and why they may occur.

PACE loans were designed as equity-based financing products and, even with the recent
introduction of ability-to-pay assessments as part of the California underwriting process, that
legacy of focusing primarily on equity rather than affordability persists. As a result, for many
homeowners, taking out a PACE loan leads to serious financial hardship as well as the risk of
foreclosure. This is particularly true for elderly homeowners living on fixed incomes who,
because they are likely to have more equity in their homes than younger homeowners and/or
because they are often more susceptible to aggressive, in-home marketing tactics, are frequently
targeted for PACE lending.

Some PACE borrowers have had to default on their other debt obligations in order to keep up
with their PACE assessments.”*® Others have resorted to unsustainable borrowing from friends
and family to keep up with the PACE payments, putting their future finances in further jeopardy.
In other cases, homeowners unable to afford the increased property tax bill have financed the
property tax payment with a credit card, thereby incurring both service fees to the county for
using thgglmethod of payment®?® and interest charges when they carry a resulting credit card
balance.

For homeowners with mortgages who are escrowed for property taxes, the addition of a PACE
assessment to the property tax bill has frequently driven their escrow payments to unaffordable
levels. One Spanish-speaking homeowner in Stockton, California, saw his escrow payment shoot
up by almost $500 a month, while a senior homeowner in Oakland, California, whose monthly
fixed income was only about $1,000, faced an increase in her escrow payment of over $900.%%2
As a result of these steep increases, many PACE borrowers have been unable to make their full
mortgage payments and have gone into default and even foreclosure.

Homeowners with reverse mortgages face a different set of challenges when a PACE assessment
is added to the property tax bill. Because reverse mortgage borrowers are required to stay
current on property charges as a condition of their mortgage agreements, even a single missed
property tax payment to the county can qualify as a default that triggers acceleration of the loan.
As described by many of the comments submitted by practitioners, these homeowners are at
grave risk of foreclosure.

The financial devastation suffered by many PACE borrowers is the direct result of program

219 5ee, e.g., Appendix (#33).

229 For example, the Orange County tax collector charges a service fee of 2.29% on credit card
payments of property tax bills. See
http://www.ttc.ocgov.com/proptax/infofag/fag/paymethod#2254.

221 see, e.g., Appendix (#30). Given that the PACE industry promotes itself as a more affordable
alternative to financing home improvements with credit cards, the fact that low-income
homeowners are ending up paying high credit card interest rates on both the principal and the
interest and fees they have incurred on a PACE loan is particularly troubling.

222 5ee Appendix (#31).
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administrators’ failure to assess affordability adequately or at all, coupled with a program design
that invites and rewards abuses by contractors and facilitates practices that obscure rather than
disclose the true costs and the real risks of financing a home improvement project with a PACE
loan.

PACE program administrators and industry supporters will likely submit comments in this
docket that refer to the DBRS rating agency report on PACE delinquency trends.?® This report
suggests that PACE loans have “low delinquency levels around 2% to 4% at the peak, declining
to less than 1% within 12 months.”?** However, this report is not representative of the PACE
loan market as it considers only PACE assessments that are paid directly by homeowners and not
those made through mortgage escrow accounts. If the homeowner has a mortgage with an
escrow and is current with mortgage payments, the servicer is required under RESPA rules to
pay the PACE assessment through an escrow disbursement even if there are not sufficient funds
in the borrower’s escrow account.?” Thus, the tax payment records that DBRS relied upon for
the report would not show a tax default even though the homeowner may be struggling with
making mortgage payments because of the PACE assessment.

Although not referred to in the delinquency report, DBRS’ own records indicate that the vast
majority of PACE borrowers have a mortgage on the property. The DBRS pre-sale report for
HERO Funding 2017-1 (p. 8) states that 93.66 percent of PACE borrowers also have a first lien
mortgage on their home.“? It is estimated that at least 57 percent of mortgage accounts in
California had escrow accounts in 2017, and that number is growing over time.??’ The DBRS
delinquency report is incomplete and should not be relied upon as it did not consider the impact
of PACE loans on mortgage delinquencies or other household obligations.

23.  Please provide information about the liens associated with PACE financing. How do
they differ from liens securing other property tax obligations that may encumber
residential real property? Do PACE financing liens arise by operation of law or contract?

The critical distinction between property tax obligations and PACE assessments is that PACE
liens are completely voluntary. The opt-in requirement for PACE is unique in that no similar
requirement exists for other property tax obligations, including special assessments for local
government shared benefit improvements (street paving, parks, open space, water and sewer
systems, street lighting) that are imposed on all property owners within a contiguous geographic
area. Under PACE financing, only property owners who choose to participate incur assessments
and have liens against their property. Property owners who do not participate in PACE do not
contribute to the costs of the program.

Zi See DBRS Commentary, Residential PACE Delinquency Trends, Feb., 2018.

Id.
22512 C.F.R. § 1024.17(k)(2).
226 Available at: https://www.dbrs.com/research/309292/hero-funding-2017-1-presale-report.
22T Dominique Lalisse, Escrow vs. Non-Escrow Mortgages: The Trend is Clear, June, 21, 2017,
https://www.corelogic.com/blog/2017/06/escrow-vs-non-escrow-mortgages-the-trend-is-
clear.aspx.
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Unlike ad valorem property tax obligations, the homeowner must affirmatively consent to a
PACE assessment and the related lien, and this consent must be memorialized in a written
contract. The LA HERO assessment contract makes this clear in the following clause:

WHEREAS, Chapter 29 [of Division 7 of the California Streets & Highways
Code] provides that assessments may be levied under its provisions only with the
free and willing consent of the owner of each lot or parcel on which an
assessment is levied at the time the assessment is levied pursuant to a contract
between the property owner and the public agency;??®

Unlike liens securing ad valorem property tax obligations, which arise solely by operation of
law, PACE assessment liens arise by both contract and operation of law. With PACE the
homeowner must sign a contract (assessment contract) and state law must authorize the creation
of the lien either in the PACE enabling statute or in the general statute governing special
assessments.

Under most PACE enabling statutes, including the three states with active programs, PACE
assessments have equal lien priority with ad valorem real estate taxes and other special
assessments, and have priority over all non-tax liens, including mortgages. Similar to other
assessments, a PACE lien remains on the property until the loan is paid in full despite
intervening sales.

24, Please provide information about the treatment of PACE financing obligations by
servicers of mortgage loans responsible for servicing mortgages that were placed on the
property before the PACE financing encumbrance. For example, do mortgage servicers
typically administer PACE financing obligations through escrow accounts? Please describe
the relevant processes and any effects on the mortgage servicer or the consumer. How
quickly after PACE assessments are added do mortgage servicers learn about the increase
to the consumer’s property tax bill? How quickly do mortgage servicers adjust consumers’
escrow payments, where applicable, to reflect the change?

When a PACE assessment is added to the property tax bill of a homeowner who already has a
mortgage, the increase in the property tax bill will result in one of the following arrangements:

(1) If the homeowner is responsible for paying the property taxes directly and is able to
afford the increase from the PACE assessment, the mortgage servicer will not have any role
to play in the collection of the PACE assessment.

(2) If the homeowner is responsible for paying the property taxes directly and is not able to
afford the increased property tax bill, once s/he misses a property tax payment, the mortgage
servicer will advance the taxes to the county and impose an escrow impound going forward.
As a result, a homeowner who has been making one or two property tax payments a year will

228 5ee Exh. 1 (Assessment Contract, p. 1).
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now have to budget for monthly escrow payments. For homeowners who cover their
property tax bills with seasonal income or an income tax refund, this involuntary change in
payment scheduling can be very challenging.

(3) If the homeowner is escrowed for property taxes already, the PACE assessment will be
paid as part of the monthly escrow payment paid with the mortgage bill each month to the
mortgage servicer.

In cases (2) and (3), where the mortgage servicer becomes responsible for collecting the PACE
assessment through an escrow payment, the situation can get extremely complicated and
confusing for a homeowner for a number of reasons. First, mortgage servicers review escrow
accounts and adjust escrow payments to reflect any changes in the property charges once every
12 months,??® and the annual escrow review date frequently either precedes or lags behind the
fixed date when property tax bills are issued. If the servicer analyzes the escrow account just
before property taxes bills are issued, for example, the servicer will advance the full property tax
amount, including the PACE assessment, but the escrow account will carry a deficiency forward.
At the next escrow account review, the servicer will calculate the new escrow payment by adding
to the base payment (1/12 of the actual annual property charges) a reserve cushion of up to 1/6 of
the annual property charges, an amount sufficient to repay the deficiency (i.e., the prior year's
PACE assessment payment) plus an amount to cover the upcoming PACE assessment that was
not accounted for in the prior year's escrow analysis (called an escrow shortage).?*° These
adjustments will result in a sharp increase in the escrow payment many months — or even more
than a year — after the homeowner took out the PACE loan.

The information provided by PACE programs regarding the interplay between PACE
assessments and escrow impound accounts is woefully insufficient to prepare homeowners for
this type of payment shock — or to equip them to prevent it. Instead of providing actual examples
of the potential downstream effects of a PACE assessment on an escrow payment and helping
the homeowner communicate with the mortgage servicer's escrow department, PACE programs
generally just recommend that homeowners contact their lenders about the anticipated increase in
the property tax bill. For example, California's financing estimate and disclosure includes the
following advice: “If you pay your taxes through an impound account you should notify your
mortgage lender, so that your monthly mortgage payment can be adjusted by your mortgage
lender to cover your increased property tax bill.” 31 Under “Frequently Asked Questions” for
LA County's PACE program, the program “recommend[s] that property owners share contractual
documents with lender(s) or mortgage servicer(s) to determine the appropriate increase for the
escrow impound account to render payment for property taxes.”

This laissez-faire approach of leaving it up to the homeowner and the mortgage servicer rests on
two unreasonable assumptions, one about homeowners’ understanding of how escrow impound
accounts work, and the other about how escrow departments actually function. It is unrealistic to

229 Reg. X, 12 C.F.R. § 1024.17(c)(3).

2%0 5ee Section 13(E), above, for an illustration of this scenario.

231 Cal. Str. & H. Code § 5917 (under "Other Important Considerations").
232 5ee Question 12 at http://pace.lacounty.gov/residential/index.html.
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assume that a homeowner will be able to successfully request an advance adjustment to an
escrow payment without more information and guidance. Even experienced practitioners often
find deciphering escrow account statements and navigating changes to escrow payments
difficult. And, given that escrow departments are under no obligation to conduct escrow account
reviews before the next scheduled annual review,”® there is no guarantee that even a well-
framed request will result in the necessary adjustment.

25.  To the extent not already addressed, please provide any additional information
about the unique nature of PACE financing, how the Bureau’s regulations should account
for the unique nature, and any risks or benefits to consumers or industry participants
attributable to the unique nature.

This question is addressed in our introductory comments and the responses to other questions.

V. Potential implications of regulating PACE financing under TILA.

Our recommendations and analysis regarding how the existing TILA and Regulation Z
provisions could be applied to PACE financing to implement EGRRCPA section 307 are
provided in full earlier in these comments. These proposals were developed keeping in mind the
Bureau’s goal of adapting existing TILA and Regulation Z standards while taking into account
potential impacts on consumers and industry, as well as any potential implementation challenges
specific to PACE financing. In fact, most of TILA’s ATR and remedy provisions can be
implemented without changes, and where changes are needed they generally are necessary to
address the uniquely harmful aspects of PACE lending. We also make recommendations earlier
in these comments on how to issue regulations on PACE under other significant TILA
provisions, including whether those should be adapted.

26. If existing ATR requirements in TILA and Regulation Z were to apply to PACE
financing transactions, please describe any likely effects on State and local governments or
bond-issuing authorities.

While governmental PACE sponsors are creditors for PACE loans, they have essentially
delegated origination and servicing duties to the PACE program administrators or other
contractors. As a result, while the governmental authorities are technically the creditors for
purposes of TILA’s requirements, they are being implemented by their agents, the program
administrators. As a result, any question of how to address duties to ensure compliance or
liability for violations can be addressed through the contracts between the governmental PACE
sponsors and the program administrators.

27. Please describe any likely effects of such application on consumers or PACE
financing industry participants.

233 See Reg. X, 12 C.F.R. § 1024.17(f)(1)(ii) (mortgage servicer has discretion over whether to
conduct an escrow analysis "at other times during the escrow computation year").
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Implementing TILA’s protections for PACE should not have a significant impact on PACE
financing industry participants. TILA compliance can be established through policies and
procedures, and TILA compliance software. While TILA compliance will require certain
changes to how PACE financing is conducted, such as more thorough documentation and
verification of income and expense and specific analyses for affordability, these are standardized
processes that can be developed and implemented systemically. Changes to the overall business
model to ensure a safe and transparent product will provide greater stability for the PACE market
over time, even if it requires certain investments up front.

Moreover, implementing TILA’s protections for PACE should not have a significant impact on
rates because program administrators already indemnify PACE government entities. TILA
compliance would simply become part of this existing arrangement.

Implementing TILA’s protections on PACE would in fact have a major impact on consumers—it
would transform a market where low-income and elderly homeowners are receiving
unsustainable loans to one where homeowners are more likely to receive loans they can afford.
Conversely, if the Bureau failed to provide adequate TILA protections in this emerging market,
the result would be the expansion of the harmful effects already emerging from the
neighborhoods that are on the front lines of PACE’s marketing in low-income communities.

While some will argue that greater regulation will inhibit access to PACE, access is important
where it provides an opening for sustainable forms of credit. Historically underserved
communities are now facing the next phase in targeted unsustainable lending—home
improvement contractors and PACE program administrators providing loans for services that
often provide benefits far fewer than represented while costing the homeowner more than they
can afford. (We recognize that issues regarding the quality of contractor work and the question of
whether products save energy or money may be beyond the scope of this rulemaking.) Many of
these developments are in the same neighborhoods targeted by abusive subprime lenders and
home improvement contractors in the 1990s. While we support energy efficiency retrofits,
including in low-income areas, they must be done in a manner that supports long-term
sustainability. PACE should be adapted to ensure this is possible.

28. If applied to PACE financing transactions, which specific ATR provisions under
TILA and Regulation Z, if any, would conflict with existing State or local legal
requirements, and how? What steps could the Bureau take to mitigate those conflicts?

Generally, TILA does not affect any state law unless the state law is inconsistent with the federal
law and only to the extent of the inconsistency. State law is inconsistent if it requires an action
that contradicts the requirements of TILA.

In Florida and Missouri, state law does not speak to ability to repay and thus there is no conflict.
Instead, the Bureau’s regulations would simply apply. To the extent that state law, such as in
California, provides greater protections, there would be no conflict and California PACE
borrowers would have the benefit of those greater protections. To the extent that any state has
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weaker provisions that are in conflict with TILA’s mandate, the Bureau should not take steps to
mitigate that conflict. TILA’s architecture contemplates this issue and Congress concluded that
TILA’s approach should apply in instances of a conflict.”** Moreover, Congress’s directive in
section 307 directly instructs the Bureau to apply TILA’s ATR rules and was passed when at
least one state already had adopted certain ATR measures.

29.  Which specific ATR provisions under TILA and Regulation Z would be difficult for
market participants to apply to current PACE financing origination practices, bond
processes, or laws and practices implicating real property tax systems, and why would they
be difficult to apply?

Current PACE origination practices contemplate a point-of-sale contract with no opportunity for
non-automated verification. Compliance with TILA’s income verification and documentation
requirements will require additional care. Such a change is not prohibitive, simply a different
approach; one that ensures a loan is reasonably affordable. For example, in order to prevent loan
stacking, program administrators would need to ensure that there has not been another recent
PACE loan made, as we describe further earlier in these comments.

30.  Which specific ATR provisions under TILA and Regulation Z, if any, would be
beneficial for consumers, and how? Which, if any, would not provide consumer benefits,
and why not?

Here we incorporate by reference the first several sections of these comments, setting out our
recommendations on how the Bureau should establish PACE ATR regulations and our analysis
regarding the Bureau’s authority to do so.

All of TILA’s general ATR requirements would be beneficial for consumers (except for
elements that may be irrelevant, such as certain aspects of the calculation rules for irregular
loans). The elements of the ATR process work together to ensure a homeowner’s loan is
reasonably evaluated for affordability based on documented and verified income, assets and
expenses. The use of DTI with or without residual income is a centerpiece of that analysis and
any approach used by PACE originators must satisfy a “reasonably reliable” standard to ensure
the goals of the statute are met. As discussed earlier in these comments, at present there is no
stand-alone residual income test that would meet that standard.

We do recommend that the Bureau exempt PACE loans from Qualified Mortgage eligibility.
Such a presumption of compliance is reserved for inherently safer loans. By definition, PACE
loans, with their superpriority lien, sparse payment schedule, and consistent use of contractors as
loan originators present heightened risks that disqualify them from such a presumption.

234 15 U.S.C. § 1610.
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31. How could TILA’s existing ATR requirements be tailored to account for the unique
nature of PACE financing? Are there unique aspects of PACE financing that are relevant
to whether and how the existing ATR requirements should apply, including the
documentation and verification requirements or the specific information required as part
of the analysis?

As noted in the previous answer and in the earlier sections of these comments, TILA’s existing
requirements on ATR need little change to accommodate PACE. In particular, it is important
that the Bureau retain the documentation and verification requirements to ensure that indeed
homeowners are reasonably being evaluated to ensure their loans are affordable. Some of this
information can be obtained electronically. Even where more time is needed, it is crucial to note
that PACE loans create a lien on a person’s real property. As such, they are not comparable to
credit cards or other forms of unsecured credit. The care and deliberation in making such a loan
must reflect the risks associated with the homeowner’s new debt.

We note several aspects of TILA’s ATR rules that require additional provisions to account for
the unique nature of PACE, including:

= providing a procedure for program administrators to notify servicers of the new loan to
ensure the escrow incorporates the new loan to limits the development of an escrow
shortage;

= providing enhanced ATR analysis for borrowers who have reverse mortgages or who do
not have escrows (including those who have no existing mortgage) to ensure that the
increased tax payment obligations, which will only arise once or twice per year, can be
satisfied,;

= providing procedures to prevent loan stacking and to ensure recently originated PACE
loans are incorporated into the ATR analysis; and

= exempting PACE loans from Qualified Mortgage eligibility due to their inherently risky
characteristic.

32.  Asdescribed above, EGRRCPA section 307 requires the Bureau to apply TILA
section 130 to violations of the ATR requirements that the Bureau will prescribe for PACE
financing. Please provide your views on any likely impacts on consumers or PACE
financing market participants of applying TILA section 130. Please describe any other
concerns associated with applying TILA liability to PACE financing, including but not
limited to TILA section 130.

Application of TILA remedies in the context of PACE loans has been directed by Congress, is
straightforward in terms of procedure and calculations, and is an important aspect of ensuring
compliance with the Bureau’s regulations. Below we set out how TILA’s remedies are
constructed, how they apply to the ATR requirement and certain other key provisions, and the
relationship between section 130 and 131.

The availability of remedies for TILA violations is the touchstone for compliance. TILA’s
remedies are measured, with clear standards and modest sums, incentivizing voluntary
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compliance while striking a reasonable balance when a consumer has been harmed. Moreover,
consumers rarely bring TILA litigation. Legal resources are sparse and thus few homeowners
find representation. Those who do only have their cases taken in clear instances of violations.
Moreover, class action cases are challenging to certify unless a violation is truly systemic. Thus,
TILA’s remedies are best understood as an incentive to comply. Any effort to paint TILA’s
liability provisions as catastrophic, complicated, or ambiguous flies in the face of actual practice
and the text of the statute and regulation.

The Bureau can apply TILA’s remedies simply by placing the PACE regulations in the relevant
sections of Regulation Z, where the remedies already apply. No additional measures are needed.
As described below, application of TILA’s remedies to PACE requires no modifications.
Notably, section 130 includes subsection (k) which currently makes clear that violations of the
ability-to-repay rules in section 1630c(a) may be raised defensively at any time by way of
recoupment or set-off in a foreclosure or debt collection action. Simply stating that section 130’s
affirmative remedies apply to the Bureau’s PACE rules is rather obvious but, in any case, is
mandated by Congress.

The history of 130 and 131 (assignee liability) shows that they must be read together.
Consequently, the Bureau should cross-reference that both provisions apply to the PACE rules
added to Regulation Z.

The Role of the Remedy Provisions in Section 1640 (8§ 130 of the Act) and the Balances Struck
by Congress

Congress crafted the remedy provisions of TILA in section 1640 to create a meaningful
deterrence against creditor noncompliance and an incentive for voluntary compliance to further
the goals of the Act, i.e., to enhance economic stabilization and competition among those
engaged in extending consumer credit.

Specifically, section 1640 creates a private right of action that consumers may bring in federal or
state court. TILA imposes liability on creditors (or new owners or assignees in certain
circumstances) for the failure to comply with any requirement imposed under specific Parts (B,
D, and E) of the Act. These Parts cover the core disclosure and consumer protection rules
regarding credit transactions, credit billing, and consumer leasing. Relief includes actual and
statutory damages, enhanced damages for specified violations (including certain mortgage
requirements), and reasonable attorney fees and costs.

Statutory damages are capped at twice the finance charge not to exceed $2,000, $4,000, or
$5,000 depending on the type transaction involved (leases and closed-end credit not secured by
real property, closed-end credit secured by real property or dwelling, and open end consumer
credit plans, respectively). Statutory damages are not available for all disclosure violations
whereas actual damages are not similarly circumscribed. While actual damages are not capped,
they are, however, difficult to prove because several courts impose a detrimental reliance
standard for disclosure violations.
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Enhanced damages must be awarded for violations of three sets of rules, those applying to the
most expensive mortgage loans on the market—high cost or HOEPA loans, those prohibiting
mortgage loan steering incentives, and those requiring creditors to apply reasonable underwriting
standards to mortgage loans to assure that consumers have the means to repay them. Enhanced
damages are not available to deter creditor noncompliance with the range of disclosure rules or
other protections against predatory terms, abuse, or overreaching by creditors found in TILA.
This focus on these three specific sets of rules spotlights Congress’ heightened concerns about
the risks posed to consumers and to the economy as a whole by mortgage loans that violate these
requirements. In fact, Congress enacted the Dodd-Frank Act and added the ability-to-repay
provisions to TILA in response to data and testimony submitted to it and to the Financial Crisis
Inquiry Commission showing that the economic crisis gripping the country began when large
numbers of homeowners defaulted on poorly underwritten subprime mortgage loans.?*®

Enhanced damages can be greater than actual or statutory awards because the amount is equal to
the sum of all finance charges and fees paid by the consumer, unless the creditor proves that its
failure to comply was not material.

Although not presently applicable to the ATR provision, the rescission remedy applies in the
case of consumer credit transactions in which a security interest (i.e, any type of a voluntary
consensual lien) is or will be retained or acquired in a consumer’s principal dwelling that is not
used to finance the purchase of the home. The consequences of rescission are addressed in
section 1639. The statutory damages provisions of section 1640, however, are triggered for
violations of the creditor’s failure to abide by the duties imposed when a consumer rescinds.
Congress provided for reasonable attorney fees in the case of a successful consumer action to
encourage consumers to act as private attorneys general where the available actual and statutory
damages would not otherwise justify remedial litigation.

Congress built in protections for creditors and assignees against catastrophic liability. Punitive
damages are not specifically allowed. In addition, section 1640 allows class actions but severely
limits the total statutory award for class members to the lesser of $1,000,000 or 1% of the
creditor’s net worth. In addition, TILA contains several statutory defenses that allow a creditor
to avoid liability in the event that it corrects its error, makes a bona fide error, or relies in good
faith on a rule, regulation, or interpretation of the CFPB.

The Remedies Available for Violations of the Ability-to-Repay Rules in Section 1639c as
Applied to PACE Loans

Congress directed the Bureau to issue a regulation stating that the remedies in section 1640 apply
to PACE loans. We urge the Bureau to follow this mandate.

Violations of the ability-to-repay rules trigger actual and statutory damages, attorney fees, and
costs as described above because section 1639c¢ is housed in Part B of TILA. Courts also must

2 Fin. Crisis Inquiry Comm’n, The Financial Crisis Inquiry Report: Final Report of the National

Commission on the Causes of the Financial and Economic Crisis in the U.S. xxii (2011),
available at fcic.law.stanford.edu/report.
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award enhanced damages when creditors fail to apply reasonable underwriting standards to
mortgage loans to assure that consumers have the means to repay them.

Applying section 1640 to creditor noncompliance in the context of PACE loans is a relatively
simple task. Regarding actual damages, there is nothing unique about PACE loans. The
components of actual damages under common law typically include consequential damages,
damages for emotional distress, and prejudgment interest. There is a body of law addressing
these components in the context of TILA.?*

As previously noted, however, the detrimental reliance standard imposed by several courts
results in difficult proof hurdles for consumers. Thus, awards for actual damages are fairly rare
as is the certification of class actions seeking actual damages. Similarly, the applicable statutory
damages calculation is straightforward—twice the amount of the finance charge in connection
with the transaction up to $4,000. The issue boils down to what fees constitute finance charges
in addition to interest. This is the same analysis that is applied in every consumer credit
transaction in which a violation of TILA occurs for which statutory damages are available.

The definition of “finance charge” and exceptions to the general rule appear in section 1605
which is fleshed out in Regulation Z. PACE loans do not present oddities that TILA and
Regulation Z do not currently address. Section 1605 defines the amount of the finance charge as
the sum of all charges, payable directly or indirectly by the consumer and imposed directly or
indirectly by the creditor as an incident to the extension of credit. This is a very broad definition.
The statute goes on to identify examples of charges that are included in the finance charge and
then lists items that may be excluded and under what circumstances.

For example, a review of the California HERO Program Assessment Contract (Residential) (Dec.
2017)**" and Financing Estimate and Disclosure reveals that the Western Riverside Council of
Governments imposes the following fees at consummation for a $10,000 PACE loan:

Bond Related Costs $517.00

County Recording Fees $75.00

One-time Assessment Fees $155.00

Prepaid Interest®®® $578.19

Interest paid over loan term $5,317.40 ($5,895.59 total minus $578.19)*%°
Annual Assessment Fees $400.00 ($40 for ten years)

The Financing Estimate and Disclosure makes clear that these fees are included in the loan
principal (labeled “financed amount” or “amount financed”).

2% Nat’l Consumer Law Ctr., Truth in Lending § 11.5.6 (9" ed. 2015) and online updates.

237 Available at https://9662473e561b2cal5fec-
€991096dabe6d2069d3f005000c6b73d.ssl.cf2.rackcdn.com/CAHERO_SampleHEROFinancing
Docs.pdf.

238 |nterest that accrues from closing to a date the next year when first annual payment is due.
2%9 see Exhibit B to sample HERO Assessment Contract.
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Applying section 1605 and related Regulation Z provisions, Bond Related Costs are finance
charges because they meet the general definition and are not excluded from coverage either
directly or by analogy. These fees are analogous to examples of finance charges found in
Regulation Z § 1026.4(b)(2) and (6).

County recording fees meet the general definition but are excluded under section 1605(d) in real
estate transactions.

One-time Assessment Fees meet the general definition and are not specifically excluded from
coverage either directly or by analogy. These fees are analogous to examples of finance charges
found in Regulation Z § 1026.4(b)(2) and (3).

Prepaid interest (also known as “per diem” interest in the context of real estate secured
transactions) is a finance charge because it is interest and no exceptions apply. In addition,
interest to be charged over the life of the loan always is part of the finance charge.

Annual Assessment Fees totaling $400.00 are finance charges because they are imposed at the
outset and are collected in the annual payment of $1,704.26.%*° These fees are analogous to fees
listed in Regulation Z § 1026.4(b)(2). They do not constitute charges for participation in a credit
plan because that exclusion does not apply to closed-end credit and because the fees are not
charged in order to access a credit plan.***

Since the total finance charges listed above exceed $4,000, the amount of statutory damages is
limited to $4,000.

A court also must award enhanced damages for a violation of the ability-to-repay rules.
Enhanced damages equal the sum of all finance charges and fees actually paid by the consumer
at the time of the award, so long as the action is filed within three years of the violation.?** In the
HERO example, if the consumer has made all payments for three years, enhanced damages equal
the finances charges paid at consummation ($517.00 + $155.00 + $578.19 +$400) plus the
interest paid for three year period ($2,552.97%*%). Enhanced damages equals $4,203.16 in this
transaction.

In addition, when a “creditor, assignee, or other holder of a residential mortgage loan or anyone
acting on behalf” of those parties initiates a judicial or non-judicial foreclosure or debt collection
action, section 1640(k) states that the consumer may raise ability-to-repay claims as a matter of
defense by recoupment or set off without regard for the time limit on a private action for
damages.

240 Fees that pay for recurring administrative services during the term of the loan are finance
charges. Reg. Z 8 1026.4(c)(7)(iv); Official Interpretations § 1026.4(c)(7)-3.

21 Official Interpretations § 1026.4(c)(4)-1.

242 5ee 15 U.S.C. § 1640(e).

243 This total is based upon amortizing a principal of $11,725.19 ($10,000 + $517 + $155 +
$578.19 + $400 + $75) for ten years with an annual payment of $1,704.26 and an interest rate of
7.69%.
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As is evident, nothing about PACE loans is unique when it comes to calculating monetary
remedies under section 1640. Industry participants can and do price for this risk, including for
assignee liability in cases brought in defense of a foreclosure under subsection (k) of 1640.

The rescission remedy currently does not apply to violations of the ability-to-repay rules. This is
so because Regulation Z states that the right to rescind is triggered only for a closed list of
violations, including: 1) the failure to properly notify the consumer of the right to rescind; 2) the
failure to provide other “material disclosures”; 3) specific prohibited terms if they appear in
high-cost loans; and, 4) prepayment penalties in other mortgage loans.?*

In the context of PACE loans, the remedy of rescission should apply to violations of the ATR
rule addressing loan stacking, described earlier in these comments. The Bureau can accomplish
this by amending Regulation Z § 1026.23(a)(3)(ii) by adding the citation to an anti-stacking rule
at the end of this subsection.

There is both FRB and Bureau precedent supporting an addition to section 1026.23(a)(3)(ii).
When HOEPA was added to TILA in 1994, Congress redefined "material disclosures™ to include
the HOEPA disclosures in section 1602(v)** and authorized the FRB to issue regulations
implementing the statutory additions.?*® The FRB complied by amending Regulation Z to make
clear that a violation of the HOEPA disclosure provisions triggered extended rescission. At the
same time, the agency added that a violation of the high-cost loan rule prohibiting specified loan
terms also triggered the extended right to rescind.?*’ Later, the Bureau followed this example
and referenced the prepayment penalty restrictions applicable to higher-cost loans in section
1026.23(a)(3)(ii), meaning that violations trigger the extended rescission right.?*®

Loan stacking as a form of ATR violation requires this additional rescission remedy due to the
unique nature of this violation. As discussed earlier in these comments, contractors are
essentially using the PACE system to obtain multiple contracts on the same home, often before
any of them are recorded. Because there is more than one contract, providing a damages remedy
still leaves the homeowner in multiple contracts if the damages do not fully cover the latest loan.
As we note earlier, program administrators and governmental authorities are able to work
together to identify other recent PACE loans even before a proper database is established. Not
engaging in such due diligence causes extreme, preventable harm to the homeowner.

The Remedies Available for Violations of the Loan Originator Compensation in Section 1639c
and of the Duty to Provide Periodic Statements in Section 1638(f)

? Reg. Z § 1026.23(a)(3)(ii).

24% Failure to properly and accurately provide the "material disclosures” triggers rescission for up
to 3 years. See 88 1635(a) (containing the phrase "material disclosures"); 1635(f) (extending
right to rescind to up to three years if rescission forms and other required disclosures are not
properly made).

2% pyb. L. No. 103-32, sec. 165 (Sept. 23, 1994), 108 Stat. at 2197.

247 60 Fed. Reg. 15,463 (March 24, 1995).

248 78 Fed. Reg. 30,739 (May 23, 2013). Later that same year, the Bureau replaced the cross-
reference to § 1026.35(e) with 8 1026.43(g) (restriction on prepayment penalties in loans secured
by a dwelling). 78 Fed. Reg. 60,382 (Oct. 1, 2013).
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Because the Bureau has the authority to address application of TILA’s other provisions to PACE
loans, we discuss certain additional remedy provisions. As with the ATR remedies, the amounts
are specific and limited.

Monetary damages must be awarded for violations of rules prohibiting mortgage loan steering
incentives because section 1639b appears in Part B of TILA. The Dodd-Frank Act also
expanded the definition of “creditor” to include “mortgage originators” to eliminate any question
as to whether section 1640 remedies apply to mortgage brokers or other third parties that meet
the mortgage originator definition. However, the total amount of damages that a court can
award for violations of the steering and compensation rules, including enhanced damages under
section 1640(4) shall not exceed the greater of actual damages or an amount equal to the three
times the total amount of direct and indirect compensation or gain accruing to the mortgage
originator. This limitation is found in section 1639b(d), not section 1640. Rescission is not
available for violations of the steering compensation rules, as discussed in the previous section.
Because the provision requiring periodic statements is contained in section 1638(f), statutory
damages are unavailable. Nonetheless, a claim for actual damage attorney fees, and costs based
on violations of this rule are actionable.

The Relationship Between Sections 130/1640 and 131/1641 as applied to PACE Loans

The question arises as to whether assignee liability is available in affirmative cases brought to
enforce the ATR provision in cases involving PACE. As discussed below, Congress crafted
sections 130 and 131 to operate together.

The original version of TILA enacted in 1968 addressed assignee liability primarily in section
130(d).”*® Section 130 was titled “Civil liability” (as it is today); whereas section 131 was titled
“Written acknowledgment as proof of receipt.” >0

When Congress overhauled the Act in 1980, it amended the assignee provision in section 130(d),
placed it in section 131 as new 131(a), renumbered the acknowledgement of receipt provision as
131(b), and added new subsection (c) providing for assignee liability in the rescission context.?*

29 |t stated that in an action involving a credit transaction secured by real property, an assignee
of the creditor may be liable if the assignee, its subsidiaries, or affiliates were in a continuing
business relationship with the original creditor at the time the credit was extended or at the time
of the assignment. The assignee could avoid liability if it could show that it did not have
reasonable grounds to believe that the original creditor violated TILA and it maintained
procedures to apprise it of the existence of any such violation. Pub. L. No. 90-321 (May 29,
1968), 82 Stat. 157.

250 This section limited the liability of assignees on the narrow issue of whether the consumer
received required disclosures where a signed form acknowledging receipt existed. 82 Stat. 157.
1 pyp. L. No. 96-221 (March 31, 1980), 94 Stat. 182.
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At that time, section 131 was renamed “Liability of assignees.” The assignee liability rules have
remained in section 131 since that time and have been expanded upon over the years.>?

This history shows that these two sections are interconnected and operate in tandem. Indeed,
section 130 originally contained the assignee liability provision addressing any violation of TILA
in the context of credit secured by real property; whereas 131 originally housed a narrow
assignee provision related to the consumer’s receipt of disclosures.

Since 1981, the remedies that apply in cases against assignees appear in section 130, as well as
defenses available to both creditors and assignees, such those allowing correction of errors, bona
fide errors, and reliance in good faith on a rule, regulation, or interpretation of the CFPB.
Meanwhile, section 131 specifies the conditions under which assignees are subject to the damage
and rescission remedies described in section 130 due to the non-compliance of the original
creditor. Regarding damages, these provisions focus on what the assignee reasonably could have
known at the time of the assignment.

Notably, the Dodd-Frank Act added subsection (k) to section 130. It provides that when a
“creditor, assignee, or other holder of a residential mortgage loan or anyone acting on behalf” of
those parties initiates a judicial or non-judicial foreclosure or debt collection action, the
consumer may raise violations of ability-to-repay rules defensively by recoupment or set off
without regard for the time limit on a private action for damages. This further supports the
symbiotic relationship Congress created between sections 130 and 131. Congress understands
that assignees provide the funding for loans regulated by TILA and it is only by incentivizing
assignees to ensure compliance that a market can properly function.

Because the history shows that sections 130 and 131 must be read together in the case of
assignee liability, the Bureau should state in Regulation Z that both sections 130 and 131 apply.
As discussed in response to Question 33, PACE loans are subject to a broad swath of TILA
beyond the ability-to-repay rules. As such, section 131 applies in any event.

33. Please share your views on whether the Bureau should address the application of
TILA and Regulation Z provisions other than the ATR requirements to PACE financing,
including any potential impacts on consumers, industry, or other stakeholders that may
result from any such application.

As noted earlier in these comments, TILA already applies to PACE lending and the Bureau
should address TILA’s application to PACE beyond ATR. We incorporate here the discussions
on these issues provided earlier in these comments, including the recommendations for TILA
regulations beyond ATR, the analysis of the Bureau’s authority, and the analysis regarding
whether any adjustments to TILA are needed. As noted above, the Bureau should address the
application of TILA and Regulation Z with respect to:

252 5ee Pub. L. No. 103-325, 108 Stat. 2195 (Sept. 23, 1994); Pub. L. No. 104-29, 109 Stat. 274.
(Sept. 30, 1995); Pub. L. No. 111-22, tit. IV, § 404(a), 123 Stat. 1658 (May 20, 2009); Pub. L.
No. 111-203, § 1100A, 124 Stat. 1376, 2107 (July 21, 2010).
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= Periodic statements;

= Restrictions on force arbitration and court actions;

= TILA/RESPA disclosures;

= Higher-priced mortgage loan rules, including escrow and appraisals;
= High-cost mortgages;

= Loan originator compensation; and

= Remedies for these respective requirements.

34.  Please share any other comments or concerns about implementing EGRRCPA
section 307 under TILA and Regulation Z.

Thank you for the opportunity to comment on this important rulemaking. PACE is an emerging
product and this is a crucial opportunity to ensure that the known abuses are reined in by
addressing TILA’s application, including its remedies, to PACE mortgage lending, both under
ATR and under the rest of the statute.

For further discussion, please contact Alys Cohen at acohen@nclc.org, John Rao at
jrao@nclc.org, and Lisa Stikin at Isitkin@nhlp.org.
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Appendix
Consumer Stories from Residential PACE Programs

The following Residential Property Assessed Clean Energy (PACE) Loans are from NCLC’s
2017 report Residential PACE Loans: The Perils of Easy Money for Clean Energy
Improvements® (Stories 1-29) and from a request for stories from advocates working on PACE in
late 2018 (Stories 30-37).

Because the stories were collected in two batches, there are differences in the information
provided in the headers of the stories depending on when they were collected.

If there are questions about a particular story please contact Michael Best at the National
Consumer Law Center (mbest@NCLC.org) and he may be able to connect questions to contacts
for specific stories.

1. $64,000 Solar Panels for Habitat Home

Terms: $24,000, 9%, 25

years PACE provider: n/a

Work: Solar

Panels Date of Work: n/a

Contact: David Battany, Habitat for Humanity Board Member

This single, low-income African-American woman owned a Habitat for Humanity home. She
was one year from paying off her Habitat mortgage. Habitat services the loan and escrows tax
payments. Habitat saw a huge spike in the tax assessment that the homeowner, who had an
unstable work history, had no ability to pay. Upon investigation, Habitat determined that the
homeowner had been solicited door-to-door for solar panels and was led to believe that the
energy improvements would be done at no cost to her. She had no paperwork, but apparently
signed on an electronic tablet. The terms of the PACE loan included an initial principal
balance of $24,000, an interest rate of 9%, and a term of 25 years, for a total cost of over
$64,000. The solar panel contractor apparently sent the agreement to the wrong email
address, and the homeowner never received them. With the additional tax assessment the
Habitat loan was no longer affordable. To prevent foreclosure, Habitat refinanced the PACE
loan into a Habitat 0% loan over ten years.

2. Phantom Tax Credit and Hlusory Energy Savings for Elderly Homeowner with
Limited English Proficiency

Terms: Annual payment approximately $3,900, estimated principal $38,000
PACE provider: Renovate America (HERO)

Work: Solar Panels Date of Work: n/a

Contact: Alysson Snow, Legal Aid of San Diego

! https://www.nclc.org/issues/pace-loans.html.
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A door-to-door salesman from Fidelity Home Energy solicited an elderly homeowner, whose
primary language was Spanish and who had limited English proficiency. The homeowner was
induced to purchase solar panels based on representations that she would receive a $10,000
check from the IRS, her home value would increase, and her energy bills would be lowered. In
order to lower her energy bills, which were around $125 per month, the homeowner entered
into an agreement for the installation of solar panels. To finance the solar panel purchase, the
company offered her a PACE loan through the HERO program. None of the documents
provided to the homeowner were in Spanish and loan disclosures were hidden deep in the
contract. The HERO agreement included a Civil Code section 1542 release, thereby releasing
the holder of all liability now and in the future. Each of the representations upon which the
homeowner relied turned out to be false. The solar company representative told her that she
would receive a $10,000 check from the IRS; the homeowner was not eligible for this
refundable tax credit because her income of only social security was too low to credit tax
liability that could be offset by the credit. Second, she was told the value of her home would
increase, but the priority lien has made it more difficult for potential buyers to obtain a loan to
purchase the house. Third, her monthly energy bill of $125 was replaced by a monthly tax bill
of $450.

Unable to pay the additional property tax, she has defaulted and is now facing foreclosure.

3. Reverse Mortgage and Four Unaffordable PACE Assessments

Terms: Four liens totaling more than $17,000 in annual assessment. Total liens of
approximately $144,000.

PACE provider: Two Ygrene, one Renovate America, one unknown

Work: Solar Panels, “green” improvements to home; kitchen renovations

Date of Work: 2014, 2015, and two in 2016

Contact: Alysson Snow, Legal Aid of San Diego

An elderly gentleman (71 years old) with a reverse mortgage was repeatedly solicited in his
home for home improvement repairs. Each time, he was offered PACE financing to cover a
variety of home improvements, including solar panels, kitchen renovations, and "green"
improvements on his home. For the 2014 and 2015 property assessments, his property taxes
in 2016 increased from around $310 annually to over $5,476. In 2016, the reverse mortgage
lender paid the tax assessment when the homeowner could not, the reverse mortgage lender
initiated foreclosure proceedings and filed a notice of default was recorded. The homeowner
exhausted all of his savings to come current. In 2017, his annual assessment is now over
$17,000 due to the two new liens in 2016. His annual income is around $10,000 a year. On
his fixed income, he will not be able to pay the additional the property tax and again faces
foreclosure. The loans were made with knowledge of his inability to pay. Further, the
transactions were wrought with fraud. For example, the written advertisement for the solar
panels states, “The Government will pay 30% of your Solar.” The written advertisement
expressly reads, “Investing in Solar WILL NOT RAISE your property taxes.” Both
statements are false. Client had no understanding of how the PACE program worked he
assumed it was a Government program that would pay for the improvements.



4. False Representations to 95-year Old Veteran and His Legal Blind and Deaf Wife

Terms: Lien around $10,800

Homeowners entered into a second finance agreement for more than $50,000 with a
PACE provider, however, the work is incomplete and the lien has not been recorded to
date. The contractor has sued the couple for more than $50,000.

PACE provider: Renovate America (HERO)

Work: Roof repairs, windows, doors, patio,

HVAC Date of Work: July and August 2016

Contact: Alysson Snow, Legal Aid of San Diego

A married couple, the husband is a former 95-year-old Tuskegee airman and the wife is 87
years old and is legally blind and deaf, jointly own their home. A contractor came to their
home, initially simply to repair the back porch door. While there, contractor began to upsell
clients.

Contractor upsold clients to new windows, tear down and replacement of back patio
enclosure, repair wood on roof, install a new, energy efficient brown roof, and arrange the
installation of air conditioning and solar panels, all for a total price of $42,800.00. Couple
initially refused as they could not afford that amount. Contractor represented that a financing
program, called HERO, was a special government program to help fund home improvement
projects. Contractor explained that he could arrange 20-year financing at about six percent
interest through HERO, which he represented verifies contractors, approves products, ensures
fair market value pricing, and inspects work to ensure everything is exceptionally high quality.

The contractor made material false representations to induce the couple to agree to the
additional, costly home improvements. This included lies about employing a veteran to work
on the home, about what was included in the $42,800 price tag, lies regarding the need for
permits, and about the license status of the contractors and subcontractors.

The couple signed a document with handwritten terms that contractor stated covered the
terms he had verbally presented to them. Contractor then took back the document and
continued to move around clients’ home while writing down additional notes that contractor
claimed were measurements. Contractor demanded $100 “to seal the deal.” The $100.00
down payment was disclosed on the face of the document, but later did not appear as a credit
in any of the subsequent funding. Contractor subsequently isolated wife to have her sign
additional work orders.

The work performed was poorly done. The couple complained to Renovate America.
Renovate’s inspector documented litany of issues. The couple also hired their own inspector
who also documented all of the problems. Renovate did not provide a plan for what was going
to be done to fix the home. Renovate sent its agent with the contractor to the couples’ home.
Renovate’s agent and contractor frightened wife and she told them to leave and talk to her
“lawyer.” They did not leave. They stood in front of couple’s home and called her and
daughters. Renovate’s agent left voicemail messages that this was the “final resort.” The
couple, scared and intimidated, then reported the issues to the Contractors State License Board
and complained to the District Attorney’s office for financial elder abuse.



Contractor filed lawsuit against the couple (while they knew veteran husband was in hospital
for pneumonia) for more than $50,000.

5. Bait-and-Switch for Spanish Speaking Family

Terms: Lien $41,801.31; annual assessment
$2,249.95 PACE provider: Ygrene

Work: Solar panels

Date of Work: August 2016

Contact: Alysson Snow, Legal Aid of San Diego

Home solicitor for contractor communicated with family in Spanish only. During the course
of the presentation the family stated that they did not want a property tax assessment
program to finance the solar panels. The contractor’s agent stated they would arrange
financing and repeatedly reassured them that the financing would not be a property
assessment. The family had already rejected sales pitches from other contractors where
financing through HERO.

The family agreed to enter into the agreement, but no translation was provided in Spanish. The
family was not given a copy to review before signing and did not receive a copy after signing.
The first time the family demanded a copy of the contract, the contractor provided
advertisements and not the contract. The family eventually was able to get a copy of

the contract, but did not know until then that this was a property assessment and

financed by Ygrene.

The contractor’s agent falsely represented the nature and terms of the financing. The home
solicitation contract was defective. The notice of cancellation was non-compliant. The
family cancelled the agreement pursuant to the home solicitation contract, but Ygrene and
the contractor have not removed the lien and continue to seek property tax assessments.

6. No Income, No problem

Terms: Lien around $56,700

PACE provider: n/a

Work: Solar; roof, including flashings, ridges, down spout, rain gutter, rain barrels (two);
stucco, spray wash, cool wall paint; window trim; take out two air conditioners; replaster
hole

Date of Work: October 2016

Contact: Alysson Snow, Legal Aid of San Diego

Homeowner was approached by two sales people from a contractor, Grenify, regarding home
improvements. They told her the program was government funded and that she did not have to
worry about any payments until November 2018, and told her it would be $200 to$300 a
month starting in November 2018. This was false. Homeowner told them that she was
unemployed and would be unable to pay for the loan. They told her not to worry as she would



get a “huge” tax credit to help her pay for the solar panels. However, she does not qualify for a
tax credit because she had no tax liabilities. Her home was completely paid off. Now when the
new assessments come due she will not be able to pay the high assessment and may lose her
home. The work agreed upon has not been complete. City of El Cajon called her and told her
Grenify was approved to put solar panels in, she didn't even know they were going to do solar
panels, this was the first she heard of it. Further research needed to determine if financing was
through PACE.

7. Dementia and Fixed Income Not a Barrier to a PACE Loan

Terms: $45,195 loan, $2,778 fees, 8.35% (9.30% APR), taxes $5,471.03/year for 20
years PACE provider: Renovate America

Work: Windows, cool coat stucco, rain gutters, patio

covering Date of Work: July 2015

According to a complaint filed in Los Angeles Superior Court, Ossie Hill, an 84-year old with
dementia, agreed to pay over $45,000 for home improvements, despite the fact that her only
source of income is Social Security.

After a four-hour sales pitch, the (illegally) unregistered home improvement salesperson—
who has a history of felony convictions—convinced this senior citizen to sign four documents,
which he represented were estimates but which the contractor later took the position were
binding contracts.

Ms. Hill purportedly agreed to PACE financing for 19 vinyl windows at $805.00 each, stucco
and wood exterior work for $27,650.00, and a patio cover for $2,250.00. The work was done
shoddily, and her energy bills did not decrease, but her tax bill increased exponentially. The
total repayment amount, including fees and interest, was $109,000.

The PACE documents were signed electronically, and Ms. Hill did not receive a copy of the
finance agreement until a relative intervened several weeks later. Ms. Hill could not afford
the payments and faced the risk of foreclosure.

8. A Roof Without a Warranty and Useless “Cool” Wall - $50,000

Terms: $50,000,

$6400/year. PACE

provider: n/a

Work: Roof, “cool wall”

Date of Work: n/a

Contact: Leigh E. Ferrin, Public Law Center (Santa Ana)

Two contractors going door-to-door told the client she had three leaks in her roof. She lived
alone, had just undergone surgery, and was not feeling well. They told her a tax refund
through a government program would cover most of the cost. They filled out the paperwork,



explained only that her taxes would go up $200/month until she filed her taxes, and
electronically signed her name. They said the roof had a 30 year warranty. But after the work
was done, the contractor said the warranty didn’t apply because her walls were damaged and
didn’t support the roof, which he showed by kicking a hole in the wall. He filled out a new
contract for a "cool wall" for $32,000 and said the increase would be no more than
$250/month for both the wall and roof, until she got her tax rebate. A month later, the client
was notified that a finance company had denied a loan that she had not applied for. She later
learned that her taxes increased by over $500/month and that the permit valuation for the work
was $24,000 but she was charged more than $50,000. The work was poorly done and caused
damage. A contractor friend said her previous walls were better quality.

9. E-Signing for Homeowner with Dementia

Terms: Taxes $337/month ($4,044/year); estimated assessment
$40,000 PACE provider: Renovate America

Work: Solar power

system

Date of Work: n/a

Contact: Carolyn Reilly, Elder Law & Advocacy (San Diego)

The homeowners purchased a solar power system that was financed through the HERO
program. Their understanding was that it was supposed to cost $170 a month. However, the
subsequent mandatory payments were $337 a month. The contractor set up the financing on a
computer and electronically signed for the husband, who has dementia. According to the
homeowners, the contractor should have been able to recognize her husband’s condition and
that he could not understand the e-contract.

10. PACE Loan Prevents Veteran Refinancing

Terms: n/a

PACE provider: Renovate America

Work: Energy upgrades (unspecified)

Date of Work: n/a

Contact: Carolyn Reilly, Elder Law & Advocacy (San
Diego)

Elderly homeowner was convinced by HERO representatives to sign up for the HERO
program for energy upgrades. However, he claims that he was never advised that he would
not be able to refinance his home if he took part in the HERO program. Homeowner
discovered that he would not be able to refinance his home when he attempted to get a loan
through VA.

11. Bait (1.5% Financing) and Switch (26.99% Financing)

Terms: n/a
PACE provider: n/a



Work: Energy-efficient noise-reducing windows
Date of Work: n/a
Contact: Carolyn Reilly, Elder Law & Advocacy (San Diego)

Elderly homeowner received a phone call that explained he qualified for the HERO program.
He was offered a deal for new energy-efficient windows that also reduced noise. There was to
be 1.5% financing and no prepayment penalty. However, the windows installed were
extremely low quality, provided poor insulation, and amplified noise. Homeowner discovered
that the interest rate is 26.99% and a lien has been placed on his home. Although the
homeowner was induced into the transaction by the offer of HERO financing, the loan was
likely not funded through PACE because of the excessively high interest rate.

12. Glossing over the Details

Terms: n/a

PACE provider: Renovate America (HERO)

Work: Replacement windows

Date of Work: n/a

Contact: Carolyn Reilly, Elder Law & Advocacy (San
Diego)

Elderly homeowner wanted to get his windows replaced and expressed interest in the HERO
program. A HERO representative signed him up and indicated there would be a fairly low
monthly fee, but did not convey that there was to be a tax lien on the house. The details of
the agreement were glossed over by the HERO representative, with hidden costs and higher
monthly payments embedded within the contract. The representative also requested an
electronic signature from the homeowner, but did not inform them that the e-signature was
going to bind him to a contract.

13. PACE Loan for a Sagging Roof

Terms: n/a

PACE provider: n/a

Work: Remodeling and fixing of roof

Date of Work: n/a

Contact: Carolyn Reilly, Elder Law & Advocacy (San Diego)

Elderly homeowners contracted to get extensive remodeling done with HERO financing.
They hired a local remodeling company to do various projects, including fixing the roof. The
company promised to completely tear down and rebuild the roof. However, when they
finished, the homeowners found they did not actually replace the existing wood. The new roof
sagged and created a hazard for the homeowners.

14. Vastly Overpriced Rewiring with an Electronic Signature

Terms: $18,000, 8.25% for 20 years
PACE provider: Ygrene Energy Fund



Work: Rewiring 1100 square foot house
Date of Work: n/a
Contact: Carmen Hill, Harambee Housing Information Program

“An electronic signature for paperwork for a senior who is not computer literate is criminal--
no time to read the documents. He didn't understand that he was putting a lien on his house
for 20 years or that he was being changed 8.25% interest rate.... This homeowner came to me
because he was considering selling his home.... I have talked to several electricians and was
told that $18,000 to install 200 amp service and correct wiring on a small, basic 1,100 square
foot house was scandalous! The contractor was going to charge $25,000 for a new roof. |
talked to... Ygrene Energy Fund to no avail.”

15. Prepayment Penalty and Inability to Refinance

Lien: $34,290; 8.250% over 20-year term

PACE provider: Ygrene Energy

Work: Roof replacement; New windows

Date of work: 2015

Source: Smith et al v. Ygrene Energy Fund, Inc. et al, No. 3:17-cv-01258 (N.D. Cal.)

Alejandro and Felicia Marcey allege in the court complaint that: “Plaintiffs entered into a
financing agreement through Ygrene to replace the roof and windows on their home at a cost
of $34,289.97. However, pursuant to the terms of Plaintiffs’ loan agreement, which includes a
20- year term and interest rate of 8.250%, Plaintiffs will actually pay a total of $71,154.83 for
a new roof and windows.” When homeowners attempted to refinance their home they were
told that they could not do so until they fulfilled the loan and paid a prepayment penalty,
which they could not afford to do.

16. Equity Stripped from Senior Needed to Pay For Assisted Living

Liens: $22,000 and $49,000, APR over 9%

PACE providers: Renovate America and other PACE provider
Work: Solar panels, etc.

Date of work: Oct., 2016

Source: Senior’s daughter

NCLC was contacted by the daughter of an elderly woman who has now moved to assisted
living. She has been diagnosed with cognitive impairment and dementia. In taking over her
mother’s financial affairs, including the sale of her house, the daughter discovered that she
had been taken advantage of financially. During the title search, the realtor uncovered two
property tax liens, one under HERO ($22K) and another PACE lien ($49K) by a different
PACE provider.The $22K HERO assessment was apparent in the property tax records and
also in her mother’s receipts and papers, but nothing could be found on the $49K PACE
financing. Because the PACE payments don’t start until following year, the $49K assessment
was not listed in the property tax records and was not discovered until the title/escrow
process. The buyer was willing to assume the smaller HERO assessment, but not the larger



$49K PACE assessment.

They were forced to pay off the $49K out of the sale proceeds -- money that was to pay for
nearly a year of her mother’s care in the assisted living facility.

The daughter has been unable to get any receipts or financing paperwork from the solar panel
installer. They never completed the interconnect agreement with the Department of Water and
Power, so the solar panels aren’t even working. The daughter has also questioned why her
mother qualified to borrow the money, as she clearly could not afford the payments on her
Social Security income. In addition to the solar panels, the daughter believes there was other
work done that was “upsold.” The daughter stated: “This is such a bad deal, all the way
around. I’m sure my mother didn’t understand what she was getting herself into ....”

17. High APRs, Prepayment Penalties, and Interest Due after Payoff
Loya, et al, v. Western Riverside Council of Gov’ts, No. 5:16-cv-02478 (C.D. Cal.)

a. George and Judith Loya; Moreno Valley, CA
Lien: $16,359.95; 8.25% note, 10.8% APR; prepayment penalty
PACE provider: Renovate America
Work: Window replacements
Problem: Overcharging interest, admin fees, prepayment penalty.
Date of work: 2014

Required to pay interest past the date of loan payoff, excessive costs (paid 30%
more than project costs for two years in HERO program); failure to timely credit
payments; energy savings virtually non-existent.

b. Beth Simpson; San Diego, CA
Lien: $33,249.41; 8.35% note, 9.3% APR; prepayment penalty
PACE provider: Renovate America
Work: Solar?
Problem: Overcharging interest, admin fees
Date of work: 2016

Richarson, et al. v. County of Los Angeles, et al., No. 2:16-cv-08943 (C.D. Cal.)

c. Michael Richardson; Compton, CA
Lien: $48,777.71; 8.35% note, 10.8% APR;
PACE provider: Renovate America
Work: Roof, windows, stucco
Problem: Overcharging interest, admin fees, failure to credit payments
Date of work: Fall 2015

Ramos, et al v. San Bernadino Assoc. Gov’ts, et al., No. 5:16-cv-02491 (C.D. Cal.)



d. Richard Ramos; Highland, CA
Lien: $22,798.12; 9.25% note, 10.59% APR; prepayment penalty

PACE provider: Renovate America

Work: Roof, windows, stucco

Problem: Overcharging interest, admin fees, failure to credit payments
Date of work: 2014

In re Nwibe, 16-42643 (Bank. N.D. Cal.) Objection to Plan Confirmation by WRCOG

e. Mercy Nwibe; Tracy, CA
Lien 1: $18,800.67; 8.75% note, 10.63% APR; e-signed PACE
provider: Renovate America
Work: HVAC
Date of work: December 2014
Lien 2: ~$18,000; 8.95% note; 20 yrs; e-signed
PACE provider: Renovate America
Work: Windows, Doors, Skylights
Date of work: January 2015

Note same application date for both contracts; two different contractors
In re Lucero, 6:17-10205 (Bank. C.D. Cal.) Objection to Plan Confirmation by WRCOG

f. Ray and Cynthia Lucero; Nuevo, CA
Lien: $48,7777.71; 8.95% note, 10.55% APR;
PACE provider: Renovate America
Work: Solar
Date of work: 2014

18. The Myth of Net Energy Cost Savings #1

Lien: $22,638.18 with an APR of 9.42 percent over 20 years.
PACE provider: Renovate America

Work: Solar Panels

Date of work: 2015

Source: Bakersfieldnow.com

Elderly woman contacted multiple times from companies asking if she would be interested in
solar panels. After being transferred to a supervisor, she was convinced to proceed with the
installation with the impression that it would save her in the long run by reducing the cost of
her electricity bills. However, after installing the solar panels, their monthly property tax had
gone from $138 per month to $333 per month. In addition to that, the homeowner said she
ended up paying a "true-up" bill to Pacific Gas and Electric Co. amounting to about $700
over the course of 2016. After the death of her husband and $22,000 lien on her home, she
could no longer afford to stay in the first home she had ever owned and is now living with her
son in Porterville while her home is on the market.
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19. The Myth of Net Energy Cost Savings #2

Lien: $54,000

PACE provider: Renovate
America Work: Solar Panels
Date of work: 2016

Homeowner was laid off in 2015 and was looking to cut energy costs and add value to home.
Renovate America’s HERO Program offered the homeowner, who was unemployed, a
$54,000 loan. It wasn’t until after the solar panels were installed that he became aware that
the loan was a tax assessment and generated a lien on the house. The homeowner is now
attempting to short-sale his house, the mortgage is underwater, and “the money he saved by
installing solar hasn’t come close to covering his annual loan payments.”

20. The Fake Free Government Program

Lien: $14,000, 9.51% APR, $40,000 total over 30 years
PACE provider: Renovate America

Work: Windows

Date of work: 2012

Source: Biggerpockets.com

Homeowner was not told about the tax lien. The contractor, Windor of Anaheim, said the
windows were done for free through a government program and taxes would increase only
due to the increased value of the home. Contractor was paid and the lien recorded even
though there was an incomplete building permit and the work was never completed. The
homeowner moved out of state and discovered the lien later when selling the property.

21. False Promises and No Net Energy Cost Savings

Lien: $37,000, 6.5%, $5000/year for 20 years
PACE provider: Ygrene Energy Fund
Work: Solar panels

Date of work: n/a

Source: CBS Los Angeles

A salesman told the Masons, who were nearing retirement, that solar panels would cut their
utility bills in half and installation would be covered by government rebates, which they did
not receive. They weren’t told about the property tax assessment. "The Masons say their effort
to go green has now derailed their retirement plans if it means they can’t sell their home."

22. Free Money
Lien: No PACE loan taken

PACE provider: n/a
Work: Roof.
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Date of work: n/a
Source: Comstock’s Business Insight

The ‘no money down’ component of the program encourages contractors to overprice their
bids. A contractor who recently approached Erin Strumpf and her husband to discuss a PACE
loan for a new roof on their own house described the program as ‘free money.’ His bid came
inat $20,000, almost double what they ended up paying through a non-PACE contractor.

23. Upselling to Maximum PACE Loan Amount

Lien: $23,000

PACE provider: n/a

Work: Landscaping front & back yards

Problem: Contractor tried to upsell based on size of PACE loan
Date of work: 2014

Source: Comstock’s Business Insight

Benjamin Triffo, Elk Grove, CA, says his PACE contractor tried to upsell him, initially bidding
$60,000 to do the job plus replace his driveway. Triffo told the contractor he didn’t need a
driveway, and it took several rounds of negotiation to get down to the $23,000 to which

Triffo committed. Triffo says it was ‘a little weird’ to have the contractor know what size

PACE loan he’d qualified for, which he thinks created an incentive for the contractor to bid
high.

24. Surprise PACE Lien and Prepayment Penalty

Lien: $14,774

PACE provider: Renovate America

Work: A/C, tankless water heater, replacement ductwork
Date of work: n/a

Source: Sacramento Bee

When Patti Smith, 62, and living in a senior community, sought a refinance, she had to pay off a
$14,774 HERO loan. “I was flabbergasted when our mortgage company told us we had a

lien,” said Smith, 62. “The contractor who pushed the HERO program never mentioned the
word ‘lien.” If he would have we would have never done it.” Smith said she also had to pay a
penalty of $1,734.14 to HERO for paying off the loan early.

25. Cost of PACE Lien Far Outstrips Savings

Lien: $33,000

PACE provider: n/a
Work: Solar panels
Date of work: n/a
Source: Sacramento Bee
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Door to door salesmen told Faye Moore, 75, solar panels would save money on her energy
bill. The thousands she owes for annual property taxes "far outstrips those savings." “I think
I’ve been had,” Moore said.

Stories 26-28 are self-reported by consumers and posted on the Yelp website used for
reviews of businesses. NCLC does not have the capacity to verify the details of these
stories.

26. Botched Job for $20k

Lien: $20,000

PACE provider: n/a
Work: Windows and doors
Date of work: 2015
Source: Yelp

Katherine C., explains that she took a loan from the HERO program to have new windows
and doors installed by PCHS in Anaheim. “It has been over a year since PCHS has walked
awayfrom a botched job and | have a $20k bill added to my taxes. Hero has not been much
help at all. Sadly.”

27. Little Help from PACE Program for Contractor Scam

Lien: n/a

PACE provider: Renovate

America Work:Windows

Date of work: Problem reported 6/3/2016
Source: Yelp

“Upon inspection of the sticker attached to the windows however it became evident that the
product installed was not EnergyStar zoned for California,” says Shannon C. “I notified HERO
[Renovate America] and Landmark and sent photos. Landmark vigorously argued over the
telephone that the widows were approved despite evidence to the contrary.... Eventually they
secured an email from Ply Gem the window manufacturer which claimed the installed
windows were retroactively California compliant despite the sticker. | didn't believe this, and
contacted the Department of Energy explaining my concern. They confirmed my suspicions
that the windows were NOT approved for the EnergyStar program in California....

“Over time it became apparent that HERO, having secured my signature, were washing their
hands of any problems relating to this project and responses to emails and phone calls ceased.
| was forced, with much expenditure of time, effort and multiple phone calls to pursue
replacement of the windows through Ply Gem, Eventually they agreed to send their own crew
out to install California Energy Star compliant windows.”

28. Big Mortgage Escrow Increase; Little Energy Savings
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Lien: $35,000, 9%, $365/month (later $923)
PACE provider: Renovate America

Work: A/C, windows

Date of work: 2014

Source: Yelp

Jeff H. said: “Biggest scam next to insurance companies! Sales agents are very misinformative
....Overpriced cheap run of the mill products! ... It took 2 years to be put on and caused my

escrow account to become negative, which in turn caused my mortgage payment to increase by
$923 a month not the $356 that was calculated! There was also no mention that 9% interest rate

windows! Secondly my big tax kickbacks totaled a whopping 500$ deduction when we filed
our taxes! A few things were not completed on the project I've been trying for 2 years to have
completed ....”

29. Contractor Fraud, Forged Signature on Application

Date the Assessment Contract was Signed: 1/12/2016
State: CA

Program Administrator: Renovate/HERO

Contact: Stephanie Carroll, Public Counsel

74-year-old Latina widow was preyed upon by unscrupulous contractors who made many
material misrepresentations to the client and then forged her signatures on the electronic PACE
application (contractor created a dummy email address as part of this process). Client received
no financing paperwork. Consumer did not learn of $76K assessment until she received her
property tax bill and requested documentation directly from HERO.

30. No Energy Savings, Greater Cost than Advertised, Shoddy Work

Date the Assessment Contract was Signed: 3/16/2016

State: CA

Program Administrator: Ygrene; Western Riverside Council of Governments
Contact: Stacey Tutt, UC Irvine

Ms. B’s PACE Experience

Ms. B is 84 years old and has lived in her Santa Ana home for 61 years. She has a reverse
mortgage on her home and her only source of income is Social Security. In March of 2016, men
came to her home from All-American Design, Inc, telling her that she needed a new roof. The
men were there for 3 to 4 hours. During that time, they also advertised to her a special paint that
would help insulate her home. They convinced her to use this paint by telling her that the
materials used in this paint were used to insulate space stations. After looking at her energy bill,
they promised that this paint would reduce her energy bill by 30-40%.
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During this visit, the men called Ygrene Energy Fund on the phone to get approval for the
financing. Within fifteen minutes, Ms. B was approved. It is unclear what Ygrene used to
approve her, however. At one point the men from All-American Design took a picture of her
reverse mortgage statement and inquired about her income. At this time, Ms. B did not sign
anything in relation to Ygrene.

The only documentation that Ms. B initially received was the home improvement contract from
All American Design, Inc. This contract indicates that the cost for her roof was $22,992, and the
paint was $14,666. The contract lists that the total price would be 36,992.00 (even though the
two original numbers add up to $37,658). In the contract, it lists Ygrene as the means of payment
and includes an account number (presumably Ms. B’s Y grene account number). Nevertheless,
the only document in the contract that Ms. B signed is an addendum which lists Ygrene again,
but also states that there will be monthly payments of $159.69. Nothing in these documents
indicate interest rates, length of contract, PACE, or anything that would lead her to believe that
she would be paying this through her property tax. Ms. B did not seem to understand much of the
contract, or what Ygrene was, only simply that she would make monthly payments.

All American Design did a terrible job. They spilled paint all over the driveway and on the side
of the home. After the job, workers came to clean the paint off the driveway, but rather than
cleaning with a pressure washer, as they said they would, they scrubbed with wire brushes and
scratched the driveway. During the painting, one of the workers followed Ms. B into her home
and tried soliciting her for more work on the side. In replacing the roof shingles, they removed
the metal ventilation fans on top of the roof. Despite Ms. B’s protest, they did not replace the
fans or return them to her, but they ended up keeping them. Another addendum to the contract
indicates that All American tried to charge Ms. B over $1,000 more for some plywood.
However, Ms. B’s daughter noticed this and contested this amount. After this, All American
Design decided to cancel that extra charge, saying that they will rewrite the addendum, but they
never did. After the roofing was completed, Ms. B’s daughter noticed that some of the wood
under the roof was cracked and could not believe that they put a new roof on that old wood. At
one point while the workers were there, they sat on and broke a glass table in Ms. B’s yard. Ms.
B and her daughter complained to All American Design about the work and the owner of the
company came out to take a look. He arranged for cleaning up some of the messy work, and
replaced the piece of broken glass, but it was the wrong type of glass for the table.

Due to the poor and unprofessional work, Ms. B refused to sign any documents besides the
addendum which stated it would cost $159.69 a month. She only signed this because she was
told that his men would not get paid if she did not sign. Ms. B never heard from All American
Design again, and their license was revoked in August 2017 due to numerous complaints.

These improvements have not provided any energy efficient benefit for Ms. B. Since these
improvements, Ms. B’s energy costs have not been reduced. Actually, her house is now stuffy
without the ventilation fans on the roof. Even if this work was done adequately and Ms. B was
aware of the PACE financing, the improvements still have not served the purpose of PACE
because they have increased the energy efficiency of Ms. B’s home.
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Ms. B never received a monthly bill. She did not receive any documents from Ygrene until
August and October of 2017, over a year after the work was done. Ygrene sent her two notices
informing her that because she received PACE improvements between July 2016 and June 2017,
she would see a PACE assessment on her property tax. Not only was this incorrect because she
received these improvements in March 2016, but this was also the first time that she ever heard
anything about PACE or that she would be paying through an assessment on her property tax.

Once she received her 2017-18 property tax, there was an assessment of $4,761 under “Clean
Energy.” This was not only far more than the $159.69 per month that she expected to pay, but
since she has a reverse mortgage she risks foreclosure on her home if she is not current on her
property taxes. Currently, she has been paying for this with her credit card. On Ygrene’s website
the only way to retrieve information for homeowner’s regarding their PACE assessment is to log
in with an email address. Ms. B did not have an email address at the time of the improvements
and the website does not allow a homeowner to register an account. With assistance from the
Consumer Law Clinic at UCI Law, Ms. B called Ygrene’s customer service department. When
inquiring about registering an account, she discovered that they had an email on file for her, but
it was not an email address she had ever heard of and Ms. B did not have an email address at the
time of the improvements. She was then informed that she could not register or correct the email
address because the account was closed. Ygrene offered to mail a copy of the documents to her
address which Ms. B is still waiting to receive.

31. Sold as a Free Program, Home Owner in Poor Health, Escrow Problems

Date the Assessment Contract was Signed: 8/26/2016
Program Administrator: Renovate America

State: CA

Contact: Kara Acevado, East Bay Community Law Center

Ms. J, a low-income worker making about $1.10 and hour when she moved into her home in
1975, has remained low income and currently receives a fixed income of $903 from Social
Security. Ms. J is over 65 and suffers from a variety of health challenges including asthma,
COPD lung disease, and uses and oxygen tank to help her breathe,

Her previous loan applications for repairs and home improvements had been denied.

Solicitors came by Ms. J’ home in 2016 claiming to be representatives of a construction firm—
though the primary solicitor, Mr. Dror, was not licensed as a home improvement salesperson or a
contractor at the time.

Ms. J and her family were told that a bathroom project that would normally cost $10,000 would
be practically free under an Obama program and paid for in affordable monthly payments. Ms.
J’” son told the solicitors not to come back on their own and that Ms. J would call them if she was
interested.
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Though Ms. J did not call the solicitors back, Mr. Dror returned to the house when Ms. J’s son
was not present and told her she was approved for the Obama program and that payments would
not be over $100 a month.

Employee’s of the construction firm spoke to the program administrator, Renovate America,
several times, had Ms. J give information to Renovate on the phone while they stood by, and a
Renovate representative registered Ms. J’ electronic signature and contract with an email address
owned by Renovate: non@herofinancing.com. Ms. J did no have access to this account and
Renovate must have known would not receive electronic copies of her contract.

This same day, Mr. Dror asked Ms. J to tap his cellular phone a number of times using a stylus
on the small screen. Mr. Dror claimed he was late and rushed her to click through a number of
boxes. Ms. J did not understand what the pages were and did not receive a copy of any of the
pages.

This process took hours and Ms. J who often becomes confused and overwhelmed after staying
upright for periods of time was exhausted.

Work began almost immediately, and four days after the first call with renovate, Mr. Dror
returned and had her speak to a specific representative from Renovate on the phone who asked if
the work was done and if she was satisfied. Mr. Dror ordered her to say the work was done and
she liked it even though it wasn’t. Ms. J, frightened and feeling reliant on Mr. Dror who
controlled access to the free funds, agreed even though it made her uncomfortable.

At some point Mr. Dror asked her if she would like work done on the kitchen and all she ever
received was a handwritten note labeled HERO kitchen with no pricing or terms.

The primary person working on the home over what turned into months of work was not a
licensed contractor. At one point the plumbing in the bathroom did not work for a week forcing
Ms. J to use a portable toilet bucket in her bedroom.

When the workers finished there were debris and the back of the house had lost water pressure.
When Ms. J called Mr. Dror to complain about the new faucet dripping he told her he was not a
plumber and to call someone else and that the issue was not his problem.

There were many problems resulting from the work done including, a large water leak beneath
the house which likely developed because of the toilet or sink installed; a dishwasher to be
installed came unwrapped and damaged, was not fastened to the counter and never operated; and
a sliding shower door came off the track and into the tub. An inspection by the California State
Licensing Board later found that the work did not meet accepted trade standards for good
workman-like construction.

The next time Ms. J Called Mr. Dror he hung up on her. Ms. J never executed a Completion
Certificate, though Renovate maintains that she did.
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Two lines were recorded with the total schedule of assessments including principal, interest and
administrative fees totaling over $122,111.

In the Fall of 2017 Ms. J was shocked to find a special assessment by CA HERO Program of
$6080.58 that would continue every year for 20 years.

Ms. J sought free legal advice from East Bay Community Law Center (EBLC) in October 2017,
but the process, from getting copies of documents to speaking with compliance, seemed to drag
on. When an EBLC intern spoke with Renovate’s Assistant General Counsel in February 2018,
they stated that it was Ms. J’ responsibility to read the contract and renovate had no
responsibility. He claimed she received a call from renovate where she was told all terms and
how much she should put aside each month, but Ms. J denies she was ever explicitly told she
would have to pay $6,000 a year.

Starting in April 2018, Ms. J’s required mortgage payment to her servicer Wells Fargo increased
from about $667 a month to over $1,600 a month. Wells Fargo stated that this was due to the fact
that as a term of her mortgage, Ms. J’s property tax must be collected throughout the year in an
escrow account managed by Wells Fargo. When there were insufficient funds in her escrow
account to cover her 2017 assessment, Wells Fargo stated that they fronted the $5,000 to pay the
assessment and increased her monthly payment account to pay this sum off. They also adjusted
her payment to ensure that her escrow account will contain enough to cover her 2018 property
tax assessment. Ms. J has been unable to keep up with her adjusted mortgage payments, exposing
her to the initiation of foreclosure proceedings.

Her account has been passed to the default department and she endures collections pressure and a
reminder of foreclosure every time she calls to arrange a partial payment. Her existing health
conditions have been greatly exacerbated.

Frustrated at Renovate’s total lack of interest in helping her address her issues, Ms. J and an
intern from EBCLC reached out to the office of her California State Senator Nancy Skinner.
Despite repeatedly checking in, Ms. Henneman and Senator Skinner’s office did not receive a
response from Renovate until September 28, 2018.

Ms. J has not yet received her property tax assessment for 2018 but will again be unable to pay
the full amount and does not have sufficient funds in her Wells Fargo escrow account.

Ms. J has suffered great emotional and physical distress as a result of this matter. Every single
month she is unable to make her full outstanding mortgage payment and she is reminded of the
seriousness of the matter as her home of over 43 years is on the line.

32. Contractor Misrepresentation mortgage payment shot up nearly $500 a
month, from $706 to $1,199, Increased Energy Costs

Date the Assessment Contract was Signed: 9/22/2016
State: CA
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Program Administrator: HERO and Renovate America, Western Regional Council of
Governments
Contact: Kara Acevedo, East Bay Community Law Center

In late May of 2016, someone appearing to be a home improvement salesman, and who wore a
green shirt emblazoned with the company name Syntrol, came to Mr. P’s modest home at 2160
W. Rose Avenue in Stockton, California. The salesman, who spoke fluent Spanish, convinced
Mr. P and his wife to purchase a central air conditioning system from Syntrol; he did not provide
a business card. Mr. P and his wife are both Spanish speakers, and do not speak English. The
salesman explained that a government program would fund the project, which would also benefit
the environment. He said that the project would require a $2,500 down payment the first year,
and that starting in the second year payments for the project would amount to $100 a month after
tax rebates and energy savings. Based on the first salesman’s representations, Mr. P agreed to
contract with Syntrol for the air conditioning project. However, the Spanish-speaking salesman
did not complete the contract during that meeting, although he had explained all of the terms that
Mr. P understood would control the transaction. Instead, the first salesman told Mr. P that a
second salesman would come to the house to finalize the project.

A few days later, in mid-May, a second salesman, Taylor Wallace, came to Mr. P’s house. Mr.
Wallace was not registered as a Syntrol home improvement salesperson. Mr. Wallace spoke
primarily in English. What Mr. P, who does not speak English, understood was that Mr. Wallace
was reiterating all the terms that the first salesman had explained: Mr. P would pay a $2,500
down payment in the first year, and payments thereafter that would amount to $100 per month
because a tax rebate and energy savings would offset the higher dollar amount required in each
payment. Mr. Wallace claimed that Mr. P would qualify for $16,000 in financing, but that the
project would cost less than $16,000, though he did not give a specific figure. Mr. Wallace used
some Spanish terms to encourage Mr. P’s consent to the contract, including “dinero,” “mucho
dinero,” “muy bueno,” “bonita casa,” and “bonito trato.”

During this meeting, Mr. Wallace made a phone call and handed the phone to Mr. P. The woman
on the phone, who spoke in English, asked Mr. P his name: he said his name was Adolfo P
Espinoza. She also asked if he was the owner of the house, and he said that he was. Also during
the meeting, Mr. Wallace gave Mr. P an electronic tablet and asked him to enter his initials onto
the screen several times. He never asked Mr. P to enter his name: only his initials. Mr. P did not
receive a copy of any documents that might be associated with this possible electronic signature,
or with the information he released over the phone.

Mr. P signed, on paper, a purchase agreement with Syntrol, dated May 14, 2016. The purchase
agreement specifies that the contract amount, $18,749, will be paid with HERO financing, with
payments of $220 per month for 15 years. The purchase agreement is the only document Mr. P
received from Syntrol, and the only one he signed. Mr. P’s signature appears as consistent with
San Joaquin County property records.

Mr. Wallace gave Mr. P a one-sided paper copy of a one-page Syntrol purchase agreement. The
purchase agreement refers to information on the back and indicates that the form includes
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multiple copies, in different colors, with the pink copy going to the customer. However, Mr. P’s
copy was not pink; it was white, on standard letter-sized paper, and had nothing on the back.

The purchase agreement included, in English, notification of a right to cancel in very small
type—smaller than the surrounding type—below the space for customers’ signatures. Mr.
Wallace did not explain orally that Mr. P had the right to cancel. In small type above the space
for the client signature, the purchase agreement reads, “I Hereby acknowledge that | am familiar
with the contents of this agreement, both front and back.” However, Mr. P was not provided with
a copy that had anything on the back. The written agreement gives a contract price of $18,749,
not less than $16,000, as Mr. Wallace had promised. The purchase agreement indicates that the
work would be completed in early June, less than a month from the signing of the purchase
agreement.

Syntrol promptly started the air conditioning work, and completed it in early June 2016,
consistent with the timeframe specified on the purchase agreement. A Syntrol invoice for
$18,749, for “HVAC PER CONTRACT,” is dated June 6, 2016. The Syntrol crew failed to
replace smoke detectors they had removed or patch some ceiling holes they made, and Mr. P’s
calls to Syntrol requesting that this be remedied had no effect: the crew did not return. The air
conditioning works, but Mr. P’s energy bills have gone up about 30%.

During the contract signing meeting, Mr. Wallace promised that a letter would arrive explaining
how Mr. P was to pay for the project. No such letter arrived. Instead, Mr. P received a letter from
Syntrol, dated August 29, 2016, demanding payment of the full contract amount. “Is there some
reason you have not paid your bill of $18,749.00?” asked the letter. Mr. P, who had not received
a bill before this one, was worried. He did not believe that he owed the entire balance of $18,749.
He believed he owed the down payment of $2,500, for which he had set aside funds, but had not
been told how to pay this bill. He contacted the Syntrol office several times by phone explaining
that he could not pay the full amount and asking what steps he should follow to pay the $2,500.
A woman at the Syntrol office reiterated the general explanation about $2,500 being due in the
first year, with payments in years after, but would not explain how to pay the $2,500.

Mr. Wallace, still not registered as a Syntrol home improvement salesperson, came to the house a
second time in September 2016. Mr. Wallace asked Mr. P to sign a completion certificate. Mr.
Wallace reviewed the work, inspecting the house for the first time. Mr. P was still concerned
about the ceiling holes and missing smoke detectors, and about the old heating system, which
Syntrol workers had left on the premises. He pointed out these problems to Mr. Wallace, who
promised that someone would return to address these concerns. Again, Mr. Wallace asked Mr. P
to enter his initials into a tablet; he estimates he did so four or five times. Again, Mr. Wallace did
not ask Mr. P to enter his full name. Mr. P received no paper copies of any documents signed
during this transaction. No one returned to fix the remaining problems.

In the fall of 2017, Mr. P was shocked when his mortgage payment shot up nearly $500 a month,
from $706 to $1,199. This was particularly concerning because Mr. P is the sole breadwinner: his
wife was injured in a work accident in 2016 and is permanently disabled. Mr. P cannot afford the
increased payments. Mr. P contacted the bank for an explanation. The bank told him to contact
HERO, an entity that Mr. P had never heard of before.
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Mr. P called HERO and spoke to a Spanish-speaking staff person who became hostile and
reported she could do to nothing to change the payments. Mr. P asked her to send him copies of
all documents she had related to the transaction, as well as documentation that they had talked
and that he had objected to the payments because he had not agreed to them.
In an envelope postmarked June 25, 2018, Mr. P received, for the first time, documents
associated with his HERO loan. (He received no documentation of his phone call with the HERO
staff person.) The documents he received tell a confusing story. Syntrol completed air
conditioning work at Mr. P’s house in June of 2016, and Syntrol sent a collections letter in
August. However, the HERO documents are all purportedly signed in late September 2016:
e 9/22/16, HERO Financing Summary
e 9/22/16, HERO Financing Program Right to Cancel
e 9/23/16, MOU with Western Riverside Council of Governments (Mr. P’s signature is
dated 9/22/16)
e 9/23/16, California HERO Program ASSESSMENT CONTRACT (Mr. P’s signature is
dated 9/22/16)
e 9/26/16, HERO Financing Program Completion Certificate (Syntrol agent Todd Fulton’s
e-signature is dated 9/26/16; Mr. P’s e-signature is dated 9/28/16)
e 10/28/16, Final Payment Summary

All of the documents HERO sent to Mr. P give his name as Adolfo P-Espinoza, which is not Mr.
P’s name.

Mr. P had not seen these documents before. He had not received them by email—indeed, he does
not have an email account. His wife, Carmen H., has an email account. In September 2018, an
advocate asked Ms. H. whether she had received any email from HERO; she said she had not.
The advocate asked her to search her email account for correspondence from HERO, and she
reported finding no HERO correspondence at all. The advocate then suggested that Ms.
Hernandez search her spam folder. Until she heard this suggestions, Ms. Hernandez did not
know she had a spam folder. A search of her spam folder yielded four previously unseen emails
from “HERO Program,” addressed to Adolfo P-Espinoza, and all with the subject line “Please
Review & Sign Your Documents”:

e 8/2/16: directs Mr. P to sign the Finance Summary, HERO Application, Assessment

Contract, Right to Cancel, and Memorandum Agreement.

e 8/9/16: identical to the email of 8/2/16

e 9/22/16: identical to the email of 8/2/16

e 9/26/16: requests that Mr. P sign a completion certificate

Neither Mr. P, their intended recipient, nor Ms. H., to whose email address they were directed,
saw these emails until September of 2018. Their existence demonstrates that Mr. P had not
signed any of the loan agreement documents by the time the work was initiated, or, indeed, by
the time it was completed. The emails also show that Mr. P was not in electronic communication
with Syntrol or HERO. Ms. H. found no emails including completed contracts with Mr. P alleged
electronic signature.
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Renovate America had ample notice that this transaction was fishy. The Syntrol purchase
agreement, which includes the notation “Install date Mon. June 6th-10th,” shows that Syntrol
completed the work at least three months before any financing documents were “signed,” in
violation of California law. Even without the Purchase Agreement, the HERO documents by
themselves establish an impossible timeline: the assessment contract was purportedly signed on
September 23, and the completion certificate was signed only three days later, on September 26.
This timeline alone is improbable enough to put Renovate America on notice that something was
amiss.

Renovate America also knew that Syntrol was a disreputable contractor. Syntrol has been sued
repeatedly by its customers. The California State License Board (CSLB) had cited Syntrol for
legal violations five times before Renovate America approved the application submitted by
Syntrol for Mr. P. In early 2016, Syntrol was cited for employing an unregistered salesperson. In
2014 and 2015, Syntrol employed unregistered home improvement salespeople who entered
three customers into contracts with Syntrol. In 2014, Syntrol began work on one project before
financing was obtained and on another before it had pulled a permit. In 2014, Syntrol failed to
notify a customer of the right to cancel. In 2013, 2012, and 2000, Syntrol was cited for other
violations; a payment from its bond was issued for the 2000 violation. The CSLB revoked
Syntrol’s license entirely in the spring of 2018, including for predatory misrepresentations made
to customers in 2014 and 2015. One victim was an 87-year-old woman with macular
degeneration who signed a written agreement for a $10,793 HVAC system under the
misapprehension that she was simply signing forms that documented information about her
house and her eligibility for deductions and rebates. Aggravating factors leading to the license
revocation were Syntrol’s long history of violations, starting in 1999 and including a prior
license revocation.

33. Property Taxes More than Doubled, Credit Ruined, Fell Behind on Mortgage
Payments

Date the Assessment Contract was Signed: 12/1/2016
Program Administrator: Renew Financial
Contact: Nisha Kashyap, Public Counsel

The client (“SGC”) received PACE financing through Renew Financial. SGC prequalified for a

loan with Renew Financial by submitting her information to Renew’s website and was approved
the same day online. She then found a contractor, Treeium, Inc., on a list on the Renew website

and contacted them.

On November 6, 2016, two individuals from Treeium, Inc. came out to SGC’s home. She signed
a home improvement contract with them that same day for a cool roof and solar panels. That
same day, the two individuals also had SGC sign something electronically on a computer.

The contractors never explained to SGC how the home improvements would be financed. They

told her that she would get a rebate and tax credit, but never discussed property taxes. They did a
side by side comparison to show how much she would save on her current electricity costs. Once

22



the work started and the roof was demolished, she was told that she also needed a radiant barrier
and new gutters. This added $8,500 another to the project, bringing it to a total of $80,000.

In the process of replacing the roof, the contractors trashed SGC’s attic. She was forced to hire
an insulation company to come in and remove all her existing insulation and thoroughly clean
the attic, removing huge amounts of roof debris and then installing new clean insulation. She
disputed this cost with Treeium, and after considerable arguments, they partially paid for the
repairs. But the entire garage and much of the house was filled with dust, and the contractor
made no effort to hang plastic or protect the interior or garage. By contrast, the insulation
company SGC hired carefully attached plastic barriers over every part of the garage and then
cleaned up afterwards.

SGC knew that the work would be financed through her property taxes through the Renew
Financial website, but she did not know the total amount of financing. Prior to the PACE lien,
her property taxes were $8,000. However, they are now $17,000 annually.

The solar panels were installed, but SGC had to file a complaint with the state licensing board to
have the panels installed correctly. The contractor had incorrectly calculated the property
electricity usage and provided panels which were drastically under the total wattage needed.
After SCG filed the state licensing complaint, the contractor correctly calculated the electricity
usage, installed the correct number of solar panels (an additional 10 panels), and made
corresponding upgrades to the solar panel system.

As a result of the additional PACE assessment, SGC fell behind on her mortgage payments,
which include her property taxes. She cannot refinance her home. After falling behind too far
and almost going into foreclosure twice, she signed up for a private debt settlement program. As
part of this program, she pays only her mortgage (including the PACE assessment) and has
defaulted on her other debt obligations because she cannot afford to pay them. This has ruined
her credit. Her experience with PACE has caused her tremendous financial hardship and stress,
and has affected her health.

34. Tax Assessment More than Quadruples, In Jeopardy of Losing Home

Date the Assessment Contract was Signed: 3/23/2017
Program Administrator: Renew Financial
Contact: Stephanie Carroll, Public Counsel. Nisha Kashyap, Public Counsel

Client is an elderly, disabled L.A. County resident and lives on a fixed income, including SSDI,
of just over $2k per month. Contractor pressured him signing multiple home improvement and
financing contracts for two separate housing units without disclosing the true nature and terms of
the financing agreements. They led Client to believe that he was entering into a government
program that forgave the debt after a certain period of time. Instead, they financed the home
improvements through the PACE Program and private loans. They signed the client up for
$130,000 in loans, even though they knew he could not afford to pay (he told them repeatedly).
His tax assessment has jumped from a little over $2.5k to $10.7k. He is in jeopardy of losing his
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home because he cannot afford to pay the PACE tax assessments due towards the end of the
year.

35. Elderly Homeowner on Fixed Income Ends up with Tax Assessments Far in
Excess of Income

Date the Assessment Contract was Signed: 6/15/2017
Program Administrator: Renovate/HERO
Contact: Nisha Kashyap, Public Counsel

Individual (now deceased) was an elderly woman on a fixed income earning only $1,490 per
month through social security and retirement pension. Her 2017 tax bill already included a
HERO tax assessment for $1,400. Then, in June 2017, contractors came after her again, this time
getting her to sign up for at least $80k of home improvements which added another $4.5k per
year onto her tax bill. Prior to PACE financing her property tax was $1.5k per year; after it went
up to $7.5k. Client clearly could not have paid this amount on her low fixed income.

36. Reverse Mortgage, Low income, High Assessment, No Ability to Pay Analysis
done

Date the Assessment Contract was Signed: 5/2/2018
State: CA

Program Administrator: Energy Efficient Equity
Contact: Nisha Kashyap, Public Counsel

P is a 76-year old who resides in the City of Los Angeles. P has an annual income of
approximately $25,000 derived from Social Security payments and a reverse mortgage on her
home. P was contacted by a contractor via a cold-call and signed home improvement contracts
for approximately $55,000 in property improvements. The financing increased P's annual
assessment payment to $5,050, for a total cost over twenty years of approximately $101,000.
Although P signed the assessment contract after CA's ability to pay legislation went into effect,
no ability to pay analysis was done. The only information the PACE administrator sought was a
copy of P's most recent reverse mortgage statement, which she provided. P is unsure about her
ability to pay her tax assessment.
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Exhibit 1

HERO Financing Program™ Application

P: 855-HERO-411 A: 16409 W. Bernardo Drive, San Diego, CA, 92127 E: lacounty@heroprogram.com

The County of Los Angeles (LA County) HERO Program (the “Program”) finances installation of renewable energy, energy or water efficiency products, or
electric vehicle charging infrastructure (“Eligible Products”) that are permanently fixed to a property owner’s real property (“Property”). The cost of the
purchase and installation of Eligible Products (the “Project Cost”) will be financed upon the signing of an assessment contract ("Assessment Contract”)
between LA County and the property owner(s) (collectively, the property owner(s) shall be referred to herein as the “Property Owner,” “you” or “your”). LA
County has retained Renovate America, Inc. ("Renovate America”) to facilitate the Program, and you will see this name throughout the Program materials. LA
County and Renovate America are referred to collectively herein as “Program Administrator.”

A. Property Owner Acknowledgments

You are applying for HERO Program financing. By signing this application (the “Application”), you hereby declare under penalty of perjury under the laws of
the State of California all of the following:

1. That the information provided in this Application is true and correct as of the date set forth opposite your signature on the Application and that you
understand that any intentional or negligent misrepresentation(s) of the information contained in this Application may result in civil liability and/or
criminal penalties including, but not limited to, liability for monetary damages to LA County, its agents, or successors and assigns, insurers and any
other person who may suffer any loss due to reliance upon any misrepresentation which you have made in this Application, or both.

2. You understand that it is your responsibility to receive, read and understand all documents comprising the Program, which, include, but are not limited
to, the following:
a. This Application;
b. Privacy Notice;
c. Assessment Contract; and
d. Program Handbook.

3. You have had an opportunity to speak with Program representatives and your legal counsel on any questions you have regarding the documents
listed above. You are also aware that Property Owners are encouraged to consult with legal counsel or a tax professional of their choice before
entering into an Assessment Contract.

4. You have the authority, without the consent of any third party, to execute and deliver this Application, the Assessment Contract, and the various other
documents and instruments required to obtain HERO Program financing.

5. You understand that the financing provided pursuant to the Assessment Contract will be repayable through an assessment levied against the
Property, and that an assessment lien will be recorded by LA County against the Property in the office of the County Recorder of the County of Los
Angeles upon execution of the Assessment Contract. The property tax bill (which will include the assessment payments) for the Property will increase
by the amount of these assessment installment payments. The Assessment Contract will specify the amount of the assessment, the assessment
installments and the interest on the assessment to be collected on the property tax bill for the Property each year during the term specified in the
Assessment Contract. The assessment and the interest and any penalties thereon will constitute a lien against the Property until they are paid. As
with all tax and assessment liens, this lien will be senior to all existing and future private liens against the Property, including mortgages, deeds of trust
and other security instruments.

6. If, as of the date of this Application or any time before the completion of the installation of Eligible Products on the Property to be financed through
your HERO Assessment Contract, you have obtained or are in the process of obtaining additional financing for the installation of energy efficiency,
renewable energy or water saving measures from a source other than the Program the repayment of which will also be collected on your property tax
bill through the levy of an additional assessment or a special tax against the Property, you will notify the Program as part of your HERO Application
process (or at such other time before the installation of your HERO financed Eligible Products is complete) and will provide all relevant information
requested by the Program in order to determine if you have met the applicable underwriting requirements.

7. The property taxes for your Property have not been paid late more than once in the past three (3) years or since the purchase of your Property,
whichever period is shorter.

8. Your HERO Program financing will not be used to finance any equipment that is not an Eligible Product on the Program’s Eligible Product List or
approved as a custom product by the Program.

B. Disclosures

The following describes some (but not all) characteristics and risks of participation in the Program. A full understanding of any item listed below can be
gained only by reviewing the relevant laws, policy statements, and/or the contractual documents related to the Program. The Program Administrator is
available to answer questions regarding the items listed below before you enter into an Assessment Contract, and invites you to ask Program
representatives any questions regarding these items or if you need copies of any document related to the Program.

HERO Financing Program Application—December 2017
Page 10of 6
© 2017 Renovate America, Inc.



HERO Financing Program™ Application

P: 855-HERO-411 A: 16409 W. Bernardo Drive, San Diego, CA, 92127 E: lacounty@heroprogram.com

1. Program Disclosures and Disclaimers.

a. Existing Mortgage. The Program establishes the manner by which LA County may finance, pursuant to Chapter 29 of Part 3 of Division 7 of the
California Streets and Highways Code (commencing with Section 5898.10), the installation of Eligible Products. Eligible Products will be financed
pursuant to an Assessment Contract between you and LA County.

BEFORE COMPLETING A PROGRAM APPLICATION, YOU SHOULD CAREFULLY REVIEW ANY MORTGAGE AGREEMENT(S) OR OTHER
SECURITY INSTRUMENT(S) WHICH AFFECT THE PROPERTY OR TO WHICH YOU AS THE PROPERTY OWNER ARE A PARTY. ENTERING
INTO A PROGRAM ASSESSMENT CONTRACT WITHOUT THE CONSENT OF YOUR EXISTING LENDER(S) COULD CONSTITUTE AN
EVENT OF DEFAULT UNDER SUCH AGREEMENTS OR SECURITY INSTRUMENTS. DEFAULTING UNDER AN EXISTING MORTGAGE
AGREEMENT OR SECURITY INSTRUMENT COULD HAVE SERIOUS CONSEQUENCES TO YOU, WHICH COULD INCLUDE THE
ACCELERATION OF THE REPAYMENT OBLIGATIONS DUE UNDER SUCH AGREEMENT OR SECURITY INSTRUMENT. IN ADDITION,
FANNIE MAE AND FREDDIE MAC, THE OWNER OF A SIGNIFICANT PORTION OF ALL HOME MORTGAGES, STATED THAT THEY WOULD
NOT PURCHASE HOME LOANS WITH ASSESSMENTS SUCH AS THOSE OFFERED BY LA County. THIS MAY MEAN THAT PROPERTY
OWNERS WHO SELL OR REFINANCE THEIR PROPERTY MAY BE REQUIRED TO PREPAY SUCH ASSESSMENTS AT THE TIME THEY
CLOSE THEIR SALE OR REFINANCING.

If your lender requires an impound for your property taxes, please consider notifying them of the annual assessment payment amount so they can
adjust your impound amount.

b. Foreclosure. LA County shall determine whether any annual assessment installment is not paid when due and shall have the right to order that any
such delinquent payment, penalties, interest, and associated costs be collected by a foreclosure action brought in Superior Court that could result
in a sale of the Property for the payment of such delinquent assessment installment.

c. Program Administration Fee. At the time of closing, LA County will charge you a one-time program administration fee of 5.79% of the Project Cost
to cover the cost of administering the Program. This fee will be included in the principal amount of the assessment.

d. Recording Fee and One-time Assessment Administration Fee. At the time of closing, LA County will pass-through the assessment recording fee
of $75.00 to you to cover the cost of recording the assessment, which will be added to the assessment amount or may be paid upfront by you at
closing. At the time of closing, a one-time assessment administration fee of $155.00 will also be added to the assessment amount. In addition, you
will be required to pay recording fees charged by the County in connection with a prepayment or discharge of the assessment.

e. Annual Assessment Administration Fee. Each year, an annual assessment administration fee will be added to the assessment lien amount on
your property tax bill. This fee is currently $25.00, but is subject to increase to an amount not to exceed $55.00.

f. Interest Before First Payment: Interest will be added to your assessment amount for the period between your closing date and September 2 of
the year in which you make your first assessment payment, in accordance with the Improvement Bond Act of 1915. The maximum amount of
interest will be disclosed in your financing documents. Depending on the date the assessment is recorded on your Property, your first assessment
payment may not be due until the following tax year.

g. Prepayment. You have the option to pay off your assessment amount at any time in full, or in any amount of at least $2,500; however, you may not
be able to make partial prepayments if you are entering into a solar lease or power purchase agreement. A prepayment is calculated to include the
principal amount of the assessment to be prepaid (Assessment Prepayment Amount) and interest on the Assessment Prepayment Amount to the
second business day of the second month following the date the prepayment is made.

h. No Endorsement, Warranty or Liability. LA County, Renovate America, and the Program do not endorse any manufacturer, contractor, product,
or system, or in any way warranty such equipment, installation, or the efficiency or production capability of any equipment. LA County, the
participating municipality, Renovate America and the Program, and each of their respective, officers, employees, agents and assigns make no
representations and have no responsibility regarding the equipment and its installation, including the eligibility, quality, safety, cost savings,
efficiency or production capability of any equipment; or any compliance of the equipment or its installation with any applicable laws, regulations,
codes, standards or requirements. You are responsible for verifying that all equipment installed is either on the Program’s Eligible Product List or
approved as a custom product by the Program. Further, LA County, Renovate America and the Program shall not be in any way liable for any
incidental or consequential damages resulting from the equipment or its installation.

i. Validation. The Program may validate that installed Eligible Products meet Program eligibility requirements including requiring the applicant to
provide additional sales receipts, contractor invoices, serial numbers or other identifying details, portions of packages or stickers originally attached
to the installed Eligible Products beyond what the Program already requires to be provided. The Program reserves the right to perform
independent on-site validation(s) of any Eligible Products financed by the Program even if permit inspections have already been completed. If a
validation visit is required, Program staff will schedule any such on-site validation visit with the Property Owner, at any reasonable time and with
reasonable notice. In addition, the Program reserves the right to perform online monitoring of any installed renewable energy systems’ generation
data, if applicable, as well the tracking of energy consumption impacts and utility usage for any installed/financed product via property utility bill
data. You, by submitting this application, consent to any such onsite validations, online monitoring, and utility bill energy usage analysis. By
submitting this application, you also agree to sign the authorization form to participate in utility billing energy usage analysis to measure Program
impact savings and participant satisfaction.
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j- Property Transfers, Notice, and Acknowledgement. To the extent required by applicable law, the Property Owner hereby agrees to provide
written notice of the obligation to pay the assessment pursuant to an Assessment Contract to any subsequent purchaser or transferee of the
Property or any interest therein, including any subdivision of the Property, at or before the time of sale or transfer of the Property. Property Owner
understands and acknowledges that the assessment, and obligation to pay the assessment pursuant to such Assessment Contract, runs with the
land and, upon sale or transfer of the Property or any interest therein, any subsequent owner or transferee shall be required to pay the assessment
pursuant to such Assessment Contract. If a subsequent owner or transferee fails to pay the assessment pursuant to such Assessment Contract,
then the provisions of this Contract, including the “Foreclosure” provision listed above, shall apply to the subsequent owner or transferee’s interest
in the Property to the extent permitted by law. Property Owner further understands and acknowledges that a subsequent purchaser or transferee,
or any interested party to the sale or transfer (such as a lender), may require as a condition of sale or transfer, that the assessment be paid in full
prior to sale or transfer. Information regarding assessment prepayment can be found in your Program financing documents.

k. Project Pricing. CONTRACTORS THAT HAVE REGISTERED WITH THE PROGRAM HAVE AGREED NOT TO CHARGE YOU A DIFFERENT
AMOUNT FOR A HOME IMPROVEMENT PROJECT IF YOU FINANCE THAT PROJECT THROUGH THE PROGRAM INSTEAD OF PAYING
FOR THE PROJECT WITH CASH.

2. Legal Disclosures and Consents.

a. Communications with Legal Advisers. If you have any questions about any agreements or security instruments which affect the Property or to
which you are a party, or about your authority to execute the Program Application or enter into an Assessment Contract with LA County without the
prior consent of your existing lender(s), the Program strongly encourages you to consult with your own legal counsel and your lender(s). Program
staff cannot provide you with advice about existing agreements or security instruments.

b. Monitoring and Recording Telephone Calls. The Program may monitor or record telephone calls for security and customer service purposes.
By applying for HERO Financing, you consent to have any phone conversations with the Program recorded or monitored.

c. Terms for Electronic Transactions and Records.

By signing this Application, you hereby agree as follows: (A) you have read the consent in this subsection (c); (B) you consent to use electronic
signatures and Records; (C) you have the necessary hardware and software to view and print copies of Records and additional communications
online and to receive Records and communications that we send to you; and (D) your consent applies to every Record, as defined here, that we
may send you during our business relationship unless you revoke your consent.

i. Definitions. For purposes of this subsection (c), the following definitions apply:

“Records” means all documents related to Program financing and all other communications or information related to the product or service
you obtain with us.

ii. Scope of Consent. You consent to conduct transactions that occur prior to and after executing application electronically, use electronic
signatures and Records, and receive electronic mail (email) and electronic communication with respect to these transactions and Records
regarding your account, instead of receiving them in paper or by regular mail. Your consent will be effective unless you withdraw it in the
manner provided below. The Program may provide Records to you electronically by posting them online or by email, which may include
attachments or embedded links.

iii. How to Update Your Contact Information. You agree to provide the Program with your accurate email address (if available) and personal
contact information and to promptly notify the Program of any changes. You can update your information (including your email address) by
contacting the Program at 855-HERO-411.

iv. Obtaining Paper Copies. You may obtain a paper copy of a Record by printing it from your computer or by contacting the Program at 855-
HERO-411. The Program may charge you a reasonable service charge for providing you with a paper copy of any Record. The request for
a paper copy of a Record will not by itself constitute a withdrawal of your consent to receive Records electronically. The Program reserves
the right, but is not required, to send a paper copy of any Record you authorize the Program to provide electronically.

v. Withdrawing Consent. You may at any time withdraw your consent to receive Records electronically, and instead elect at any time to use
the U.S. Postal Service to obtain Records, by updating your profile information through your online account or by contacting the Program at
855-HERO-411. The Program will not impose any fee if you withdraw your consent to receive Records electronically, but communications
between you and the Program will be slower. If you withdraw your consent to receive Records electronically, such withdrawal will not apply
to Records that were furnished by the Program to you electronically before the date on which the withdrawal of your consent takes effect.

vi. Hardware and Software Requirements. In order to use Electronic Transactions and Records you need to have an electronic device that
supports the use of Microsoft Internet Explorer 7.0 or higher, Mozilla Firefox 3.5 or higher, Chrome, Safari 5.0 or higher, or an equivalent.
You also need hardware as necessary to support this software, including, without limitation, an electronic device using a Windows 98, NT,
2000, ME XP, Vista or 7 operating system that supports 128-bit encryption, sufficient storage space to save copies of your Records, a
modem with internet access, and a printer if you wish to print paper copies. You will need a screen resolution of minimum 800 x 600 and a
program that can view, save and print PDF files (such as Adobe Reader 6.0 or higher). Please save and print a copy of these Terms for
Electronic Transactions and Records to confirm that you have the required hardware and software to conduct electronic transactions with
us.

d. Telephone Communications Consent. By providing the Program Administrator with a telephone number, including a number that you later
convert to a mobile device number, you are expressly consenting to receiving communications—including but not limited to prerecorded or
artificial voice message calls, text messages, and calls made by an automatic telephone dialing system—from the Program Administrator and
its affiliates and agents at that number. This express consent applies to each such telephone number that you provide to the Program
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C.

Administrator now or in the future. Calls and messages may incur access fees from your mobile services provider. You understand that you
may revoke your express consent by informing the Program Administrator that you no longer wish to receive prerecorded or artificial voice
message calls, text messages, and calls made by an automatic telephone dialing system from the Program Administrator.

Property Owner Income and Expenses. As part of the application process, Property Owner income and expenses will be considered and
could affect application approval and maximum approval amounts. Approval amounts may vary depending on financing term length, interest
rates and the contractor you select. Available term lengths depend on the useful life of the products installed. Not all term lengths are available
for all products. By signing this Application, you agree that any information or documentation you provide regarding your income and expenses
will be accurate and complete. Alimony, child support or separate maintenance income does not need to be included unless you wish it to be
considered as a basis for payment.

Arbitration Agreement

Please read this Section (“Arbitration Agreement”) carefully. It is part of this Application and affects your rights. It contains A JURY TRIAL WAIVER and
procedures for MANDATORY BINDING ARBITRATION AND A CLASS ACTION WAIVER.

1.

Arbitration Agreement. Before asserting a claim against Renovate America in any proceeding, you agree that you shall engage in a good faith attempt
to resolve the claim. All claims and disputes between you and Renovate America that cannot be resolved informally or in small claims court shall be
resolved by binding arbitration on an individual basis under the terms of this Arbitration Agreement. This Arbitration Agreement applies to you
(including any of your successor(s) in interest) and Renovate America (including any of Renovate America’s parents, subsidiaries, affiliates, agents,
privities, employees, predecessors, successors, assigns, registered contractors and sub-contractors).

Waiver of Jury Trial. YOU HEREBY WAIVE THE CONSTITUTIONAL AND STATUTORY RIGHTS TO GO TO COURT AND HAVE A TRIAL IN
FRONT OF A JUDGE OR A JURY, instead electing that all claims and disputes shall be resolved by arbitration under this Arbitration Agreement.
Arbitration procedures are typically more limited, more efficient and less costly than rules applicable in court and are subject to very limited review by
a court.

Arbitration Rules. The Federal Arbitration Act governs the interpretation and enforcement of this dispute resolution provision. Arbitration shall be
initiated through JAMS, Inc., an established alternative dispute resolution provider (“ADR Provider”). If the selected ADR Provider is not available to
arbitrate, Renovate America shall select an alternative ADR Provider. The rules of the ADR Provider shall govern all aspects of this arbitration, except
to the extent such rules are in conflict with this Application or to the extent that application of this Application provisions would result in the
unenforceability of this Arbitration Agreement. The JAMS rules governing the arbitration are available online at www.jamsadr.com or by calling JAMS
at 1-800-352-5267. Any arbitration hearing will be held in your federal judicial district. Any judgment on the award rendered by the arbitrator may be
entered in any court of competent jurisdiction.

Decision of Arbitrator. The arbitrator shall issue a written award and statement of decision describing the essential findings and conclusions on which
the award is based. The arbitrator has the same authority to award relief on an individual basis that a judge in a court of law would have. The award of
the arbitrator is final and binding upon the Property owner and Renovate America.

Waiver of Class or Consolidated Actions. ALL CLAIMS AND DISPUTES WITHIN THE SCOPE OF THIS ARBITRATION AGREEMENT MUST BE
ARBITRATED ON AN INDIVIDUAL BASIS AND NOT ON A CLASS BASIS, AND ARBITRATION CLAIMS OF MORE THAN ONE PROPERTY
OWNER CANNOT BE ARBITRATED OR LITIGATED JOINTLY OR CONSOLIDATED WITH THOSE OF ANY OTHER PROPERTY OWNER.

Severability. If any part or parts of this Arbitration Agreement other than the Waiver of Class or Consolidated Actions are found under the law to be
invalid or unenforceable, then such specific part or parts shall be of no force and effect and shall be severed and the remainder of the Arbitration
Agreement shall continue in full force and effect. If the Waiver of Class or Consolidated Actions is found to be unenforceable, then as to the specific
dispute in which that ruling of unenforceability was made, this entire Arbitration Agreement shall be unenforceable.

Survival of Agreement. This Arbitration Agreement shall survive the termination of this Application.
Small Claims Court. Notwithstanding the foregoing, you or Renovate America may bring an individual action in small claims court.
Property Owner’s Right to Opt Out of Arbitration. You may opt out of this Arbitration Agreement by sending a written notice of your election to do so,

signed by all application hereunder, within 30 days of the date of this Application. Such election shall be sent to Renovate America, Attn: Compliance
Department, at 16409 W. Bernardo Drive, San Diego, CA, 92127.

By signing below, you acknowledge and agree to the terms set forth in this Arbitration Agreement.
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Property Owner Signature(s)

You declare that (i) you have received, read and understand the risks and characteristics of the Program described in this Application and (ii) by executing
this Application, you (a) agree to its terms, without the need for any third party consent and (b) have been informed that you must take sole responsibility to
ensure that executing the Assessment Contract, receiving financing for Eligible Products, and consenting to the assessment levied against the Property will
not constitute a default under any other agreement or security instrument (specifically the terms of any mortgage on the Property) which affects the Property
or to which you are a party. You hereby authorize Renovate America to obtain a copy of your credit report and all other necessary information and
documentation to show that you meet all HERO Program underwriting requirements.

o
it

Joe Smith Date Property Owner 2 Date

Property Owner 3 Date Property Owner 4 Date
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FOR CONTRACTOR CALL IN ONLY

HERO ID#: CA03700000

Property Address

Single Family Home

Property Type

123 Blueberry Ln

Property Address

Los Angeles
City

CA
State

90032
Zip Code

Property Owner

Ownership Type: Individual

Joe
First Name

M. Initial

Smith

Last Name

XXXK-XX-XXXX

Social Security Number

XX/IXX/1980
Birth Date (mm/dd/yyyy)

(555) 123-4567

Home Phone Number

joe_smith@rasampledocs.com

Email Address

123 Blueberry Ln

Mailing Address

Los Angeles
City

CA
State

90032
Zip Code

Property Owner 2

First Name

M. Initial

Last Name

Social Security Number

Birth Date (mm/dd/yyyy)

Property Owner Signature(s)

You declare that you have the authority, without the consent of any third party which has not been previously obtained, to execute and deliver the
Application, Assessment Contract, and the various documents and instruments referenced therein.

5
i

Joe Smith

Date

Property Owner 2

Date

Property Owner 3

Date

Property Owner 4

Date

Please check this box if you do NOT want to receive newsletters or other marketing materials from the Program or Renovate America, Inc.

If ﬁou do NOT wish to receive email communications from the Program and would prefer all communications to occur through the U.S. mail instead, please contact us.
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LA HERO Program
ASSESSMENT CONTRACT
(RESIDENTIAL)

This Assessment Contract (this "Contract") is made and entered into as of this 3rd day of January, 2019, by and
between the County of Los Angeles, a political subdivision of the State of California (the “County”), and the record owner(s), Joe
Smith, (the "Property Owner"), of the fee title to the real property identified on Exhibit A (the "Property").

RECITALS
WHEREAS, the County is a political subdivision of the State of California; and

WHEREAS, the County has established the LA HERO Program (the "HERO Program") to allow for the financing of
certain renewable energy, energy efficiency and water efficiency improvements and electric vehicle charging infrastructure that
are permanently fixed to real property (the "Authorized Improvements") through the levy of contractual assessments pursuant
to Chapter 29 of Division 7 of the California Streets & Highways Code ("Chapter 29") and the issuance of improvement bonds
under the Improvement Bond Act of 1915 (California Streets and Highways Code Sections 8500 and following) (the "1915 Act")
upon the security of the unpaid contractual assessments; and

WHEREAS, Chapter 29 provides that assessments may be levied under its provisions only with the free and willing
consent of the owner of each lot or parcel on which an assessment is levied at the time the assessment is levied pursuant to a
contract between the property owner and the public agency; and

WHEREAS, the Property is located in within the unincorporated boundaries of the County or the boundaries of the
City identified in Exhibit A hereto (the County or such City, as applicable, the "Participating Entity") that has resolved to
participate in the HERO Program, and the Participating Entity has consented to (i) owners of property within its jurisdiction
participating in the HERO Program and (ii) the County conducting assessment proceedings under Chapter 29 and issuing bonds
under the 1915 Act to finance Authorized Improvements; and

WHEREAS, pursuant to Chapter 29, the County and the Property Owner wish to enter into a contract pursuant to
which the Property Owner would freely and willingly agree and consent to pay an assessment in order to finance the
installation on the Property of the Authorized Improvements described in Exhibit A (the "Improvements") and the County
would agree to provide financing, all on the terms set forth in this Contract;

NOW, THEREFORE, in consideration of the foregoing and the material covenants contained in the Contract, including
the other Contract Documents specified in Exhibit B hereto, the Property Owner and the County formally covenant, agree and
bind themselves and their successors and assigns as follows:

AGREEMENT

Section 1. Purpose. The Property Owner and the Authority are entering into this Contract for the purpose of
financing the installation of the Improvements identified on Exhibit A on the Property. By signing this Contract below, the
Property Owner hereby represents and warrants that any and all payments disbursed under this Contract by or on behalf of the
Authority will be used solely for the purpose of financing the installation of Improvements identified on Exhibit A, except as and
to the extent Exhibit A is modified by any duly executed Addendum (as defined below) to this Contract.

Section 2. The Property. This Contract relates to the real property identified on Exhibit A. The Property
Owner has supplied to the County current evidence of its ownership of fee title to the Property and possesses all legal authority
necessary to execute this Contract on behalf of the Property Owner.

Section 3. Contract to Pay Assessment; Prepayment
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(a) Payment of Assessment. The Property Owner hereby freely and willingly agrees to pay the “Assessment,”

the amount of which shall be determined as provided in Section 3(b) below. The County will not provide financing in an amount
in excess of the Assessment. Except as otherwise set forth in this Contract, the Assessment will be paid in the installments
(each, an “Assessment Installment”). The schedule of estimated maximum annual Assessment Installments are set forth in
paragraph (c) below. Interest will accrue on the Assessment at the interest rate set forth on Exhibit B beginning on the date on
which the County issues bonds to finance the installation of the Improvements.

(b) The Assessment. The Assessment shall equal the total amount disbursed by the County to pay for (i) the
Improvements identified on Exhibit A, plus (ii) all costs, fees and interest associated therewith as reflected on Exhibit B, which
total amount is also known as the Actual Disbursement Amount (defined below).

(c) Schedule of Estimated Maximum Annual Assessment Installments. The following schedule of estimated

maximum annual Assessment Installments is based upon the assumptions provided in Exhibit B hereto, including (without
limitation) the Estimated Disbursement Amount, which is based upon the price of the initially selected Improvements identified
in Exhibit A, which in turn provides the basis for calculating the associated costs, fees and interest appearing below and on
Exhibit B.

Tax Y.ear* Total Annual Payment** Interest Portion of
(commencing July 1) Annual Payment***

2019 - 2020 $1,698.86 $1,457.45

2020- 2021 $1,698.86 $814.57

2021 - 2022 $1,698.86 $748.49

2022 - 2023 $1,698.86 $677.33

2023 - 2024 $1,698.86 $600.69

2024 - 2025 $1,698.86 $518.16

2025 - 2026 $1,698.86 $429.29

2026 - 2027 $1,698.86 $333.58

2027 - 2028 $1,698.86 $230.52

2028 - 2029 $1,698.86 $119.52

* The payment schedule shown above assumes an initial Tax Year based upon the Estimated Disbursement Date. The actual
payment schedule will begin with an initial Tax Year based upon the actual disbursement date. In some cases, this may be one
year earlier than the initial Tax Year reflected in the schedule above.

** Includes the annual Assessment Installments due in the Tax Year and current annual assessment administration fee of
$25.00, which is subject to increase to an amount not to exceed $55.00.

*** This column includes annual interest and any prepaid interest if financed. Consult your tax advisor about potential tax
deductibility and any other tax benefits.

FOLLOWING THE DISBURSEMENT OF THE ACTUAL DISBURSEMENT AMOUNT, THE HERO PROGRAM ADMINISTRATOR WILL
ADJUST THE ASSESSMENT AND THE ESTIMATED MAXIMUM ANNUAL ASSESSMENT INSTALLMENTS, IF NECESSARY, TO
REFLECT THE ACTUAL ASSESSMENT BASED UPON THE ACTUAL DISBURSEMENT AMOUNT, THE ACTUAL DATE OF
DISBURSEMENT AND THE ACTUAL AMOUNT OF INTEREST DUE AND PAYABLE BEFORE THE FIRST PAYMENT ADDED TO THE
ACTUAL DISBURSEMENT AMOUNT. FOLLOWING THIS ADJUSTMENT, THE HERO PROGRAM ADMINISTRATOR SHALL DELIVER
TO PROPERTY OWNER A FINAL ASSESSMENT STATEMENT AND THE SCHEDULE OF THE ACTUAL ANNUAL ASSESSMENT
INSTALLMENTS. THE ACTUAL AMOUNT OF THE ASSESSMENT AND SCHEDULE OF ANNUAL ASSESSMENT INSTALLMENTS
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SHALL BE SPECIFIED IN THE “PAYMENT OF CONTRACTUAL ASSESSMENT REQUIRED” TO BE RECORDED BY THE COUNTY IN THE
OFFICE OF THE COUNTY RECORDER.

Upon receipt of the fully executed and final Completion Certificate (as described in the current version of LA HERO
Program Handbook, referred to herein as the “Handbook”) the County shall calculate and disburse payments to those entitled
to receive them (the “Actual Disbursement Amount”) hereunder. If at any time after executing this Contract but before the
County pays the Actual Disbursement Amount, the Property Owner changes the Improvements to be installed from those
originally appearing on Exhibit A, but (i) the Improvement categories and the Improvement types do not change from those

originally selected, and (ii) the “Revised Estimated Disbursement Amount” (which means the amount anticipated to be the
Actual Disbursement Amount based on the changed Improvements) is less than or equal to the Estimated Disbursement
Amount, the parties do not need to execute the Addendum described in Section 5 below, and this Contract shall remain
unmodified and the Assessment shall be calculated as described above in this Section 3(c). If, however, any such change meets
the provisions of Section 5 below, then an Addendum will be required.

(d) Administrative Expenses. The Property Owner hereby acknowledges and agrees that the County may add

amounts to an annual installment of the Assessment in order to pay for the costs of collecting the Assessment (the "Annual
Administrative Assessment").

(e) Prepayment and Discharge of the Assessment. The Assessment may be prepaid, in whole or in any amount

of at least $2,500, at any time upon the payment of (i) the whole or a portion of the unpaid principal component of the
Assessment, (ii) and interest on the Assessment Prepayment Amount to the second business day of the second month following
the date the prepayment is made. The Property Owner will be required to pay recording fees charged by the County in
connection with a prepayment or discharge of the assessment.

() Absolute Obligation. The Property Owner hereby agrees that the Assessment will not be subject to

reduction, offset or credit of any kind, whether statutory or contractual, in the event that the bond or bonds secured thereby
are refunded, that the Assessment is prepaid or for any other reason.

Section 4. Existing Mortgage Disclosure. The Program establishes the manner by which the County may

finance, pursuant to Chapter 29, the installation of Authorized Improvements, including the Improvements. The
Improvements will be financed pursuant to this Assessment Contract between Property Owner and the County.

BEFORE EXECUTING THIS ASSESSMENT CONTRACT, PROPERTY OWNER SHOULD CAREFULLY REVIEW ANY
MORTGAGE AGREEMENT(S) OR OTHER SECURITY INSTRUMENT(S) WHICH AFFECT THE PROPERTY OR TO WHICH
THE PROPERTY OWNER IS A PARTY. ENTERING INTO THIS ASSESSMENT CONTRACT WITHOUT THE CONSENT OF
EXISTING LENDER(S) COULD CONSTITUTE AN EVENT OF DEFAULT UNDER SUCH AGREEMENTS OR SECURITY
INSTRUMENTS. DEFAULTING UNDER AN EXISTING MORTGAGE AGREEMENT OR SECURITY INSTRUMENT COULD
HAVE SERIOUS CONSEQUENCES TO THE PROPERTY OWNER, WHICH COULD INCLUDE THE ACCELERATION OF THE
REPAYMENT OBLIGATIONS DUE UNDER SUCH AGREEMENT OR SECURITY INSTRUMENT.

IN ADDITION, FANNIE MAE AND FREDDIE MAC, THE OWNERS OF A SIGNIFICANT PORTION OF ALL HOME
MORTGAGES, STATED THAT THEY WOULD NOT PURCHASE HOME LOANS WITH ASSESSMENTS SUCH AS THOSE
OFFERED BY THE COUNTY. THIS MAY MEAN THAT PROPERTY OWNERS WHO SELL OR REFINANCE THEIR PROPERTY
MAY BE REQUIRED TO PREPAY SUCH ASSESSMENTS AT THE TIME THEY CLOSE THEIR SALE OR REFINANCING.

If Property Owner’s lender requires an impound for Property Owner’s property taxes, Property Owner acknowledges
that Property Owner should consider notifying such lender of the annual Assessment payment amount so such lender can
adjust the Property Owner’s impound amount to include the annual Assessment payment.

Section 5. Addendum. The parties agree to execute an addendum to this Contract (the “Addendum”) if at
any time after executing this Contract but before the Actual Disbursement Amount is released for disbursement: (i) the
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Improvement categories or the Improvement types change from those appearing in Exhibit A; (ii) the Revised Estimated
Disbursement Amount is greater than the Estimated Disbursement Amount; or (iii) it becomes necessary to correct the name,
capacity, title, party or clerical errors identified therein. In any such case, the County, or the HERO Program on behalf of the
County, shall prepare an Addendum: (i) setting forth an accurate description of the Improvements installed; (ii) providing the
Revised Estimated Disbursement Amount; and (iii) as necessary, correcting the names, capacities, titles, parties and other
clerical corrections appearing in the original documentation comprising this Contract. The County, or the HERO Program on
behalf of the County, shall prepare and provide such Addendum to the Property Owner for review and signature. Once signed
by the Property Owner, the County shall execute the Addendum, which shall become part of, and be incorporated into, this
Contract as if it originally appeared therein.

Section 6. Collection of Assessment; Lien. The Assessment, the interest and penalties thereon as a result of a

delinquency in the payment of any installment of the Assessment, and the Annual Administrative Assessment shall constitute a
lien against the Property until they are paid and shall be collected and shall have the lien priority as set forth in Chapter 29.

The Property Owner acknowledges that if any Assessment Installment is not paid when due, the County has the right
to have such delinquent Assessment Installment and its associated penalties and interest stripped off the secured property tax
roll and immediately enforced through a judicial foreclosure action that could result in a sale of the Property for the payment of
the delinquent installments, associated penalties and interest, and all costs of suit, including attorneys' fees. The Property
Owner acknowledges that, if bonds are sold to finance the Improvements, the County may obligate itself, through a covenant
with the owners of such bonds, to exercise its judicial foreclosure rights with respect to delinquent Assessment Installments
under circumstances specified in such covenant.

Section 7. Financing of the Improvements.

(a) Contract to Finance Improvements. The County hereby agrees to use the Assessment, together with the

Annual Administrative Assessment, to finance the Improvements, including the payment of the County's reasonable costs of
administering the HERO Program, subject to the Property Owner's compliance with the conditions for such financing
established by the County.

(b) Assessment Installments. The Property Owner agrees to the issuance of bonds by the County to finance the

installation of the Improvements. The interest rate used to calculate the Assessment Installments set forth in Section 3(c) of this
Contract is identified on Exhibit B. If the applicable interest rate on the Bonds issued to finance installation of the
Improvements, or the actual cost of the Improvements disbursed by the County, is less than the corresponding terms shown on
Exhibit B, then, concurrently with the disbursement of funds to the Property Owner, the County shall provide the Property
Owner with a schedule of annual Assessment Installments, in the form of a Final Payment Summary, which shall determine the
Assessment Installment obligations applicable to the Property.

Section 8. Multiple Contractors and Improvements. Notwithstanding anything to the contrary in this
Contract, if the Property Owner engages one or more contractors (each, a “Contractor,” which term includes any designee

thereof) to install more than one Improvement, the installation of which Improvements will not be completed simultaneously,
the Property Owner and the County agree as follows:

(a) Upon receipt of the initial Completion Certificate from a Contractor and the Property Owner (the “First
Installation Completion Certificate”) acknowledging installation of the first type or category of
Improvements, then:

i. The County shall cause all instruments, documents and agreements described in Section 10 of this
Contract to be recorded;

ii. The County shall cause bonds to be issued and sold in the amount equal to the Actual
Disbursement Amount deposited with such municipal trustee;

iii. The County shall cause the amount reflected in the First Installation Completion Certificate to be
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disbursed to the Contractor who installed such Improvements; and
iv. The County shall cause all administrative, recording and other fees described on line 5 of the
“Schedule of Estimated Maximum Annual Assessment Installments” set forth in Exhibit B to be paid.
(b) Upon receipt of a subsequent Completion Certificate from the Property Owner and the Contractor

(each, a “Subsequent Installation(s) Completion Certificate”) acknowledging installation of the
subsequent types or categories of Improvements, the County shall cause the municipal trustee for the
Program to disburse amount(s) reflected in each such Subsequent Installation Completion Certificate
to the Contractor who installed such Improvements.

(c) Upon receipt of the final Completion Certificate from the Contractor and the Property Owner (the
“Final Installation Completion Certificate”) acknowledging installation of the final types or categories
of Improvements, then:

i.  The County shall cause the amount reflected in such Final Installation Completion Certificate to
be disbursed to the Contractor who installed such Improvements (the “Final Disbursement”);
provided, however, that:

1. If the remaining balance of the Actual Disbursement Amount deposited with the municipal
trustee following such Final Disbursement is $100 or more, the County shall cause such
excess to be applied to the reduction of the outstanding balance of the Assessment
determined in accordance with Sections 3 and 5 of this Contract; or

2. If the remaining balance of the Actual Disbursement Amount deposited with the municipal
trustee following such Final Disbursement is less than $100, the County shall cause such
excess to be applied to the payment of administrative expenses; or

3. If such remaining balance of the Actual Disbursement Amount deposited with the municipal
trustee is less than the amount reflected in the Final Installation Completion Certificate, the
Property Owner shall be individually responsible for paying such difference to the applicable
Contractor, and such payment shall be excluded from the Assessment under this Contract.

(d) If for any reason any one or more of the categories or types of Improvements planned to be installed
under this Section 8 is not installed by the expiration date reflected in the Notice to Proceed, then the
County shall have the option to declare the financing of the Improvements complete, in which case
the municipal trustee shall be notified to apply any remaining balance of the Actual Disbursement
Amount held by such municipal trustee to reduce the Property Owner’s outstanding Assessment.

Section 9. Term: Contract Runs with the Land: Subdivision.

(a) Except as otherwise set forth in this Contract, this Contract shall expire upon the final payment or
prepayment of the Assessment.

(b) This Contract establishes rights and obligations that are for the benefit of the Property and, therefore, such
rights and obligations run with the land pursuant to Civil Code Section 1462.

(c) In the event the Property is subdivided while the Assessment remains unpaid, the Assessment will be
assigned to the newly-created parcel on which the Improvements are located. If the Improvements no longer exist, the
Assessment will be assigned to each of the newly-created parcels on a per-acre basis, unless the County, in its sole discretion,
determines that the Assessment should be allocated in an alternate manner.

Section 10. Recordation of Documents. The Property Owner hereby authorizes and directs the County to

cause to be recorded in the office of the County Recorder the various notices and other documents, including without limitation
a Notice of Assessment, together with a copy of this Assessment Contract, required by Chapter 29 and other applicable laws to
be recorded against the Property.

Section 11. Property Transfers, Notice, and Acknowledgment. To the extent required by applicable law, the
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Property Owner hereby agrees to provide written notice of the obligation to pay the Assessment pursuant to this Contract
to any subsequent purchaser or transferee of the Property or any interest therein, including any subdivision of the Property,
at or before the time of sale or transfer of the Property.

Property Owner acknowledges that the Assessment and obligation to pay the Assessment pursuant to this Contract
runs with the land and, upon sale or transfer of the Property or any interest therein, any subsequent owner or transferee shall
be required to pay the Assessment pursuant to this Contract. If a subsequent owner or transferee fails to pay the Assessment
pursuant to this Contract, then the provisions of this Contract, including Section 6, shall apply to the subsequent owner or
transferee’s interest in the Property to the extent permitted by law. Property Owner further acknowledges that a subsequent
purchaser or transferee, or any interested party to the sale or transfer (such as the lender) may require as a condition or sale or
transfer that the Assessment be paid in full prior to such sale or transfer.

Section 12. Waivers, Acknowledgment and Contract. Because this Contract reflects the Property Owner's free

and willing consent to pay the Assessment following a noticed public hearing, the Property Owner hereby waives any otherwise
applicable requirements of Article XIIID of the California Constitution or any other provision of California law for an engineer's
report, notice, public hearing, protest or ballot.

The Property Owner hereby waives its right to repeal the Assessment by initiative or any other action, or to file any
lawsuit or other proceeding to challenge the Assessment or any aspect of the proceedings of the County undertaken in
connection with the HERO Program. The Property Owner hereby agrees that the Property Owner and its successors in interest
to fee title in the Property shall be solely responsible for the installation, operation and maintenance of the Improvements. The
Property Owner hereby acknowledges that the Property Owner will be responsible for payment of the Assessment regardless of
whether the Improvements are properly installed, operated or maintained as expected.

The Property Owner hereby agrees that the County is entering into this Contract solely for the purpose of assisting
the Property Owner with the financing of the installation of the Improvements, and that the County and the Participating Entity
have no responsibility of any kind for, and shall have no liability arising out of, the installation, operation, financing, refinancing
or maintenance of the Improvements. Based upon the foregoing, the Property Owner hereby waives the right to recover from
and fully and irrevocably releases the County, the Participating Entity and any and all agents, employees, attorneys,
representatives and successors and assigns of the County and the Participating Entity from any and all losses, liabilities, claims,
damages (including consequential damages), penalties, fines, forfeitures, costs and expenses (including all reasonable out-of-
pocket litigation costs and reasonable attorney's fees), relating to the subject matter of this Contract that the Property Owner
may now have or hereafter acquire against the County, the Participating Entity and any and all agents, employees, attorneys,
representatives and successors and assigns of the County or the Participating Entity.

To the extent that the foregoing waivers and agreements are subject to Section 1542 of the California Civil Code or
similar provisions of other applicable law, it is the intention of the Property Owner that the foregoing waivers and agreements
will be effective as a bar to any and all losses, liabilities, claims, damages (including consequential damages), penalties, fines,
forfeitures, costs and expenses (including all reasonable out-of-pocket litigation costs and reasonable attorney's fees), of
whatever character, nature and kind, known or unknown, suspected or unsuspected, and Property Owner agrees to waive any
and all rights and benefits conferred upon the Property Owner by the provisions of Section 1542 of the California Civil Code or
similar provisions of applicable law. Section 1542 reads as follows:

"A GENERAL RELEASE DOES NOT EXTEND TO CLAIMS WHICH THE CREDITOR DOES NOT KNOW OR SUSPECT TO EXIST
IN HIS OR HER FAVOR AT THE TIME OF EXECUTING THE RELEASE, WHICH IF KNOWN BY HIM OR HER MUST HAVE
MATERIALLY AFFECTED HIS OR HER SETTLEMENT WITH THE DEBTOR."

By initialing below, the Property Owner agrees to waive the provisions of Section 1542 in connection with the matters
that are the subject of the foregoing waivers and releases. The waivers, releases and agreements set forth in this
Section 12 shall survive termination of this Contract. By initialing below, the Property Owner acknowledges and
agrees to the terms set forth in Sections 4 and 12 above.
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Joe Smith Initials: Initials:
Initials: Initials:
Section 13. Indemnification. The Property Owner agrees to indemnify, defend, protect, and hold harmless the

County, the Participating Entity and any and all agents, employees, attorneys, representatives and successors and assigns of the
County or the Participating Entity, from and against all losses, liabilities, claims, damages (including consequential damages),
penalties, fines, forfeitures, costs and expenses (including all reasonable out-of-pocket litigation costs and reasonable
attorney's fees) and any demands of any nature whatsoever related directly or indirectly to, or arising out of or in connection
with (i) the Property Owner's participation in the HERO Program, (ii) the Assessment, (iii) the Improvements, or (iv) any other
fact, circumstance or event related to the subject matter of this Contract, regardless of whether such losses, liabilities, claims,
damages (including consequential damages), penalties, fines, forfeitures, costs and expenses (including all reasonable out-of-
pocket litigation costs and reasonable attorney's fees) accrue before or after the date of this Contract.

The provisions of this Section 13 shall survive the termination of this Contract.

Section 14. Right to Inspect Property. The Property Owner hereby grants the County, its agents and

representatives the right to enter at any reasonable time, upon reasonable notice, to inspect the Improvements. The Property
Owner further hereby grants the County, its agents and representatives the right to examine and copy any documentation
relating to the Improvements.

Section 15. Carbon Credits. The Property Owner hereby agrees that any carbon credits attributable to the
Improvements shall be owned by the County.

Section 16. HERO Program Application. The Property Owner hereby represents and warrants to the County

that the information set forth in the HERO Program Application submitted to the County in connection with Property Owner’s
request for financing is true and correct as of the date hereof, and that the representations set forth in the HERO Program
Application with respect to the Property and the Property Owner are true and correct as of the date hereof as if made on the
date hereof.

Section 17. Amendment. Except as set forth in Section 3 or as provided for in Exhibit A pertaining to a fully
executed and final Completion Certificate, this Contract may be modified only by an Addendum (as provided in Section 5) or
other written agreement of the County and the Property Owner.

Section 18. Binding Effect; Assignment. This Contract inures to the benefit of and is binding upon the County,
the Property Owner and their respective successors and assigns. The County has the right to assign any or all of its rights and

obligations under this Contract without the consent of the Property Owner. The obligation to pay the Assessment set forth in
this Contract is an obligation of the Property and no agreement or action of the Property Owner will be competent to impair in
any way the County's rights, including, but not limited to, the right to pursue judicial foreclosure of the Assessment lien or the
right to enforce the collection of the Assessment or any installment thereof against the Property.

Section 19. Exhibits. Exhibits A and B attached to this Contract are incorporated into this Contract by this
reference as if set forth in their entirety in this Contract.

Section 20. Severability. If any provision of this Contract is held invalid or unenforceable by any court of
competent jurisdiction, such holding will not invalidate or render unenforceable any other provision of this Contract.
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Section 21. Corrective Instruments. The County and the Property Owner agree that they will, from time to
time, execute, acknowledge and deliver, or cause to be executed, acknowledged and delivered, such supplements hereto and
such further instruments as may reasonably be required in order to carry out the expressed intention of this Contract.

Section 22. Governing Law: Venue. This Contract is governed by and construed in accordance with the laws of

the State of California. Any legal action brought under this Contract, including without limitation, actions to foreclose
delinquent installments of the Assessment, must be instituted in the Superior Court of the County of Los Angeles, State of
California.

Section 23. Existing Instruments. Property Owner acknowledges that entry by the Property Owner into this

Contract without the consent of an existing lender could constitute an event of default under existing mortgage(s) agreements
or other security instruments (“Existing Instruments”) and that defaulting under an Existing Instrument could have serious
consequences to the Property Owner, which could include the acceleration of the repayment obligations due under such
instrument. Property Owner further acknowledges Fannie Mae and Freddie Mac, the owner of a significant portion of all home
mortgages, have stated that they will not purchase home loans with assessments such as those Assessment created pursuant to
this Contract and that property owners who sell or refinance their properties may be required to prepay such assessments at
the time they close their sale or refinancing.

Section 24. Counterparts. This Contract may be executed in several counterparts, each of which is an original
and all of which constitutes one and the same instrument.

Section 25. Monitoring and Recording of Telephone Calls. The HERO Program may monitor and/or record

telephone calls for security and customer service purposes. By executing this Contract, the Property Owner agrees to have their
telephone calls with the HERO Program monitored and/or recorded.

Section 26. Contract Documents. Property Owner understands and acknowledges that the entire agreement

between Property Owner and the County includes each and every document specified in the List of Documents contained in
Exhibit B to this Contract (together, the “Contract Documents”).

By executing this Contract, Property Owner acknowledges and agrees that:

a. Property Owner has had sufficient time to review and has reviewed each of the Contract Documents and
has had the opportunity to ask any questions to the County that the Property Owner may have regarding such Contract
Documents.

b. Property Owner has reviewed, understands and agrees to each and every additional requirement and term

contained in Appendix B to the LA HERO Program Handbook (the “Handbook”).

c. Property Owner has reviewed, understands, agrees to and affirms each and every representation and
warranty contained in the Property Owner’s application and the Handbook.

Prior to executing this Assessment Contract, I/we, as the Property Owner, have read and understand the Property
Owner’s Acknowledgments and Disclosures contained in (a) the Application, (b) this Contract, (c) the Privacy Notice and (d)
the Handbook.

Property Owner(s) must execute and return this Contract to the County at the address set forth in the “Notice
Information” section of Exhibit A hereto so that it is received by the County not later than 01/13/2019. If the Property Owner
fails to return the signed Contract to the County by the indicated date the HERO Program reserves the right to require the
Property Owner to enter into a new Contract. All signatures of the Property Owner must be notarized by a duly licensed
notary unless the Property Owner has previously successfully completed the identity verification process approved by the
County.
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IN WITNESS WHEREOF, the County and the Property Owner have caused this Contract to be executed in their

respective names by their duly authorized representatives, all as of the Effective Date. The “Effective Date” is defined as the last
date entered with the signatures of the parties below.

Owner 1:

Joe Smith, Signature

Date: Identity Verification Code:
Month/Day/Year

COUNTY OF LOS ANGELES: Authorized Representative:

Name (Please Print)

County of Los Angeles Signature Date of Execution by County of Los Angeles
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EXHIBITA

DESCRIPTION OF PROPERTY, DESCRIPTION OF THE PRODUCTS, AND NOTICE INFORMATION

Description of Property:

Property Owner Name(s): Joe Smith

Property Address: 123 Blueberry Ln, Los Angeles, CA 90032
APN: XXX-XXX-XXX-XXX

Participating Entity: City of Los Angeles

Description of Products:

The Products include the following:

PRODUCT #1

Product Category Type: Heating, Cooling & Ventilation — Air Conditioners

Or similar energy efficiency or water efficiency product, as applicable, which is authorized under the Handbook.

All terms set forth in the fully executed and final Completion Certificate shall supersede and take precedence over any term in
this Exhibit A that conflicts with, is not covered by, or is otherwise contrary to, the terms set forth in such Completion
Certificate, and such Completion Certificate shall become part of, and be incorporated into, this Exhibit A as if they originally
appeared therein.

Notice Information:

Internal Services Department

LA County HERO Program Manager
1100 N Eastern Ave # 200

Los Angeles, CA 90063

Joe Smith

123 Blueberry Ln
Los Angeles, CA 90032
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EXHIBIT B

LisT oF CONTRACT DOCUMENTS, DISBURSEMENT, AND ASSUMPTIONS APPLICABLE TO THE
SCHEDULE OF ESTIMATED MAXIMUM ANNUAL ASSESSMENT INSTALLMENTS

List of Contract Documents:

The Contract shall consist of the following documents:

. This Contract and the exhibits hereto;

. Any Addendum entered into pursuant to Section 5 hereto;

. The Property Owner Application;

. The Right to Cancel;

. The Completion Certificate or, pursuant to Section 8, each applicable Completion Certificate;
. The Final Payment Summary;

. The Notice of Assessment;

. The Payment of Contractual Assessment Required; and

° The LA HERO Program Handbook, current version.

Disbursement Amounts:

The “Estimated Disbursement Amount” under this Contract is $11,390.52, which is based upon the Improvements and pricing
set forth in this Contract. The Estimated Disbursement Date is June 22, 2019, which date is used in the table in Section 3(c) of
the Contract.

Assumptions Applicable to the Schedule of Estimated Maximum Annual Assessment Installments:

The schedule of the estimated maximum Annual Assessment Installments provided in Section 3(c) of the Contract is based on
the following assumptions:

1. The County disburses the Estimated Disbursement Amount on the Estimated Disbursement Date.

2. Interest totaling a maximum of $581.52 will accumulate until September 29 of the year in which you make your first
assessment payment, in accordance with the Improvement Bond Act of 1915. That amount will be added to Owner’s
Estimated Disbursement Amount.

3. The Assessment Interest Rate is 7.69%.

4. The Annual Percentage Rate (APR) of Property Owner’s Assessment is 9.75%. APR is the annual interest rate Property Owner
will actually pay on Property Owner’s Assessment, including fees required in order to participate in the HERO Program.

5. Administrative fees and recording fees totaling $809.00 are added to Property Owner’s Assessment.

Prepayment:

You have a right to pay off your assessment lien amount at any time in full, or in any amount of at least $2,500 pursuant to
Section 3(e) of the Assessment Contract. However, if you do so, you will have to pay the principal amount of the assessment to
be prepaid ("Assessment Prepayment Amount") and interest on the Assessment Prepayment Amount to the second business
day of the second month following the date the prepayment is made, as well as any recording fees charged by the County in
connection with a prepayment of the assessment.

11



Smith, Joe
CA03700000

A notary public or other officer completing this certificate verifies only the identity of the
individual who signed the document to which this certificate is attached, and not the
truthfulness, accuracy, or validity of that document.

STATE OF CALIFORNIA }ss.
COUNTY OF }
On , before me, ,

Notary Public, personally appeared

, who
proved to me on the basis of satisfactory evidence to be the person whose name is
subscribed to the within instrument and acknowledged to me that he/she executed the
same in his/her authorized capacity, and that by his/her signature on the instrument the
person or the entity upon behalf of which the person acted, executed the instrument.

I certify under PENALTY OF PERJURY under the laws of the State of
CALIFORNIA that the foregoing paragraph is true and correct.

WITNESS my hand and official seal.

Property Owner

Signature (This area for official notarial seal)

12
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LA HERO Program

ADDENDUM TO THE ASSESSMENT CONTRACT
Addendum No. 1

All terms set forth below in this Addendum (i) shall supersede and take precedence over any
term in the Assessment Contract by and between the County of Los Angeles, a political subdivision
of the State of California (the “County”) and Joe Smith entered into on the Effective Date (defined
within the Assessment Contract) (the “Contract”) that conflicts with, is not covered by, or is otherwise
contrary to, the terms set forth herein and (ii) shall become part of, and be incorporated into, the
Contract as if such terms originally appeared therein. For the avoidance of doubt, name, capacity,
title, party and clerical corrections appearing below in this Addendum shall become part of, and be
incorporated into, the Contract as if they originally appeared therein. For purposes of this
Addendum, “Exhibit A” and “Exhibit B” refer to Exhibits A and B, respectively, within the Contract.

RECITALS:

WHEREAS, the County and Property Owner have executed the Contract to finance the
Improvements installed or to be installed at the Property; and

WHEREAS, (i) the Improvements, Improvement types, and/or Improvement categories
appearing in Exhibit A differ from those appearing in this Addendum, and/or (ii) the Estimated
Disbursement Amount appearing in this Addendum is greater than the Estimated Disbursement
Amount originally listed in Exhibit B; and

NOW, THEREFORE, in consideration of the premises and the mutual agreements contained
herein, the parties hereto agree as follows:

1. Defined Terms. Capitalized terms used in this Addendum and not otherwise defined
herein shall have the meanings given to them in the Contract.

2. Addendum.

a. The lmprovements and Improvement Amounts appearing in this Addendum shall
replace the Improvements and Improvement Amounts listed in Exhibit A, and shall
become part of, and incorporated into, Exhibit A as if they originally appeared herein.

b. The Revised Estimated Disbursement Amount listed in this Addendum shall replace
the Estimated Disbursement Amount listed in Exhibit B, and shall become part of,
and be incorporated into, Exhibit B as if it originally appeared therein.

c. The name, capacity, title, party and other clerical corrections (if any) appearing in the
signature block of this Addendum shall supersede and take precedence over those
originally appearing in the Contract and shall become part of, and be incorporated
into, the Contract as if they originally appeared therein.

3. Miscellaneous. The existing Contract, as amended by this Addendum, remains in full
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force and effect. Any reference to the Contract on and after the date hereof shall be
deemed to refer to the Contract as amended by the Addendum.

Representations and Warranties.

a. (i) Property Owner hereby represents and warrants that the terms, conditions and
information contained in this Addendum are true and correct, and (ii) the Property
Owner affirmatively authorizes installation of the Improvements identified herein and
in the fully executed and final Completion Certificate.

b. Property Owner hereby confirms that (i) each of its representations, warranties and
covenants set forth in the Contract, after giving effect to this Addendum, are true and
correct as of the date first written above with the same effect as though each has
been made as of such date, and (ii) all terms and conditions of the Contract, after
giving effect to this Addendum, shall remain in full force and effect and the Property
Owner hereby ratifies the obligations of the Property Owner under the Contract.

c. Property Owner hereby represents and warrants that any and all payments disbursed
under this Contract will be used solely for the purpose of financing the installation of
Improvements listed in the Description of Products below.

Estimated Disbursement Amount. The Revised Estimated Disbursement Amount under

this Contract is $11,390.52, which is based upon the Improvements and pricing set forth
in this Addendum. The Estimated Disbursement Date is June 22, 2019, which date is
used in the table below.

Interest totaling a maximum of $581.52 will accumulate until September 2" of the year in
which you make your first assessment payment, in accordance with the Improvement
Bond Act of 1915. Administrative fees and recording fees totaling $809.00 are added to
your assessment.

Property Owner Information:

Date: 01/03/2019
Property Owner: Joe Smith
Property Address: 123 Blueberry Ln, Los Angeles, CA 90032
HERO ID: CA03700000
Application Date: 01/03/2019
Expiration Date: 06/22/2019
APN: XXX-XXX-XXX-XXX
summary:
Financing Term Interest Rate Annual Amount Added to Property Tax Bill
10 years 7.69% $1,698.86

Description of Improvements:
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PRODUCT #1

Product Category Type: Heating, Cooling & Ventilation — Air Conditioners

Payment Schedule:

Tax Year* Total Annual Payment** Interest Portion of
(commencing July 1) Annual Payment***

2019 - 2020 $1,698.86 $1,457.45

2020- 2021 $1,698.86 $814.57

2021 - 2022 $1,698.86 $748.49

2022 - 2023 $1,698.86 $677.33

2023 - 2024 $1,698.86 $600.69

2024 - 2025 $1,698.86 $518.16

2025 - 2026 $1,698.86 $429.29

2026 - 2027 $1,698.86 $333.58

2027 - 2028 $1,698.86 $230.52

2028 - 2029 $1,698.86 $119.52

* The payment schedule shown above assumes an initial Tax Year based upon the Estimated Disbursement Date.
The actual payment schedule will begin with an initial Tax Year based upon the actual disbursement date. In some
cases, this may be one year earlier than the initial Tax Year reflected in the schedule above.

** Includes the annual Assessment Installments due in the Tax Year and current annual assessment administration
fee of $25.00, which is subject to increase to an amount not to exceed $55.00.

*** This column includes annual interest and any prepaid interest if financed. Consult your tax advisor about potential
tax deductibility and any other tax benefits.

All signatures of the Property Owner must be notarized by a duly licensed notary unless the
Property Owner has previously, immediately prior to executing this Addendum No. 1, successfully
completed the identity verification process approved by the County.

Owner 1:

Joe Smith, Signature

Date: Identity Verification Code:
Month/Day/Year
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County of Los Angeles: Authorized Representative:

Name (Please Print)

County of Los Angeles Signature Date of Execution by County of Los Angeles
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A notary public or other officer completing this certificate verifies only the identity of the
individual who signed the document to which this certificate is attached, and not the
truthfulness, accuracy, or validity of that document.

STATE OF CALIFORNIA }ss.
COUNTY OF }
On , before me, ,

Notary Public, personally appeared

, who
proved to me on the basis of satisfactory evidence to be the person whose name is
subscribed to the within instrument and acknowledged to me that he/she executed the
same in his/her authorized capacity, and that by his/her signature on the instrument the
person or the entity upon behalf of which the person acted, executed the instrument.

I certify under PENALTY OF PERJURY under the laws of the State of
CALIFORNIA that the foregoing paragraph is true and correct.

WITNESS my hand and official seal.

Property Owner

Signature (This area for official notarial seal)
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MEMORANDUM AGREEMENT OF LA HERO PROGRAM
ASSESSMENT CONTRACT (RESIDENTIAL)

THIS MEMORANDUM AGREEMENT OF LA HERO PROGRAM ASSESSMENT CONTRACT (RESIDENTIAL) is entered into
as of this 3rd day of January, 2019, between the County of Los Angeles, a political subdivision of the State of California (the
“County”) and Joe Smith, (individually and collectively the "Property Owner"), the record owner(s) of the fee title to the real
property identified on Exhibit A (the "Property") and constitutes a binding contract of the parties hereto.

1. The County has established the LA HERO Program (the “HERO Program") to allow financing of certain renewable energy,
energy efficiency and water efficiency improvements and electric vehicle charging infrastructure that are permanently fixed to
real property (the "Authorized Improvements”) through the levy of contractual assessments pursuant to Chapter 29 of Division
7 of the California Streets & Highways Code ("Chapter 29") and the issuance of improvement bonds under the Improvement
Bond Act of 1915 (California Streets and Highways Code Sections 8500 and following) (the "1915 Act") upon the security of the
unpaid contractual assessments.

2. The County and the Property Owner are executing in connection herewith, that certain LA HERO Program Assessment
Contract (Residential) dated as of the date hereof (the “Assessment Contract”).

3. The Property Owner hereby freely and willingly agrees to pay the assessment (the “Assessment”) as provided in Exhibit B
to the Assessment Contract plus interest and the Additional Administrative Assessment as provided in the Assessment Contract.
The Assessment shall equal the total amount disbursed by the County to pay for (i) the Improvements identified on Exhibit A to
the Assessment Contract, plus (ii) all costs, fees and interest associated therewith as reflected on Exhibit B to the Assessment
Contract, which total amount is also known as the Actual Disbursement Amount (defined below).

4. Upon receipt of the fully executed and final Completion Certificate, as described in the current version of The LA HERO
Program Handbook (referred to herein as the “Handbook”), the County shall calculate and disburse payments to those entitled
to receive them (the “Actual Disbursement Amount”) hereunder subject to such revisions as are agreed to pursuant to the
Assessment Contract and subject to any Addendum to the Assessment Contract provided for under the Assessment Contract
agreed to and executed by the parties hereto. The Property Owner shall comply with all requirements for contracting for the
installation of the Improvements as required in the Assessment Contract and shall deliver such Completion Certificates as are
provided for in the Assessment Contract. The County shall comply with all disbursement and recording requirements provided
for in the Assessment Contract.

5. The Assessment, the interest and penalties thereon as a result of a delinquency in the payment of any installment of the
Assessment, and the Additional Administrative Assessment shall constitute a lien against the Property (the “Assessment Lien”)
until they are paid and shall be collected and shall have the lien priority as set forth in Chapter 29 and may be enforced through
judicial foreclosure action that could result in the sale of the Property for payment of the delinquent installments, and all
penalties, interest and costs of suit, including attorneys’ fees subject to such forbearance and subordination as may be provided
in any Subordination Agreement that may be executed between the County and any other lienholder now or hereafter.

6. Except as otherwise set forth herein or in the Assessment Contract, this Contract shall expire upon (i) the final
Assessment payment as provided in the Assessment Contract or (ii) any prepayment of the Assessment, provided that such
prepayment is meant to be permanent and the party who is then the Property Owner does not execute a document confirming
the assumption and continuation of the Assessment Contract and the Assessment Lien.

7. This Contract establishes rights and obligations that are for the benefit of the Property and, therefore, such rights and
obligations run with the land pursuant to Civil Code Section 1462. If the Property is subdivided while the Assessment remains
unpaid, the Assessment will be assigned to the newly-created parcel as provided in the Assessment Contract.

8. The Property Owner hereby waives (i) any otherwise applicable requirements of Article XIIID of the California Constitution
or any other provision of California law for an engineer's report, notice, public hearing, protest or ballot; (ii) any right to repeal
the Assessment by initiative or any other action, or to file any lawsuit or other proceeding to challenge the Assessment or any



Smith, Joe
CA03700000

aspect of the proceedings of the County undertaken in connection with the HERO Program; and (iii) any rights waived in the
Assessment Contract.

9. This Memorandum is subject to all of the terms, conditions and understandings of the Assessment Contract, which are
incorporated herein by reference as though copied verbatim herein. In the event of a conflict between the terms of this
Memorandum and the terms of the Assessment Contract, the terms of the Assessment Contract shall prevail.

Description of Improvements:

PRODUCT #1

Product Category Type: Heating, Cooling & Ventilation — Air Conditioners

IN WITNESS WHEREOF, the County and the Property Owner have duly executed this Memorandum as of the date first
above written.

Owner 1:

Joe Smith, Signature

Date: Identity Verification Code:

Month/Day/Year

COUNTY OF LOS ANGELES: Authorized Representative:

Name (Please Print)

County of Los Angeles Signature Date of Execution by County of Los Angeles




Smith, Joe
CA03700000

A notary public or other officer completing this certificate verifies only the identity of the
individual who signed the document to which this certificate is attached, and not the
truthfulness, accuracy, or validity of that document.

STATE OF CALIFORNIA }ss.
COUNTY OF }
On , before me, ,

Notary Public, personally appeared

, who
proved to me on the basis of satisfactory evidence to be the person whose name is
subscribed to the within instrument and acknowledged to me that he/she executed the
same in his/her authorized capacity, and that by his/her signature on the instrument the
person or the entity upon behalf of which the person acted, executed the instrument.

| certify under PENALTY OF PERJURY under the laws of the State of
CALIFORNIA that the foregoing paragraph is true and correct.

WITNESS my hand and official seal.

Property Owner

Signature (This area for official notarial seal)




Financing Estimate and Disclosure

16409 W. Bernardo Drive, San Diego, CA, 92127 Save this Financing Estimate and Disclosure to compare with your Final Payment Summary.
DATE ISSUED 01/03/2019 TERM 10 years
PROPERTY OWNERS Joe Smith PURPOSE Home Improvement
123 Blueberry Ln PRODUCT HERO Program
Los Angeles, CA 90032 IDENTIFICATION # CA03700000
PROPERTY ADDRESS 123 Blueberry Ln RATE LOCK O NO X YES, until 06/22/2019
Los Angeles, CA 90032 After the expiration date interest rates and closing

costs can change.

Notice to Property Owner: You have the right to request that a hard copy of this document be provided to you before and after
reviewing and signing. The financing arrangement described below will result in an assessment against your property which will be
collected along with your property taxes and will result in a lien on your property. You should read and review the terms carefully, and
if necessary, consult with a tax professional or attorney.

Customer Service Toll-Free Telephone Number and Email

In the event you have a consumer complaint, questions about your financing obligations related to the contractual assessment or
your contractual rights under the terms of your financing contract, you can contact either this toll-free telephone number or email
address provided below and receive a response within 24 hours or one business day.

Toll-free telephone number: (855) HERO-411
Customer service email address: info@heroprogram.com

Product Cost $10,000.00 e Heating, Cooling & Ventilation — Air Conditioners
(Including labor/installation)

Application Fees and Costs $579.00
Prepaid Interest $581.52
Other Costs $230.00
Total Amount Financed $11,390.52
Simple Interest Rate 7.69%
Annual Percentage Rate (APR) 9.75%
Balloon Payment $0.00

Total Estimated Annual Principal, | $1,698.86
Interest and Administrative Fees

Note: If your property taxes are paid through an impound account, your mortgage lender may apportion the amount and add it to
your monthly payment. See “Other Considerations,” below. This financing arrangement will result in an assessment against your
property which will be collected along with your property taxes.

|D#: CA03700000 CA PACE Financing Estimate Disclosure Form — December 2017
PAGE 10F 4
© 2017 Renovate America, Inc.



Financing Estimate and Disclosure

16409 W. Bernardo Drive, San Diego, CA, 92127

Save this Financing Estimate and Disclosure to compare with your Final Payment Summary.

Other Costs Prepaid Interest

A. Origination Charges! $579.00 E. Prepaid Interest!

Application Fee $0.00 (From closing to September 2™ of the year in which $581.52

Bond Related Costs $579.00 you make your first assessment payment)

B. Services $0.00 ! ! )

Appraisal Fees $0.00 Total Financing Costs and Closing Costs

Credit Reporting Fees $0.00 F. TOTAL CLOSING COSTS (D + E) $1,390.52

C. Recording and Administrative Fees? $230.00

County Recording Fees $75.00 :

One-time Assessment Administration Fee $155.00 CaICUIatmg Cash to Close

D. TOTAL FINANCING COSTS (A + B + C) $809.00 Total Financing Costs and Closing Costs (F) $1,390.52

1 Included in “Financing Costs” in preceding section Closing Costs Financed -$1,390.52
(Paid from Financed Amount)
Down Payment/Funds from Borrower $0.00
Estimated Cash to Close $0.00
(Out of pocket)

Other Terms

Prepayment Fee X No OYEs  Interest will accrue until the 2™ day of the 2" month following payoff
Annual Assessment Administration Fee ONo XYEs  Annual assessment administration fee of 525.00 is subject to change?
Additional Recording Fees N0 5 VES County recording fees collected upon prepayment or discharge generally

range between 595 and 51253

Additional Information About this Financing

Use this information to compare to other financing options

$10,809.00 Principal you will have paid off (excluding any prepaid interest if financed)
Total amount you will have paid + $5,929.60 Amount of interest you will have paid (including any prepaid interest if financed)
over the term of the financing + $250.00 Amount of financing and other costs you will have paid
= $16,988.60 Total you will have paid in principal, interest, financing and other costs
Annual Percentage Rate 9.75% Your costs over the term expressed as a rate. This is not your interest rate.
Total Interest Paid 34.90% As a percentage of all the payments you will have made
Property Value Determination $1,000,000.00 Property values provided by third party vendors. Property value is one of

several factors used to determine financing approval amounts.

2 The annual assessment administration fee is subject to increase to an amount not to exceed $55.00.

3 Recording fees will be collected by your county recorder in connection with a prepayment or discharge of the assessment. These fees generally range between $95
and $125, but are subject to change in subsequent years, depending upon the county where the Property is located. The Program does not determine or guarantee
the amount of the fees, which may exceed this estimate. Please contact your local county recorder for more information.

ID#: CA03700000

CA PACE Financing Estimate Disclosure Form — December 2017
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Financing Estimate and Disclosure

16409 W. Bernardo Drive, San Diego, CA, 92127 Save this Financing Estimate and Disclosure to compare with your Final Payment Summary.

FINANCING PROVIDER

EMAIL
PHONE

Renovate America: HERO Program
info@heroprogram.com
(855) HERO-411

Home Sale or
Refinancing

I understand that | may be required to pay off the remaining balance of this obligation by the
mortgage lender refinancing my home. If | sell my home, the buyer or their mortgage lender
may require me to pay off the balance of this obligation as a condition of sale. PO INITIAL

Tax Payments
and Monthly
Mortgage
Payments

Your payments will be added to your property tax bill. Whether you pay your property taxes

through your mortgage payment, using an impound account, or if you pay them directly to the

tax collector, you will need to save an estimated $1,698.86 for your first tax installment. If you

pay your property taxes through an impound account, you should notify your mortgage

lender, so that your monthly mortgage payment can be adjusted by your mortgage lender to

cover your increased property tax bill. PO INITIAL

Tax Benefits

Consult your tax advisor regarding potential tax credits, credits and deductions, tax
deductibility, and other tax benefits available for the HERO Program. Making an appropriate
application for the benefit is your responsibility. PO INITIAL

If your property tax payment is late, the amount due will be subject to a 10% penalty, late

iza::ltt:: fees, and 1.5% per month interest penalty as established by state law and your property may
be subject to foreclosure. PO INITIAL
You, the property owner, may cancel the contract at any time on or before midnight on the
third business day after the date of the transaction to enter into the agreement without any
penalty or obligation.
To cancel this transaction, you may mail or deliver a signed and dated copy of the contract
with notice of cancellation to:
;:":tetgay HERO Program
Cagncel 16409 W. Bernardo Drive
San Diego, CA, 92127
You may also cancel the contract by sending notification of cancellation by email to the email
address cancellations@heroprogram.com or by calling 855-HERO-411 (855-437-6411).
In addition to this three day right to cancel, you may choose not to proceed with your HERO
financing at any time prior to signing the Completion Certificate. PO INITIAL
| understand that any utility bill savings | might experience as a result of any installed
Estimated product(s) financed through the HERO Program will depend on my usage, utility rates, and the

Cost Savings

efficiency of such product(s). Any estimated savings are not guaranteed and will not reduce
my assessment payments or my total assessment amount. PO INITIAL

ID#: CA03700000

CA PACE Financing Estimate Disclosure Form — December 2017
PAGE 3 OF 4
© 2017 Renovate America, Inc.



Financing Estimate and Disclosure

16409 W. Bernardo Drive, San Diego, CA, 92127

Confirm Receipt

This confirms the receipt of the information in this form. You do not have to accept this financing just because you acknowledge
that you have received or signed this form, and it is not a contract.

Save this Financing Estimate and Disclosure to compare with your Final Payment Summary.

Joe Smith Date Property Owner 2 Date

Property Owner 3 Date Property Owner 4 Date

|D#: CA03700000 CA PACE Financing Estimate Disclosure Form — December 2017
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HERO Financing Program™ Right to Cancel

P: (855) HERO-411 F: (858)815-6860 E: lacounty@heroprogram.com A: 16409 W. Bernardo Drive
San Diego, CA, 92127

Date: 01/03/2019
Property Owner(s):  Joe Smith
Property Address: 123 Blueberry Ln, Los Angeles, CA 90032

HERO ID: CA03700000
Application Date: 01/03/2019
Expiration Date: 06/22/2019

Your Right to Cancel:
You are entering into a contractual assessment with the County of Los Angeles (LA County) for HERO Financing under the LA HERO
Program (“Program”) that will result in a lien on the property at 123 Blueberry Ln, Los Angeles, CA 90032.

You may cancel this transaction, without cost, on or before midnight on the third business day after whichever of the following events
occurs last:

(1) The date on which you signed the contractual assessment.
(2) The date you received your Financing Estimate and Disclosure.
(3) The date you received this notice of your right to cancel.

If you cancel the transaction, LA County, within 20 calendar days after LA County receives notice of cancellation, must take the steps
necessary to reflect the fact that, if recorded, the lien on your property has been discharged and removed from the tax rolls, and LA
County must return to you any money you have given in connection with your application, not including the application processing fee.
After the Authority has done the things mentioned above, you must return any money paid to you or on your behalf, whether to your
contractor or any other person. All money must be returned to the address below.

If you cancel the transaction:

e You will not be charged a cancellation fee; and
e You will be refunded any money you have given, excluding application and processing fees as applicable.

Acknowledgement of Receipt
I/We hereby acknowledge reading and receiving a complete copy of this Notice of Right to Cancel.
[=]3[=]

Joe Smith Date Property Owner 2 Date

Property Owner 3 Date Property Owner 4 Date

How to Cancel

To cancel this transaction, you may submit this form to LA County in writing at:
Provider: LA HERO Program

ATTN: Right to Cancel Notification

Email: cancellations@heroprogram.com

Fax Number: 858-815-6860

Address: 16409 W. Bernardo Drive

San Diego, CA, 92127

HERO Financing Program Right to Cancel - December 2017
Page 1 of 2
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HERO Financing Program™ Right to Cancel

P: (855) HERO-411 F: (858)815-6860 E: lacounty@heroprogram.com A: 16409 W. Bernardo Drive
San Diego, CA, 92127

Deadline to Cancel:
If you want to cancel this transaction, you must submit this form on or before midnight on the third business day after whichever of the
following events occurs last:

(1) The date on which you signed the contractual assessment.
(2) The date you received your Financing Estimate and Disclosure.
(3) The date you received this notice of your right to cancel.

You may use any written statement that is signed and dated by you and states your intention to cancel, or you may use this notice by
dating and signing below. If you cancel by mail, fax, or email, you must send the notice no later than midnight of the third business day
following the date on which you signed the contractual assessment. If you send or deliver your written notice to cancel some other way,
it must be delivered to the above address no later than the date indicated above.

(1) The date on which you signed the contractual assessment.
(2) The date you received your Financing Estimate and Disclosure.
(3) The date you received this notice of your right to cancel.

| Wish to Cancel

[=]%:[=]

Ot Joe Smith Date Property Owner 2 Date

Property Owner 3 Date Property Owner 4 Date

HERO Financing Program Right to Cancel - December 2017
Page 2 of 2
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HERO Financing Program™ Completion Certificate

P: (855) HERO-411 A: 16409 W. Bernardo Drive, San Diego, CA, 92127 E: herofunding@heroprogram.com
Date: 01/03/2019 HERO ID: CA03700000
Property Owner(s): Joe Smith  Application Date: 01/03/2019
Property Address: 123 Blueberry Ln, Los Angeles, CA90032  Expiration Date: 06/22/2019

Completion Certificate Instructions

AFTER all work has been completed, the contractor and one of the property owners must sign this Completion Certificate. This Completion
Certificate and attachments that may be required must then be submitted to the Program. The Program will then approve the Completion
Certificate and process payment.

The Program may require the submission of the following:

o  Afully executed home improvement contract, including all pages and addendums from all contractor(s), a product invoice(s) if self-
installed

e  Product related attachments, if applicable (see Product Details below)

e Initial or final permit(s), as applicable

e  Copy of the contractor’s business license for this jurisdiction if one or more products did not require a building permit

Contractor
Company Name: Jaime's Contractor Services Phone: (555) 555-5555
CSLB No: XXXXXXX Address: 456 Peach Ln, Los Angeles, CA 90032

Payment Instructions:

On file and can be updated from within the contractor portal or if payment is to be made to the Payment Designee as
set forth in the Payment Designee section below.

The undersigned representative of the contractor hereby certifies that:

1.
2.

I am an authorized representative of the contractor listed above and am thereby duly authorized to execute this Certificate of Completion;
The contractor listed above has completed the installation of the products set forth in the Installed HERO Product Details section below on
the property listed above;

| have no reason to believe that the products installed on the property are not complete to the satisfaction of the property owner;

The Total Requested Product Amount will be used solely to pay for the installation of products set forth in the Installed HERO Product Details
section below;

The property owner(s) signed this Completion Certificate after the installation of the products and it has no reason to believe that any
signature on this Certificate is not genuine;

The company listed above has the correct licensing/classifications from the Contractor State Licensing Board to install the products listed on
this Completion Certificate;

The contractor has provided all attachments that may be required with this Completion Certificate and the attached documents are true and
correct copies thereof;

The contractor hereby transfers and assigns its right to receive HERO Funding to the Payment Designee for the Total Approved Financing
Amount for this Completion Certificate if the instructions below indicate that payment should be paid to the Payment Designee; and

The contractor hereby transfers and assigns its rights to Program Fund Moneys to Renovate America, Inc. or its affiliates.

Authorized Contractor Representative Signature Date Printed Name

HERO Funding Amount to be paid: Payment Designee:

\:’ Contractor

\:’ Property Owner
\:’ Payment Designee

Company Name:

Contact Name:

Phone:

Address:

HERO Financing Program Completion Certificate — April 2018
Page 1of3
© 2018 Renovate America, Inc.



Installed HERO Product Details

Heating, Cooling & Ventilation — Air Conditioners

Product Category Type: Heating, Cooling & Ventilation — Air
Conditioners

AHRI Number: <number>

Trade/Brand: <brand>

Outdoor Unit Manufacturer: <manufacturer>

Outdoor Unit Model: <model>
Indoor Unit Manufacturer: <manufacturer>
Indoor Unit Model: <model>
Furnace Model: <model>

Cooling Capacity (BTUh): <units>

SEER: <seer number>
EER: <eer number>
Quantity: <quantity>

Programmable Thermostat: Yes

HERO Financing Program™ Completion Certificate
Smith
CA03700000

| agree the products listed above have been installed and the work is complete. | agree that payments

should be made for the products and labor.

Property Owner Initial

HERO Financing Program Completion Certificate — April 2018
Page 2 of 3
© 2018 Renovate America, Inc.



HERO Financing Program™ Completion Certificate

Smith

CA03700000
Property Owner
HERO Products Installed
1 | Heating, Cooling & Ventilation — Air Conditioners
Total Requested Product Amount $10,000.00
HERO Program administration costs and recording fees! $809.00
Interest before first payment? $581.52
TOTAL AMOUNT TO BE FINANCED FOR THIS PROJECT3 $11,390.52
HERO Payment to Contractor (HERO pays to contractor or other payee upon project funding)* $10,000.00

1.  Program costs to provide financing for your improvement. These costs include municipal bond issuance costs and the cost of processing your paperwork.
It also includes the fees paid to the county to record and process the financing documents.

2. Thisis the interest accrued from your estimated closing date to September 2" of the year in which you make your first assessment payment, in
accordance with the Improvement Bond Act of 1915.

3. Allamounts are estimates based on a project expiration date of 06/22/2019. Actual amounts will be calculated based on the actual project completion
date, and will be listed on the Final Payment Summary.

4. In connection with this transaction, Renovate America, Inc. may require that your contractor pay Renovate America, Inc. a fee. This fee may be deducted
from the amount to be paid to your contractor. Your contractor hasagreed not to charge you a different amount for a home improvement project if you
finance that project through the program instead of paying for the project with cash.

IMPORTANT NOTICE: PLEASE DO NOT SIGN THIS DOCUMENT UNTIL THE WORK IS COMPLETE
I, the undersigned, certify that:

1. Iam authorized to execute this certificate on behalf of all of the property owners.

2. The products identified in the Install HERO Product Details above are the products installed on my property, which is identified on the cover
page hereof, and are completed to the satisfaction of all property owners;

3. lunderstand that the selection of the contractor and acceptance of the materials used and the work performed is my responsibility and that
the HERO Program, County of Los Angeles, and/or Renovate America, Inc. do not endorse any contractor or any other person involved with
the products, the design of the products, or warrant the economic value, energy savings, safety, durability or reliability of the products;

4. |understand that the HERO Program has the right to inspect any installed products listed on this Completion Certificate;

5. The Total Requested Product Amount will be used solely to pay for the installation of products set forth in the Installed HERO Product Details
section above;

6. | have obtained, or will obtain, all necessary final permits and/or inspections required in my jurisdiction;

7. | hereby transfer and assign my right to HERO Funding to the Contractor and/or Payment Designee for the Total Approved Financing Amount
for this Completion Certificate if | indicated that payment should be paid to the Contractor and/or Payment Designee above;

8. | hereby transfer and assign my right to Program Fund Moneys to Renovate America, Inc. or its affiliates; and

9. I have the authority to make all certifications and sign this Completion Certificate for and on behalf of all other Property Owners.

Joe Smith Date

HERO Financing Program Completion Certificate — April 2018
Page 3 of 3
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Exhibit 2

California HERO Program
ASSESSMENT CONTRACT
(RESIDENTIAL)

This Assessment Contract (this "Contract") is made and entered into as of this 8th day of
November, 2014, by and between the Western Riverside Council of Gavernments, a joint exercise of
powers authority (the “Authority"), and the record owner(s), I (the "Property Owner"), of the
fee title to the real property identified on Exhibit A (the "Property”).

RECITALS

WHEREAS, the Authority is a joint exercise of powers authority the members of which include
numerous cities and counties in the State of Califomia; and

WHEREAS, the Authority has established the California HERO Program (the "HERO Program")
to allow the financing of certain renewable energy, energy efficiency and water efficiency improvements
and electric vehicle charging infrastructure that are permanently fixed to real property (the "Authorized
Improvements") through the levy of contractual assessments pursuant to Chapter 29 of Division 7 of the
California Streets & Highways Code ("Chapter 29") and the issuance of improvement bonds under the
Improvement Bond Act of 1915 (California Streets and Highways Code Sections 8500 and following) (the
"1915 Act") upon the security of the unpaid contractual assessments; and

WHEREAS, Chapter 29 provides that assessments may be levied under its provisions only with
the free and willing consent of the owner of each (ot or parcel on which an assessment is levied at the
time the assessment is levied pursuant to a contract between the property owner and the public agency;
and

WHEREAS, the Authority has conducted the proceedings required by Chapter 29 with respect to
the territory within the boundaries of the City or County identified in Exhibit A and which has elected to
participate in the HERO Program (the "Participating Entity"); and

WHEREAS, the Propenty is located in the boundaries of the Participating Entity, and the
Participating Entity has consented to (i) owners of property within its jurisdiction (the "Participating
Property Owners") participating in the HERO Program and (ii) the Authority conducting assessment
proceedings under Chapter 29 and issuing bonds under the 1915 Act to finance the Authorized
Improvements; and

WHEREAS, pursuant to Chapter 29, the Authority and the Property Owner wish to enter into a
contract pursuant to which the Property Owner would agree to pay an assessment in order to finance the
installation on the Property of the Authorized Improvements described in Exhibit A (the "Improvements”)
and the Authority would agree to provide financing, all on the terms set forth in this Contract;

NOW, THEREFORE, in consideration of the foregoing and the material covenants hereinafter
contained, the Property Owner and the Authority formally covenant, agree and bind themselves and their
successors and assigns as follows;



Exhibit 3
]

NOTICE OF ASSESSMENT

FECORDING EEQUESTED BY AND

WHEN REECOEDED MATL TOr
Secretary to Executive Conunrties

Western FErverside Commetl of Govermments
4080 Lamon Street, 3rd Floor. BIS1032
Fivarside, CA& S2301-3609

SPACE ABOVE THIE LINE RESERVED FOE. EECORDEFRS UEE
{Fecorded Pursuant to California Streets & Highways Code section 5§98 31)

NOTICE OF ASSESSMENT

WESTERN RIVERSIDE COUNCIL OF GOVERNMENTS
LIMITED OBLIGATION IMPROVEMENT BONDS
(ENERGY EFFICIENCY AND WATER CONSERVATION PROGRAM FOR
WESTEEN EIVERESIDE COUNTY)

On January 12, 2011, the Executive Committes of the Western Fiverside Council of
Governments (“WECOG™), County of Biverside, State of California, adopted itz Fesolution INo.
07-11 (the “Fesclution™) whereby the Executive Comunittes approved a report (the “Program
Feport”™) prepared by the Executive Director, in accordance with Section 5898.22 of Chapter 29
of Part 3 of Division 7 of the California Streets and Highways Code (“Chapter 297, established
the WE.COG Energy Efficiency and Water Conzervation Program for Western Fiverside County
(the “Program™) to be implemented as provided in the Program Report, confirmed that voluntarsy
contractual aszeszsments may be levied against parcels within the jurizdictions of the member
agencies of WECOG participating in the Program (the “Program Area™) within the parameters of
the Program Beport to finance certain distributed generation renewable energy sources, energy or
water efficiency improvements, or electrical wehicle charging infrastructure  (the
“Improvements™).

Pursvant to the requirements of Sections 3898 32 of the Streetz and Highways Code, the
undersigned Secretary of the Executive Committese of WERCOG, at the direction of such
Executive Committee, HEEEBY GIVES NOTICE that pursuant to Chapter 29, the Fesclution,
and the Program Eeport, as initially approved and az amended to date, WERCOG and the record
owner(s) (the “Fecord Owners™) of the real property described on Exhibit A7 to this MNotice,
attached hereto and incorporated herein by reference (the “Property™) have entered inte an
aszessment contract with WRCOOG (the “Assessment Contract™), a copy of which is contained in
Exhibit “B” to this WNotice, attached and mcorpeorated herein by this reference. Pursuant to the
Azzessment Contract, WECOG 1s makines a disbursement in the principal amount of 5 (the
“Dizburzement™) to the Record Owmners of the Property to finance the acquisition and installation
and/or constuction on the Property of the Improvements identified in the Assezzment Contract.
Pursuant to the Assessment Contract, the Eecord Chaners agree that the Property is subject to an
azzessment levied against the Property purzvant to Chapter 29 in the principal amount of the
Dizbursement. az provided in the Assezsment Contract, together with fees and interest thereon,
for a total Asseszsment in the amount of % (the “Assessment™) as set forth in the payment
schedule cn Exhibit “B” to the Assessment Contract. In addition, so long as the Aszsessment is
unpaid, the Becord Owners agres that the Property is subject to an anmual

_1-
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adminiztrative azsessment levied against the Property to pay costs of WECOG which rezult from
the administration and collection of the Aszessment and from the admimstration or registration
of any associated bonds or other financing arrangement, as described in the Program Peport, and
from the administration of any reserve fund and other related fonds (the “Annual Administrative
Aszzessment™). The Annual Administrative Assessment shall not exceed the amount authorized
pursuant to the HERO Eesidential Program Handbool:,

WOTICE I3 FUETHEE. GIVEN that upon the recording of thiz notice in the office of the
County Eecorder, the Assessment shall become a lien upon the Property. In addition, the Annual
Administrative Asgeszment zhall become a lien upon the Property at the same time as property
taxes upon the Property become a lien each year.

Dated:

Western Fiverside Council of Governments
Program Administrator

By

Anthorized Officer
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EXHIBIT “A"

IDENTIFICATION OF PROPERTY OWNERS AND PROPERTY DESCRIPTION
Owner(s) Names:

Address:

APN(s):

County:

Legal Description:

249
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Exhibit E

PAYMENT OF CONTRACTUAL ASSESSMENT REQUIRED

RECORDING REQUESTED BY &
WHEN RECORDED RETURN TO:

Secretary to Executive Committee

Western Riverside Council of Governments
4080 Lemon Street, 3rd Floor. MS1032
Riverside, CA 92501-3609

PAYMENT OF CONTRACTUAL ASSESSMENT REQUIRED

Pursuant to the requirements of Chapter 29 of Part 3 of Division 7 of the California Streets and
Highways Code, as amended, commencing with Section 5898.10 (the “Act”), including without
limitation Section 5898.24(d) of the Act, and in furtherance of Section 1102.6b of the California Civil
Code, Western Riverside Council of Governments (“WRCOG”) hereby provides notice of the levy
and collection by WRCOG of a contractual assessment under the WRCOG Energy Efficiency and
Water Conservation Program for Western Riverside County (the “Program”), established and
authorized pursuant to the Act. Pursuant to the Act and the Program, WRCOG and the current
owner(s) described below (the “Owners”) of the real property (the “Property”) described herein have
entered into that certain assessment contract entitled, “Assessment Contract,” dated as of, by and
between WRCOG and the Owners (the “Assessment Contract”). Pursuant to the Assessment
Contract and the Act, the Owners have requested and voluntarily agreed to WRCOG'’s imposition of
a contractual assessment against the Property (the “Contractual Assessment”), which is generally
collected by the County of Riverside, on behalf of WRCOG, through the consolidated property tax
bill.

Current Owner(s):

Legal Description of Property and Assessor’s Parcel Number: See Exhibit “A” attached hereto.

Annual Amount of Contractual Assessment: See Exhibit “B” attached hereto.

Expiration of the Contractual Assessment: The date upon which the Contractual Assessment
and all accrued interest thereon, together with any applicable penalties, costs, fees and other
charges, have been paid.

Purpose for Which Funds Will Be Used: The funds from the Contractual Assessment will finance
the acquisition and construction and/or installation on the Property of the renewable energy
system(s), energy efficiency and/or water efficiency improvement(s) that are permanently affixed to
the Property and identified in the Assessment Contract (the “Work”).

Contact Information: The specific contact information for WRCOG and more information regarding
the Contractual Assessment may be obtained from the Program Manager at 4080 Lemon Street,
3rd Floor, Riverside, California (address), tel: (951)955-7985.

Dated: Western Riverside Council of Governments
Program Administrator
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By: Authorized Officer
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Exhibit F

CoMBINED NOTICE OF ASSESSMENT AND
PAYMENT OF CONTRACTUAL ASSESSMENT REQUIRED

RECORDING REQUESTED BY AND

WHEN RECORDED MAIL TO
Secretary to Executive Committee
Western Riverside Council of
Governments 4080 Lemon Street,
3rd Floor. MS1032 Riverside, CA

92501-3609

SPACE ABOVE THIS LINE RESERVED FOR RECORDER'’S USE

(This is a voluntary contractual assessment lien pursuant to Streets & Highways Code
8§5868.31 and recorded pursuant to Sts. & Hy. Code §5898.32 and is not subject to recorder
fees per Gov't Code §27387)

NOTICE OF ASSESSMENT
AND
PAYMENT OF CONTRACTUAL ASSESSMENT REQUIRED

WESTERN RIVERSIDE COUNCIL OF GOVERNMENTS LIMITED
OBLIGATION IMPROVEMENT BONDS (CALIFORNIA HERO PROGRAM)

Pursuant to the requirements of Chapter 29 of Part 3 of Division 7 of the California Streets and
Highways Code, as amended, commencing with Section 5898.10 (the “Act”), including without
limitation Sections 5898.24(d) and 5898.32 of the Act, and in furtherance of Section 1102.6b of the
California Civil Code, Western Riverside Council of Governments (“WRCOG”), County of
Riverside, State of California, hereby provides notice of the levy and collection by WRCOG of a
contractual assessment under the WRCOG California HERO Program (the “Program”), established
and authorized pursuant to the Act.

The Executive Committee of the WRCOG approved a report (the “Program Report”) prepared by
the Executive Director, in accordance with Section 5898.22 of the Act, established the Program to
be implemented as provided in the Program Report, confirmed that voluntary contractual
assessments may be levied against parcels within the jurisdictions of the member agencies of
WRCOG participating in the Program (the “Program Area”) within the parameters of the Program
Report to finance certain distributed generation renewable energy sources, energy or water
efficiency improvements, or electrical vehicle charging infrastructure (the “Improvements”).

Pursuant to the requirements of Sections 5898.24(d) and 5898.32 of the Streets and Highways
Code, the undersigned Secretary of the Executive Committee of WRCOG, at the direction of such
Executive Committee, HEREBY GIVES NOTICE that pursuant to Chapter 29, the Resolution, and
the Program Report, as initially approved and as amended to date, that:
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1. Record Owners and Legal Description of Property. WRCOG and John Smith, the
record owner(s) (the “Record Owners”) of the real property described on Exhibit “A” to this

Notice, attached hereto and incorporated herein by reference (the “Property”) have entered
into an assessment contract with WRCOG (the “Assessment Contract”), a copy of which is
contained in Exhibit “C” to this Notice, attached and incorporated herein by this reference.
Pursuant to the Assessment Contract and the Act, the R ec or d Owners have requested and
voluntarily agreed to WRCOG's imposition of a contractual assessment against the Property (the
“Contractual Assessment”), which is generally collected by the County of , on behalf of
WRCOG, through the consolidated property tax bill.

2. Purpose for Which Funds Will Be Used. The funds from the Contractual Assessment will
finance the acquisition and construction and/or installation on the Property of the renewable energy
system(s), energy efficiency and/or water efficiency improvement(s) that are permanently affixed
to the Property and identified in the Assessment Contract.

3. Total and Annual Amount of Contractual Assessment. Pursuant to the Assessment
Contract, WRCOG is making a disbursement in the principal amount  of $ . (the
“Disbursement”) to the Record Owners of the Property to finance the acquisition and installation
and/or construction on the Property of the Improvements identified in the Assessment Contract.
Pursuant to the Assessment Contract, the Record Owners agree that the Property is subject to an
assessment levied against the Property pursuant to Chapter 29 in the principal amount of the
Disbursement, as provided in the Assessment Contract, together with fees and capitalized interest
thereon, for a total Contractual Assessment in the amount of $ . as set forth in the
payment schedule on Exhibit “B” attached hereto.

4, Expiration of the Contractual Assessment. So long as the Assessment is unpaid, the
Record Owners agree that the Property is subject to an annual administrative assessment levied
against the Property to pay costs of WRCOG which result from the administration and collection of
the Assessment and from the administration or registration of any associated bonds or other
financing arrangement, as described in the Program Report, and from the administration of any
reserve fund and other related funds (the “Annual Administrative Assessment”). The Annual
Administrative Assessment shall not exceed the amount authorized pursuant to the HERO
Residential Program Handbook.

NOTICE IS FURTHER GIVEN that upon the recording of this notice in the office of the County
Recorder, the Assessment shall become a lien upon the Property. In addition, the Annual
Administrative Assessment shall become a lien upon the Property at the same time as property
taxes upon the Property become a lien each year.

The specific contact information for WRCOG and more information regarding the Contractual
Assessment may be obtained from the Program Manager at 4080 Lemon Street, 3rd Floor,
Riverside, California (address), tel: (951) 955-7985.

Date of Assessment: 10/17/2014

Western Riverside Council of Governments Program Administrator
By:
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Authorized Officer
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EXHIBIT “A”

IDENTIFICATION OF PROPERTY OWNERS AND PROPERTY DESCRIPTION

Record Owner(s) Names: John
Smith

Address: 4141 Capital St, San Diego, CA 92115

APN(s): 123123124

County: San Diego

Legal Description:

THE FOLLOWING DESCRIBED REAL PROPERTY IN THE CITY OF SAN DIEGO, COUNTYOF SAN
DIEGO, STATE OF CALIFORNIA:LOT 77, PARK VISTA UNIT NO. 2, IN THE COUNTY OF SAN DIEGO,

STATE OFCALIFORNIA, ACCORDING TO MAP THEREOF NO. 2900, FILED IN THE OFFICE OFTHE
COUNTY RECORDER OF SAID SAN DIEGO COUNTY, AUGUST 20, 1952.
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EXHIBIT “B”
SCHEDULE OF ANNUAL ASSESSMENT INSTALLMENTS, INCLUDING PRINCIPAL, INTEREST AND
THE ANNUAL ASSESSMENT ADMINISTRATIVE FEE

Current Annual Total A |
Total Principal Assessment otal Annua

Administrative Assessment
and Interest Installment

Fee**

Tax Year Principal Interest

2015-2016
2016-2017
2017-2018
2018-2019
2019-2020
2020-2021
2021-2022
2022-2023
2023-2024
2024-2025

**Subject to increase pursuant to the Assessment Contract.
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EXHIBIT “C”
ASSESSMENT CONTRACT
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Exhibit 4

PACEFUNDING PROGRAM
ADMINISTRATION AGREEMENT
1. PARTIES AND DATE.

This PACEfunding Program Administration Agreement is made and entered into as of
, 2017, by and between the Western Riverside Council of Governments, a
California public agency (“WRCOG”) and PACE Funding Group LLC, a California limited
liability corporation (“PACEfunding”). WRCOG and PACEfunding are sometimes individually
referred to as a “Party” and collectively as the “Parties.” This agreement may be referred to herein
as the “Administration Agreement” or the “Agreement.”

2. RECITALS.

2.1  The Executive Committee of WRCOG (the “Executive Committee”) has
established a property assessed clean energy (“PACE”) program designated as the Energy
Efficiency and Water Conservation Program for Western Riverside County (the “WRCOG
Program” or “Program”) pursuant to the provisions of Chapter 29 of Part 3, Division 7 of the
California Streets and Highways Code (commencing at Section 5898.12) (“Chapter 297), the
Joint Powers Agreement of WRCOG originally made and entered into April 1, 1991, as
further amended to date (as amended, the “JPA”), and separate Implementation Agreements
entered into pursuant to the JPA by and between WRCOG and its member agencies that
elected to participate in the WRCOG Program (the “Member Agencies”), to assist owners of
commercial properties (the “Commercial Properties”) or residential properties (“Residential
Properties”) within the jurisdictional boundaries of such Member Agencies to finance the cost
of installation of distributed generation renewable energy sources or energy efficiency or
water conservation improvements or electric vehicle charging infrastructure (the “Eligible
Products”) that are permanently fixed to the properties of such owners.

2.2 Asapart of such proceedings, the Executive Committee initially approved and
has subsequently amended a report prepared pursuant to and addressing all of the matters set
forth in Streets and Highways Code Section 5898.22 and 5898.23 (as amended, the “Program
Report”), including a map showing the boundaries of the territory within which the voluntary
contractual assessments may be offered (the “WRCOG Program Area”), a form of contract
specifying the terms and conditions that would be agreed to by an owner of property within
such boundaries and WRCOG (each, a “WRCOG PACE Program Assessment Contract”), a
statement of policies of WRCOG concerning such voluntary contractual assessments and a
plan for raising a capital amount required to pay for the work performed pursuant to the
voluntary contractual assessments.

2.3 As a further part of such proceedings, the Executive Committee provided that
one or more series of limited obligation improvement bonds would be issued under the Bond
Act of 1915, being Division 10 of the Streets & Highways Code of the State of California (the
“1915 Bond Act”) or other financing relationships would be entered for the purpose of
financing the installation of Eligible Products.
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2.4  Asa part of such proceedings, the Executive Committee provided that one or
more Series of Bonds would be issued under the 1915 Bond Act or other financing
relationships would be entered for the purpose of financing the installation of Eligible
Products.

2.5  Additionally, the Executive Committee WRCOG authorized PACEfunding to
administer and finance a separate program (the “PACEfunding Program”) to finance the
installation of Eligible Improvements on Residential Properties and Commercial Properties within
the WRCOG Program Area.

26  WRCOG and PACEfunding now desire and intend to enter into this agreement
pursuant to which PACEfunding shall provide administrative services for the PACEfunding
Program (the “Administration Agreement”) and a Master Bond Purchase Agreement (the “Master
BPA”) to provide for and establish the terms and conditions pursuant to which WRCOG will sell
to PACEfunding and PACEfunding shall purchase from WRCOG the limited obligation
improvement bonds issued by WRCOG (the “Bonds™) to finance the installation of Eligible
Improvements on Residential Properties and Commercial Properties the owners of which elect to
participate in one of the PACEfunding Program.

2.7  The Parties hereto desire and that this Administration Agreement and this Master
BPA taken together represent the operating relationship between the parties pertaining to the
PACEfunding Program.

3. THE PURPOSE OF THE AGREEMENT.

WRCOG and PACEfunding desire to enter into the Agreement to establish the terms and
conditions pursuant to which PACEfunding shall provide administration services to WRCOG for
both the PACEfunding Program for Commercial Properties participating in such programs (the
“Program Administration Services”) as set forth in Exhibit B attached hereto and incorporated
herein by this reference. In respect to such services, PACEfunding desires to perform and assume
responsibility for the provision of such Program Administration Services on the terms and
conditions set forth in this Agreement. PACEfunding represents that it is legally qualified to
provide such Program Administration Services, and has or will obtain all necessary licenses and
authorizations from the State of California and any agency of the federal government with the
authority to regulate the provision of such Program Administration Services. The Parties intend
that terms and conditions providing for the purchase of the limited obligation improvement bonds
to be issued by WRCOG to finance the installation of Eligible Products on Commercial Properties
and Residential Properties located within the Program Areas shall be incorporated in the Master
BPA to be entered into between the Parties concurrently with this Agreement.

WRCOG desires to engage PACEfunding to render such Program Administration Services
as set forth in and pursuant to the terms and conditions of this Agreement.
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4. TERMS.
4.1  Scope of Program Administration Services and Term of Agreement.

4.1.1 General Scope of Program Administration Services. PACEfunding
promises and agrees to provide Program Administration Services and to furnish financing
necessary to provide labor, materials, tools, equipment, services, and incidental and customary
work necessary to fully and adequately implement the provision of the Program Administration
Services. All Program Administration Services shall be subject to, and performed in accordance
with, this Agreement, the exhibits attached hereto and incorporated herein by reference, and all
applicable local, state and federal laws, rules and regulations.

In the event that the Program Administration Services conflict with the Program
Report, the provisions of the Program Report shall prevail; provided that any changes to the
Program Report subsequent to the date hereof, shall be provided to PACEfunding and
PACEfunding shall expressly acknowledge and agree to any such changes before they shall be
deemed to control pursuant to this Section 4.1.1.

4.1.2 Term. The initial term of this Agreement shall commence on October 2,
2017 and shall terminate on December 31, 2019 and shall automatically extend for an additional
year at the end of each succeeding year provided PACEfunding has at all times performed pursuant
to and is in compliance with the terms and conditions of this Agreement or, unless earlier
terminated as provided herein.

4.2 Responsibilities of PACEfunding and WRCOG.

4.2.1 Control and Payment of Subordinates; Independent Contractor and Other
Costs. The Program Administration Services shall be performed by PACEfunding or one of its
affiliates, provided that PACEfunding may delegate to a third party services provider its duties and
obligations with respect to the Program Administration Services upon obtaining the written
consent of WRCOG, provided that (a) any such delegation by PACEfunding shall not relieve
PACEfunding of the duties or obligations so delegated and (b) PACEfunding remain liable for the
activities of such affiliate or third party service provider to whom PACEfunding delegates any
such duties or obligations, provided further however, in any case, PACEfunding may use third
party services providers to perform support services. PACEfunding will determine the means,
methods and details of performing the Program Administration Services subject to the
requirements of this Agreement. WRCOG retains PACEfunding on an independent contractor
basis and not as an employee. Any personnel performing Program Administration Services under
this Agreement on behalf of PACEfunding shall not be employees of WRCOG and shall at all
times be under PACEfunding’s exclusive direction and control. PACEfunding shall pay all wages,
salaries, and other amounts due such personnel in connection with their performance of Program
Administration Services under this Agreement and as required by law. PACEfunding shall be
responsible for all reports and obligations respecting such personnel, including, but not limited to:
social security taxes, income tax withholding, unemployment insurance, disability insurance, and
workers compensation insurance.
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4.2.2 Rights to provide Program Administration Services to other entities and
limitations thereon.

(@) PACEfunding shall market the PACEfunding Program to cities
within the WRCOG Program Area and the County of Riverside (the “County”) only on behalf of
WRCOG.

(b) PACEfunding hereby acknowledges that WRCOG has appointed
and may, in its sole discretion, appoint additional administrators for the WRCOG Program.

(c) WRCOG hereby acknowledges that PACEfunding has entered into
a professional services agreement dated September 10, 2015 (the “CSCDA Agreement”) with the
California Statewide Communities Development Authority (“CSCDA”) to provide program
administration services to a competing PACE program.

(d) PACEfunding may continue to provide administrative services to
CSCDA outside of the WRCOG Program Area. In the event PACEfunding is required to originate
assessment contracts through CSCDA for any Member Agency pursuant to the terms of the
CSCDA Agreement or any consent obtained thereof, PACEfunding shall immediately cease
originating assessment contracts until such time PACEfunding has obtained approval to originate
assessment contracts through CSCDA from the governing board of the Member Agency at a
special or regular meeting of such governing board.

(e) Additionally, PACEfunding may enter into agreements to provide
administrative services to other PACE programs within WRCOG'’s jurisdiction (each an “Other
Issuer”); provided, however, PACEfunding must (a) obtain prior written consent of WRCOG and
(b) any term of such agreement shall not limit PACEfunding’s ability to originate WRCOG PACE
Assessment Contracts through the WRCOG Program.

0 If a city or county currently part of the WRCOG Program requests,
of its own accord, PACEfunding to provide services similar to Program Administration Services
for such city or county through an Other Issuer, PACEfunding shall have the right, but not the
obligation, to perform such services in such city, county or portion thereof for such Other Issuer;
provided that (i) PACEfunding shall provide WRCOG with prior notice of such a request, (ii)
WRCOG shall have the right to meet with such city or the County to discuss such request any time
within 30 days of such notice and (iii) PACEfunding shall use commercially reasonable efforts to
facilitate and attend such meetings, provided that such right of WRCOG to have such meeting
shall not impair PACEfunding’s efforts to provide the requested services to a city or county 30
days after notice to WRCOG.

4.2.3 Schedule of Responsibilities. PACEfunding shall perform Program
Administration Services and WRCOG shall perform the WRCOG Responsibilities (defined in
4.2.3 below) upon and pursuant to a Schedule of Responsibilities to be agreed upon by the
WRCOG Representative (defined in 4.2.7 below) and the PACEfunding Representative (defined
in 4.2.8 below) which Schedule of Responsibilities shall be executed by both the WRCOG
Representative and PACEfunding Representative indicating the approval and acceptance of such
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schedule and the incorporation of such schedule into this Agreement, shall thereafter be attached
to this Agreement as Exhibit C hereto and shall thereafter be incorporated herein by this reference.
PACEfunding represents that it has the professional and technical personnel and financial
resources required to perform Program Administration Services in conformance hereto. WRCOG
represents that it has the professional personnel and financial resources required to perform the
WRCOG Responsibilities in conformance hereto.

424 WRCOG Responsibilities. In order to facilitate PACEfunding’s
performance of Program Administration Services, WRCOG shall respond to PACEfunding’s
requests and submittals as set forth in the Schedule of Responsibilities, or otherwise is a prompt
and timely manner including reviewing, approving, acting upon and/or executing documents listed
in the Schedule of Responsibilities.

4.25 Compensation for Performance of Program Administration Services.
Except as set forth in the Schedule of Responsibilities or otherwise agreed to by the Parties,
WRCOG has no responsibility to directly pay PACEfunding and the only payment to
PACEfunding for the provision or the performance of its Program Administration Services shall
be from the proceeds of the Bonds to be issued to finance the Eligible Improvements for a property
participating in one of the PACEfunding Program. PACEfunding will be compensated for its
Program Administration Services performed relating to the administration of the PACEfunding
Program as follows: at the time of the issuance of a Bond or a Series of Bonds to fund Eligible
Improvements for a Residential Property or Commercial Property participating in the
PACEfunding Program, PACEfunding will receive a one-time fee for its Program Administration
Services in the amounts as shall be mutually agreed to by the Parties from time to time and payable
solely from the proceeds of the Bonds. As of the effective date of this Agreement, the Parties
agree that such fee shall be equal to 5.95% of the project cost financed by the Bonds.

4.2.6 Conformance to Applicable Requirements. At the beginning of each
calendar year, PACEfunding shall meet with the WRCOG Representative and other WRCOG
representatives to review and approve PACEfunding’s marketing and customer service plans for
the PACEfunding Program. To the extent there are material changes to the marketing and
customer service plans, PACEfunding shall meet with the WRCOG Representative and other
WRCOG representatives to review and approve the revised marketing and customer service
plans. PACEfunding and WRCOG shall schedule monthly meetings at PACEfunding offices, a
location otherwise mutually agreed to by the Parties or via teleconference, for an update on the
PACEfunding Program.

4.2.7 The WRCOG Representative. WRCOG hereby designates Rick Bishop,
Executive Director, or his or her designee, to act as its representative for the performance of this
Agreement (the “WRCOG Representative”). The WRCOG Representative shall have the power
to act on behalf of WRCOG for all purposes under this Agreement. PACEfunding shall not accept
direction or orders from any person on behalf of WRCOG other than the WRCOG Representative
or his or her designee. The WRCOG Representative shall provide written notice to PACEfunding
of the appointment or the rescission of the appointment of any designee of the WRCOG
Representative hereunder.
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4.2.8 The PACEfunding Representative. PACEfunding hereby designates James
Vergara, Managing Director, or his or her designee, to act as its representative for the performance
of this Agreement (the “PACEfunding Representative”). The PACEfunding Representative shall
have full authority to represent and act on behalf of PACEfunding for all purposes under this
Agreement. The PACEfunding Representative shall supervise and direct Program Administration
Services, using his or her best skill and attention, and shall be responsible for all means, methods,
techniques, sequences and procedures and for the satisfactory coordination of all portions of
Program Administration Services under this Agreement. The PACEfunding Representative shall
provide written notice to the WRCOG Representative of the appointment or the rescission of the
appointment of any designee of the PACEfunding Representative hereunder.

4.2.9 Coordination of Program Administration Services. PACEfunding agrees to
work closely with WRCOG staff and WRCOG’s other consultants engaged to assist WRCOG in
the PACEfunding Program (the “PACEfunding Program Consultants™) in the performance of
Program Administration Services and shall be reasonably available to WRCOG’s staff and the
PACEfunding Program Consultants.

4.2.10 Standard of Care. PACEfunding shall perform all Program Administration
Services under this Agreement in a skillful and competent manner, consistent with the standards
generally recognized as being employed by professionals in the same discipline in the State of
California. PACEfunding represents and maintains that it is skilled in the professional calling and
has the financial resources necessary to perform Program Administration Services. PACEfunding
warrants that all employees and/or agents of PACEfunding shall have sufficient skill and
experience to perform Program Administration Services assigned to them. Finally, PACEfunding
represents that it, its employees and agents have, or will have prior to the performance of Program
Administration Services, all licenses, permits, qualifications and approvals of whatever nature that
are legally required to perform Program Administration Services, and that such licenses and
approvals shall be maintained throughout the term of this Agreement. PACEfunding shall
perform, at its own cost and expense and without reimbursement from WRCOG, any services
necessary to correct errors or omissions which are caused by PACEfunding’s failure to comply
with the standard of care provided for herein.

4.2.11 Laws and Regulations. PACEfunding shall keep itself fully informed of
and in compliance in all material respects with all local, state and federal laws, rules and
regulations in any manner affecting the performance of the PACEfunding Program or Program
Administration Services, including without limitation, all Cal/OSHA requirements and all
applicable federal and state securities laws and regulations, and shall give all notices required by
law. PACEfunding shall be liable for all violations of such laws, rules and regulations in
connection with Program Administration Services. If PACEfunding performs or fails to perform
any work contrary to such laws, rules and regulations, PACEfunding shall be solely responsible
for all costs arising therefrom. PACEfunding shall defend, indemnify and hold WRCOG, its
officials, directors, officers, employees and agents free and harmless, pursuant to the
indemnification provisions of this Agreement, from any claim or liability arising out of any failure
or alleged failure by PACEfunding to comply with such laws, rules or regulations.
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4.3  Accounting Records — Maintenance and Inspection.

PACEfunding shall maintain complete and accurate records, consistent with its records
retention policy, which policy shall be commercially reasonable and shall take into account the
nature and duration of the instruments to be issued in connection with the Programs. All such
records shall be clearly identifiable. PACEfunding shall, during PACEfunding’s standard business
hours and upon at least three (3) business days’ notice, allow a representative of WRCOG during
normal business hours to examine, audit, and make transcripts or copies of such records and any
other documents created pursuant to this Agreement. PACEfunding shall, during PACEfunding’s
standard business hours and upon at least three (3) business days’ notice, allow inspection of all
work, data, documents, proceedings, and activities related to the Agreement. PACEfunding shall
cooperate with WRCOG to facilitate WRCOG’s compliance with its responsibilities under the
California Public Records Act in relation to the Program Administration Services.

4.4 General Provisions.

4.4.1 Grounds for Termination — At Will. Either WRCOG or PACEfunding may, by
written notice to the other party, terminate the whole or any part of this Agreement at any time and
without cause by giving written notice to such party of such termination, and specifying the
effective date thereof, at least ninety (90) days before the effective date of such termination. Upon
termination by WRCOG, PACEfunding shall be compensated only for those services which have
been adequately rendered to WRCOG, and PACEfunding shall be entitled to no further
compensation.

44.1.1 Effect of Termination. Upon notification of termination
PACEfunding shall be required to notify WRCOG of all pending applications for WRCOG
Assessment Contracts to fund Eligible Improvements to be installed on Residential and
Commercial Properties originated by PACEfunding during the course of PACEfunding’s
provision of Program Administrative Services hereunder (each, a “Pending PACEfunding
Program Assessment Contract”) and PACEfunding shall have the right but not the
obligation to close such Pending WRCOG Assessment Contracts subject to the review of
the appropriate documentation by WRCOG. Except in the case previously described upon
termination, PACEfunding shall be compensated in the amount and from the sources set
forth in Section 4.2.4 only for those Program Administration Services which have been
adequately rendered, and PACEfunding shall be entitled to no further compensation. If
this Agreement is terminated as provided in this Section 4.4, WRCOG may require
PACEfunding to provide all finished or unfinished documents and data and other
information of any kind prepared by PACEfunding in connection with the performance of
services under this Agreement. PACEfunding shall be required to provide such document
and other information within fifteen (15) days of the request.

4.4.1.2 Additional Services. In the event this Agreement is terminated in
whole or in part as provided in Section 4.4.1, WRCOG may procure, upon such terms and
in such manner as it may determine appropriate, services similar to those terminated upon
effectiveness of such termination.
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4.4.1 Delivery of Notices. All notices permitted or required under this Agreement
shall be given to the respective Parties at the following address, or at such other address as the
respective parties may provide in writing for this purpose:

PACEfunding: PACEfunding LLC
750 University Avenue, Suite 240
Los Gatos, CA 95032
Attn: Robert Giles, CEO

WRCOG: Western Riverside Council of Governments
4080 Lemon Street, 3rd Floor, MS 1032
Riverside, CA 92373
Attn: Rick Bishop
Facsimile: (951) 787-7991

With copy to: Best Best & Krieger LLP
3390 University Avenue, 5th Floor
Riverside, CA 92502
Attn: Steven DeBaun, Esqg., General Counsel, WRCOG
Facsimile: (951) 686-3083

Such notice shall be deemed made when personally delivered or when mailed, forty-eight
(48) hours after deposit in the U.S. Mail, first class postage prepaid and addressed to the Party at
its applicable address. Actual notice shall be deemed adequate notice on the date actual notice
occurred, regardless of the method of service.

4.4.2 Confidentiality, Intellectual Property and Data Compilation.

(@) Confidentiality. Except as otherwise set forth in this Agreement, all
ideas, memoranda, specifications, plans, procedures, drawings, descriptions, computer program
data, input record data, written information, and other documents and data provided by either Party
to the other Party (including any copies or manuscripts of such information produced by a Party
pursuant to this Agreement) or otherwise including any financial structure and financing approach
of PACEfunding Program in connection with the performance of this Agreement shall be held
confidential by the other Party. Nothing furnished to either Party which is otherwise known to the
receiving Party prior to such disclosure or is generally known, or has become known, to the related
industry not in violation of this Agreement, shall be deemed confidential. PACEfunding shall not
use WRCOG’s name or insignia in any magazine, trade paper, newspaper, television or radio
production or other similar medium without the prior written consent of WRCOG.
Notwithstanding the above, any documents prepared for the PACEfunding Program that
PACEfunding explicitly identifies in writing as intended to be provided to the public shall not be
subject to the limitations of this Section 4.4.3.

(b) Intellectual Property. WRCOG expressly acknowledges and agrees
that any and all computer software and all source code thereof, used or developed by PACEfunding
(“Proprietary Software”) in performing the Services is proprietary to PACEfunding or one of its
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affiliates and PACEfunding and its affiliates, or its or their licensors, shall at all times exclusively
own all rights, title, and interest in such software and Proprietary Software, including all
intellectual property rights contained therein.

(©) Data Compilation. WRCOG acknowledges and agrees that
PACEfunding or its affiliate, or its licensors, will have spent substantial time and effort in
collection and compiling data and information (the “Data Compilations™) in connection with the
Program Administration Services and that such Data Compilations may be used by PACEfunding
(or such licensors) for their own purposes, including, without limitation, sale or distribution to
third parties; provided, however, that PACEfunding will not, and shall ensure that its licensors will
not, sell or distribute any of WRCOG’s confidential information that may be contained in such
Data Compilations, unless such confidential information is used only on an aggregated and
anonymous basis.

4.4.3 Cooperation; Further Acts. The Parties shall fully cooperate with one
another, and shall take any additional acts or sign any additional documents as may be reasonably
necessary, appropriate or convenient to attain the purposes of this Agreement.

4.4.4  Arbitration and Equitable Relief. This Section shall govern the resolution
of all controversies or claims between WRCOG and PACEfunding that arise from this Agreement
and any modifications hereto. The provisions of this Section, and the entitlement of one party to
obtain damages, or other such appropriate legal or equitable remedies, for a breach by the other
party, shall survive termination of this Agreement. Wherever this Agreement makes reference to
any means of resolving and dispute between the Parties or termination of the Agreement, the
Parties agree to follow the below arbitration procedures.

(@) Arbitration. In consideration of rights and obligations set forth by
each party in this Agreement, PACEfunding and WRCOG agree that any and all controversies,
claims, or disputes with anyone (including WRCOG and any employee, officer, director, volunteer
of WRCOG in his, her or its capacity as such or otherwise), whether brought on any individual,
group or class basis, arising out of, relating to, or resulting from PACEfunding’s performance of
the Program Administration Services under this Agreement or the termination of this Agreement,
including any breach of this Agreement by either Party, shall be subject to binding arbitration in
accordance with the Comprehensive Arbitration Rules & Procedures (the “Rules™) of the Judicial
Arbitration and Mediation Services (“JAMS”), as they may be amended from time to time where
not inconsistent with the further provisions hereof. The Parties hereby agree that judgment upon
the award rendered by the arbitrator(s) may be entered in Riverside Superior Court. The Parties
submit to the jurisdiction of the Riverside Superior Court for purposes enforcing any such award
and entering judgment thereon.

(b) Procedure. Appointment of the arbitrator pursuant to this Section
shall be in accordance with the provisions of the Rules, which Rules provide a procedure for the
selection of an arbitrator, or arbitration panel if agreed to by the Parties. PACEfunding and
WRCOG agree that the arbitrator shall have the power to decide any motions brought by any Party
to the arbitration, including motions for summary judgment and/or adjudication, motions to
dismiss and demurrers, and motions for class certification, prior to any arbitration hearing.

20323.00017\30094941.2 9

391



PACEfunding and WRCOG also agree that the arbitrator shall have the power to award any
remedies available under applicable law, and that the arbitrator shall award attorneys’ fees and
costs to the prevailing Party except as prohibited by law. Costs shall be allocated as set forth in
the Rules. PACEfunding and WRCOG agree that the decision of the arbitrator shall be in writing.
The written opinion of the arbitrator or arbitrators, as the case may be, shall be governed by the
Rules. The arbitrator(s) shall have the powers established by JAMS, as delineated in the Rules, but
shall have no authority to revise or vary the terms of this Agreement or the Parties’ respective
rights and obligations hereunder. Except as provided by the Rules and this Agreement, arbitration
shall be the sole, exclusive and final remedy for any dispute between PACEfunding and
WRCOG. Accordingly, except as provided for by the Rules and this Agreement, neither
PACEfunding nor WRCOG will be permitted to pursue court action regarding claims that are
subject to arbitration.

(© Availability of Injunctive Relief. PACEfunding and WRCOG agree
that either PACEfunding or WRCOG may petition a court for provisional relief, including
injunctive relief. PACEfunding and WRCOG understand that any breach or threatened breach of
such an agreement (including this Agreement) will cause irreparable injury and that money
damages will not provide an adequate remedy therefor and both WRCOG and PACEfunding
hereby consent to the issuance of an injunction.

445 Entire Agreement. This Agreement contains the entire Agreement of the
Parties with respect to the subject matter hereof, and supersedes all prior negotiations,
understandings or agreements. However, the Parties acknowledge that the Master Bond Purchase
Agreement executed between the Parties is dated concurrently herewith and contains related
subject matter, which the Parties intend to respect and be bound by.

4.4.6 Governing Law. This Agreement shall be governed by the laws of the State
of California. Venue shall be in Riverside County.

4.4.7 Time of Essence. Time is of the essence for each and every provision of
this Agreement.

4.4.8 Successors and Assigns. This Agreement shall be binding on the successors
and assigns of the Parties.

4.4.9 Assignment or Transfer. PACEfunding shall not assign, hypothecate, or
transfer, either directly or by operation of law, this Agreement or any interest herein without the
prior written consent of WRCOG, provided, however, PACEfunding may assign this Agreement
in connection with a merger or the sale of all or substantially all of its assets provided that the
successor entity expressly assumes all of the obligations and confirms all of the representations
and warranties of PACEfunding hereunder to the extent applicable to such successor or assign.
Any attempt to do so shall be null and void, and any assignees, hypothecates or transferees shall
acquire no right or interest by reason of such attempted assignment, hypothecation or transfer.

4.4.10 Construction; References; Captions. Since the Parties or their agents have
participated fully in the preparation of this Agreement, the language of this Agreement shall be

20323.00017\30094941.2 10

392



construed simply, according to its fair meaning, and not strictly for or against any Party. Any term
referencing time, days or period for performance shall be deemed calendar days and not workdays
unless otherwise noted. All references to PACEfunding include all personnel, employees, agents,
and subcontractors of PACEfunding, except as otherwise specified in this Agreement. All
references to WRCOG include its elected officials, officers, employees, agents, and volunteers
except as otherwise specified in this Agreement. The captions of the various articles and
paragraphs are for convenience and ease of reference only, and do not define, limit, augment, or
describe the scope, content, or intent of this Agreement.

4.4.11 Amendment; Modification. No supplement, modification, or amendment
of this Agreement shall be binding unless executed in writing and signed by both Parties.

4.4.12 Waiver. No waiver of any default shall constitute a waiver of any other
default or breach, whether of the same or other covenant or condition. No waiver, benefit,
privilege, or service voluntarily given or performed by a Party shall give the other Party any
contractual rights by custom, estoppel, or otherwise.

4.4.13 No Third Party Beneficiaries. There are no intended third party
beneficiaries of any right or obligation assumed by the Parties.

4.4.14 Invalidity; Severability. If any portion of this Agreement is declared
invalid, illegal, or otherwise unenforceable by a court of competent jurisdiction, the remaining
provisions shall continue in full force and effect.

4.4.15 Prohibited Interests. PACEfunding maintains and warrants that it has not
employed nor retained any company or person, other than a bona fide employee working solely
for PACEfunding or independent contractors and consultants engaged by PACEfunding to perform
services of the nature of those included on the Schedule of Responsibilities attached hereto to
solicit or secure this Agreement. Further, other than its outside counsel, PACEfunding warrants
that it has not paid nor has it agreed to pay any company or person, other than a bona fide employee
working solely for PACEfunding, any fee, commission, percentage, brokerage fee, gift or other
consideration contingent upon or resulting from the award or making of this Agreement. For
breach or violation of this warranty, WRCOG shall have the right to rescind this Agreement
without liability. For the term of this Agreement, no member, officer or employee of WRCOG,
during the term of his or her service with WRCOG, shall have any direct interest in this Agreement,
or obtain any present or anticipated material benefit arising therefrom.

4.4.16 Equal Opportunity Employment. PACEfunding represents that it is an
equal opportunity employer and it shall not discriminate against any subcontractor, employee or
applicant for employment because of race, religion, color, national origin, handicap, ancestry, sex
or age. Such non-discrimination shall include, but not be limited to, all activities related to
initial employment, upgrading, demotion, transfer, recruitment or recruitment advertising, layoff
or termination.

4.4.17 Labor Certification. By its signature hereunder, PACEfunding certifies that
it is aware of the provisions of Section 3700 of the California Labor Code which require every
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employer to be insured against liability for Workers Compensation or to undertake self-insurance
in accordance with the provisions of that Code, and agrees to comply with such provisions before
commencing the performance of Program Administration Services.

4.4.18 Authority to Enter Agreement. PACEfunding has all requisite power and
authority to conduct its business and to execute, deliver, and perform the Agreement. Each Party
warrants that the individuals who have signed this Agreement have the legal power, right, and
authority to make this Agreement and bind each respective Party.

45  Subcontracting.

4.5.1 Prior Approval Required. PACEfunding shall not subcontract any portion
of Program Administration Services, except as expressly stated herein (including Section 4.2.1),
without prior written approval of WRCOG; provided that PACEfunding is not prohibited from
hiring individuals that act as independent contractors or consultants with respect to the work such
individuals perform for PACEfunding. Subcontracts, if any, shall contain a provision making them
subject to all provisions stipulated in this Agreement.

4.6 Insurance.

4.6.1 Time for Compliance. PACEfunding shall not commence Program
Administration Services under this Agreement until it has provided evidence satisfactory to
WRCOG that it has secured all insurance required under this Section. In addition, PACEfunding
shall not allow any subcontractor to commence work on any subcontract until it has provided
evidence satisfactory to WRCOG that the subcontractor has secured all insurance required under
this section.

4.6.2 Minimum Requirements. PACEfunding shall, at its expense, procure and
maintain for the duration of the Agreement insurance against claims for injuries to persons or
damages to property which may arise from or in connection with the performance of the
Agreement by PACEfunding, its agents, representatives, employees or subcontractors.
PACEfunding shall also require all of its subcontractors to procure and maintain the same
insurance for the duration of the Agreement. Such insurance shall meet at least the following
minimum levels of coverage:

(@) Minimum Scope of Insurance. Coverage shall be at least as broad
as the latest version of the following: (1) General Liability: Insurance Services Office Commercial
General Liability coverage (occurrence form CG 0001); (2) Automobile Liability: Insurance
Services Office Business Auto Coverage form number CA 0001, code 1 (any auto); and (3)
Workers Compensation and Employers Liability: Workers Compensation insurance as required by
the State of California and Employers Liability Insurance.

(b) Minimum Limits of Insurance. PACEfunding shall maintain limits
no less than: (1) General Liability: $1,000,000 per occurrence for bodily injury, personal injury
and property damage. If Commercial General Liability Insurance or other form with general
aggregate limit is used, either the general aggregate limit shall apply separately to this
Agreement/location or the general aggregate limit shall be twice the required occurrence limit; (2)
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Automobile Liability: $1,000,000 per accident for bodily injury and property damage; and (3)
Workers Compensation and Employers Liability: Workers Compensation limits as required by the
Labor Code of the State of California. Employers Liability limits of $1,000,000 per accident for
bodily injury or disease.

4.6.3 Professional Liability. PACEfunding shall procure and maintain, and
require its sub-consultants to procure and maintain, for a period of three (3) years following
completion of Program Administration Services, errors and omissions liability insurance
appropriate to their profession. Such insurance shall be in an amount not less than $1,000,000 per
claim, and shall be endorsed to include contractual liability.

4.6.4 Privacy/Network Security (Cyber) Liability Coverage. PACEfunding shall
procure and maintain insurance providing protection against liability for (1) privacy breaches (2)
system breach (3) denial or loss of service (4) introduction, implantation, or spread of malicious
software code (5) unauthorized access to or use of computer systems with limits of $2 million. No
exclusion/restriction for unencrypted portable devices/media may be on the policy.

4.6.5 Insurance Endorsements. The insurance policies shall contain the following
provisions, or PACEfunding shall provide endorsements on forms supplied or approved by
WRCOG to add the following provisions to the insurance policies:

(@) General Liability. The general liability policy shall be endorsed to
state that: (1) WRCOG, its directors, officials, officers, employees, agents and volunteers shall be
covered as additional insureds with respect to Program Administration Services or operations
performed by or on behalf of PACEfunding, including materials, parts or equipment furnished in
connection with such work; and (2) the insurance coverage shall be primary insurance as respects
WRCOG, its directors, officials, officers, employees, agents and volunteers, or if excess, shall
stand in an unbroken chain of coverage excess of PACEfunding’s scheduled underlying coverage.
Any insurance or self-insurance maintained by WRCOG, its directors, officials, officers,
employees, agents and volunteers shall be excess of PACEfunding’s insurance and shall not be
called upon to contribute with it in any way.

(b)  Automobile Liability. The automobile liability policy shall be
endorsed to state that: (1) WRCOG, its directors, officials, officers, employees, agents and
volunteers shall be covered as additional insureds with respect to the ownership, operation,
maintenance, use, loading or unloading of any auto owned, leased, hired or borrowed by
PACEfunding or for which PACEfunding is responsible; and (2) the insurance coverage shall be
primary insurance as respects WRCOG, its directors, officials, officers, employees, agents and
volunteers, or if excess, shall stand in an unbroken chain of coverage excess of PACEfunding’s
scheduled underlying coverage. Any insurance or self-insurance maintained by WRCOG, its
directors, officials, officers, employees, agents and volunteers shall be excess of PACEfunding’s
insurance and shall not be called upon to contribute with it in any way.

(c) Workers Compensation and Employers Liability Coverage. The
insurer shall agree to waive all rights of subrogation against WRCOG, its directors, officials,
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officers, employees, agents and volunteers for losses paid under the terms of the insurance policy
which arise from work performed by PACEfunding.

(d)  All Coverages. Each insurance policy required by this Agreement
shall be endorsed to state that: (1) the respective insurer (or in the case of professional liability
insurance provided pursuant to Section 4.6.3, the respective insurer or PACEfunding) shall provide
WRCOG with written notice within thirty (30) days of any suspension, voiding or cancellation of
the insurance policy; and (2) any failure to comply with reporting or other provisions of the
policies, including breaches of warranties, shall not affect coverage provided to WRCOG, its
directors, officials, officers, employees, agents and volunteers.

4.6.6 Separation of Insureds; No Special Limitations. All insurance required by
this Section shall contain standard separation of insureds provisions. In addition, such insurance
shall not contain any special limitations on the scope of protection afforded to WRCOG, its
directors, officials, officers, employees, agents and volunteers.

4.6.7 Deductibles and Self-Insurance Retentions. Any deductibles or self-insured
retentions in an amount greater than $10,000 must be declared to and approved by the WRCOG.
PACEfunding shall guarantee that, at the option of WRCOG, either: (1) the insurer shall reduce
or eliminate such deductibles or self-insured retentions as respects WRCOG, its directors, officials,
officers, employees, agents and volunteers; or (2) PACEfunding shall procure a bond guaranteeing
payment of losses and related investigation costs, claims and administrative and defense expenses.

4.6.8 Acceptability of Insurers. Insurance is to be placed with insurers with a
current A.M. Bests rating no less than A:VII, licensed to do business in California.

4.6.9 Verification of Coverage. PACEfunding shall furnish WRCOG with
original certificates of insurance and endorsements effecting coverage required by this Agreement
on forms satisfactory to WRCOG. The certificates and endorsements for each insurance policy
shall be signed by a person authorized by that insurer to bind coverage on its behalf, and shall be
on forms provided by WRCOG if requested. All certificates and endorsements must be received
and approved by WRCOG before work commences. WRCOG reserves the right to require
complete, certified copies of all required insurance policies, at any time.

4.7 Indemnification.

PACEfunding shall defend, indemnify and hold WRCOG, its officials, officers,
employees, volunteers and agents free and harmless from any and all claims, demands, causes of
action, costs, expenses, liability, loss, damage or injury, in law or equity, to property or persons,
including wrongful death, in any manner arising out of or incident to any allegedly negligent or
wrongful acts or omissions or willful misconduct of PACEfunding, its officials, officers,
employees, agents, consultants, contractors and subcontractors, arising out of or in connection with
the performance of the Program Administration Services, the PACEfunding Program or this
Agreement, including without limitation, the negligent disclosure of Data Compilations under
Section 4.4.3(a) of this Agreement. Such costs, expenses, liability, loss, damage or injury shall
including without limitation the payment of all consequential damages and attorneys’ fees and
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other related costs and expenses. PACEfunding shall defend, at PACEfunding’s own cost, expense
and risk, any and all such aforesaid suits, actions or other legal proceedings of every kind that may
be brought or instituted against WRCOG, its directors, officials, officers, employees, agents or
volunteers. PACEfunding shall pay and satisfy any judgment, award or decree that may be
rendered against WRCOG or its directors, officials, officers, employees, agents or volunteers, in
any such suit, action or other legal proceeding. PACEfunding shall reimburse WRCOG and its
directors, officials, officers, employees, agents and/or volunteers, for any and all legal expenses
and costs incurred by each of them in connection therewith or in enforcing the indemnity herein
provided. PACEfunding’s obligation to indemnify shall not be restricted to insurance proceeds, if
any, received by the WRCOG, its directors, officials, officers, employees, agents or volunteers.

WRCOG shall defend, indemnify and hold PACEfunding, its officials, officers,
employees, volunteers and agents free and harmless from any and all claims, demands, causes of
action, costs, expenses, liability, loss, damage or injury, in law or equity, to property or persons,
including wrongful death, in any manner arising out of or incident to any reckless acts or omissions
or willful misconduct of WRCOG, its officials, officers, employees, agents, consultants,
contractors and subcontractors, arising out of or in connection with the performance of the Program
Administration Services, the PACEfunding Program or this Agreement, including without
limitation the payment of all consequential damages and attorneys’ fees and other related costs
and expenses. WRCOG shall defend, at WRCOG’s own cost, expense and risk, any and all such
aforesaid suits, actions or other legal proceedings of every kind that may be brought or instituted
against PACEfunding, its directors, officials, officers, employees, agents or volunteers. WRCOG
shall pay and satisfy any judgment, award or decree that may be rendered against PACEfunding
or its directors, officials, officers, employees, agents or volunteers, in any such suit, action or other
legal proceeding. WRCOG shall reimburse PACEfunding and its directors, officials, officers,
employees, agents and/or volunteers, for any and all legal expenses and costs incurred by each of
them in connection therewith or in enforcing the indemnity herein provided. WRCOG’s obligation
to indemnify shall not be restricted to insurance proceeds, if any, received by the PACEfunding,
its directors, officials, officers, employees, agents or volunteers.

No third party shall be a direct beneficiary of this Section 4.7.

4.8  Press Release. PACEfunding may issue a press release and other publicity in
respect of the execution of this Agreement, subject to the prior consent of WRCOG; provided,
however, such consent shall not be unreasonably withheld, conditioned or delayed.

[Remainder of this page intentionally left blank.]
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IN WITNESS WHEREOQOF, the Parties hereby have made and executed this Agreement as
of the date first written above.

WESTERN RIVERSIDE COUNCIL OF PACEFUNDING LLC
GOVERNMENTS

By:
By: Robert Giles, Chief Executive Officer

Rick Bishop, Executive Director

APPROVED AS TO FORM:

By:

General Counsel
Best Best & Krieger LLP
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EXHIBIT “B”

ScoOPE OF PROGRAM ADMINISTRATION SERVICES

PACEfunding shall provide the following Program Administrative Services:

Program Design

Origination

20323.00017\30094941.2

As part of Program Administration Services, PACEfunding shall
provide program design services which include: (1) review and edit
all policies relating to commercial and residential projects; (2)
provide documentation, processes and procedures required for
registering contractors, accepting, processing and approving
property owner applications, reviewing eligibility of and approving
proposed improvements, providing and tracking all financing
disclosures and accepting, processing and approving funding
requests, issuing and executing contractual assessment agreements
(property owner and issuer), recording or causing to be recorded lien
documents, issuing and executing Bond documents, and instructing
the bond trustee when to issue payment for funding requests,
including PACEfunding Program Guidelines, Eligible Improvement
Lists, contractor registration/approval forms, commercial
applications, all financing disclosure forms, all forms required to
approve improvements, , funding request form(s), and contractual
assessment agreement and lien recordation documents (unless
provided by municipality); (3) design and build the PACEfunding
Program’ website; (4) integration of PACEfunding’s origination
systems with the PACEfunding Program website.

As part of Program Administration Services, PACEfunding shall
provide origination services which include: (1) process all
commercial and residential applications, including accepting
applications (online and hard copy), entering hard copy applications
into online system, pulling all credit, title, valuation and other
reports, reviewing eligibility of proposed property, applicants,
equipment and contractors, tracking all financing disclosures,
application and authorization forms, contacting applicants,
contractors and other parties as needed, providing notifications of
approval, denial or incomplete status; (2) obtaining or assisting
property owners to obtain consent of the first mortgage holder, if
any; (3) process all funding requests for Residential Parcels and
Commercial Parcels participating in the PACEfunding Program,
including accepting funding request forms, reviewing submitted
forms and attachments, providing notification of funding request
approval, denial or incomplete status; (4) process and finalize all
contractual assessment documentation, including issuance of
contractual assessment and financing disclosures; (4) provide
telephone and email customer service support; (5) track and report
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Marketing of Program:

Documentation:

Assessment

Tax Roll Management:

Regular reporting
Of complaints, claims
Or legal actions
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to WRCOG key PACEfunding Program statistics, including
applications received, approved, assessment contracts issued and
signed; (6) periodically assess and/or adjust policies and procedures
of the PACEfunding Program as needed to resolve any recurring
issues.

As part of Program Administration Services, PACEfunding shall
work with WRCOG and its Members jurisdictions to promote the
PACEfunding Program including notices on appropriate
governmental web sites, press interviews and public meetings and
announcements. PACEfunding shall also publicize the
PACEfunding Program on its web site as well as through direct
contact with property owners. PACEfunding shall maintain
sufficient resources to answer any questions by potential
participants in the PACEfunding Program. PACEfunding shall also
work with WRCOG and Members within the WRCOG Program
Area in order to utilize the PACEfunding Program to help bring
industry and developments to the areas in which the PACEfunding
Program are offered.

As part of Program Administration Services, PACEfunding shall
work with WRCOG to develop and produce a standard set of
documents suitable to the parties that shall document the legal
obligations associated with the contractual assessments and the
issuance of Bonds, and any other legal requirements of the
transaction.

PACEfunding shall work with the Program Assessment
Administrator, and the counties within which the PACEfunding
Program are offered to ensure that the proper contractual assessment
installment are placed on the appropriate property owners property
tax bills and that the contractual assessment installments shall be
collected promptly for the properties subject to such contractual
assessments.

PACEfunding shall provide weekly reports to WRCOG showing all
complaints and claims made by property owners who have applied
and/or are participants in the PACEfunding Program and any
resolution thereto. In addition, PACEfunding shall promptly notify
WRCOG of any suits that have been filed against PACEfunding
relating to the Program Administration Services.
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EXHIBIT “C”
SCHEDULE OF RESPONSIBILITIES

Responsibilities of PACEfunding

PACEfunding will prepare closing package and send to owner(s) of a Commercial Property or
Residential Property participating in one of the PACEfunding Program (each, a “Owner”) for
signature (the “PACEfunding Closing Documents™), which package shall include:

Financing Summary
Application
Assessment Contract
Exhibit A — Description of Property
Exhibit B — List of Documents
Right to Cancel
Program Handbook

Upon receipt of signed documents from Owner, PACEfunding will deliver original documents to
WRCOG.

PACEfunding will electronically send the Contractual Assessment Data File for each Bond or
Series of Bonds to be issued, along with all Bond Documents for each Bond or Series of Bonds,
to Bond Counsel, the Trustee, David Taussig and Associates, and Public Financial Management
for review and set-up.

PACEfunding shall execute and deliver the PACEfunding Closing Documents (as such term is
defined in this Exhibit C above) to Bond Counsel at the Closing Location on or before the Closing
Date.

Upon receipt of verification that all Closing Documents have been properly executed and, if
applicable, recorded, PACEfunding or any assign, affiliate, subsidiary, or any other person or
entity that PACEfunding designates will purchase the Bond or Series of Bonds pursuant to the
Master Bond Purchase Agreement. Said purchase will be accomplished via a wire transfer to the
Trustee.

Responsibilities of WRCOG

WRCOG shall prepare, or cause to be prepared, the following documents:

Supplemental Indenture

Improvement Bond

Notice of Assessment

Payment of Contractual Assessment Required

Omnibus Closing Certificate of WRCOG

Certificate of Trustee

Instructions to Trustee Regarding Disbursement of Proceeds of Bond
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Receipt for Bond Proceeds

Receipt for Improvement Bond
Opinion of Bond Counsel

Supplemental Opinion of Bond Counsel
Reliance Letter of Bond Counsel

WRCOG will cause recordation of and notification to the financing team electronically of
recordation of:

Notice of Assessment and Assessment Contract
Payment of Contractual Assessment Required

WRCOG will execute and deliver all WRCOG Closing Documents (as such term is defined in the
Master Bond Purchase Agreement) to Bond Counsel at the Closing Location or shall cause all such
WRCOG Closing Documents to be so executed and delivered, as applicable, on or before the
Closing Date.

WRCOG will execute, by facsimile or original signatures, and deliver the Bond or Series of Bonds

to the Trustee for authentication (with electronic copy to remainder of financing team) and delivery
to PACEfunding.
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Exhibit 5

GREEN CORRIDOR PROPERTY ASSESSMENT
CLEAN ENERGY (PACE) DISTRICT

PROGRAM GUIDELINES

Approved September-18,-2048 February 20, 2019

GREEN CORRIDOR PROPERTY ASSESSMENT CLEAN ENERGY (PACE) DISTRICT
www.ygrene.com




In order to apply for financing under the Green Corridor Property Assessment Clean Energy (PACE)
District (the “District”) Program (the “Program”), the property owner(s) must read, accept, and comply
with the terms provided herein (the “Program Terms”).

These Program Terms, along with the documents property owners execute in connection with the
Program (the “Program Documents”), establish the terms of the District Program. Property owners should
become familiar with and understand the provisions of the Program Terms. By executing the Program
Documents, the property owner agrees to all of the Program Terms. The District reserves the right to
amend these Program Terms from time to time as described below. The District has confracted with
Ygrene Energy Fund Florida, LLC (the “Administrator”) to administer the Program. The District will share
personal information of property owners with the Administrator and other third parties as necessary to
administer the Program.

1. Purpose of the Program

The Program is intended to assist property owners in the District in financing (or refinancing) the
installation of energy efficiency, wind resistance and renewable energy improvements as defined in

Section 163.08, Florida Statutes (the “Qualifying Improvements”). Property owners who voluntarily
ici in the Proaram will r he financing and f administering th
Program thr h _non- valorem ial men h re_ad h i

property’s tax bill. There may be other types of financing available to property owners and the District
does not guaraniee that the Program is the best financing option. Property owners should obtain help
in selecting the option that is most appropriate for their particular situation.

2. Summary of the Program Process

In order to receive financing from the Program, property owners must complete the following steps,
which are discussed in more detail below, for all property types:

a. Determine that they meet the eligibility requirements. (See “Eligibility” below).

b. Apply online or submit a paper application for the Program. (See “Application” betow).

c. Agree to these Program Terms and pay an application fee as part of the application process.
d

. At least 30 days before executing a financing agreement (the “Financing Agreement”), the property
owner shall provide to the holders or loan servicers of any existing mortgages encumbering or
otherwise secured by the property a notice of the owner’s intent to enter into a Financing
Agreement together with the maximum principal amount to be financed and the maximum annual
assessment necessary to repay that amount. Unless otherwise instructed, the Program
Administrator will automatically do this upon application approval.

e. The Administrator must approve the completed application. -

f. Except in the case of refinancings, a contractor certified-authorized through the Program (the
“Certified-Authorized Contractor”) must be selected by the property owner to mstall the Quahfylng
Improvements

It is the property owner’s responSIbrIIty to enter |nto a

contract with the Certified Contractor.

g. The District will record the signed Finance Agreement or a summary memorandum of such
agreement within 5 days of signing. Upon disbursement of funds, the District will record an
addendum to the Financing Agreement indicating the final amount financed which will be annually
assessed (the “Addendum”).

h. The District will authorize the release of funds to the property owner after project completion.
Property owners may choose to assign payment directly to their CertifiedAuthorized Contractor.

i. Pay the special assessments to the local tax collector in the amounts and at the times specified in
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the Addendum.
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3. Eligibility
The Program is available to all privately--owned property within the District. The financing terms and
conditions set forth in these Program Terms are applicable to financings (and refinancings) for the
installation of Qualifying Improvements in residential and non-residential properties. L.ocal government
members of the District may adopt more restrictive guidelines than the District. In order to be eligible to
participate in the Program, a property owner must meet and complete the following requirements and steps:

a. The property to be improved with the Qualifying Improvements must be located within the District.

b. All holders of fee simple title to the subject property or, for corporate owners their designee(s), must
sign the Program Documents. Therefore, before submitting an application, property owners must
ensure that all property owners will agree to participate in the Program on the terms set forth in these
Program Terms.

c. All property taxes and any other assessments levied on the same bill as property taxes must be paid
and have not been delinquent for the preceding 3 years or the property owner's period of ownership,
whichever is less. There shall be no involuntary liens, including, but not limited to, construction liens on
the property. There shall be no notices of default or other evidence of property-based debt delinquency
recorded during the preceding 3 years or the property owner’s period of ownership, whichever is less.
The property owner must be current on all mortgage debt on the property. Property owner may not
currently be in bankruptcy.

d. The total debt of the property secured by the property, including but not limited to mortgages and equity
lines of credit, must not exceed 90% of the fair market value of the property. The Administrator will
provide the property owner with the current fair market value of the property as determined by industry-
recognized and approved data sources.

e. The District reserves the right, in its sole discretion, to request supplemental information from property
owners and to deny applications based on any negative reports.

f. Property owners may refinance PACE and non-PACE financing of Qualifying Improvements. The term
*non-PACE financing” includes, without limitation, consumer loans, home equity loans, credit card debt,
private loans, and/or any other form of payment or financing as may be approved by the Administrator.
Where a property owner seeks to refinance a non-PACE financing, the following additional criteria must
be met:

(i) The refinancing is entered into within one (1) year or less from the date of the final
disbursement of the non-PACE Financing for the Qualifying Improvements; and

(i) The property owner shall have provided written confirmation to the Administrator that:

1. At the time of the property owner's acceptance and execution of the initial non-PACE
financing, the property owner would have financed the Qualifying Improvement(s) with PACE
financing, but could not because PACE financing was not then attainable in a timely fashion
or was otherwise unavailable to the property owner; and

2. If applicable and required by law, the Qualifying Improvement(s) were constructed and
completed by a contractor that was properly licensed and insured in accordance with
applicable law.

4. Application

All property owners interested in applying to the Program must submit the initial application listed below
along with the regquired-applicable application fee. At the time of application, property owners must agree to
the Program Terms. Applicants will receive an administrative point of contact from the Administrator, who
will assist in the process.

a. Application submission and application fee, if required.
b. After the Administrator's review of the application, applicants will receive either a Notice of
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Approval or a Notice of Denial.

Upon receipt of a Notice of Approval, unless otherwise instructed, the Program Administrator will send
a notice to any mortgage holder of the property owner’s intent to use the Program, informing them of
the maximum principal amount to be financed and the maximum annual assessment necessary to repay
that amount. This is not required if the property is owned free and clear.

Upon receipt of a Notice of Approval, applicants can proceed to submit their proposed project for
approval. (See “Project Approval” below).

Should an application be denied, the Notice of Denial will include recommended remedial action that
may be available to the applicant.

5. Qualifying Improvements; Certified-Authorized Contractors; Maximum Funding

The following general provisions apply to all projects submitted for funding under the Program:

a.

Program financing may only be used to finance (or refinance) those improvements that are described
in the list of Qualifying Improvements. (See Appendix I). Property owners are responsible for ensuring
that improvements installed on their property qualify under the Program.

The Program is a financing program only. Neither the District nor the Administrator is
responsible for installation of the Qualifying Improvements or their performance.

The Qualifying Improvements must be affixed to the building or facility that is part of the property and
shall constitute an improvement to the building or facility or a fixture attached to the building or facility.
Appliances built-in to cabinetry may qualify, but freestanding units do not. Built-in lighting fixtures
qualify, but replacement of light bulbs alone cannot be financed. Questions regarding Qualified
Qualifying Improvements should be directed to the Administrator.

Except in the case of refinancings, Qualifying Improvements must be installed by Gertified-Authorized
Contractors who meet the eligibility criteria set forth for the specific category of work being financed,
and who are listed on the Gertified-Authorized Contractors list that may be obtained on-line or from the
Administrator.

The Program requires a minimum funding request of $2,500.

The Program will approve maximum funding requests in an amount such that the aggregate amount
of any fixed assessment liens on the property and the amount of the proposed project to be completed
do not exceed 100% of the fair market value of the property. Maximum financing is initially set at the
lesser of 20% of the just value of the property as determined by the local property appraiser or 15% of
the fair market value as determined by industry-recognized and approved data sources and appraisers.

The Program will not provide financing for any costs in excess of the maximum amounts allowed under
Florida law.

6. Project Approval

Upon receipt of a Notice of Approval of a Program application and following verification of lender notification
being sent, the property owner may proceed towards project funding. The following are the steps required
to obtain authorization for financing under the Program:

a.

Select an Gerified-Authorized Contractor from the Gertified-Authorized Contractor List. This list is
available on-line and/or from the Administrator. Applicants may wish to obtain bids and advice from
more than one Authorized Gewtified-Contractor.

Work with Gertified-Authorized Contractor(s) to determine the scope and cost of your project,; and verify
that the proposed work qualifies for financing under the Program. Once Qualifying Improvements are
selected,- obtain a formal bid from one or more Gertified-Authorized Contractors.
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C.

Following review of the project bid(s) select an Certified-Authorized Contractor to coordinate the project
with the Program Administrator.

Once the project is approved by the Program Administrator, applicants will be required to execute the
Financing Agreement, which authorizes the Administrator and the District to record on the property tax
record the assessment that will secure the project financing. The Financing Agreement must be signed
prior to commencement of construction.

Once the Financing Agreement is signed, applicants will receive a Notice to Proceed. Upon receipt of
this notice, applicants can authorize commencement of the project. If construction begins prior to receipt
of a Notice to Proceed, applicants run the risk of not qualifying for or receiving Program financing.

For the avoidance of doubt, the Administrator shall (in its discretion) determine which of the foregoing steps
shall be applicable to obtain authorization for refinancings of Qualifying Improvement(s) under the Program.

7. Funding

a.

Except in the case of refinancings, once the Certified-Authorized Contractor has completed installation
of the Qualifying Improvements, the Gertified-Authorized Contractor must submit a payment request
and the project verification documents to the property owner. Property owners should contact the
Administrator for a complete list of required forms and agreements needed to complete funding.
Property owners may request that the Certified-Authorized Contractor receive payment directly from the
Administrator.

If the funding request is not submitted to the Administrator within 90 calendar days after the date that
appears on the Finance Agreement, the interest rate may be reset (See “Financing Costs; Interest Rate”
below).

Upon review of the project record, the Administrator will confirm its eligibility for funding and calculate
the final assessment details. Prior to the issuance of funding, the property owner must approve and sign
an estimated settlement statement.

In the event a property owner cancels financing after submitting a request for funding, all expenses
incurred by the Program for recording documents, preparing bond documents and releasing any liens
will be the responsibility of the property owner. Property owners may be responsible for expenses
incurred by Certified-Authorized Contractors according to their individual contracts. The District has no
responsibility to release funds to property owners or Gertified-Authorized Contractors for work that has
not been completed for any reason.

8. Financing Costs; Interest Rate

a.

In order to receive funding, property owners agree to pay special assessments in an amount equal to
(i) the principal amount received from the Program, (ii) interest on the principal amount received from

the Program and (iii) administrative fees and closing costs (see Appendix Il). The special assessment
will be added to the property tax bill.

Principal. This is the total of all financed project costs. These may include costs associated with
implementing the project such as origination fees, closing fees, permits, audit expenses, application
fees, SelectRate Buyers Points Fee (if any), and capitalized interest (see “Capitalized Interest” below).

Interest Rate. The rate of interest charged on the amount funded will be fixed for the full term of the
assessment. The rate will be set for 90 days on the date that the Finance Agreement is prepared by the
Administrator. The current rates of interest approved by the District are attached hereto as Appendix ill
(the “Rate Schedule”). The Rate Schedule may be amended from time to time by resolution of the
District.

Capitalized Interest. Because of administrative delays involved in placing assessments on County tax
rolls, capitalized interest will be added to the assessment for the time period between funding of the
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project and the first day of the year in which the bond for each project isissued.
9. Repayment Terms; Special Assessments

a. Repayment Terms. Following placement of the assessment on the tax roll, the property owner will be
obligated to pay the special assessments specified in the Addendum.

b. Prepayment Terms: The Special Assessment can be paid off in full or m part at any time followmg the
first tax roll date. ;
a property owner choose to prepay the Program flnancmq sublect to applicable law, a propertv owner
may be charged a processing fee for the preparation of the payoif quote and execution of the payoff
documents.

c. Special Assessments. A property owner must pay the agreed-upon special assessment regardless of
personal financial circumstances, the condition of the property, or the performance of the Qualifying
Improvements. Property owners should not apply for financing if they are not certain they can meet the
assessment obligations. The failure to pay property taxes in full or in part will result in financial
repercussions including penalties, interest, the sale of a tax certificate on the property, and
possible loss of the property. If property owners use an escrow account to pay their property taxes,
they must notify the escrow company of the special assessment. In such cases, property owners will
need to increase payments to the escrow account by an amount equivalent to the
annual assessment payments.

10. Compliance with Existing Mortgages

Recordation of the assessment on the tax roll will establish a continuing lien as security for the obligation
to pay the special assessments. In accordance with Florida law, the lien securing the obligation to pay the
special assessments will be senior to all private liens, including existing mortgage(s). Many mortgage and
loan documents limit the ability of a property owner to place senior liens on property without the consent of
the lender, or authorize the lender to obligate borrowers to prepay the senior obligation. The Federal
Housing Finance Agency has issued policy guidelines that question the validity and assessment status of
PACE assessments. In December 2017, HUD indicated that FHA would no longer insure mortgages for
homes with PACE liens. Program participants should confirm with their lender(s) that participation in the
Program does not adversely impact their rights with respect to any existing loan documents. Property
owners are required to notify their lenders prior to a funding request and to provide the Administrator with
a copy of the letter and proof of mailing. The Administrator will provide required forms for lender
notification, but ultimate responsibility for addressing issues with existing lenders remains with
property owners.

11. Transfer or Resale of the Subject Property

Special Assessments run with the property. In the event of a sale, unless other arrangements are made
prior to closing, the annual payments will appear on the new owner's tax bill. The property owner should be
aware of the fact that the Federal Housing Finance Agency has made a statement indicating that they will
not give a mortgage to a potential buyer of a residential property if the property has a PACE special
assessment recorded against it. If this is the case, the assessment can be prepaid at the time of sale (see
“Repayment Terms; Special Assessments" above).

Ownership of any funded Qualifying Improvements (including light bulbs) transfer to the new owner. and
may not be removed from the property. Program participants agree to make all legally required disclosures
regarding the existence of the assessment lien on the property in connection with any sale.

At or before the time a purchaser executes a contract for the sale and purchase of any property for which
a non-ad valorem assessment has been levied and has an unpaid balance due, the seller shall give the
prospective purchaser a written disclosure statement in the following form, which shall be set forth in the
contract or in a separate writing:_
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QUALIFYING IMPROVEMENTS FOR ENERGY EFFICIENCY, RENEWABLE ENERGY, OR WIND

RESISTANCE. — The property being purchased is located within the jurisdiction of a local government that
has placed an assessment on the property pursuant fo s. 163.08, Florida Statutes. The assessment is for
a gualifring-Qualifying imprevement-improvement to the property relating fo energy efficiency, renewable
energy, or wind resistance, and is not based on the value of property. You are encouraged fo contact the
County Property Appraiser’s office to learn more about this and other assessments that may be provided

by law.
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12. Rebates, Credijts and Taxes

Participation in this Program does not reduce rebates available through federal, state, utility sponsored and
District rebate programs. More information on available programs can be found on--line or through Certified
Contractors and other vendors. Carbon or similar credits derived from Qualifying Improvements are owned
by the District; however, in the exercise of its discretion, the District may allocate or transfer such Credits
to other persons. Participants should consult with their tax advisors with respect to the state and federal tax
benefits and consequences of participating in the Program. Neither the District nor the Administrator is
responsible for the tax considerations of participating in the Program.

13. Changes in State and Federal Law

The District’s ability fo continue to finance the Program is subject to a variety of state and federal laws. If
those laws or the judicial interpretation thereof changes after a property owner applies for the Program, but
before the District fulfills the funding request, the District may be unable to fulfill the request. In such event,
the District shall have no liability as a result of any such change in law or judicial interpretation.

14. Changes in Program Terms

The District reserves the right to change the Program Terms at any time without notice. However, no such
change will affect a participant’s obligation to pay special assessments as set forth in the Addendum.
Participation in the Program will be subject to the Program Terms in effect from time to fime.
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APPENDIX |
QUALIFYING IMPROVEMENTS

The following list represents improvements that are considered Qualifying Improvements under the
District Program. Additional and/or alternative improvements may be approved on a case-by-case basis
and/or as the list is modified from time to time in compliance with State Law or instructions from the
District.

1. Energy Efficiency

a.

m o0 o

2 v o0

o

Air Sealing and Ventilation

e Air Filtration

e Building Envelope

e Duct Leakage and Sealing

e Bathroom, ceiling, attic, and whole house fans

Insulation
e Defect Correction
e Attic, floor, walls, roof, ducts

Weather-Stripping

Home Sealing
Geothermal Exchange Heat Pumps
HVAC Systems

Evaporative Coolers
e Cooler must have a separate ducting system from air conditioning and heatingducting
system

Natural gas storage water heater
e Energy Star listed

Tankless water heater

Solar water heater system

Reflective insulation or radiant barriers
Cool roof

Windows and glass doors
e U value of 0.40 or less and solar heat gain coefficient of 0.40 orless

Window filming

Skylights

Solar tubes

Additional building openings to provide additional natural light
Lighting

e Energy Star listed (only retrofits)

Pool equipment
¢ Pool circulating pumps
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2. Other Non-Residential Building Measures

The following measures are allowed for commercial and non-residential buildings, in addition to all

applicable energy efficiency measures listed above:

a.

=

m o oo o

Occupancy-Sensor Lighting Fixtures

e SMART Parking Lot Bi-Level Fixture
e SMART Parking Garage Bi-Level Fixtures
e SMART Pathway Lighting

e SMART Wall Pack Fixtures

Task Ambient Office Lighting

Classroom Lighting

Refrigerator Case LED Lighting with Occupancy Sensors
Wireless, daylight lighting controls

Kitchen Exhaust Variable Air Volume Controls

Wireless HVAC Controls & Fault Detection

3. Solar Equipment

a.
b.
c.
d.

Solar thermal hot water systems

Solar thermal systems for pool heating

Photovoltaic systems (electricity)

Emerging technologies — following the Custom Measures Track

4. Wind Resistance Measures

©oa.

=

o o

=@ ™ o

Wind hardening measures can be deployed through this Program. The measures described
qualify.

Improving the strength of the roof deck and foundation attachment.
Creating a secondary water barrier to prevent water intrusion.
Installing wind-resistant shingles or other roofing.

Installing gable-end bracing.

Reinforcing roof-to-wall connections.

Installing storm shutters.

Installing perimeter-opening protections.

Standby Generator Systems (natural gas or propane)

5. Custom Measures

The Custom Measures Track is a process by which the Administrator can evaluate and approve funding
for projects that are not “off the shelf” improvements listed in the Qualifying measuresimprovements.
These custom projects may involve large scale industrial or commercial energy efficiency improvements;
processing or industrial mechanical systems; and renewable energy generation from sources such as
geothermal and fuel cells. The following are examples of custom measures that will be considered for
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District funding:

a. Custom Energy Efficiency Measures

Building energy management controls

HVAC duct zoning control systems

[rrigation pumps and controls

Lighting controls

Industrial and process equipment motors and controls
Electric Vehicle Charging Equipment

b. Custom Energy Generation Measures

Fuel Cells

Wind turbine power system

Natural gas

Hydrogen fuel

Other fuel sources (emerging technologies)

Co-generation (heat and energy)
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APPENDIX Il
ADMINISTRATIVE FEES AND CLOSING COSTS"?

RESIDENTIAL
Application Fee $50.00
Processing & Underwriting Fee $125.00
District Recovery Fee? See Table 1
Recording & Disbursement Fee $100.00 $125.00
Bond Trustee Fee $90.00
Title & Escrow Fee $65.00
Origination Fee 3%

SelectRate Buyers Points Fee

Not to exceed 5% of project costs for
1% rate reduction; Not to exceed 10%
of project costs for 2% rate reduction

. COMMERCIAL
Application Fee $250.00
Processing & Underwriting Fee $250.00
District Recovery Fee? SeeTable 1
Recording & Disbursement Fee £250.00 5275.00
Bond Trustee Fee $90.00
Energy Analysis Fee* See Table 2
Title & Escrow Fee $585.00
Origination Fee 3%

SelectRate Buyers Points Fee

Not to exceed 5% of project costs for
1% rate reduction; Not to exceed 10%
of project costs for 2% rate reduction

Table 1
DISTRICT RECOVERY FEE?
Project Size Fee
RESIDENTIAL < $62,500 $125.00
>$62,500 $75 +(.0008 x Project Size)
COMMERCIAL < $250,000 $225.00
>$250,000 $75 +{.0008 x Project Size)
Table 2
ENERGY PRO - COMMERCIAL PROJECTS
Project Size Fee
<$100,000 $450.00
$100,001 - $200,000 $600.00
$200,001 - $300,000 $750.00
>$300,001 + $900.00

NEED HELP? CALL YGRENE AT 866-634-1358

PROGRAM GUIDELINES |12




1 A $37 administrative fee will be added to the assessment in relation to tax collection. Property Appraisers and Tax Collectors’
fees will be included as part of the special assessment as required by state law and agreements between the District, Property
Appraiser, and/or Tax Collector of a given jurisdiction.

2Fees may vary based on current market conditions.

3The District Recovery Fee is intended to cover the costs incurred by the District in marketing the District and the Program,
receiving and approving grants for the District, offsetting costs incurred by the District, and establishing a reserve for the District.
May be referred to as Cost Recovery Fee; $75 is allocated for the District’s Recovery and the remainder is for the District’s Bond
Counsel.

“May be referred to as Energy Audit Fee.
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PPENDEX HI

Amended Rate Schedule For Series 2016 Bonds

The Program AdministerAdministrator is authorized to originate financings at the following program
rates, in accordance with the terms of the program bond documents:

MATURITY
Residential & Commercial
Green Corridor Rates Syr 10vr 1ovr 20/25/30vy
Rate formula 3yr Libor 6yr Libor 9yr Libor 12yr Libor
swap + 5.60 swap + 5.60 swap + 5.60 swap + 5.60

Amended Rate Schedule For Series 2017 A-U, AA-AS and AA-ASBA-CJ

The Program AdminristerAdministrator is authorized to originate financings at the following program
rates, in accordance with the terms of the program bond documents. Such rates may be applied fo any
project regardless of maturity of the bonds and related assessments:

Series 2017 A-U
Bond Series Interest Rate Formula
Series 2017A 12yr Libor swap +5.60
Series 2017B 9yr Libor swap + 5.60
Series 2017C Byr Libor swap + 5.60
Series 2017D 12yr Libor swap + 4.60
Series 2017E 9yr Libor swap + 4.60
Series 2017F 3yr Libor swap + 5.60
Series 2017G Byr Libor swap + 4.60
Series 2017H 3yr Libor swap + 4.60
Series 20171 12yr Libor swap + 3.60
Series 2017J 9yr Libor swap +3.60
Series 2017K Byr Libor swap +3.60
Series 2017L 3yr Libor swap +3.60
Series 2017M 12yr Libor swap +2.60
Series 2017N 9yr Libor swap +2.60
Series 20170 Byr Libor swap +2.60
Series 2017P 3yr Libor swap +2.60
Series 2017Q 12yr Libor swap +3.89
Series 2017R 9yr Libor swap +4.02
Series 20175 Byr Libor swap +3.96
Series 2017T 3yr Libor swap +3.75
Series 2017U 3yr Libor swap +4.24
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Series 2017AA-AS

Bond Series Interest Rate Formula

Series 2017AA 3.50%

Series 2017AB 4.00%

Series 2017AC 4.25%

Series 2017AD 4.50%

Series 2017AE 4.75%

Series 2017AF 5.00%

Series 2017AG 5.25%

Series 2017AH 5.50%

Series 2017Al 5.75%

Series 2017AJ 6.00%

Series 2017AK 6.25%

Series 2017AL 6.50%

Series 2017AM 6.75%

Series 2017AN 7.00%

Series 2017A0 7.25%

Series 2017AP 7.50%

Series 2017AQ 7.75%

Series 2017AR 8.00%

Series 2017AS 8.25%

Series 2017BA-CJ

Series 2017BA 3.62%
Series 2017BB 3.74%
Series 2017BC 3.87%
Series 2017BD 3.99%
Series 2017BE 4.12%
Series 2017BF 4.24%
Series 2017BG 4.37%
Series 2017BH 4.49%
Series 2017B| 4.62%
Series 2017BJ 4.74%
Series 2017BK 4.87%
Series 2017BL 4.99%
Series 2017BM 5.12%
Series 2017BN 5.24%
Series 2017B0O 5.37%
Series 2017BP 5.49%
Series 2017BQ 5.62%
Series 2017BR 5.74%
Series 2017BS 5.87%
Series 2017BT 5.99%
Series 2017BU 6.12%
Series 2017BV 6.24%
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Series 2017BW 6.37%
Series 2017BX 6.49%
Series 2017BY 6.62%
Series 2017BZ 6.74%
Series 2017CA 6.87%
Series 2017CB 6.99%
Series 2017CC 7.12%
Series 2017CD 7.24%
Series 2017CE 7.37%
Series 2017CF 7.49%
Series 2017CG 7.62%
Series 2017CH 7.74%
Series 2017Cl 7.87%
Series 2017CJ 7.99%

The Program Administrator is additionally authorized to offer project financings at rates lower than the rates
established for each maturity (for example, through the SelectRate Buyers Points Fee rate reduction), by
using any other available bond series which has a rate that fulfills this condition.

Property owners may choose to use a SelectRate Option to buy down the applicable interest rate. Additional

information regarding the SelectRate Option is available from the Program Administrator and explained in
District Resolution No. 2018-10, which was adopted by the District Board on May 14, 2018~

NEEDHELP? CALL YGRENE AT 866-634-1358 PROGRAM GUIDELINES | 16




Exhibit 6

GREEN CORRIDOR PROPERTY ASSESSMENT CLEAN ENERGY (PACE) DISTRICT
and

7B, NATIONAL ASSOCIATION D/B/A ZIONS BANK, A NATIONAL BANK,
as Trustee

FIRST SUPPLEMENTAL TRUST INDENTURE (SERIES 2017)
(To Trust Indenture Dated as of January 1, 2018)

Dated as of May , 2018

Relating to

$2,000,000,000
Green Corridor Property Assessment Clean Energy (PACE) District
Taxable Revenue Bonds, Series 2017A-U




THIS FIRST SUPPLEMENTAL TRUST INDENTURE (SERIES 2017) (this “First
Supplemental Indenture”) is dated as of May , 2018 between the GREEN CORRIDOR
PROPERTY ASSESSMENT CLEAN ENERGY (PACE) DISTRICT, a public body corporate
and politic pursuant to the laws of the State of Florida (the “District”), and ZB, NATIONAL
ASSOCIATION D/B/A ZIONS BANK, A NATIONAL BANK,, a national banking association
(the “Trustee™), and supplements the Original Indenture (hereinafter defined). As provided in
Section 1 hereof, all capitalized terms used in this First Supplemental Indenture and not
otherwise defined herein shall have the respective meanings ascribed to such terms in the
Original Indenture.

RECITALS:

A. The District is authorized under the constitution of the State of Florida and other
applicable laws, including the Interlocal Act, Section 163.08, Florida Statutes, as amended (the
“Supplemental Act”), Chapter 166, Part II, Florida Statutes, Chapter 159, Part I, Florida Statutes,
and Chapter 125, Part I, Florida Statutes (collectively, the “Act”) , to issue revenue bonds and
other debt obligations to provide funds for financing the cost of “qualifying improvements” as
defined in the Supplemental Act to generally include renewable energy, energy efficiency and
conservation and wind resistance improvements to real property (“Qualifying Improvements™).

B. The District and the Trustee are parties to a Trust Indenture dated as of January 1,
2018 (the “Original Indenture,” as supplemented and amended from time to time, including by
this First Supplemental Indenture, the “Series 2017 Indenture’) pursuant to which the District
authorized the issuance of not to exceed $2.000,000,000 in principal amount of its Taxable
Revenue Bonds, Series 2017A-U (the “Series 2017 Bonds™).

C. Section 8.01(¢) of the Original Indenture provides that the District and the Trustee
may, without the consent of, or notice to, the Owners of any Series 2017 Bonds (but only with
the consent of any one person or entity who is the Owner of at least fifty-one percent (51%) in
aggregate principal amount of the Outstanding Series 2017 Bonds), enter into one or more
Supplemental Indentures to modify, amend or supplement the Original Indenture in any respect
which is not materially adverse to the Owners of the Series 2017 Bonds to be Outstanding after
the effective date of the change and which does not involve a change described in Section 8.02 of
the Original Indenture. The Trustee, by its execution hereof, has determined that because each
Sub-Series Bond issued under the Original Indenture is secured solely by its Matching Collateral
and has no lien on, and no right to payment from, any other Matching Collateral, all as set forth
in Section 3.08 of the Original Indenture, the amendments made by this First Supplemental
Indenture will not be materially adverse to the Owners of the Series 2017 Bonds to be
Outstanding after the effective date of this First Supplemental Indenture. In addition, the entity
that owns at least fifty-one percent (51%) in aggregate principal amount of the Outstanding
Series 2017 Bonds, by signing the consent attached to this First Supplemental Indenture, has
consented to the amendments made hereby.




D. The District and the Trustee wish to amend and supplement the Original Indenture
in order to provide for (i) a Property Owner option to buy down the interest rate applicable to the
special assessment, and (ii) the elimination of the requirement to obtain consent of any one
person or entity who is the Owner of at least fifty-one percent (51%) in aggregate principal
amount of the Outstanding Series 2017 Bonds in order to make certain amendments to the
Original Indenture.

E. The execution and delivery of this First Supplemental Indenture has been in all
respects duly and validly authorized by resolution duly passed and approved by the District.

NOW, THEREFORE, the parties hereto, intending to be legally bound, hereby amend and
supplement the Original Indenture as follows:

Section 1. Defined Terms. All capitalized terms used in this First Supplemental
Indenture and not otherwise defined herein shall have the respective meanings set forth in the
Original Indenture.

Section 2. Amendment to Section 1.01 of Original Indenture. Section 1.01 of the
Original Indenture is hereby amended as follows:

The definition of “Interest Rate Index” is hereby amended to read as follows:
“Interest Rate Index” means:

With respect to each Series 2017 Sub-Series Bond, the LIBOR Swap Rate plus the
additional amount (the “Sub-Series Spread™) applicable to the Bond Series that will be
used to fund such Series 2017 Sub-Series Bond as set forth in Exhibit F hereto,
determined as of the date of the Financing Agreement associated with such Series 2017
Sub-Series Bond; provided that such rate shall be adjusted as follows:

(a) If the Qualifying Improvement is not completed within the period of time for
holding the interest rate as provided in the applicable Financing Agreement, the Interest
Rate Index for such Series 2017 Sub-Series Bond shall be the applicable LIBOR Swap
Rate plus the Sub-Series Spread, determined as of the date the Addendum associated with
such Series 2017 Sub-Series Bond is executed; and

(b) If the Property Owner elects to buy down the applicable interest rate (the
“SelectRate Option™) and agrees to the SelectRate Option in the Financing Agreement,
the Interest Rate Index for such Series 2017 Sub-Series Bond shall be the applicable
LIBOR Swap Rate plus the Sub-Series Spread, determined as of the date of the Financing
Agreement associated with such Series 2017 Sub-Series Bond, minus a rate reduction
determined as follows:

(i) A 1% rate reduction, if the term of the assessment is 5 years and the
Property Owner elects to buy down 3% of the cost of the Qualifying




(iD)

(iii)

(iv)

Section 3.

Improvement. The dollar amount of the buy down shall be added to the
principal amount to be financed.

A 1% rate reduction, if the term of the assessment is 10, 15, 20 or 25 years
and the Property Owner elects to buy down 5% of the cost of the
Qualifying Improvement. The dollar amount of the buy down shall be
added to the principal amount to be financed.

A 2% rate reduction, if the term of the assessment is 5 years and the
Property Owner elects to buy down 6% of the cost of the Qualifying
Improvement. The dollar amount of the buy down shall be added to the
principal amount to be financed.

A 2% rate reduction, if the term of the assessment is 10, 15, 20 or 25
years and the Property Owner elects to buy down 10% of the cost of the
Qualifying Improvement. The dollar amount of the buy down shall be
added to the principal amount to be financed.

Amendment to Section 8.01 of Original Indenture.

The introductory paragraph of Section 8.01 of the Original Indenture is hereby
amended to read as follows:

“Section 8.01 Supplemental Indentures Not Requiring Consent of Owners of
Series 2017 Bonds.  The District and the Trustee may, without the consent of, or notice

to, the Owners of any Series 2017 Bonds, enter into one or more Supplemental Indentures
for any one or more of the following purposes:”

Section 4.

Waiver of Notices. All signatories to this First Supplemental Indenture

hereby waive any notice provisions that may otherwise be required under the Indenture in
connection with the amendments made by this First Supplemental Indenture.

Section 5.  Counterparts. This First Supplemental Indenture may be simultaneously
executed in several counterparts, each of which shall be an original and all of which shall
constitute but one and the same instrument.

Section 6. Confirmation of Original Indenture. Except as expressly modified hereby, all

other terms and provisions of the Original Indenture shall remain in full force and effect.

[SIGNATURE PAGES FOLLOWS]




IN WITNESS WHEREOF, the District has caused this First Supplemental Indenture to be
executed by its Chair and attested by it Secretary, and the Trustee has caused this First
Supplemental Indenture to be executed by one of its duly authorized officers, all as of the day and
year first above written.

GREEN CORRIDOR PROPERTY
ASSESSMENT CLEAN ENERGY (PACE)
DISTRICT
By:
Chair
Attest: -
By:
Secretary

ZB, NATIONAL ASSOCIATION D/B/A
ZIONS BANK, A NATIONAL BANK, as
Trustee

By:

Name:
Title:

(Signature page to the First Supplemental Indenture)

S-1-




Consented to and acknowledged:

TRILLION CAPITAL III LI.C, as owner of
at least 51% in aggregate principal amount
of the outstanding Series 2017 Bonds

By:
Name:
Title:

(Signature page to the First Supplemental Indenture)

S-2-
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Exhibit 8

HERO Funding 2017-2
Class A Notes

$181,837,000 Property Assessed Clean Energy (PACE) Bond Backed Notes

Analytical Contacts:

Cecil Smart, Jr., Senior Director Andrew Lin, Associate Director
csmart@kbra.com, (646) 731-2381 alin@kbra.com, (646) 731-2483
Anthony Nocera, Senior Managing Director Usman Khan, Associate
anocera@kbra.com, (646) 731-2350 ukhan@kbra.com, (646) 731-2488
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Executive Summary

This pre-sale report is based on information regarding the underlying Property Assessed Clean Energy
("PACE") assessments and the terms of the securitization as of July 25, 2017. This report does not
constitute a recommendation to buy, hold, or sell securities. Kroll Bond Rating Agency’s (KBRA)
preliminary rating represents timely payment of interest and full payment of principal by the transaction’s
legal final maturity date.

Rated Notes

Interest Payment Expected Maturity . Advance | Preliminary

Rate Frequency Date Legal Maturity Date Rate KBRA Rating
Class Al Notes $91,000,000 [TBD]% | Semi-Annual | September 20, 2043 | September 20, 2048 | 97.00% AA (sf)
Class A2 Notes $90,837,000 [TBD]% | Semi-Annual | September 20, 2043 | September 20, 2048 | 97.00% AA (sf)
Class B Notes $23,000,000 [TBD]% | Semi-Annual | September 20, 2043 | September 20, 2048 NA NR
Total $204,837,000

Class Amount

KBRA has analyzed this transaction using the

published on July 30, 2012. PACE assessments fall within Category 1: Financial Assets. The
key determinants considered in the rating outcome are: a structural and legal analysis of the transaction;
the treatment of PACE assessments as special assessments having lien priority on par with senior tax
liens; and the creditworthiness of the Counties acting as servicers.

Transaction Overview

The Class A1 Notes and Class A2 Notes (together, the “Class A Notes”) are secured by an Initial PACE
Bond Portfolio and a Subsequent PACE Bond Portfolio (together, the “PACE Bond Portfolio”), each
consisting of limited obligation improvement bonds (each, a "PACE Bond”) issued by the Western Riverside
Council of Governments ("WRCOG"), San Bernardino Associated Governments ("SANBAG") and the County
of Los Angeles, California ("LA County”, and together with WRCOG and SANBAG, the “PACE Bond
Issuers”). The Initial PACE Bond Portfolio comprises 222 PACE Bonds with an aggregate principal balance
of approximately $140.6 million and is secured by 6,255 PACE assessments levied against 6,255
residential properties (“"PACE Assessments”) in 39 California counties. The average PACE Assessment is
approximately $22,477 with an average annual payment of approximately $2,622. The Subsequent PACE
Bond Portfolio is expected to consist of PACE Bonds with an aggregate principal balance of $46.9 million.
The transaction benefits from credit enhancement in the form of excess spread, overcollateralization, and
a liquidity reserve. Under all circumstances the Class A1 Notes and Class A2 Notes are pari passu with
respect to the Priority of Payments.

The Class A Notes have been designated as Green Bonds.

Transaction Parties: Class A Notes

Issuer HERO Funding 2017-2 (*HERO 2017-2")

Transferor HERO Funding, LLC

Administrator / Portfolio Administrator DMS Bank & Trust Ltd.

ABS Note Trustee / Custodian The Bank of New York Mellon Trust Company, N.A.

Co-Managers Academy Securities and Jefferies LLC

Sole Structuring Agent / Joint Book Runner = Morgan Stanley & Co., LLC

Joint Book Runner Barclays Capital Inc. and Bank of America Merrill Lynch
I
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Transaction Parties: PACE Bond Portfolio

PACE Bond Issuers

Western Riverside Council of Governments ("WRCOG")
San Bernardino Associated Governments ("SANBAG")
County of Los Angeles, California (“LA County”)

Assessment Administrator

David Taussig & Associates, Inc. ("DTA")

Program Administrator

Renovate America, Inc.

Counties

County of Alameda, California
County of Amador, California
County of Butte, California
County of Contra Costa, California
County of El Dorado, California
County of Fresno, California
County of Humboldt, California
County of Imperial, California
County of Kern, California

County of Kings, California
County of Los Angeles, California
County of Madera, California
County of Marin, California
County of Mendocino, California
County of Merced, California
County of Monterey, California
County of Napa, California

County of Nevada, California
County of Orange, California
County of Riverside, California
County of Sacramento, California
County of San Bernardino, California
County of San Diego, California
County of San Francisco, California
County of San Joaquin, California
County of San Luis Obispo, California
County of San Mateo, California
County of Santa Clara, California
County of Santa Cruz, California
County of Shasta, California
County of Solano, California
County of Sonoma, California
County of Stanislaus, California
County of Sutter, California
County of Tehama, California
County of Tulare, California
County of Ventura, California
County of Yolo, California

County of Yuba, California

PACE Bond Trustee

Deutsche Bank National Trust Company

HERO Funding Class A Notes, Series 2017-2 Page | 4
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Key Credit Considerations

Characteristics of PACE Assessments

PACE assessments are payable in equal semi-annual installments together with the
property owner’'s ad valorem real estate taxes. Under California law, PACE
assessments have equal lien priority with real estate taxes and other special
assessments and are senior to all non-tax liens, including mortgages.

Generally, the amount of a PACE assessment is small compared to the value of the

related property. The maximum initial lien-to-value (“LTV") for PACE assessments

included in HERO 2017-2 is approximately 14.98%. PACE assessments constitute liens

against the entire property, not just the specific improvement installed and funded

under the PACE program. The assessment remains with the property, irrespective of +
any intervening sales, until it is fully paid.

There is no acceleration of the assessment in the event of foreclosure and default.
Unlike in the case of residential mortgages where the entire loan balance would be
due at foreclosure, only current amoun