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Frequently Asked Questions

Berkeley FIRST

Financing Initiative for Energy Efficiency, Renewable, and Solar Technology

** This FAQ will change as the program is developed and implemented. This is a working draft. See the full disclaimer information at the end of the document.**

Program Overview

What is Berkeley FIRST? 
Berkeley FIRST is a program in development by the City of Berkeley.  It is being designed to allow property owners (residential and commercial) to install electric and thermal solar systems and make energy efficiency improvements to their buildings and pay for the cost over 20 years through an annual special tax on their property tax bills.  No property owner will pay the special tax unless they agree to have work done on their property as part of the program.  Those who do have work done on their property will pay only for the cost of their project (including interest) and fees to administer the program.  Individual property owners contract directly with qualified private solar installers and contractors for energy efficiency and solar projects on their building.  The City provides the funding for the project through proceeds derived from the creation of a bond that is repaid from special taxes on participating property owners’ tax bills for 20 years.

Why is Berkeley initiating this program?

Berkeley FIRST is expected to be a major component of Berkeley’s effort to reduce local greenhouse gas emissions, to promote energy efficiency improvements in its buildings, and to make the shift to renewable sources of energy more affordable.  Energy efficiency improvements, solar photovoltaic, and solar hot water systems are already cost effective for many residential and commercial property owners with the existing state and federal subsidies.  Berkeley FIRST addresses two of the major remaining financial hurdles to solar and energy efficiency projects – the high up-front cost and the possibility that those costs will not be recovered if the property is sold.  Under the FIRST plan, there is little or no up-front cost to the property owner, and if the property is sold prior to the end of the repayment period the new owner takes over the remaining special tax payments as part of their property’s annual tax bill.

Who will provide the up-front funding for the program?

The City is planning to provide funding for the program through the issuance of a special tax bond (held by the financing partner) that is repaid semi-annually through the special taxes on the annual tax bill of participating property owners. The financing mechanism is based on California’s “Mello-Roos” financing law, as described below.  The program is being designed to avoid any on-going city subsidy or exposure to the City’s general fund.

What energy projects can be funded by Berkeley FIRST?

Ultimately, it is hoped that Berkeley FIRST will fund solar electric, solar thermal, and major energy efficiency projects.  It is well documented that in most circumstances, the most cost effective way to reduce energy costs is to improve the efficiency of a building.  However, at this point Berkeley has launched a pilot program to provide funding only for solar photovoltaic systems.  This document mostly describes the solar photovoltaic financing mechanism as it is the most developed. 

What is the timeline for launching Berkeley FIRST?

Berkeley launched a pilot phase of Berkeley FIRST in November 2008.  Assuming all goes well, and funding continues to be available at a reasonable cost, the program should be expanded and offered on a regular basis in 2009.

Are there limits to the number of people who can participate?

Berkeley pilot phase is limited, and the available participant spots are filled.  No final determination has been made on the appropriate scale of the pilot or full program, though the ultimate goal is to have it accommodate all applicants.
Participant Information

Who will be eligible to participate?

All private property owners in Berkeley – both residential and commercial – will be eligible to participate in the program.  

What will be the amount of increase in a participant’s property taxes?

If you participate in the program, you repay only the cost of your project – plus a charge for interest and administration.  For example, if the program finances $12,000 of energy efficiency and solar projects for your property, the incremental property tax assessment would be approximately $900 per year, or $75 per month.

How much will a participant save on their utility bill?

Every property is different.  For most property owners a few simple calculations - based on a potential participant’s current energy consumption - can estimate the expected reduction in their utility bill.  Before investing in solar and efficiency projects, property owners will be able to estimate the amount of savings by using an online calculator.  The goal is for utility bill savings from solar and efficiency improvements to be the same or greater than the amount of the incremental property taxes over the 20-year financing period.   

How will this plan affect property owners that choose not to participate?

Property taxes will remain unchanged for people who choose not to participate in the program.  Property owners will pay an incremental special tax only if they “opt-in” and have work done on their property as part of the program.  

What is the effective interest rate for solar and energy efficiency loans?  

Under the FIRST program, the effective rate for the pilot was 7.75% (including administrative and County collection fees), though we this may come down once the program goes to scale.  The City expects to obtain this effective interest rate because the bond issued to finance the program is well secured and will maintain California State tax exemption.

Can I use any contractor for solar installation or other energy projects?

Under the current plans, the property owner will contract directly with any qualified private solar installer approved under the California Solar Initiative.  Rules have not yet been determined for other types of energy projects.
What happens if a participant sells their property?

The special tax obligation will remain as an obligation of the property when the property is sold.  If you sell your property prior to the end of the 20-year tax period, the new owner takes over the special tax obligation as part of the annual tax obligation on the property.  The energy systems are part of the property and ownership of the energy system will transfer to the new owner at the close of the real estate sale.  

Are participants eligible for the California solar rebates and other energy efficiency incentives?

Yes, participation in this financing plan does not reduce rebates available through the California Solar Initiative (“CSI”) program.  More information on the CSI can be found at: http://www.gosolarcalifornia.ca.gov/.  Other energy efficiency rebates available from EBMUD, PG&E, and the State of California would also unchanged.

Are participants eligible for the federal solar tax credit?

This is not yet clear.  The City is currently asking the IRS for guidance to determine whether the portion of a solar system financed by the Berkeley FIRST program will be considered eligible for the Federal Investment Tax Credit.  

Can participants deduct the solar financing costs on their income taxes as they do for other property taxes?

Participants will be permitted to deduct the interest component of their solar financing tax, similar to a home equity line or a home mortgage.   

Are there other program requirements?

The City is currently planning to require that certain basic energy efficiency improvements be installed in order to be eligible for the FIRST program to ensure that the most cost-effective energy measures are installed before proceeding with a solar installation. The types of efficiency work required may include: weather-stripping, water heater blankets, and attic insulation.  

How will a property owner apply for participation in the Program?

The City is currently planning to require the property owner to submit a copy of the California Solar Initiative (“CSI”) Reservation Request Form, a copy of the reservation approval letter sent by PG&E, and an application fee.  This places no additional burden on prospective participants, as the applicant must submit most of this information to PG&E in order to obtain a state rebate.  The CSI requires the applicant to attach a signed solar installation contract between the applicant and a solar system installer.

What will be the City's approval criteria?

Although the criteria for the full program are still under discussion, two essential elements for approval are that the applicant (1) holds clean title to the property as listed in the records of the County Assessor’s Office, and (2) be current in the payment of all mortgages, taxes, and other obligations secured by the property.  

When would the check be issued to the property owner?

This is one of the most complicated outstanding issues.  Current plans are for the City to require property owners to submit the following documents following the installation of their project in order to receive a check from the FIRST program:

(i) written evidence that the City's Building Department has signed off on the project, and 

(ii) an executed Unanimous Approval, by which the property owner will annex the benefited property to the Special Tax District, agree to pay special taxes, consent to recordation of a Notice of Special Tax Lien against the benefited property and release the City from any liability associated with installation of the project or its performance.   

Upon receipt of these documents, the City will record the Notice of Special Tax Lien on the subject property and provide a check to the property owner. 


Should people wait to install solar until this program is available? 
No.  The State solar incentives may be reduced before the FIRST program is widely available.  
Legal Structure

What is the source of the City’s legal authority to form a Special Tax District and levy special taxes to finance energy projects?

The Mello-Roos Community Facilities Act of 1982 (the “Mello-Roos Act”) authorizes creation of community facilities districts, the issuance of bonds and the levy of special taxes to finance public facilities and certain improvements to private property.  The Mello-Roos Act does not currently authorize local agencies to finance the energy projects for private property. As a charter city, Berkeley has power over municipal affairs when the subject matter has not been preempted by State law. State law has not preempted the financing of energy projects for private property and, accordingly, the City may adopt its own special tax financing law (the “Code”) for that purpose. The Code will incorporate most of the provisions of the Mello-Roos Act, and make changes to the Mello-Roos Act to the extent necessary for purposes of the program. 

What is the Special Tax District?

The Special Tax District formed by the City under the Code, like community facilities districts established under the Mello-Roos Act, will describe a specific group of properties within the City. The Special Tax District will allow the City to selectively tax those property owners who elect to improve their residential or commercial building with energy projects.  The Special Tax District will initially be formed to include no properties, and property owners will “annex” into the Special Tax District if they wish to finance energy projects for their residential or business property.

How does this “opt-in” structure work?

The Mello Roos Act (Gov. Code Section 53339.3 (b)) allows local agencies, when they form a community facilities district, to “identify territory proposed for annexation in the future, with the condition that parcels within the territory may only be annexed with the unanimous approval of the owner or owners of each parcel or parcels at the time that parcel or those parcels are annexed”. The Code will incorporate this provision. Before the City pays the contractor, the Property Owner must agree to annex into the Special Tax District and to pay a specific special tax.

What documents does the property owner sign?

The property owner agrees to pay special taxes by executing a document (the “Unanimous Approval to annex into the Special Tax District”). The highlights of this document are that the Property Owner agrees (a) to annex into the Special Tax District, (b) to pay special taxes annually over 20 years as and when due, and (c) to allow a Special Tax lien to be placed on the property to secure the payment of the special taxes.  The document also includes as exhibits (y) an invoice from contractor with the cost and a description of the improvements installed, and (z) description of the method by which the amount of special tax is calculated.

Can any city form a district like the Special Tax District? 

Under current law, a California city must be a “charter city” to implement a program like Berkeley FIRST.  All cities in California are either a general law city or a charter city. As a charter city, the City has power over municipal affairs when the subject matter has not been preempted by State law. In California, 108 out of 478 cities are charter cities.   For non-charter cities the law AB811 creates a mechanism to allow a similar type of financing. 

What are the legal steps to adopt a Berkeley FIRST program?

Cities will generally follow the Mello-Roos process for creating a special district and determining financing details.  The adoption process is as follows:

1. Adopt Special Tax Financing Law and Local Goals and Policies

· Adopt Special Tax Ordinance 

· Adopt Local Goals and Policies

2. Create Special Tax District and Authorize Bonds

· Resolution of Intention to form a Tax District

· Resolution of Intention to Incur Bonded Indebtedness

· Noticed Public Hearing

· Resolution of Necessity to Incur Bonded Indebtedness

· Resolution of Tax District Formation

· Adopt Ordinance to Levy Special Taxes

3. First Round of Funding (and each subsequent round)

· Legislative authorization of bond issuance

Financial Issues

How is the Special Tax calculated for each Property Owner?

The annual special tax amount for each property owner is calculated based upon (a) the cost of the energy project installed in that property owner’s residential or commercial property, (b) the interest rate paid by the City on Special Tax Bonds or other monies used to fund the cost of that property owner’s energy project, (c) an upfront and annual administrative charge levied by the City and financing partner. 

How will the interest rate on the Bonds be calculated?

This is the subject of on-going discussions with possible financing partners.  It is expected that the interest rate will be between 6.0 – 8.0% for the full program.

What is the security for the Bonds?

The City will record a Notice of Special Tax Lien against the property. The Notice of Special Tax Lien imposes a lien to secure the obligation to pay special taxes and ranks pari-passu with the lien of ad valorem property taxes and special assessments. (i.e senior in priority to a property’s first mortgage).  In the event of delinquent special taxes, the City reserves the ability to foreclose on the delinquent property or it may choose to wait for the County to initiate foreclosure after five years of delinquency. In addition, the City may choose to pay delinquent special taxes from available surplus funds and to be reimbursed from payment of delinquent special taxes. 

Who will buy the Bonds?

Bonds of this type will be purchased by banks or other investors in the same way other “municipal bonds” issued by cities are purchased.  Interest on the bonds will be taxable to the investor at the federal level, but exempt from California State personal income taxes.

Who collects the Special Taxes?

Special tax payments are collected on the property tax bill by the County of Alameda's Treasurer-Tax Collector and will be due on the same dates as ad valorem property taxes: April 10th and December 10th of each year.  On August 1st of each year, the City will report to the Treasurer-Tax Collector the amount of special taxes due on each property.  After collection of the special taxes, the County will remit 98.2% (a 1.8% fee is charged by the County for its collection services) to the City, who in turn will submit required debt service, when due, on the Bonds to the owners of the bonds. 

What if the Special Tax is not paid by the property owner?

The Special Tax, like other property taxes, will be secured by a lien on the subject property, which ranks senior to the first mortgage.  As a general matter, if a property owner fails to pay ad valorem property taxes for 5 years, the county will foreclose on the property to collect delinquent taxes. 

What other security does the owner of the bonds have?

In the event the annual special tax is not paid investors will be paid from a fund created by the City that is derived from excess program funds and other amounts deposited by the City.  This reserve fund will provide the funds necessary to make the principal and interest payments to the investors until the County has foreclosed on the property.  This is not an obligation of the City and there is no guarantee that the funds available will be sufficient to cover all delinquencies.

Is a participant obligated to continue paying special taxes if the solar system stops working?

The special tax obligation will continue for the entire 20-year period whether or not the solar system continues to work.

-----

Note: This FAQ was developed by the Renewable & Appropriate Energy Laboratory (RAEL) at the University of California, Berkeley in conjunction with its work for the City of Berkeley.  The answers to the questions above are based upon discussions with municipal finance professionals including bond counsel, financial advisors and accountants.  This analysis is the work product of RAEL, not the City of Berkeley.  
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