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Good morning. Thank you for inviting the Pennsylvania Bankers Associationl to share its views 
on property assessed clean energy finance (PACE). My name is Olaf Hasse. I am employed as 
Vice President and Loan Portfolio Risk Management Officer for the F&M Trust Company with 
its main office in Chambersburg, Franklin County and branches in Cumberland, Fulton and 
Huntington Counties. I have spent the last 35 years in bank lending - the first 27 in residential 
lending and the past 8 principally in commercial lending and loan risk management. I am a 
former Chair, and now serve as a member, of PA Bankers' Lending Advisory Committee. 

Our Committee has had the privilege over the last several years of consulting with Senator 
Blake, the prime sponsor of SB 234, his staff, and representatives of electrical contractors and 
others who requested this bill's introduction. We believe the discussions were beneficial and 
appreciate the opportunity to share our views about it with you today. 

Background 
Almost all of PA Bankers' members make building construction, improvement and/ or 
equipment loans. The criteria by which banks make and manage a real estate loan are governed 
in laige part by federal and state law and our processes are examined often by internal auditors, 
external auditors, and federal / state bank regulatory agencies. 

In contrast, the PACE program allows financing to be provided by non-regulated entities and in 
a form that differs significantly from conventional loans. If SB 234 were enacted, municipalities 
could decide whether to authoriz,e PACE alternative energy projects through public or private 
debt or owner financing. 2 The installation and financing costs would be repaid by an 
assessment added onto the agricultural, commercial or indus·trial building owner's local 
property tax bill. 

1 The Pennsylvania Bankers Association, located in Harrisburg, represents 126 banks, saving institutions and trust companies of all 
sizes - from the smallest to the largest - operating in this Commonwealth. The association offers extensive continuing education 
programs, government relations representation on behalf of the industry, and provides numerous products and services for banks 
and th.eir employees. 

2 SB 234, PN 1443's definition of"local financing" prohibits the use of general obligation bonds to finance PACE projects. Other 
types of public or private financing could be used. 



Financial Considerations 
You might wonder why banks are concerned about PAC programs. The reason is that many of 
the properties which could become eligible for PACE financing already serve as collateral for at 
least one pre-existing mortgage loan from a bank or other lender. PACE financing seeks to 
"prime" - or assume a lien position over and above - existing liens filed by prior lenders. It 
would essentially be on the same level as property taxes and be paid before any bank debt 
secured by the property is repaid. Additionally, the PACE financing liability could be quite 
significant at least during the first several years of the financing and could total much more 
than the property's annual property taxes. 

The graphic below illustrates what could occur in the case of a defaulting commercial borrower. 

PACI Rrmtclng ·PAID 

• Loin lh ·PAID 
• Lou h ·NO FUNDS REMAIN 
• Loin •3 ·NO FUNDS REMAIN 

In the case of SB 234, our concern about a bank's ability to preserve its lien and payment 
priority is somewhat allayed by its provision requiring that a property owner seeking PACE 
financing will have to notify the holder of any lien, mortgage or secnrity interest in the property 
in writing and give them the opportunity to decide whether to consent - also in writing- to the 



PACE transaction. If a prior lienholder' s right to review and consent to PACE financing were 
not included in this bill, PA Bankers would have to oppose it. 

Risks 
Preservation of lien priority is not our only concern, however. We are also concerned about the 
potential for PACE-financed alternative energy equipment to fail to operate as intended, 
deteriorate over time or simply lose its effectiveness - possibly degrading, rather than 
improving, a property's value and salability. Technology advances can make even fairly-new 
equipment obsolete quickly. If that happens, the building's owner would still be responsible for 
a not-yet extinguished local tax assessment on top of any other remaining debt such as a prior 
loan made by a bank. PACE lending may not be the most economical solution for an owner. 

A bank considers each commercial loan request carefully and applies stringent criteria to 
structure and approve because it will likely hold the loan in its portfolio and receive repayment 
according to a set schedule over a long period of time. PACE transactions are most frequently 
securitized and sold into the secondary market. This means the risk parameters differ between 
bank financing and PACE financing, we believe making PACE more risky and potentially 
detrimental to the community. 

Sustainability 
Many agricultural, commercial and industrial building owners are highly sophisticated 
business people or corporations, but not all are. Some are busy small business owners or 
farmers which may lack the means or time to fully analyze the pros and cons of PACE 
financing. A vendor or contractor installing equipment financed by PACE does not have to 
carefully analyze a building owner's ability to pay an increased local tax assessment for years 
into the future. The PACE vendor or contractor is paid when the equipment is installed and 
then moves on. 

Additional Concerns 
I have been speaking solely in terms of agricultural, corrunercial and industrial projects because 
those are the only types of PACE financing SB 234 would authorize. You are likely aware that 
residential PACE financing has been authorized in some states and municipalities. Residential 
PACE financing presents significant consumer protection concerns. 3 In addition, the federal 
housing finance enterprises ("Fannie Mae'' and "Freddie Mac") are prevented from purchasing 
residential mortgages where the property is encumbered by a PACE loan holding first lien 
position.4 

In addition, because PACE liens may be imposed and enforced subject only to the laws 
governing the collection of local of property taxes, it is unclear whether and to what extent any 
residential PACE financing if authorized would be subject to consumer protection laws, such as 

3 https;// www.ab< .com I Advocacy/ LetterstoCongress/ Documents/ A BA-CUN A-MBA-Opposition-CSG-Resolution-PACE-
120817.pdf?u tm campaign=Unifo rmStateu w-
201801 %20January&utm medium=emai l&utm source=Elogua&elgTrackfd .. 448472b9739d4b9ba5a270ac2bbbcdCkl&elg'"'fclaleb99.7a 
264a73a3fa63766baa2c94&elqaid""18017&elgat=l&elgCam pajgnJd .. 4607 

' https:/ I www.fhfa .gov I Media/ Pu blicAffairs/ Page /Poll a rd -Statement-be.fore-California-Legisl<1 ture-Keeping-Up-with
P ACE.aspx 



the Truth in Lending Act, the Fair Debt Collection Practices Act, the Fair Credit Reporting Act, 
the Real Estate Settlement Procedures Act, the Equal Credit Opportunity Act, the Pennsylvania 
Mortgage and Loan Industry Licensing and Consumer Protection Act, the Pennsylvania Goods 
and Services Installment Act, and the Pennsylvania Unfair Trade Practices and Consumer 
Protection Law. In addition, because PACE programs may be established by any county or a 
municipality of any size with a community or economic development department, and the 
operation of PACE programs may be subcontracted out to non-goverrunental entities, there 
would be no centralized supervision or regulation of PACE financing. While in the context of 
business and commercial lending this may be acceptable, it is highly problematic with respect to 
residential lending. 

For those reasons, PA Bankers opposes the authorization of residential PACE financing. 

Conclusion 

We should note that this legislation would authorize a special class of non-regulated lenders to 
finance energy projects with the extraordinary power to take property to a tax sale currently 
reserved to local governments. Local tax enforcement is not subject to the requirements 
applicable to mortgage foreclosure. We question the public policy of establishing a class of 
private lenders who can exercise the equivalent of local government tax enforcement power. 

The Pennsylvania Bankers Association appreciates this opportunity to share its views on SB 234. 
I would be glad to answer any questions you may have. 




