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COMMITTEE ACTION

	
[bookmark: _GoBack]Proposed Substitute Ordinance 2017-0452 authorizing the establishment and implementation of a program to fund city projects to reduce energy demand, passed out of committee on February 15, 2018, with a “Do Pass” recommendation. The motion was amended in committee with Amendments S1 and T1 to provide clarity to the legislation.





SUBJECT

Proposed Ordinance 2017-0452 would authorize the establishment and implementation of the Fund to Reduce Energy Demand for Cities program.

SUMMARY

Proposed Ordinance 2017-0452 would authorize the establishment and implementation of a program to fund city projects to reduce energy demand. The program is referred to as the FRED (Fund to Reduce Energy Demand) Program for Cities. 

The FRED Program for Cities is modeled after an intra-county loan program established in 2014 to fund energy efficiency projects for King County departments. Under the FRED for cities program, King County cities could apply to the County for loan funds for energy reducing projects. The projects must meet the energy efficiency or renewable energy production and other programmatic criteria established in Attachment A to the ordinance. Cities would then enter into loan agreements with the County in substantially the same form as Attachment B to the ordinance. The County will likely use bond funds as the source of the loans.

A striking amendment and a title amendment are attached. The suggested changes are intended to provide more clarity to the ordinance and its attachments. 

BACKGROUND 

King County established an intra-county loan program known as the Fund to Reduce Energy Demand Program (FRED) in 2014 to provide loans to county agencies to implement projects that result in the reduction of energy or water resources and/or cost, and the reduction of carbon emissions. Participating projects are required to meet the threshold criteria listed below:

· The project/initiative results in the reduction of net energy usage by King County.
· The incremental energy investment costs have a positive Net Present Value (NPV).
· The project or initiative has a payback period that is less than the life of the proposed asset or investment.
· There must be funding available to repay the loan in 10 years or less.
· The project or initiative does not violate any labor agreements or memoranda of understanding.

Departments use savings from reduced operating costs and other operating funds from a department’s budget to pay off the internal loans. To date, there have been 18 completed, or in-development, projects that in total cost approximately $3.5 million and will result in approximately $500,000 in annual savings. These projects are approved by an internal executive team and funding is appropriated by the Council through the budget process. 

According to Executive staff, some cities within King County’s geographic jurisdiction also face a challenge in financing energy reduction projects. Therefore, under this proposed ordinance the County would invite cities to participate in a companion program to be entitled the Fund to Reduce Energy Demand for Cities Program.  Such a program would be consistent with a priority action of the 2015 Strategic Climate Action Plan (Motion 14449) to develop a loan program to be available to cities within King County to complete resource efficiency or renewable energy projects in their facilities. 

ANALYSIS

Proposed Ordinance 2017-0452 would authorize the establishment and implementation of a program to fund city projects to reduce energy demand. This legislation does not establish the fund. The program is referred to as the FRED (Fund to Reduce Energy Demand) Program for Cities and is described in Attachment A to the ordinance. The ordinance would also authorize the Executive to enter into loan agreements in the form of Attachment B to this ordinance. Therefore, Council approval of the loan agreements with participating cities would not be required. 

If this ordinance is adopted by the Council, a multi-departmental team including executive staff, Office of Performance, Strategy and Budget staff, and departmental energy managers would approve projects for funding if they meet the criteria in Attachment A to the ordinance.  The Executive would then transmit a supplemental budget request with a list of specific projects and a separate ordinance to set up the fund. If the costs of approved projects were sufficient to use bond funds, the Executive would also transmit a bond ordinance to authorize the sale of the bonds. 

Administering this program would be integrated into the workload of two existing full-time equivalent positions focused on energy initiatives.

Program Description (Attachment A to the Ordinance)

Eligibility: Any city within King County may apply for a loan from King County’s FRED for Cities Program in support of energy use and cost reduction projects or renewable energy production projects. Cities may request FRED for Cities funding for the marginal or total costs associated with increasing the energy efficiency of facilities or installing renewable energy systems. Marginal or total costs that can be supported through loans from the FRED for Cities Program are limited to the installation of capitalizable equipment. 

The County expects to be able to provide funding for all projects that meet the criteria outlined below.

· The project results in the reduction of net energy usage or production of renewable energy by the city.
· The incremental investment costs have a positive Net Present Value (NPV).
· The project has a payback period that is less than the life of the proposed asset.
· The city has the capacity to develop and implement the project, either with internal resources, or through contract(s) with qualified service providers, or combination. 
· The project does not create other negative environmental, community, financial, or workforce impacts.
· The project has positive or neutral Equity and Social Justice and economic development impacts.

Interested cities would be required to complete an application which includes: a narrative description of the project, a description of the specific uses of the proposed project, a life cycle cost assessment; and a timeline to complete the project. Applications would be reviewed by King County staff. Loans agreements would be required to be approved by a city’s legislative authority.

Loan Amounts. The current maximum loan size is proposed to be $1 million. 

Loan Agreement (Attachment B to the Proposed Ordinance)

Attachment B is the loan agreement template the County would use for each loan. The agreement was drafted by the PAO. The agreement would be modified with the specific project information and loan amounts for each project. 

The loan agreement states that the program loans are to be “used solely for projects that provide a benefit to the County and its citizens for development and use of clean energy technologies that reduce energy, consumption or produce renewable energy, reduce energy costs, and reduce harmful emissions through installation or replacement of equipment or other capitalizable assets.”

Each agreement would include an “Exhibit A” which provides a description of the project(s) to be funded by the loan. The loan agreements would also include an “Exhibit B” setting forth the principal loan, interest rate, payment amounts and schedule of payments.

As set forth in the agreement (Section 2.2), the loan proceeds would be disbursed quarterly upon receipt of a detailed invoice for project reimbursable expenditures. Section 2.8 of the agreement would allow the city to pre-pay the loan without a penalty if prior written notice is provided. 

Cities Required to Pay Back Loans

Section 2.4 of the agreement would require the city to make loan payments for the principal and interest. As stated in the agreement, the city’s obligation would be “absolute and unconditional.” Therefore, even if the project fails to meet its energy goals, the city would still be obligated to make loan payments. Further, Section 3.1 specifies that the city pledges “its full faith, credit, and resources for the prompt payment of the installment payments as the same shall become due.” Section 6.1 specifies the process for delinquent payments. Council staff asked why while no collateral is required to secure the loan. Executive staff conferred with the Director of the Office of Performance, Strategy and Budget; Executive staff concluded that a City’s pledge to repay was a strong commitment, and on par with similar general obligation or revenue pledges, and did not require collateral to secure the loan. 

Attachment B to the proposed ordinance states that costs incurred by the County for fund management and program administration will not exceed 0.2 percent of the original loan balance. The city’s share of other additional costs would be negotiated with each agreement. Executive staff note this is left open in the template for the loan agreement because they won’t know the full costs of issuing bonds until they know how many projects will be seeking funding, their size, and complexity. If there are not a sufficient number of projects seeking financing to justify issuing a bond, the County would look for other funds that could be used for this purpose and have available fund balance.

FISCAL NOTE

The fiscal notes shows no direct fiscal impact of the proposed ordinance. Pending Council approval of the project and review of proposals by cities, a supplemental budget request would be submitted in 2018 with specific information on the amount and number of loans requested. Cost details related to specific project proposals would be provided with the supplemental budget request. The proposed loan agreement is structured so that interest and administrative costs would be repaid by borrowers through annual or semi-annual payments.

AMENDMENT

Staff have prepared a striking amendment (Attachment 2) and a title amendment (Attachment 3) to provide more clarity to the ordinance and its attachments. As transmitted, the proposed ordinance could be misread to be establishing a fund. The striking amendment is intended to clarify that the ordinance is establishing a program. The striking amendment is also intended to clarify the language authorizing the executive to enter into loan agreements.  

The striking amendment has been reviewed by executive staff, Council’s legal counsel, and the Prosecuting Attorney's Office. 
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