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Town of Babylon Comes Out Swinging Against Fannie May/Freddie Mac

by Don Knapp, Jul 12, 2010
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Babylon Town Supervisor Steve Bellone is helping to lead the fight by
local government to reverse FHFA's decision on PACE programs.

A pioneer of property-assessed clean energy (PACE) financing isn’t afraid to fight back against lending giants Fannie May and Freddie Mac, or the federal agency that oversees them. The Town of Babylon, NY, announced plans today to file suit against the Federal Housing Finance Agency (FHFA) in U.S. District Federal Court, to prevent FHFA from effectively shutting down local governments’ PACE programs across the country, including Babylon’s Long Island Green Homes Program, one of the first in the nation.

At issue is Fannie Mae and Freddie Mac’s refusal to underwrite home loans that participate in PACE programs designed to help homeowners overcome the up-front costs of energy efficiency upgrades or renewable installations. The decision spells disaster for the handful of PACE programs already established, and the many more under development, funded ironically by federal stimulus dollars.

The ripple effect of killing PACE is to also kill thousands of jobs, hamper local climate action, and stifle the bottom-up emergence of a clean-energy economy. Town of Babylon Supervisor Steve Bellone has let it be known, however, that he doesn’t plan on shutting down his successful program, or backing down from FHFA. The Town released two pages of talking points (reprinted below, courtesy of Town of Babylon) that mount a counterattack on FHFA’s position and conduct on the PACE issue.

David v Goliath: Babylon v Fannie & Freddie

Jobs – the only mortgages being rendered unsound in this Fannie/Freddie edict are those held by our program performance building contractors….

· Before the Department of Energy got into the mix last year, Long Island Green Homes was making houses more energy efficient and saving homeowners over $1,000 per year. In the process, the Town of Babylon was effectively putting contractors to work in an economy that has put 25% of the trades out of work. 

· In the wake of the draconian declaration of Fannie & Freddie last week, Babylon refuses to go along with this job killer.  We are not going to abandon what could be the single most effective source of jobs creation in the nation – the retrofitting of America’s existing building stock.   One of our contractors moved here from California to work in the program he saw as the most well run in the country.  These folks are putting food on their table and paying their mortgage.

· Now faceless bureaucrats at Fannie Mae and Freddie Mac think they can render asunder this most potent of jobs creation programs with the stroke of pen; the working men and women of Long Island will not allow this venal and reckless bureaucratic assertion to stand.  Fannie & Freddie already had a ham-fisted hand in our economic melt-down; now they propose to block our recovery.

Effective Discipline of Green Homes
· From the outset, Babylon has insisted on installing the most cost-effective energy efficiency measures.  The average house retrofitted in the Green Homes program receive a set of upgrades that run a savings-to-investment ratio of close to 2.0 which means the upgrades pay for themselves in half the lifetime of the measures. 

· Average obligation is $8,600 which is paid over 8.5yrs.  In many cases, the savings cover the monthly charge.

· The amount of the work has never exceeded 10% of the value of the property and, in most cases, the so-called LTV (loan-to-value) is, in fact, below 5%.  All participating homeowners must have a history of timely property tax payment.  To date there has been no delinquency requiring the Town to levy a benefit assessment, so none of these obligations is, for practical purposes, senior to the mortgage.

· Rather than undermining the capacity of the mortgage holder, a Green Home owner has decreased his/her operating cost by over $1,000 per year and enhanced the value of their property.  There have been no delinquencies requiring assessment and no mortgage defaults. 
Assault on Home Rule
· Babylon’s Green Homes program is predicated on the principle of BACE, Benefit Assessed Clean Energy.  The benefit assessment is a hundred-years-old authority of municipal governance providing the basis for infrastructure improvements such as new sewer lines, sidewalks or repaved streets.

· FHFA has unilaterally determined that PACE programs are “unlike routine tax assessments.”  Currently, on an annualized basis, retrofitted homes constitute a total charge of $300,000 while there is $42M worth of other benefit assessments that have senior lien status in Babylon.  There are 37,000 tax assessment districts nationwide.  The precedent set herein would provide rationale for Fannie and Freddie to unilaterally dismiss other benefit assessments. 

· This is an abrogation of state and municipality ability to determine what is in the public good.

· Big Government by fiat v the rule of local law. 
Redlining
· Fannie and Freddie invoke all sorts of red herrings in the FHFA Statement of July 6, saying these particular assessments “pose unusual and difficult risk management challenges.”  

· In municipalities with “PACE or PACE-like” programs, Fannie & Freddie, in concert with the Comptroller of the Currency (OCC), propose adjusting LTV ratios to effectively lower the line of credit available to homeowners.

· Among suggested measures from OCC are “procuring loss guarantees from respective states or municipalities,” & “escrowing tax-assessment-related debt service payments.”

· OCC also warned investment banks to stay away from underwriting bonds in consideration of impact on the mortgage market.

· Fannie & Freddie regularly mischaracterize benefit assessments as loans.  In fact, in cases of foreclosure, there is no acceleration of the obligation and only the delinquent portion of the assessment is due.  The balance of the obligation remains with the property.

Good Faith
· By DOE, PACE stakeholder and media accounts, exerted effort was made to assuage the concerns of Fannie and Freddie by acceding to underwriting criteria, program discipline, programs of pilot proportion for data purposes and even the offer of 2yrs worth of loan guarantees from DOE.  In fact, negotiators from DOE and the Vice Presidents office were, reportedly, blindsided by the all-encompassing nature of F&F’s unilateral edict.

· Ever since the first lender letter from FHFA a year ago, the Town of Babylon has sought, in writing, clarification, particularly in light of the demonstrably disciplined and cost effective Green Homes program that has been running for two years.  FHFA professes to have examined existing programs; given that Babylon’s is one of the longest running and purest municipal energy efficiency program, consistently featured in coverage of this issue, it is curious that FHFA has never bothered to query us.

· In its statement, FHFA contends they remain committed to “develop and implement energy retrofit lending programs with appropriate underwriting guidelines and consumer protection standards.”  While ours is not a “lending” program, we have measure discipline, underwriting guidelines and consumer protection standards.”  As one of the few municipally-administered residential energy efficiency programs left standing in the face of F&F ‘s mandate, Babylon would welcome acting as a model/poster boy for establishing the standards Fannie and Freddie profess to seek.

 

