
 

 

A new California law, AB 2693 which CBA 

supported, imposes greater discipline on the 

process of obtaining property assessed clean 

energy or “PACE” loans. Currently, local 

agencies may raise funds and designate 

areas in which property owners may obtain 

financing to make energy-related 

improvements. The amount of a loan 

becomes an assessment on the owner’s 

property and is repaid like property taxes. 

PACE programs are attractive because 

borrowers may have up to 20 years to repay, 

and loans are secured by the property rather 

than the borrower personally. 

 

Typically a property owner engages a 

contractor for the desired work and obtains 

an estimate, and then applies for financing 

through the PACE program. If the project is 

approved, the local agency agrees to pay the 

cost of the improvements and places an 

assessment lien on the property for the 

amount owed plus interest. Currently, the 

principal restriction on a borrower is that 

PACE financing may not result in the total 

annual amount of tax and other assessments 

exceeding 5% of the property’s value. 

 

Concerns have been raised that PACE 

financing is provided without the safeguards 

that are applicable to similar forms of 

consumer credit, such as determining ability 

to repay the additional debt. Mortgage 

lenders are concerned that property owners 

incur additional mortgage debt that is 

secured by a lien on the property that has 

priority over their own liens. AB 2693 

requires that consumers entering into a 

PACE financing transaction must be 

provided with a statutory model disclosure 

form called the Financing Estimate and 

Disclosure.
1
 The disclosure is intended to be 

consistent with the Truth in Lending Act 

disclosure. Also, an agency may not allow a 

property owner to obtain financing if the 

property does not comply with the following 

(in addition to the existing 5% cap):  

 

 financing recipients are legal owners of 

underlying property 

 financing recipients are current on 

mortgage and property tax payments 

 financing recipients are not in default or 

in bankruptcy proceedings 

 financing is for less than 15% of the 

value of the property, up to the first 

$700,000 of the value of the property, 

and is for less than 10% of the remaining 

value of the property above $700,000 

 the property is within the geographical 

boundaries of the PACE program, and 

 the total mortgage-related debt and 

PACE financing on the underlying 

property does not exceed the value of the 

property.
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1
 The form is set forth in new Streets and Highways 

Code Section 5896.17. 
2
 For financing of public improvements the property 

is also required to follow applicable standards of 

energy efficiency retrofit work, including any 

guidelines adopted by the State Energy Resources 

Conservation and Development Commission. See 

Section 5898.16 of the Streets and Highways Code 

and Section 26063 of the Public Resources Code. 



 

In addition, in most instances the property 

owner must be given a right to cancel the 

assessment without penalty or obligation on 

or before midnight on the third business day 

after signing the contract, receiving the 

Financing Estimate and Disclosure, or 

receiving the right to cancel notice, 

whichever is later.
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The bill restricts a public agency or other 

party to a contractual assessment from 

making any “monetary or percentage 

representations” about how the financed 

improvements may increase the value of the 

property. It may do so only if it derives an 

estimate using one of three methods: (1) an 

“automated valuation model,” described as a 

computerized property valuation system that 

is used to derive a real property value; (2) an 

opinion from a licensed real estate broker; or 

(3) an appraisal by a licensed appraiser. 
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 The right to cancel applies to financing for 

installation of distributed generation of renewable 

energy sources or energy or water efficiency, seismic 

retrofit, and electric vehicle recharging under Streets 

and Highways Code Sections 5898.20(a)(2), 5899, or 

5899.3. The form of the notice is provided at revised 

Section 5898.16. 

Finally, the bill defines “property owner” to 

include all owners of record, one effect of 

which is that a single co-owner acting alone 

may not obligate other co-owners on the 

proposed debt. 

  

AB 2693 becomes effective on January 1, 

2017. Kevin Gould, Director of State 

Government Relations, is CBA’s lead 

lobbyist on the bill.  

 
The information contained in this CBA Regulatory 

Compliance Bulletin is not intended to constitute, and should 

not be received as, legal advice.  Please consult with your 

counsel for more detailed information applicable to your 

institution. 
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