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Kevin Thompson, Assistant City Manager / Comm. Dev. Dir.  

Agenda Item Title:  Financing Plan for City’s participation in PG&E Turnkey Program.  
________________________________________________________________________________________ 

Recommended Council Action(s):  
Hold a Public Hearing, consider all findings, hear public comment, and adopt Resolutions entitled: 

1. A Resolution of the City Council of the City of Cloverdale approving the PG&E Investment Grade 
Audit (“IGA”) and Sustainable Solutions Turnkey Implementation Work Order for Various Energy 
and Retrofit Projects (“Project’) following the Terms of the PG&E Master Service Agreement and 
Authorizing the City Manager to Submit Documentation and Execute and associated Agreements 
and Applications to implement the project.  

2. A Resolution of the City Council of the City of Cloverdale approving an equipment lease purchase 
agreement with Banc of America Public Capital Corp (or one of its affiliates) and related documents 
and actions including Professional Services Agreements with W.J. Fawell Co. (Municipal Advisor) 
and Jones Hall (Bond Counsel), and a Placement Agent Agreement with Oppenheimer & Co., Inc. 

________________________________________________________________________________________ 

Background: 
Sustainable Solutions Turnkey (SST) Program offered by PG&E for municipalities is intended to provide a 
turnkey, comprehensive approach towards designing, building, managing, commissioning, monitoring, and 
validating energy savings and water conservation projects. Projects are funded from energy cost savings 
over a multi-year term that matches the energy cost savings. No upfront payments are required. The 
program allows for a streamlined solution to implementing energy conservation projects with the goal of 
implementing energy saving projects at City facilities and using the money saved from reduced energy use 
and operational maintenance costs to pay the debt service for the design and construction of the project. 
The project scope also includes the installation of AMI water meters to be installed throughout the city.  

The City has been participating in the program over the past two years. On February 23, 2022, staff 
presented to the City Council a Preliminary Feasibility Assessment (PFA), produced by Centrica. This study 
provided a way to optimize and upgrade energy systems in a manner that is budget-neutral to agencies and 
businesses, per California Government Code §4217. Based on the findings in the PFA, on May 26, 2022, the 
Council approved a resolution authorizing Centrica to perform an Investment Grade Audit (IGA) of the City. 
On August 10, 2022, the Council received an update on the findings of the Investment Grade Audit and 
directed staff to return with a financing plan. The financing plan is the topic of this agenda item.  

Improvements to be Financed 
 
The total cost of all energy and utility improvements estimated by PGE is $7,884,824. Of this amount, 
$4,150,113 is the installed cost of 3,407 new water meters, $3,003,257 for a Solar PV Ground Mount Install 
at the City’s Wastewater Treatment Plant and another $831,454 for various HVAC and energy saving 
upgrades for various City facilities. 
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The City intends to use $980,000 of ARPA grant funds as a cash contribution toward the total project cost of 
$7,884,824, thereby reducing the amount of improvements to be financed to $6,904,824.  
Project costs estimates were provided by PGE and its subcontractor Centrica as part of their Investment 
Grade Audit, pursuant to their “Master Service Agreement” with the City. 
 
Allocation of Debt Service to Water and Wastewater Enterprises and General Fund 
 
Annual debt service on the financing will be internally funded by the net revenues of the Water and 
Wastewater Enterprises and a small part by the City’s General Fund, which is subject to change depending 
on the allocation of the ARPA funding toward projects. The percentage allocation of debt payable was 
computed by determining the percentage of the total project costs of $7,884,824 attributable to Water, 
Wastewater and the General Fund for projects benefiting City facilities other than water and wastewater 
facilities. 
 
The estimated project costs for water, wastewater and General Fund improvements are: 
 
1-Water Enterprise-------------------------$5,676,183 
2-Wastewater Enterprise-----------------$1,584,724 
3-City General Fund Improvements-----  $623,918 
Total                                                            $7,884,824 
 
The percentage of debt service to be paid on the financing is allocated as follows: 
 
-Water Enterprise------------71.99%* 
-Wastewater Enterprise----20.10%* 
-City General Funds---------    7.91%* 
Total                                         100% 
 
* Subject to change depending on the final allocation of the ARPA funding toward particular projects. 
 
Recommended Financing Structure-Equipment Lease Purchase Agreement 
 
Based on input from the City’s financing team the most cost-effective method of financing is to use an 
equipment lease purchase agreement for a term of 15 years with funding provided by a commercial bank. 
 
Attached is a Memo dated 9/20/22, from Brandis Tallman, a Division of Oppenheimer & Co., Inc. (OCO) that 
lists rate and terms input from seven (7) commercial banks that specialize in equipment leasing for CA local 
government agencies. Based on this Memo, the lender with best rate and terms is Bank of America. Staff 
recommends Bank of America will be selected as lender, in accordance with the accompanying term sheet. 
 
Per the attached Memo and based on experience by OCO staff with equipment lease financing, Bank of 
America in recent months has had the best rate and terms for equipment lease financing for energy savings 
and utility improvements. Bank of America will offer a fixed rate for 15 years that would facilitate the rapid 
payoff of the financing, saving on interest expense that would be associated with a term of 20 years. 
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Bank of America will permit a special one-time prepayment of an equipment lease purchase agreement 
financing using grant funds with NO prepayment premium up to $2 million dollars. Prepayment must occur 
within three (3) years from closing, estimated to occur on 11/17/22. 
 
This means the City would have up until 11/27/25 to prepay the financing with DWR grant funds in the 
amount of $1,648,000. If the City has not been fully reimbursed with grant funds by 11/27/25, Bank of 
America would be receptive to extending three (3) year prepayment period. 
 
The City’s Municipal Advisor has recommended the use of a 15-year term as this will save on interest expense 
vs. a 20 yr. term and enable the City to pay off the financing debt sooner. In addition, a 20 yr. term financing 
would carry with it a higher borrowing rates vs. the rate on a 15 yr. term that would also increase annual 
debt service. 
 
Credit Analysis-Water and Wastewater Enterprises and General Fund 
 
Since the City’s water and wastewater enterprises will pay for 92.09% of the annual debt service on the 
equipment lease financing, the City’s Placement Agent (OCO) and its Municipal Advisor prepared net water 
and wastewater net revenue debt service calculations to confirm that subject enterprises would still have 
adequate debt service coverage considering the estimated annual debt service cost on the planned 
equipment lease financing.  
 
As previously stated, the City’s Water Enterprise will pay 71.99% of debt service and the City’s Wastewater 
System will pay 20.01% on the planned equipment lease financing. 
 
The data used to prepare projected net revenue debt service coverage tables was reviewed by Mark 
Hildebrand of Hildebrand Consulting LLC, the City’s Water and Wastewater rate consultant, who completed 
in 2021 a Water and Wastewater Rate study for the City. The City Council in 2021 adopted the recommended 
water and wastewater rates recommended in the 2021 Rate Study.  
 
Hildebrand Consulting also provided a water enterprise pro-forma analysis with forecasts from FY 2022 
through FY 2031 that were used in the projections of net water revenue debt service coverage from FY 2022 
through FY 2026. Given the above, staff and its Municipal Advisor and Placement Agent have a high degree 
of confidence in the projections. 
 
Projected net water enterprise revenue debt service coverage considers estimated debt service on the 
planned equipment lease financing and other water enterprise debt consisting of a 1993/1994 Safe Water 
Drinking Loan and a 2014 Water Installment Sale Agreement.  
 
Projected net water revenue debt service coverage from FYE 2023 thru FYE 2026 is considered “strong” 
ranging from 3.71x in FYE 2023 to 3.60x in FYE 2026. This level of net revenue debt service coverage would 
qualify for an “A” level Standard & Poor’s rating with debt service coverage in the 1.40x to 1.60x coverage 
range.  
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Projected net wastewater revenue debt service coverage from FYE 2023 thru FYE 2026 is also considered 
“strong” ranging from 2.96x in FYE 2024 to 6.11x in FYE 2026. This level of net revenue debt service coverage 
would qualify for an “A” level Standard & Poor’s rating that requires coverage of 1.40x to 1.60x.   
 
Given the “strong” projected net revenue debt service coverage, considering the estimated debt service on 
the equipment lease financing for both Water and Wastewater, there will be ample net revenues available 
to pay their respective shares of future debt service that would not start until FYE 2024. 
 
Furthermore, the City will not have to make debt service payments on the equipment lease financing until FYE 
2024 as debt service would be “built into” the financing amount. This is prudent as it allows the improvements 
to be built out within approx. 1 year and then energy savings would begin flowing to the City upon completion 
and available to pay annual debt service when due. 
 
General Fund-7.91% Share of Total Debt Service-Equipment Lease Financing 
 
It is estimated that the City’s General Funds, per OCO’s 9/29/22 “Savings Analysis”, presented to the Finance 
Subcommittee on 10/3/22, will have negative savings each year until the debt is fully paid off in 2037.  
 
Annual negative savings to the City General Fund will gradually trend downward thru maturity in 2037 from 
a “high water mark” negative savings in FYE 2024 of ($31,108). 
 
The estimated General Fund debt service obligation @7.91% of annual debt service is manageable and does 
not pose a risk to the funding of other important obligations of the General Fund in the future. 
 
Future Major Reduction in Annual Debt Service After Planned Prepayment with CA DWR Grant Funds 
 
Staff anticipates that grant funds from a DWR Drought Funding Grant will be received by the City no later 
than the beginning of 2026 in the amount of $1,647,750. The City intends to use subject grant funds to prepay 
the Equipment Lease Financing by a like amount.  
 
After prepayment with $1,648,000 of grant funds, annual debt service on the equipment lease financing will 
decline by $65,300 per year through maturity in 2037. Average Annual debt service would drop to $590,330 
from $655,600. Total debt service decreases by $2.4M from the $1,648,000 payoff. This assumes a special 
prepayment occurs by 11/17/25 (three years from closing date of 11/17/22). 
 
Estimated Gross Net Savings Considering Est. Debt Service Payment Thru Maturity in 2037 
 
PGE / Centrica have estimated total Energy Savings of $12,694,052 thru 2043 vs. est. total annual debt service 
thru maturity in 2037 of $9,510,057. Annual savings will dramatically increase once the equipment lease 
purchase financing is paid off in 2037 (15-year term). 
 
Total savings from all Projects, net of all debt service is $3,183,995 through Fiscal Year 2042-43. The projects 
to be funded are a good long-term investment by the City in its infrastructure. 
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The projected savings will increase once the above referenced DWR Drought Funding Grant funds are used 
to pay down equipment lease purchase debt estimated to occur in 2025 or before. The DWR grant is a 
reimbursable grant so once the City completes the project with funding provided by the planned financing, 
it should be able to receive DWR grant funds soon thereafter 
 
Water Enterprise savings consist primarily of a reduction in Operating and Maintenance costs of $146,458 
per year and capture of water sold savings to the tune of $156,031 per year as calculated by PGE / Centrica. 
Installation of new water meters is estimated to result in decreasing water loss in distribution by 
approximately 8.9% that should result in an approximate 11.1% increase in current water sold. 
 
City staff is comfortable with the estimated savings calculated by PGE / Centrica regarding electricity, water, 
and natural gas usage. PGE / Centrica will guarantee an agreed amount of savings after the first year that all 
improvements have been installed and operational. Thereafter, the City can purchase annual savings 
guarantees from PGE, if desired. 
 
Costs of Issuance 

Listed below, is a summary of the estimated costs of issuance for the proposed financing. All the estimated 
costs of issuance are payable contingent on closing and out of financing proceeds. There is NO financial 
downside for the City should the equipment lease financing not close for any reason that is not anticipated. 

The costs of issuance for 2022 Equipment Lease financing are estimated at $140,000 consisting of: 

o Bond Counsel ($47,500) (includes $2,500 for expenses), (Jones Hall), 

o Municipal Advisor ($45,000) (includes $2,500 for expenses), W. J. Fawell Co., Public Finance 

o Placement Agent ($40,000-“All In”), (Oppenheimer & Co., Brandis Tallman Division) 

o CA Debt and Investment Advisory Commission (CDIAC) Fee ($1,800) 

o Other Miscellaneous Expenses-Credit info. research, City rate consultant, escrow and 
paying agent services, etc. ($5,700) 

 
Financing Team Members and Roles 

Bill Fawell of W. J. Fawell Co., Public Finance, would serve as Municipal Advisor to the City and oversee the 
proposed equipment lease purchase equipment financing from start through closing, working directly with 
City staff, consultants, and financing team members to complete the proposed financing and ensure the City’s 
financing goals were accomplished. He will ensure that all financing costs are appropriate and will review the 
proposed financing rate and terms from prospective lenders and advise the City on financing structuring. As 
Municipal Advisor, W. J. Fawell Co., Public Finance has a fiduciary duty to the City. W. J. Fawell Co. acted as 
Municipal Advisor the City’s Successor Agency on refunding its outstanding bonds in 2015 and 2020. 

Oppenheimer & Co. Inc. (OCO), as Placement Agent, will be responsible for obtaining rate and term 
indications of interest from lenders and will assist with evaluating which lender offered the best rate and 
terms. OCO will run all refunding numbers, provide required calculations, assist with obtaining lender credit 
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approval, and will be the primary contact with the funding lender. OCO investment banking staff working on 
this financing are Rick Brandis, Managing Director and Dan Shaw, Director. 

Jones Hall, the City’s longtime bond counsel firm, would serve as Bond Counsel. As Bond Counsel, Jones Hall 
will review and comment on all financing documents, ensure that the financing complies with State and 
Federal law that governs municipal finance and prepare as needed closing documents. Jones Hall will render 
required tax opinions and oversee financing closing.  

James Wawrzyniak, Jr. and David Fama, bond lawyers with Jones Hall have extensive experience on similar 
financings, will oversee the provision of legal services. 

Analysis and Required Findings 

The plan of finance is for the City to enter into an equipment lease purchase financing agreement with a 
commercial bank that specialize in this type of financing with a fixed rate for 15 yrs. 

In accordance with Government Code Section 5852.1, the following information, based on good-faith 
estimates provided by the City’s placement agent have been obtained and disclosed to the City Council prior 
to the completion of the financing:  (i) the estimated true interest cost of the financing is 3.95% (ii) the 
estimated finance charge of the financing (being the sum of all fees and charges paid to third parties, is 
$150,176 (iii) the estimated proceeds of the financing expected to be received, net of proceeds for finance 
charges in (ii) above to paid from the principal amount of the financing is $6,904,824, and (iv) the estimated 
total payment amount of the financing (being the sum of debt service to be paid to final maturity, plus any 
financing costs not paid from proceeds of the financing) is $9,510,057. 

Financing Schedule  

The financing process is projected to close on or before as summarized in the financing schedule below, 
although this is dependent on market conditions, timing of necessary approvals, and other factors: 

Oct. 26, 2022 • City Council Meeting to Adopt Resolution Approving Financing Plan, including 
Financing Team Engagement Agreements and Draft Legal Documents 

Nov. 2, 2022 • Conference Call to Review Schedule and Tasks to be Completed for Closing 

Nov. 8, 2022 • Obtain Final Lender Credit Approval. 

Nov. 10, 2022 • Conf. Call with Staff to Review Final Draft of Financing Documents to include 
Lender Term Sheet. 

Nov. 11, 2022 • Finance Team Provides Comments on Draft Final Financing Documents. 

Nov. 17, 2022  • Closing  
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________________________________________________________________________________________ 

Summary: 
Due to the level of deferred maintenance that has accumulated within the City's facilities, this program 
represents an important opportunity for the City to make a significant impact on the physical condition of 
the facilities as well as reduce energy costs while lowering greenhouse gas emissions. Under the general 
authority of the State of California 4217 Code Program, energy conservation efforts that reduce demand have 
been exempted from the normal process of development of bid specifications and engineering plans and may 
directly be implemented. As shown in the previous section, the proposed program would result in $12M in 
energy and maintenance savings over the 20-year life of the project. 

The proposed equipment lease purchase financing will provide funding for energy cost savings improvements 
to City facilities and to its water and wastewater enterprises resulting in long term energy savings. The 
installation of new water meters throughout the City will significantly reduce Operating and Maintenance 
costs of the City/s Water Enterprise and will reduce water distribution loss due to current water meter 
inaccuracies thereby increasing to some extent water sold volume. Installation of new water meters will also 
aid in encouraging water conservation by customers. 

Once DWR drought grant funds of $1,647,750 DWR Drought grants are received by the City, estimated to 
occur in 2025 or before, these funds can be used to pay down the equipment lease purchase financing, 
reducing the amount of debt, significantly reducing annual debt service, and thereby increasing annual 
energy savings.  

Assuming City Council approval of the financing plan and related agreements on 10/26/22, PGE has estimated 
all improvements will be completed by 10/27/23. For most of the energy savings improvements, energy 
savings will commence upon installation. Water distribution loss will be reduced, and water revenue 
recovered as new water meters are installed that will occur between 4/14/23 and 10/3/23 (installation 
completed). 
_______________________________________________________________________________________ 

Options:  

1. Approve Resolutions as is or with modifications; or 
2. Reject Resolutions; or 
3. Provide Alternative Direction to City staff 

_______________________________________________________________________________________ 

Budget/Financial Impact:  

Project financing costs offset by savings from installation of energy improvements, newly captured water 
revenue from installation of new water meters and related operation and maintenance (O & M) savings.  

Annual Energy savings (electricity and natural gas) and reduction in O&M costs to the City’s Water Enterprise 
and increase in volume of water sold due to installation of new water meters will not be fully realized until 
project completion estimated to occur by 10/27/23. There will not be any significant immediate budget or 
financial impact until the project is fully completed and operational.  

Debt service payments on the financing will not be due for 18 months from the closing date of financing since 
interest payment during this time will be “built” into the principal amount of the financing. This allows time 



City Council/Successor Agency Agenda Item Summary 
Meeting Date: October 26, 2022 
Item No. G.1 
Page 8 of 8 
 
for the project to be completed with savings generated thereafter to offset annual debt service payments on 
the financing. 

PGE/Centrica have estimated total savings of $12,694,052 through 2043 vs. less current estimated total debt 
service of $9,510,057 through 2037 (assumes 15 yr. term financing) yielding estimated Net Savings through 
2043 of $3,158,174 ($12,694,052 less $9,535,878=$3,158,174). 
 
________________________________________________________________________________________ 

Attachments: 

1. Presentation 
2. Resolution approving the PG&E Investment Grade Audit (“IGA”) and Sustainable Solutions Turnkey 

Implementation Work Order 
3. Exhibit A – Investment Grade Audit Results 
4. Exhibit B - Sustainable Solutions Turnkey Implementation Work Order 
5. Resolution approving an equipment lease purchase agreement with Bank of America and related 

documents 
6. Exhibit A – Form of Equipment Lease/Purchase Agreement 
7. Exhibit B – Form of Escrow and Account Control Agreement 
8. Exhibit C – Agreement with Jones Hall to Serve as Special Legal Counsel 
9. Exhibit D – Agreement with W.J. Fawell Co. for Municipal Advisor Services 
10. Exhibit E – Placement agent Agreement with Oppenheimer & Co. Inc. 
11. Oppenheimer Memo Soliciting Indicative Rates and Terms from Prospective Lenders 
12. Banc of America Public Capital Corp. Non-Bank Qualified Tax-Exempt Financing proposal and 

Summary of Terms and Conditions 


