C-PACE Gains Ground on Mortgages
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C-PACE ... From Page 1

Capital, said borrowers and senior lenders alike are interested
in maximizing C-PACE proceeds. “With pullbacks in supply
from traditional sources of lending, C-PACE can be among
the lowest-cost options for CRE capital stacks,” Cooley said.
“We've seen an increasing number of capital stacks where the
mortgage is closer to equal sizing to C-PACE, whereas tradi-
tionally the mortgage is two to three times [bigger].”

Other C-PACE lenders describe a similar environment.

In July, for example, Infiniti Loft Investors obtained $13.8
million of C-PACE financing from PACE Loan Group on a gut-
ted hotel in Kissimmee, Fla., that it is converting to workforce
housing. That exceeded the size of a $9.1 million mortgage
from a regional bank that also was part of the financing pack-
age.

Infiniti plans to use the C-PACE proceeds for insulation,
LED lighting, high-efficiency windows, new heating and
cooling systems, and plumbing fixtures — at a projected an-
nual savings of $447,990. There is no mezzanine debt on the
property, which the firm plans to open in May 2024.

Another factor supporting an increase in the percentag-
es of C-PACE capital represented in financing packages: As
mortgage lenders pull back, property owners are deleverag-
ing. Before the Federal Reserve began raising interest rates,
CastleGreen Finance routinely participated in arrangements
in which the first-mortgage and C-PACE proceeds represent-
ed combined loan-to-value ratios of 75% to 85%. At the time,
the PACE portions were sized at one-third to one-half of the
amount of the mortgage. Now, it’s rare to see combined LTV's
exceeding 70%. And the PACE component is typically at least
half the size of the mortgage, and sometimes more.

CastleGreen recently has underwritten some C-PACE

financings that were nearly as large as the mortgages.

Another lender, PACE Equity, is preparing to close on two
projects with nearly equal or greater C-PACE funding than

construction-loan financing. Both also take advantage of
tax credits and other incentives.

The increased proportions of C-PACE financing are “not so
much that PACE is becoming bigger; it’s that first-mortgage
lenders are scaling back and in some cases being more flex-
ible as to how much PACE they will allow;” CastleGreen man-
aging partner Sal Tarsia said.

That said, C-PACE financing is limited to the values of the
improvements the loans directly fund — meaning such ar-
rangements are unlikely to ever displace or replace mortgage
debt entirely for efficiency improvements. What’s more, some
jurisdictions limit proceeds as a percentage of the overall val-
ue of a property, typically at 25% to 30%, PACE Loan Group
chief executive Rafi Golberstein said.

C-PACE terms generally coincide with the expected lives
of the improvements the loans finance. When used for rede-
velopment or new construction, however, borrowers often
refinance within a few years — something that generally is
possible by negotiating prepayment penalties in advance.

In many jurisdictions, C-PACE capital also is available
retroactively against previously completed energy-efficiency
projects, with the proceeds used to fund other improvements
or to repay existing debt. In those cases, the C-PACE financ-
ing can come two or three years after the completion of the
projects, Golberstein said.

The move toward maximizing C-PACE proceeds comes as
the industry is scaling up in general. The largest C-PACE loan
to date, for $255.9 million, was originated in June by Coun-
terpointe Sustainable Real Estate for Westbrook Partners on a
residential-condominium development in San Francisco. #*
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