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Energy Improvements on Utility Bills


Female 1, Mark Zimring, Bruce Schlein, Becky Radtke, Jeff Pitkin, Yuri Yakubov


Female 1:
All right.  Thanks so much for joining us, everyone, today.  Thanks for your patience.  We’re giving folks a few more minutes to just log on before we get started.  We’ll just start with our introductions and then we’ll dive into today’s topic.  So Eleni, would you like to start us off?

Mark Zimring:
Oop.  Eleni, I think you may be on mute.

Just a second, folks, as we get some technical difficulties worked out.  We’ll start in just a moment here.  

Okay, as we wait for Eleni’s system to work, this is Mark Zimring from Lawrence Berkeley National Lab.  I’ll just confirm that folks can hear my audio and then I’ll dive into today’s introductions and presentations.  So if one of our panelists could confirm either through the chat or just by chiming in here that you can hear me okay, I’ll dive in here.

Male 1:

We hear you fine, Mark.  We can hear you fine.

Female 1:

Yep, we sure can.

Mark Zimring:
Okay.  Thanks, everybody.  Thanks for joining us today.  This is the second of two webcasts that we’ll be hosting in the aftermath of publishing a recent report on financing energy improvements on utility bills.  Today’s presentation will be heavily case study-focused and we have a set of wonderful presenters.  If we could go to the next slide.  

Oop.  Next slide, please. 
So today’s webcast is sponsored by the U.S. Department of Energy, and we wanted to just take a quick moment to highlight some of the state and local technical assistance activities that the Department of Energy is undertaking in support of state and local governments and utilities and utility regulators.  There are a range of resources available to folks, really wonderful set of resources, so I would really encourage folks to kind of take the time to access those resources.
There are also a set of both in-person and remote peer exchanges, trainings, and for those that need it, some in-depth one-on-one technical assistance.  And that technical assistance can be directed at everything from what I would call 101 level primers for those that are for, for example, potentially new to efficiency and thinking about what financing strategies might be appropriate for them to fairly deep technical assistance, helping folks that actually implement or think about key program design challenges that they may be facing.  Next slide.

So there are a range of resources online, as I mentioned.  We will be sending these slides out to you after today’s presentation, so don’t worry about furiously writing down these web links.  But suffice it to say that there are many, many opportunities for you to engage DOE resources and technical assistance resources to help advance your program design and policy efforts.  Next slide.

Okay, unfortunately we are also having a challenge with getting Bruce Schlein from Citi Group, who is one of the co-chairs of the C Action Financing Solutions working group on the line, but I want to take this opportunity to-

Bruce Schlein:

[Inaudible]

Mark Zimring:

Oh, is that Bruce?

Bruce Schlein:
Hi.  Yeah.  Hi, everyone.

Mark Zimring:
Terrific.  Maybe you could give a brief C Action introduction.

Bruce Schlein:
Sure.  Sure.  So thank you and thank Gail for hosting this again today for us.  So I co-chair the Financing Solutions working group together with our colleague, Brian Garcia, President of the Connecticut Green Bank.  For those of you who are not familiar with the C Action Network, this is the state energy efficiency action network.  It is a group of a couple-hundred leaders and professionals and state and local government that are working on policy in other areas to help bring energy efficiency to scale.  And C Action provides support on energy efficiency policy and program decision-making for a whole host of different actors in this space, and we are supported and facilitated by our colleagues and friends at DOE and EPA.  And again, for those of you who may be familiar with its predecessor, C Action’s predecessor was called the National Action Plan for Energy Efficiency.

You can see on the next slide here our working group’s goals and the five pillars that we are collaborating on.  In today’s session-
Mark Zimring:

Next slide there, _____.

Bruce Schlein:
Thank you.  Today’s session, folks, is on the third pillar, it’s highlighted there in red, the support of testing efficient efficacy of financing tools and capital sources.  And I think with that I’ll turn it back to Michael to introduce Mark.  And thank you.

Mark Zimring:
Yeah, great.  Thanks, Bruce.  This is actually Mark.  I’m going to do a self-introduction, which is that I am a program manager at Lawrence Berkeley National Lab.  We work closely with the C Action Financing Solutions working group, with our partners at Yale, and with our partners at the U.S. Department of Energy to provide a range of resources to key stakeholders in the energy efficiency marketplace.  If we could go to the next slide.

I want to highlight a set of webcasts that perhaps I’m biased because I participated in most of them, but that if you’re new to this series I would really strongly encourage you to revisit these webcasts from earlier this year.  We really started at a 101 level, focusing on basic policymaker and program administrator rationales for running energy efficiency financing programs, and I think it’s really useful for both those that are new to efficiency financing and those that are well-seasoned alike, to just revisit why, you know, at the core we’re running these programs.  We then worked up through credit enhancement strategies and we’re now onto on-bill financing.  

Last week we hosted an in-depth on-bill financing primer that covered many major findings from this recent LB&L report, and we’ll cover those findings in brief today.  But I would really encourage folks, again, that are interested in this topic and weren’t able to join us last week to go to the website at the bottom of the screen here and download the webcast.  I’ve also included the link here in the chat window, should you not have time to write it down.  Next slide.

Okay, so today’s webcast is, again, on on-bill financing and follows a major almost year-long research effort that was funded by the U.S. Department of Energy and sponsored by C Action.  Next slide.

We’ll start today with some background on key report findings.  I’ll then discuss what we think are four of the most important on-bill program design considerations, and then we’ll dive into the really important part of today’s webcast, which are case studies from your peers.  Joining us on today’s webcast are Becky Radtke from Manitoba Hydro, Jeff Pitkin from NYSERDA, and Yuri Yakubov from Pacific Gas & Electric in California.  Each will be giving brief presentations and then we’ll provide – those presentations we’ll use to provide an overview of their programs and then we’ll have a really active and robust discussion with the three of them on what’s working, what’s not, and lessons they’ve learned in launching and operating their programs in recent years.  Next slide.

Okay, so at the very core what is on-bill financing?  And at the most basic level on-bill programs simply involve repaying a financial product for energy improvements on the consumer’s utility bill.  There are many possible program structures, and these structures really reflect the varying policymaker and program administrator goals that we see in operating these programs, but all are united by this core basic feature, which is that the financing is repaid on the utility bill.  

When we look across programs we find that there are four key program design features that drive program diversity, and at the highest level these are:  How is the product structured?  What is the capital source; where does the money come from?  Who qualifies?  So who’s eligible, both customer classes and how are you underwriting customers within those classes?  And then once you’re qualified, what are you allowed to finance?  What can you fund with these programs?  Next slide.

Okay, so there are a lot of numbers on this table, and again, there are detailed findings in the report.  But I think the two key takeaways here are that there’s been a heck of a lot of activity.  Over $1.8 billion and counting across almost 30 programs that we studied for this report and across over 200,000 customers in both the residential and non-residential sectors.  
The second big takeaway from the report is that – well, we’ll discuss a range of program design features today.  The lifetime default rates on on-bill products, regardless of the consequences of non-payment of the financial product or who qualifies or what they’re allowed to fund, has been quite low when compared to standard financial products that are not repaid on the utility bill.  Now there are lots of caveats that are appropriate for this data and we go into detail on those in the report, but at the end of the day default rates topping out at 3-percent with median rates that are significantly lower are quite promising.  So for example, with unsecured consumer lending default rates may range from the mid-single digits to low double digits, and the low default rates that we’re seeing for on-bill are important because what they may translate into is some combination of lower cost capital, longer-term financing, both of those things which enhance the basic economics of investing in efficiency and/or broader capital access, which is to say that more customers may be able to responsibly be approved for financial products.  

Now there are other reasons beyond low default rates that program administrators are going to want to really carefully consider design choices.  So for example, if you’re seeking private capital to fund programs, something that Jeff Pitkin will speak to during his case study, you may want to really think about restricting access or restricting what’s eligible.  But again, the overall analysis across – some programs have been operating for more than 30 years, across a lot of volume is quite promising.  Next slide.

Okay, so we’re going to dive into these four key program design features.  The first is how is the product structured.  And we think about here two defining features.  So the first is if you don’t repay financing is there a threat that your power will be disconnected.  And the second is is this debt of the person or property?  So is this a mortgage or a consumer loan or is this some alternative financial product here structured as a tariff?  And I’ll describe that in a bit.  

So we described three types of structures, and at a high level line item billing involves no threat of disconnection and is not meter attached.  So this is debt of the person or of the property.  And at the end of the day this is a standard financial product that is repaid on the utility bill, and in the event that a consumer fails to repay it it is either pulled off of the utility bill and financial institutions or the utility are free to seek alternative recourse, or utilities simply kind of eat the losses.  

The second type is an on-bill loan with disconnection.  And these, again, are debt of the consumer or property, but here there is a threat of utility service termination that may act as an inducement for the consumer to repay the loan.  In the event that a participating consumer fails to make financing payments, utilities typically use their normal collection protocols for utility bill delinquency, which include all of the standard protections for residential and commercial or non-residential consumers that I think folks on the line are familiar with, but that may ultimately result in service termination.  

And then the third structure, which I think we heard on the webcast, is most promising or was seen as most promising to the audience, is this novel structure called the on-bill tariff.  And here the financial product is attached to the meter rather than the person or the property.  It’s a charge that’s associated with that utility meter.  So the tariff structure is similar to an on-bill loan with disconnection in that non-payment can lead to termination, but tying the charge to the meter rather than to the consumer or the property is designed specifically to achieve a set of benefits around the accounting treatment, around what happens if a consumer goes into bankruptcy or a property is foreclosed upon, and around transferability, so what happens when a consumer vacates a property.  Next slide.

So the key findings here.  Again, as I indicated in that initial slide is that we see strong performance in terms of low default rates across all of these product structures.  So in other words the threat of utilities connection today – or disconnection today has uncertain benefits in reducing consumer default rates versus a product that doesn’t have that feature.  In other words, it looks like just repaying financial products on the utility bill may lead to higher repayment rates or lower default rates than those experienced for financial products not repaid on the utility bill.

The second big point here is that despite increasing attention being paid to on-bill tariffs, there’s a bunch of uncertainty about the long-term efficacy of these structures.  So I talked about surviving foreclosure, there are questions here about whether they will in fact survive foreclosure and kind of court proceedings.  We talked about whether they would garner off balance sheet treatment, something that’s quite valuable to non-residential commercial customers.  I think there are questions still about whether they will in fact garner that treatment, and we go into depth on that in the report.  And then this question of the value of automatic transferability between customers when a tenant or an owner vacates or sells a property and the potential of that transferability feature that actually drives folks to invest in energy improvements with longer paybacks than their expected ownership or tenancy.
And then the third key takeaway here, as I reference again in the initial spot, is that while the threat of utilities disconnection has uncertain impacts on the performance of financial products, it may be a particularly important feature for programs seeking to access private capital through, for example, secondary markets with rating agency rated financial products.  And again, I think Jeff Pitkin and Yuri can help us to kind of understand some of those considerations.  Next slide.

Okay, the second feature here is where does the money come from, what’s the capital source.  And we broadly divide programs into on-bill financing, which are those that are funded with public utility or rate payer capital, and those that are funded with non-utility investor capital or on-bill repayment programs.  We go into real detail on this in previous webcasts and in the report, but I think the key takeaway here is that of the 30 programs we studied the majority, two-thirds were on-bill financing and over 60-percent of overall program volume came to these on-bill financing initiatives.  But the on-bill repayment initiatives are getting significant attention across the U.S. and beyond, and so we’re going to focus here on explaining a couple of the models that we’re seeing.  There are a range of pathways to tapping into private capital, and I just want to quickly walk through a couple of them.  Next slide.

So the first of the on-bill repayment models is the warehousing model, and in this model a program administrator uses utility shareholder capital or rate payer capital or public capital to initially fund on-bill financial products in what we’re calling phase one.  They then aggregate a bunch of these loans and sell them to a second investor or set of investors in phase two, often with a credit enhancement attached.  This is the structure that NYSERDA has used and Jeff Pitkin will speak to this.  

When we think about risks and opportunities of the structure, I think the risk here is will you be able to line up a purchaser for phase two that is willing to accept the terms at which you’ve originated products in phase one.  There are pathways whereby you can pre-negotiate a takeout in phase two, but in practice credit enhancements have been significant; that is to say that we’ve often seen loan guarantees or financial product performance guarantees being coupled with these resales of large pools of on-bill loans.  Next slide.

So the upfront capital raise model is quite similar to the warehousing model, but here, rather than using your own capital upfront to fund a pool of loans and then reselling them, you’re raising private capital upfront from private investors.  You’re then relending in some sense in a phase two that capital to on-bill participants.  Then the principal and interest repayment from those participants is used to repay your initial investors.  Again, as we think about risks and opportunities here you need to be really confident that program participants are going to show up if you rely on this model, which is to say that you have to repay the bond that you’ve issued upfront no matter what, and you’re relying on consumer participation and their loan repayments to generate sufficient interest and principal payments to cover that bond interest and principal repayment.  So you really need to be confident that customers are going to show up to participate in your program.

And then the last model is on the next slide, the open market model.  And this is one in which one or more financial institutions underwrite to individual consumers and deliver the financial products directly through that.  So any qualified financial institution may participate and they’re effectively allowed to use the utility bill for repayment.  With the first two models that I discussed there’s a single entity interacting with the utilities, whereas with the open market approach you have multiple financial institutions that could be interacting with multiple utilities in a state.  And what we’ve seen is that this kind of multiple set of financial institutions with multiple utilities may necessitate a set of infrastructure to simplify and coordinate these activities.  So in order to ensure consistency and reduce complexity the two states, Connecticut and California, that are moving forward with this model, have opted to develop a set of centralized infrastructure to stand in between utilities and financial institutions so that both have a single counterparty.  

When we think about risks and opportunities of this model we think it can drive innovation and competition, but that the infrastructure may be expensive and that you, again, need to be quite confident that lenders and consumers will show up to participate so that you can recoup these upfront costs.  Okay, next slide.

So again, here I think the takeaway on this data is that north of two-thirds of programs are on-bill financing, north of two-thirds of 2012 on-bill volume was through on-bill financing initiatives, but there’s a lot of enthusiasm for on-bill repayment.  When we look at on-bill repayment volume the vast majority, 99-percent, has been through the warehouse model, where program administrators have typically offered, again, large credit enhancements in the form of guarantees.  Next slide.

Okay, I’m going to move quickly through this one, but I think at the core on-bill financing in some sense maximizes program design flexibility, because it’s your own capital.  There are some restrictions here, which is that on-bill financing capital is often a set of limited moneys, and so programs are turning to on-bill repayment as a way to try to grow their impacts.  But one thing to note about on-bill financing is that utility shareholder funds are typically included in on-bill financing, and given the right financial return, utility shareholder funds may in fact be a powerful way for achieving scale with efficiency financing, which is to say that there’s no reason to believe that utilities couldn’t raise a large amount of shareholder capital to fund these programs were they compensated appropriately.  Now there are reasons that some utilities may not be supportive of this, for example, not wanting lending to be a core aspect of their business, but we’ve seen a number of programs reach scale relying primarily on utility shareholder funds.

Onto on-bill repayment, we’ve talked about multiple pathways of tapping private capital; each of these pathways has different types of risks.  And we’ve seen that credit enhancements, particularly in the form of guarantees, have been a powerful tool for tapping private capital at attractive rates while maintaining program design flexibility because private lenders are ultimately underwriting to that credit enhancement.  And we’ll ask Jeff Pitkin again here to speak to some of this during his presentation and the Q&A.  Next slide.

Okay, so in the spirit of getting to the Q&A I’ll work quite quickly through this “Who’s Eligible?” slide.  So we see a range of approaches to underwriting, so to qualifying customers.  And they range from traditional underwriting standards to using something totally different, like just strong history of utility bill repayment.  And again, the story here is one of we did not find meaningful performance trend differences in terms of default rates based on how consumers were being qualified.  Next slide.
What we did see, and the column on the right shows this kind of – I would highlight that the N or the number of programs that reported data for all of this were quite low, so it’s challenging to draw really strong conclusions, but we see that, again, participant default rates quite low across all of these underwriting strategies.  One thing to note here is that when you rely on traditional underwriting the decline rates, so the kind of number of consumers that can qualify are typically lower than some of these alternative strategies.  So we saw, you know, almost 50-percent rejections in the traditional underwriting versus median rejections of 6-percent or 10-percent in some of these alternative structures.  And again, the question is not how do you underwrite more customers or approve more customers, but how do you do it responsibly, and the data suggests that you may be able to do both with a range of approaches.  Next slide.
So this is a summary, but I think, again, I would add a caveat here about, yes, default rates looks quite strong, but the choice of underwriting criteria may influence your ability to attract private capital providers, and it’s certainly something to pay attention to as you think about this program design feature.  Next slide.

Okay, and then the final key program design feature before we move on to our case studies is the question of what can participants finance.  And we break this down into three categories.  The first is what types of measures?  So do we allow efficiency?  Do we allow renewables?  What about non-energy measures?  And I think, you know, what we typically see is some struggle with this as programs are often funded with efficiency rate payer capital and have sometimes been reluctant to allow consumers to fund let’s say renewable energy or water efficiency.  And I think Yuri may be able to shed some light on California’s experience with this consideration.

The next key consideration is single – what do we permit?  Do we permit single measures to be financed or do we require that they be comprehensive, multi-measure upgrades typically associated with deep energy savings?  And we’ll go to the next slide here.
And not to pick on Becky, who’s going to be presenting shortly, but I think what we see is that programs that have done significant volume have typically permitted single measures.  So Manitoba Hydro here has done several hundred million dollars of on-bill financing, and over 95-percent of projects have been for single measures.  So programs have either allowed single measures, or those that have really pushed multiple measures have typically coupled financing with really robust financial incentives.  So think rebates here, you know, on the order of a third of project costs.  Next slide.

And then I think the last kind of key consideration around what can participants finance is bill neutrality.  And this is the requirement that over the loan term or the expected life of the improvements expected energy savings for improvements need to be high enough to cover loan repayment costs.  And what we see again is no clear performance trend, so no clear outperformance of bill-neutral programs in terms of default rates, but a bunch of potentially kind of real practical challenges around bill neutrality features impacts on constraining the types of improvements that can be funded through these programs.  And in constraining the types of improvements that can be funded, they may constrain overall consumer program participation or your capacity to invest in deep energy-saving measures, like comprehensive improvements.  That said, expect that bill-neutrality may be an effective tool for rationing limited program funding, and again, we really can’t make definitive conclusions based on the data that we collected.

Okay, next slide.  So with that we’re going to dive into case studies here, and I’m going to go ahead and introduce all three of our case studies at once and then we’ll have them flow through smoothly from one to the next.  So our first case study is Becky Radtke from Manitoba Hydro.  She was born and raised in Southern Manitoba, Canada.  Becky holds a Bachelor of Commerce degree from the University of Manitoba’s Asper School of Business.  She’s been with Manitoba Hydro since 2006 and she’s worked on efficiency programs in both the residential and commercial sectors.  She’s currently the marketing specialist responsible for coordinating all of the utility’s residential financing programs, including the Power Smart residential loan program, the pay-as-you-save financing program, and the energy financing plan.  

Before we jump into her slides I’ll go ahead and introduce Jeff and Yuri.  So Jeff is a familiar presenter that we often turn to and are deeply grateful for his support.  He has tremendous insight.  Jeff was appointed the treasurer of the New York State Research and Development Authority, NYSERDA, in 2001, and previously served as controller and assistant treasurer since 1991.  He’s responsible for financial reporting investments, human resources, information technology, and a whole range of other things that really help to make NYSERDA run on a day-to-day basis.  And most importantly, for today’s purposes, he led the design and implementation of NYSERDA’s almost $25 million secondary markets bond issue in 2013 to fund both on and off-bill energy efficiency loans.  

And the last is Yuri Yakubov from PG&E.  Yuri is a senior program manager on the energy efficiency financing team and he oversees the on-bill financing program there and is working on the statewide effort to implement a series of new residential and non-residential on-bill financing pilots.  And Yuri joined PG&E in 2013, after receiving an MBA from Haas at UC Berkeley.

Okay, with no further ado let’s dive in.  And I think Becky is up first.  Next slide, please.  

Becky Radtke:
Thanks, Mark.  So as Mark mentioned, I’ll be discussing two of Manitoba Hydro’s on-bill financing programs.  Manitoba Hydro currently has a mix of five on-bill financing programs, but in this presentation I’ll be focusing on the Power Smart Residential Loan and our Power Smart Pay-As-You-Save Financing.  Next slide.  

So the Power Smart Residential Loan is our longest-running financing program; it was launched in 2001, after Manitoba Hydro and the government of Manitoba identified an opportunity to offer financing to Manitobans that would allow them to become more energy efficient.  So through this opportunity identification the Power Smart Residential Loan was developed.  The structure of the loan is an on-bill loan with disconnection.  Eligible customers are residential homeowners.  Manitoba Hydro has 500,000 residential customers and typically we see customers with homes that were built in 2000 or earlier participating in the program.  Customers can borrow up to $7,500.00 at 4.8-percent over five years, and we also have a cap of $5,500.00 for natural gas furnaces, which can be financed over 15 years.  

Eligible measures for the Power Smart Residential Loan include energy efficient upgrades, including space heating equipment, insulation, air leakage, ceiling, ventilation equipment, water heating equipment, and windows and doors.  If you’re looking for more specific information on the details of the technologies that qualify, you can definitely check out our website for that information. 

As Mark mentioned earlier, historical program performance, 62-percent of our applications have been for windows and doors, 33-percent for space heating equipment, and 5-percent for other technology, such as hot water tanks, inflation, air sealing, etcetera.  Our source of capital, the loan is financed with internally-generated funds and also the loan is cost________, so all of our administration costs are recouped through the interest rate program.  

Underwriting.  Manitoba Hydro uses a hybrid structure, so specifically customers must have paid the last 10 out of 12 utility bills in full and on time.  We’re looking for no credit activity on their hydro account, so things like disconnection notices and arrears notices.  We’re also looking that they’ve had no record of bankruptcy in the last five years, they’ve been fully employed for a year, debt-to-equity ratio can’t exceed 40-percent, and our staff also runs an external credit check to ensure that customers have not failed to mention any additional credit obligations on their application form.  And on that external credit check we also look for additional things like collection activity, debt consolidation, and how much of their available credit they’re actually using.  

Manitoba Hydro has had a residential – or relatively low default rate over the life of the program at 0.48-percent.  As mentioned earlier, we are able to disconnect customers who go into arrears and our staff also does a really good and thorough credit check and they have a pretty good idea with looking at everything that whether or not customers can withstand an increase to their energy bills for these upgrades.  And we also find that a lot of our customers are often paying off their loans early; they use financing as a bridge to pay for the upgrades until they have funds to pay it off or until they can transfer it to their mortgage or use a line of credit to pay it off.

Performance, we’ve served over 76,000 customers and financed over $319 million through the Power Smart Residential Loan.  Next slide.

The next program I’ll be speaking about is your Pay-As-You-Save financing, or PAYS.  It’s our newest financing program; we launched it in November 2012, and this is our bill-neutral program.  This program was developed after the government of Manitoba passed a new bill which states that Manitoba Hydro would offer a financing program with a monthly payment for the money borrowed by the customer must be less than the estimated annual utility bill savings averaged out on a monthly basis.  

So many of the program features that we needed to incorporate into the program were outlined in this bill that the government passed, and this really gave the framework around which we designed the program.  The program finances energy efficiency upgrades, including space heating equipment, insulation, water heating, and also water conservation when done in conjunction with another energy savings measure.  

Similar to the Power Smart Residential Loans, PAYS also uses internal capital to finance the loans and for this loan we use an alternative underwriting method when checking credit worthiness of a customer.  We’re just looking to see that their utility payment is current or they’re not currently in arrears, and the customer must be employed for a year and no record of bankruptcy in the previous three years.  If a customer applies and they’re currently in arrears we would initially decline the loan, but if the customer brings their account current we will then approve the loan.  And the credit policy for PAYS is a little bit less stringent than it is for a Power Smart Residential Loan because Manitoba Hydro registers a notice or a caveats to the customer’s property at our land titles office.

Program activity over the last year and a half has been 337 customers and $2.15 million financed.  At this point it’s too early to measure a default rate; we haven’t really seen a lot of defaults at this time.  And the activity is less than we see through our Power Smart Residential Loan, but the program is really meant to complement our other financing programs as another option for customers who may not meet the credit policy for PSRL.  A few of the main differences between the Power Smart Residential Loan and PAYS is the bill neutrality required, and also customers cannot choose the term length and the monthly payment for PAYS; that’s determined by an online calculator that we’ve developed.  And PAYS is also transferrable from one homeowner to the next or from landlord to tenant.  

A few challenges that we’ve had with PAYS is the low electricity and national gas rates in Manitoba.  This limits the eligible technologies and how much customers can borrow, so many of those technologies do require customers to buy down the load and a lot of the time customers who are participating in PAYS don’t necessarily have the cash flow to buy down a loan.  

Another challenge with the program is that contractors in Manitoba are very familiar with the Power Smart Residential Loan; they’ve been offering it for a long time.  And since our financing programs are very contractor-driven, contractors are pushing the loans that they’re most comfortable with offering, in this case that being the Power Smart Residential Loan.  Next slide.

There are some key success factors for our Power Smart Residential Loan.  We have a relatively low interest rate, 3.9-percent for PAYS; 4.8-percent for PSRL.  We also have a really quick turnaround time for approvals when we’re checking for credit; we always try to get back to contractors within 48 hours.  And our contractors also have the option of using an online application system that allows them to fill out all the application information that we require online and if the customer does pass our credit policy they would receive immediate approval by e-mail.  The loan is also very easy for customers to get involved with.  Contractors do all the paperwork on their behalf.  So all the customer really has to do is give the contractor their information and sign off on the loan agreement, and the customer is also already paying for this bill.  So it’s not an extra bill that they’re having to pay at the end of the month.

Manitoba Hydro also has a very smart or a very strong Power Smart brand equity.  Power Smart is well-known and trusted by customers, so they’re comfortable taking on a loan from Manitoba Hydro.  And we also have a very strong contractor network.  We have a network of about 3,500 contractors who are actively promoting the program.  So they really market the program for us and are always talking about the financing options with their customers when they’re talking about upgrades that are eligible for the Power Smart Residential Loan.  

And that’s it for me, so I guess I’ll pass it off to Jeff.
Mark Zimring:
Yeah.  Great.  Becky, thank you very much.  I think Becky’s presentation and the case study that Manitoba Hydro so generously kind of allowed us to write on their programs that’s in the report, highlight two important things in my mind; the first is Becky’s last slide really touches on things that really matter for program participation beyond just what the on-bill product looks like around program design, making this simple and easy for customers and contractors to participate in.  And the other piece is this juxtaposition of two on-bill programs; one with the bill neutrality feature, and one without.  And we’ll try to tease out some of the early lessons learned about what types of measures get funded and who participates in those different programs.  So with that let’s transfer over to Jeff.

Jeff Pitkin:
Thanks very much, Mark, and good afternoon, everyone.  And, Mark, thanks for the kind introduction earlier, and flattery will get you participation in at least one more webinar.  So would you go to the first slide, please?  

I want to spend a few minutes summarizing New York’s on-bill recovery program.  The program was borne out of some legislation that was enacted in 2009 that established the Green Jobs-Green New York Act.  That act, among other things, directed us to offer innovative financing for residential efficiency projects and also energy efficiency projects for small business, not-for-profits, and multi-family buildings.  And in December of 2010 we launched a financing product for the residential sector, a traditional unsecured consumer loan product.  

In August of 2011 Governor Cuomo signed legislation that authorized an on-bill recovery mechanism.  The program was designed and then we launched it in January of 2012.  It is a statewide program and we participate with the six state investor-owned utilities plus the Long Island Power Authority, so we are truly serving consumers’ needs on a statewide basis.  And the role of the utilities is defined in the legislation as being limited to collection of installment charges in the repayment of loans that have been initiated by NYSERDA through the Green Jobs-Green New York program.  The financing product supports the financing of cost-effective energy efficiency improvements, and also more recently a net metered renewable energy systems like PV for residential one to four-family properties that are owned and also small businesses and not-for-profits.  
The legislation establishes that this is a loan obligation of the borrower or the individual, but it includes a transferability mechanism.  The legislation and the underlying tariffs that have been filed by the utilities and approved through our public service commission established that unless this obligation is satisfied prior to the sale of a home then the installment charge survives transfer.  And so what that does is it allows for a purchaser to determine whether they’re willing to accept the charge on their utility bill.  If not they can require that the seller satisfy the remaining obligation prior to transfer.  The legislation requires that a seller of a property has to provide written notice of the existence of the on-bill recovery loan to a prospective purchaser, but it also requires the filing of an instrument called a program declaration, it’s filed in the county clerk’s office in the same way that you’d file a mortgage or a property easement; it does not establish a lien on the property, but rather its purpose is to ensure that notice is given to a prospective purchaser.

The installment loan charges are tariff utility charges.  The utilities filed tariffs approved by the PSE, and they include all of the normal and customary practices for utility collection.  So it does include termination of service for non-payment only after going through the normal regulatory process that’s offered, which in New York includes offering the consumer the ability to enter into a deferred payment arrangement.  The legislation did establish that the installment charges would be subordinated to the utility’s collection of service charges; more on that later.  And then lastly, it has some unique provisions for dealing with the potential of utility accounts that may be terminated where utility services hasn’t yet been established at the property by another individual, and so that kind of converts over to a direct billing arrangement. 

The legislation does require a bill neutrality, but it defines it in a convenient way, where it looks at all energy sources of the consumer.  So we have the ability to finance retrofits and conversions and for those consumers who may have a different electric utility from a natural gas utility, it allows for net increase in one fuel source bill provided that all fuel sources are bill neutral.  And then lastly it includes some provisions for payment of fees to the utilities to offset costs of modifying their billing systems and for their administrative efforts.  Next slide, please.

So the product provides for 5, 10, and 15-year terms, a maximum loan amount of $26,000.00, and the current interest rate is 3.49-percent.  The loan underwriting, the loans are underwritten through two categories of underwriting; the first is consumers who need a very traditional Fannie May kind of standard for unsecured consumer loans.  I’ve summarized what those are here.  We use those standards because we knew that those standards would allow for the aggregation and financing of these loans through the capital markets as they meet normal and customary standards.
We established a second tier of loans which are underwritten using different and relaxed standards where we’re looking at things like utility bill payment history, we’re accepting higher amounts for debt-to-income, a shorter period of prior bankruptcies.  And the idea behind establishing this second tier is these loans would be held until they’re demonstrated performance could allow them to be included in a future securitization.  Our loans are originated by a third party loan originator, Energy Finance Solutions, and Concord Servicing Corporation Service is our master loan servicer, and they do all the data sharing and money collections with each of the seven utilities.  Next slide, please.
So the financing of our on-bill recovery program in the capital markets, the program was initially funded through a revolving loan fund that was seeded with moneys from the state’s regional greenhouse gas initiative.  And so for the residential market we had a revolving loan fund of about $26 million.  It was our intention to use that revolving loan fund to finance and aggregate loans and then to securitize them in the capital markets, replenish the revolving loan fund and allow further issuance of additional loans in a sustainable manner.  So we approached one of the national rating agencies with our lead underwriter, Citi Group, back in the fall of 2012 and presented information of our newly-launched program.  we went through a process that’s traditionally used for the asset-backed security market and kind of the ratings methodology as to how consumer loan securitizations are analyzed and looked at, and perhaps not surprisingly, because of the insufficiency of payment performance data from both our own program as well as payment performance data that we were able to obtain from other programs, the viewpoint was that the structure was likely only able to get to a minimum investment grade.

Even further, the  analysis of the on-bill recovery mechanism was that it was so new by the – you know, in the fall of 2012 we had only launched the program about seven months previously, and so we barely even had our first collections having occurred on utility accounts.  And also because of the subordination of the collections to the utilities, the viewpoint that we received from the rating agency was that the inclusion of the on-bill recovery loans might jeopardize their ability to get to a minimum investment grade.

So that was a rather disappointing bit of news to get, and so – but fortunately we had been having a dialogue with one of our other state partners, the New York State Environmental Facilities Corporation, who is a public authority that provides financing assistance for water and wastewater treatment facility projects, and it’s done through the federal State Revolving Fund program, SRF, which is administered by the U.S. EPA.  And so we thought about the work that EFC had done in trying to support financing for water and wastewater treatment projects, and also thought about the closely aligned missions between clean water programs and clean energy programs, because we knew that working clean energy reduces air emissions, and reducing air emissions improves water bodies.  And so we thought that maybe there was an opportunity for the program, the projects to be eligible for financing assistance through EPA’s SRF program.  And so we jointly approached EPA in March of 2013, presenting our case for the nexus between clean energy and clean water, and EPA concurred with that and determined that the program and the projects would be eligible for financing assistance.
And so what that allowed us to do was to kind of repackage the bond structure in more of a municipal bond structure with a more traditional credit enhancement in the form of a guarantee from EFC through the SRF program.  First time the SRF programs have been used in this manner for supporting work in clean energy, and it ultimately allowed us to structure a $24 million bond deal that got to an Aaa rating based upon the Aaa rating of EFC and the SRF program.  
And so included in that structure was a pledge of about $29 million worth of loans, including about 900 OBR loans totaling about $9 million.  The bond issuance also included structuring that used state Qualified Energy Conservation Bond interest subsidies, and the two of those things combined, the Aaa rating with the QEC subsidy, allowed for a net interest cost of less than 0.5-percent.  We think it represents a replicable model that other states could consider, where they could consider using the maturity and credit strength of their clean water programs to help support work in clean energy, which may have challenges in accessing secondary markets until more performance data is built and is accessible to allow for these structures to kind of stand on their own and get to satisfactory credit ratings.  And we’re proud of the fact that the transaction was recognized at the end of last year by the Bond Buyer newspaper as the small issuer deal of the year.  Next slide, please.

So this is a quick and busy summary of the status of our portfolio.  I apologize; this is actually data as of March 31, 2014, not September of 2013.  And it presents a comparative analysis of loans that have been issued using the on-bill recovery mechanism from the unsecured loan product that I mentioned that we first launched in December of 2010.  To date, or through March, I should say, we’ve issued about 1,500 on-bill recovery loans, about $15 million.  The average term of those is about 14.5 years.  We have about eight months worth of payment history on average for those loans, and so therefore we have an outstanding term of about 13.8 years.  You can see the delinquency information and comparative charge-offs between the different products and I would point out that, again, since our on-bill recovery loans are subordinated to the utility’s collection of their service charges, we believe that both delinquencies and charge-offs have been affected by that, and so I think while at the moment the statistics are a little bit higher than the statistics for the unsecured loan product, I think that over time we expect to see more similarity between these two.

And my next slide has my contact information, and I’d be happy to have follow-on questions or conversation with anyone after today’s webinar.  And now I’ll kick it over to Yuri.

Mark Zimring:
Yeah, great.  Thank you so much, Jeff.  And I think we’ll try to get to – one of the things we harp on in the report is the importance of program design considerations upfront, given that many of these programs require legislative or regulatory action in order to be authorized and launched.  And we’ll ask you during the discussion to help us kind of get a sense of what may be driving that current slight underperformance of on-bill and maybe some of the lessons learned about codifying specific program design features in legislation, potential consequences for program activity.

So with that, let’s jump into Yuri’s presentation.  Just as a reminder, folks, as we get towards the discussion period there is a Questions box on the right side of your screen, and please send through any questions that you have and we’ll try to get to them during the Q&A.  Thanks very much.  And take it away, Yuri.

Yuri Yakubov:
Thanks, Mark.  If you can just move on to the next slide, please.  

So the California IOU on-bill programs were originally authorized by the CPUC back in mid-2000s actually.  So this has been a long time coming.  And the programs were originally kicked off by San Diego Gas and Electric in I believe 2006.  So their program has been running for close to eight years, and PG&E’s on-bill financing program was actually launched in late 2010.  As Mark mentioned, I’ve been working on the program for almost exactly a year actually, so I don’t have quite as much context on the beginning of the program as the other folks on the webinar, but I can talk quite a bit about the structure and kind of what’s been going on with the program lately.  

So the program is funded through the public gifts charge, which is collected from all of our rate payers, and it’s essentially the same moneys that go towards all of our energy efficiency programs.  So the program has to-date collected $50.5 million for our loan fund, and that was broken down to $18.5 million in the original energy efficiency cycle from 2010 to 2012.  An additional $32 million was collected in this current ’13-’14 cycle, and we’ve made a request for an additional $10 million for 2015.  So we’re hopeful that our revolving loan fund will get to $60 million next year.
Qualifying customers.  So our on-bill financing program is only for non-residential customers, and we do use an alternative underwriting and we only look at the customer’s payment history screening.  Our criteria is basically that the customer has to have been a PG&E customer for two years and that they’ve been in good standing for one year.  Loan repayments are on the bill and our loans are calculated to be bill neutral.  We estimate the savings from the energy efficiency program upfront and set our monthly payments to be equal to the estimated savings.  Because this is funded by energy efficiency funds the only equipment that can be financed through the program are incentivized or rebated energy efficiency measures.
As I said, any non-residential customers are eligible for this program, and the program guidelines are that business customers, which is basically defined as anybody with a non-residential meter who is not a government agency, is eligible for a loan from $5,000.00 to $100,000.00 with up to a five-year term.  And government agencies, which are defined as any entities that pay their utility bill through tax collections, are eligible for loans from $5,000.00 to $250,000.00 with up to a ten-year term.  Next slide, please.
So to-date – or actually at the end of May we had done 704 loans for $29.5 million.  Of that, 300 loans came last year and we’ve already done another 212 this year, so we’ve definitely seen an acceleration over the last couple of years.  We have an additional 230 loans reserved, which means that for projects that are currently either undergoing installation or post-installation verification we actually reserve the funds for that project so that the contractor and customer can be confident that the money will be there at the end of the project.  To date we’ve had 30-percent of the loaned amounts repaid already, with many of the loans fully repaid, and we’re actually – this says no defaults, but we’re actually expecting our first default to be coming in the coming months.  We know a customer has gone out of business, so that will be our first default in over three years.  In general the California – the four IOUs that administer on both financing programs have seen very low default rates in general.

As you can see on the table, the breakdown is that – so our small and medium business customers have taken on 456 of the 704 loans.  So by number of loans it’s taken up 60-percent of the volume, but by dollars paid it’s associated with only about a third, so the average loan taken on by an SMB customer is about $24,000.00.  Government agencies, on the other hand, have taken 17-percent of the loans but have almost half of the outstanding loan amounts, with average loans of up to $110,000.00.  I mentioned on the last slide that generally government agencies are only eligible for loans up to $250,000.00, but in certain exceptions we actually are able to make loans of up to $1 million to government agencies, which is why this average is so much higher.
As of the end of last year – I don’t have the up-to-date numbers, but as of the end of last year the four statewide IOUs have lent over $84 million over 2.5 [Audio Cuts Out for approximately 10 seconds].
Some of the best practices and kind of lessons learned that we’ve identified is that we find it’s really key that the loan product is well-integrated with the rebate and incentive programs.  The easier you can make it for the customer and the contractors to layer on the loan as they go through the incentive process anyway, the more – the quicker turnaround and the higher uptick we’ll see.  We’ve also found that it’s really important to get customer account reps involved to guide the customer through the process.  It gives the customer, we’ve found, a lot more confidence in the loan product that there’s a PG&E face involved with it, rather than just coming through contractors.  

And also just lesson learned is that really you cannot underestimate how important contractors and lenders are to the whole process and they are the ones generally selling or introducing the customer to the loans, and also that early missteps can have long-lasting negative effects on the program.  If everybody can imagine trying to set up a loan program at a large utility is not the easiest thing in the world, and because of some of the missteps at the beginning of the program, it caused a lot of internal and external folks to lose confidence in the program at first and it’s taken a lot of work on our end to kind of smooth that over.  So next slide, please.

Finally, kind of what do we see as the future?  You know, as I mentioned, OBS has been growing pretty rapidly and what we’ve seen past the turnaround times, a lot more uptake recently.  Since it’s a revolving loan fund we’re able to lend out the moneys that we receive back to our customers, so we expect to be fully funded through 2014 and 2015 and be able to continue making loans.  We have already seen certain restrictions placed on the program by the CPUC, the California Public Utilities Commission.  For example, restricting the type of lighting that go into loans and the amount of it, and it’s not clear, you know, how long and in what shape the program will go into the future.
As Mark mentioned, we’re also working on implementing new financing pilots, five of which do have an on-bill component.  Basically four of the pilots are for our business customers, three for residential; five of them have an on-bill component.  They’re all kind of targeted to slightly different segments, but in the interest of time I’m going to kind of cut myself off here and I think we can address some of these issues in the discussion, with the timeline being that we expect on-bill pilots to roll out about a year from now, mid-2015.
So, Mark, I’ll kick it back to you at this point.
Mark Zimring:
Yeah.  Great.  So if we could go to the next slide.  Thanks very much, Yuri.  

So just as a reminder to folks, first, please feel free to send through questions in the chat box on the right side of your screen.  The LB&L report is available for download at the link on the slide here.  We’ve tried to make it – it’s a long report, but we’ve tried to make it quite accessible by breaking it up into manageable segments.  So there’s a 16-page executive summary, the chapters are organized around these key issues.  So if you’re struggling with a specific key program design issue you can read this in kind of modular fashion.  And there are 13 detailed case studies in a separate appendix, including case studies on each of the three programs highlighted today.  So if you’re looking for kind of more detailed information on each of these programs please visit those case studies, as I think they’ve got a bunch of perspectives that we’re simply not going to have time to go into today.  Next slide.

Okay, so let’s jump into the Q&A.  And I’m going to start with a few questions and then I will channel some of our attendees to add in some of theirs as we work through.  I think I’ll start with some issue focus, so thinking about how is the product structured.  And I’ll start with Jeff here, but I would love for Yuri and Becky to chime in when Jeff’s done answering.  What we’re seeing in the marketplace I think is lots of enthusiasm about the on-bill tariff structure.  So of those who attended last week’s webinar, again, over 60-percent felt like this was the most promising structure in the marketplace, yet there are relatively few programs operating through the on-bill tariff structure today, and relatively low financing volume coming through from those programs relative to the overall volume that we’re seeing on an annual basis.  
So, Jeff, NYSERDA’s program is structured as a tariff, and I’m wondering if you can tell us a bit about your experience with the structure to date, with some focus on what we know about whether it will survive bankruptcies and foreclosures, how valuable transferability is and some of the kind of challenges or opportunities that that might create, and what we know about balance sheet treatment.  So kind of looking at the three potential benefits of the tariff structure and trying to weigh in on what we know about them based on your experience.
Jeff Pitkin:
Sure.  So the balance sheet treatment, the New York legislation affirms that this is a loan of the individual, and so I think it would be very difficult to afford the on-bill recovery installment charge kind of off-balance sheet treatment, ‘cause it makes it pretty clear that it is a loan.  It’s a loan that is transferable, and it has a recording that’s done to ensure that some future prospective purchaser is aware of the existence of the obligation.  So it really doesn’t kind of transfer the obligation directly to the meter and stay with the meter; it is still kind of an individual loan.

We have had out of the 1,500 loans that we’ve done, we have one loan that has gone through bankruptcy and we’re not done with that process yet.  We believe that the way the New York legislation was crafted, that it may allow for the obligation to survive bankruptcy, but that’s yet to be seen; we’d have to see whether or not a bankrupt court would discharge the obligation.  We would expect it to discharge the obligation that was amounts in arrears from the original borrower, but we don’t expect that a bankruptcy court would discharge the ability to collect additional installments from a future holder of the utility account.

And then in terms of transferability, you know, we’ve done 1,500 loans, about 50 of them, or about 3.5-percent of them have paid off prior to maturity.  We have not seen evidence that the use of this product and its transferability is creating challenges or issues with prospective purchasers.  Sometimes we’ve had to do some education of a prospective mortgagee to let them know what this declaration instrument is all about, what does it mean.  We’ve had people who want us to subordinate, we tell them we can’t subordinate ‘cause there’s no lien, so there’s nothing to subordinate.  And usually after we have the discussion there’s kind of acceptance.  And we have had thus far only about seven accounts that have transferred.  So, you know, it’s still early in our program.  I don’t think we have a lot of evidence, but I think we are seeing some anecdotal evidence where the transferability option is thought by consumers to be something that’s very attractive to them, as well as the overall convenience of being able to pay back this obligation on the utility bill.
Mark.

Female 1:

I think you might be muted, Mark.
Mark Zimring:
Yeah.  Sorry, I was on mute.  Yuri, this tariff versus loan debate was quite an active area of debate in California as they thought about their next generation of on-bill programs.  Could you maybe weigh in a bit on the different perspectives that you saw and the importance of the tariff structure and where California ended up?
Yuri Yakubov:
Sure.  So for us it was I think in the end it all came down to a legal question of whether we could force a new tenant or owner to take on a loan and whether that tariff would survive bankruptcy or foreclosure.  I think our legal advice that we received was that they did not think that it would survive bankruptcy, and in the end it came down to the fact that, you know, IOUs and CPUC doesn’t have jurisdiction over lending laws and there was no legislature that kind of gave guidance on that in California.  So in the end we came down – the programs kind of came down without the tariff.  And we did have – in the implementation plans, you know, the option for transferability with both parties’ consent, and we’ve actually even, with on-bill financing, which, you know, not something that has official transferability; we’ve actually even been able to transfer a loan there with both parties’ consent.  So it is definitely possible to do without the tariff already.
Mark Zimring:
Yeah.  Great.  Okay, thanks.  And, Becky do you have anything that you’d like to add?

Becky Radtke:
No, I’d just agree with Yuri that our PAYS program is also structured as a loan versus tariff and we still do also have, you know, those few features of allowing customers to transfer the loan from one owner to the next if they both agree to it, and also because we register a caveat or a notice on the property.  We haven’t had one yet, but, you know, we hope that that will allow the loan to survive bankruptcy.  So yeah, I would agree with Yuri.

Mark Zimring:
Okay, great.  Well thank you.  I’m going to jump to the topic of eligible measures, because we have a bunch of questions coming in about how to think about the difference policymaker objectives in operating these programs.  So some folks asking questions and maybe we’ll start with Becky, about if you make a really wide range of single measures eligible, as you’ve done for the Power Smart program, what does that mean for your confidence that you’re getting incremental cost-effective energy savings through those programs, and how do you all think about those trade-offs between generating lots of consumer participation and kind of customer volume and getting deep energy savings and incremental energy savings in setting eligible measures?

Uh-oh, did we lose you?

Becky Radtke:
No, I’m just trying to kind of get a rip on your question here.  When we were looking at the eligible measures for the Power Smart residential loan we were looking at measures that wouldn’t necessarily have passed our metrics for an incentive program, but they were still technologies that we wanted to support and encourage industry to install.  So that’s kind of how we set our measures for the Power Smart residential loan.  Yeah.
Mark Zimring:
Okay, that makes sense.  So this is really a – you know, you have a set of rebates or incentives for those measures that sometimes pass cost effectiveness testing and the loan program is a complement to that for measures that may not pass that testing, but that deliver some energy benefit and that you all want to support.  Is that fair?

Becky Radtke:
Yeah, exactly.  Yeah.  

Mark Zimring:
Okay.  Right.  Jeff, on the same theme, with the on-bill product requiring expected annual bill neutrality, I’m wondering if you can share some insights into how that restriction has impacted application and approval rates and kind of the mix of measures that are being funded between the on-bill and the off-bill programs?

Jeff Pitkin:
Sure.  So our program, both the on-bill loan and the direct unsecured consumer loan are both limited to energy efficiency projects implemented through our Home Performance with Energy Star program.  So they are requiring kind of a comprehensive energy audit and the delivery of services by a BPI-accredited contractor.  And we are, as a public policy matter, promoting kind of deep retrofits, and so with deep retrofits comes longer paybacks and more challenging situations, particular with current low natural gas prices, to have those pencil out.  So broadly I would say I think we have far more consumers who are interested in on-bill recovery financing than who can qualify for it.  Many of the contractors may kind of steer a consumer, particularly if the savings are a little closer to, you know, perhaps not meeting screening tests; those certainly do more to kind of encourage the consumer to consider the unsecured consumer loan product.  

So, you know, the bill neutrality requirement has certainly played a limiting factor.  I guess the fact that we have another product which doesn’t use that same cost effectiveness standard, uses a bit more of a traditional kind of savings-to-investment ratio test, maybe even a little further relaxed than that, allows us to still meet both or all – I wouldn’t say all consumers; many consumers’ needs who can meet cost effectiveness standards from one product or the other.

Mark Zimring:
Great.  Okay, thanks, Jeff.  And, Yuri, again, here kind of same, thematically consistent.  There have been both some recent changes to on-bill financing in terms of what can qualify, what types of measures can qualify, and I’m hoping you can comment on some of the changes in project mix that you’ve seen, if any.
Yuri Yakubov:
This is-

Mark Zimring:
Go ahead.

Yuri Yakubov:
So just to give a background on that, I mentioned it during my presentation, but last November, in the same decision that authorized the on-bill repayment pilots, the CPUC put a restriction on the on-bill financing program that we could no longer finance 100-percent basic lighting projects.  Basic lighting, as we went on to define it, was basically any non-LED lighting measures, like basic control, CFLs, etcetera.  After that we – sorry, and the restriction was that basically we can only finance up to 20-percent of the final loan amount could go towards those basic lighting measures.  So some can still be done, but entire loans couldn’t go to that.
What we saw was a pretty sharp decline in applications the months following.  So from end of November through kind of mid-February we were down about 35-percent compared to historical applications.  But we actually have seen quite a big recovery in the last few months and are kind of back on track towards historical application numbers.  So part of what we’re thinking happened is actually a lot of projects were pushed forward into October and November to get around that restriction really.  And we have seen a lot of LED projects coming through which still can’t be financed 100-percent.  So I can’t say that, especially for smaller customers, that we’ve seen a big mix of, you know, projects from lighting only to deeper retrofit, but we have seen – we’ve definitely seen a big shift towards advanced lighting measures, such as LEDs and so on.

Mark Zimring:
Yeah.  Great.  Okay.  I want to go back to Jeff here on sources of capital.  I think people heard me consistently caveating in the webinar that strong performance in terms of low default rates does not necessarily mean particularly if you’re pursuing private capital that that ought to be your only consideration, and things like what your investors will require in terms of underwriting and product structure probably ought to be considerations.  Given your experience, Jeff, with the recent secondary market sale, when you kind of look back at that transaction can you share some key takeaways about market readiness for these products in terms of investor readiness, the long-term need for potential credit enhancement, and whether, you know, we see a number of on-bill programs around the country that effectively offer guarantees and effectively do it at no net cost to themselves, because defaults are low, and are able to get a bunch of program flexibility and low-cost capital out of it?  Can you just offer some thoughts on lessons learned and considerations for folks?

Jeff Pitkin:
Sure.  Yeah.  Mark, my sense is there is plenty of institutional capital out there that wants to put money to work.  Most institutional investors have ratings requirements, credit ratings requirements, you know, the institutional funds and other people who are buyers of bonds, you know, have minimum ratings requirements.  And so getting to a satisfactory and minimum rating level that allows you to access the broad base institutional market is important, and as I said earlier, we saw that it was going to be a challenge for us to do that using a traditional criteria.  And so we, without any apologies, kind of took this different approach and got a little bit of a pass on the ratings process because we used a credit enhancement approach, if you will, to get to a very satisfactory ratings level in a different way.  And we ultimately were able to sell, you know, $24 million in bonds.  We saw orders for our bonds at more than 1.8 times what was available.  We saw about a third of the bonds being sold to institutional investors with social responsibility mandates, so we were very pleased to see that.  And these are buyers who aren’t traditional municipal bond buyers, but they came by this transaction because they saw good opportunities for reasonable yields and also for the missions that they’re trying to accomplish through their funds.   

So for sure that’s – the opportunities are there, the challenges are there, however.  And so as you point out, an alternative is those programs that can operate in a sustainable manner without trying to seek capital through the capital markets and can meet their volume requirements in a sustainable manner certainly have that advantage of not having to have the challenge of meeting the ratings requirement and the cost of capital that one would see in a secondary markets transaction.  

Mark Zimring:
Great.  Okay.  Thanks, Jeff.  Anybody else – any other presenters care to weigh in on that?

That sounds like a resounding no.  Okay.  So on the underwriting side, all three of the programs featured today rely on utility bill repayment history in some capacity as a key metric for assessing creditworthiness.  Any kind of practical lessons learned here around using utility bill repayment history, getting access to it, so kind of practical or programmatic challenges and opportunities to relying on what in some sense is a fairly simple alternative metric for assessing customer creditworthiness?
Jeff Pitkin:
Mark, I’ll just offer a quick anecdotal weird thing we found out in our program.  When we first launched our program we did not have a requirement that looked to ensure that the consumer wasn’t already on a deferred payment plan.  And curiously we found out that we had a few customers who had really good FICO scores, but for whatever reason didn’t seem to like to pay their utility bill on time.  And so they met our standards.  And so later, when we realized this and saw some delinquencies we kind of had to modify the standards and make sure that we had things like that.  For us, I mean unlike Yuri and Becky, since we’re kind of a central administrator, we’ve had some challenges in getting ready access to getting the utility bill payment history; it’s kind of a manual and a little bit of a clunky process for us, and so we really only use it as an alternative criteria.  I think if we had more readily available access to that it would be easier for us to use that as a more primary tool in determining eligibility.  But since we don’t have access to that we’ve used the more traditional consumer lending tools to assess consumers.

Mark Zimring:
Great.  

Yuri Yakubov:
Yeah, for us at PG&E, obviously we have ready access to the actual information, but one kind of unexpected thing that I think we brought in too was that it’s not always – it’s convenient for our customers because there’s no commercial credit check, but it’s not always an easy and quick process.  Because, for example, one issue that we run into constantly is that when the customers set up their account with PG&E they might have not provided a tax ID or provided a tax ID that, you know, when they first started up 20 years ago that no longer matches what their current one is, and when they go to submit their credit application we see that, you know, tax ID is one of the required fields, we see that they don’t have a current one on record, and it actually becomes kind of a somewhat painful process to have to go through and update all that with our customer service.  


So there are kind of I think some kind of unexpected issues like that that will pop up, but I do think that, you know, overall it works great for a lot of our customers because, especially a lot of our, you know, small business were just, you know, they pay their bills on time, but would otherwise really not be – have access to capital in the market, so.

Mark Zimring:
Yeah.  Great.  Thanks.  Becky, any additions, or have they covered it pretty well?

Becky Radtke:
They’ve covered it pretty well.  For us also the information is readily available, and I would say we see that it’s using their bill payment history is a pretty accurate measure of them being able – looking at that, we can tell if they’re able to, you know, withstand additional charges on their bill and if they’ve been pretty good with paying it off.  We’ve found that that’s pretty consistent going forward; we’ve just seen that with our default rate.

Mark Zimring:
Yeah.  Great.  Okay, well with time running out for us here, I think we will wrap up here.  I really appreciate you all joining.  To our attendees, thank you very much to you as well.  I’m sorry we weren’t able to get to all of your questions.  There are a bunch of really thoughtful ones here, and I would encourage you all to follow up both with our presenters and with the LBL staff listed here, and of course to tap into the Department of Energy’s technical assistance resources as you see fit.

As we wrap up here I do want to just pause to thank all of my co-authors on this report.  I have been hogging the airwaves over the last couple of weeks on this, but I did want to call out Greg Leventis; Merrian Borgeson; Chuck Goldman, who I think is with us today; Peter Thompson; and Ian Hoffman, all from LBL.  And again, thank both the Department of Energy, Yale, and C Action for their partnership here.  


We hope this has been useful.  We look forward to your thoughts and questions.  Please let us know if you have additional thoughts after the webcast, and as you work your way through the report, and we’ll look forward to being in touch with all of you soon.  So thank you very much to everybody that joined us today.

[End of Audio]
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