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Residential On-Bill

Operational programs
— lllinois I0OUs
— NYSERDA OBR
— Oregon Enhabit (formerly CEWO)
— Midwest Energy HowSmart (Kansas)

California IOUs expect to launch in 2016
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Presenter
Presentation Notes
Residential OBF is still not common, but there are several programs around the country. NYSERDA is probably the biggest and most complex; the MidWest energy program is probably the smallest.   Each program uses a slightly different model, but they all allow homeowners to pay back loans for energy efficiency retrofits through their utility bill. 


The “Power” of the Utility

MORE AFFORDABLE LOANS

- Utility borrowing capacity
- Utility guarantee

- Improved loan security (shut-off)

MORE ACCESSIBLE LOANS

* Alternative underwriting (bill-pay
based)

- Side-step debt (off-balance sheet)

Tied to meter???

CADMUS

MARKETING AND DELIVERY

* Pre-existing delivery channel

- Brand legitimacy
- Focus on energy efficiency

- Convenience for customers

Utility
Resources
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Presenter
Presentation Notes
The market offers a multitude of financing products.  Utilities are not in the business of making loans.  So what makes On-Bill Financing worthwhile?

Although the market does offer many financing products, few are targeted to energy efficiency projects. People who need financing in order to purchase energy efficiency upgrades may not have accessible or affordable financing options.  Integrating the utility into programs offering financing specifically for energy efficiency can help over come several obstacles, both for program implementers, and customers. 

I have listed several of these on this slide – most OBF programs will have some mix of these features, but not all. 

OBF programs are typically broken out in to two groups: on bill financing, and on bill recovery.  On-bill financing is usually assumed to be a program where the utility uses its own capital to fund loans.  On-bill recovery programs use third-party capital, but the loans are still repaid through the utility bill. There are pros and cons to both models.  The larger programs – Illinois, NYSERDA, and California – all use third party capital.  In this presentation I use “on-bill financing” more broadly to encompass both groups.   



Case study: Illlinois OBF

. Statewide brand and lender; 4 separate utility programs

. Third-party lender (AFC First)

. Utility guarantee

. Credit-score based underwriting (640 min)
. Broad measure eligibility, tied to rebates

. $20,000 max loan, 10 year max term, 5.74% interest
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Presentation Notes
Cadmus completed a three-year evaluation of the Illinois On-bill Financing program in 2015. This study is one of the first to provide detailed information on the performance of a mature, large-scale OBF program.  I wont go into all the findings now, but the final report is a public document, available online, for anyone who is interested. 

The Illinois On-bill Financing program, as it is called, uses an “on-bill recovery” model, indicating that a third party lender makes the loans.  This program is somewhat unique in that the utility guarantees the loans, so the investors have the same risk investing in this program that they would loaning money directly to the utilities. In our evaluation, one stakeholder noted that this was more useful than a loan loss reserve or other credit enhancement that requires the lender to wait for a payout.  It also doesn’t require any cash held in reserve, since the program is so small relative to the utilities overall finances. And unlike a buydown, there is no cost to the utility unless the loan defaults. 

The IL OBF loans use a fairly standard loan product and underwriting requirements, relative to other energy financing programs.  The program has broad measure eligibility that integrates well with the IOU rebate programs. 



Participation: 2011 - 2014

e 1,636 loans
e S7.6 M (51% of allocation)
(.87 net participation
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Presentation Notes
Illinois OBF experienced a long design and ramp up time, that resulted in a lot of lessons learned.  OBF was not a regulator or utility initiative – instead, it was mandated by the legislature in 2009. The individual utilities launched their programs from 2 to five years after the initial mandate. The long design and launch period was due to a number of issues that resulted from regulators and utilities trying to figure out residential financing – not their usual business. And they also faced the challenges to be expected from different organizations trying to coordinate across the state, and the need to work through the regulatory process.  There were a number of revisions to the legislation and the program design during this period.  The utilities also launched commercial and multi-family OBF programs during this period.

The chart shows when each utility programs phased in from 2011 to 2014, and the ramp-up rate for each.  Differences among utilities were due to several factors – probably most significantly that the utilities provide different fuels, and only one provides both gas and electric. This affects the measures that are eligible for financing.  In addition, each utility has a very different demographic profile, and a different customer base.  

The steep blue line represents AIC, the one utility that provides both gas and electric service, and is one of the larger utilities in the state. They were not the first utility to come online, but they were the first to fully commit the original allocation of funds.  That utility‘s program then went offline for 18 months, until they filed for and were granted an additional allocation. As I mentioned, the actual capital came from a third party.  The allocation defined the maximum amount of risk the utility could accept through the program. 

I was able to get updates before this presentation from the two largest utilities, AIC and ComEd.  AIC has completed an additional 900 loans since mid-year 2015. ComEd, the only all-electric utility, has completed an additional 450 loans. That indicates that the rate of participation has stayed fairly steady since 2014. 


TRC Breakeven

1,500 1,345
1,000 939
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500 499
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B Actual Participation (June 2012 through IVIay 2014)
B TRC Breakeven Participation
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Presentation Notes
The cost effectiveness of this program was a primary concern for the regulators and the utilities.  At the time of the evaluation, the programs did not pass the total resource cost (TRC) test for cost-effectiveness.  This chart shows the participation each utility would have needed to breakeven given their spending over the first three years.  Again, there were differences across utilities.  AIC came the closest, because it accumulated the highest participation in the shortest amount of time.  The conclusion we drew from this analysis was that volume is critical for the programs to be cost-effective.  However, the level of volume needed is well within range of what other financing programs on a similar scale have achieved.  

Related to cost-effectiveness, the regulators were also very concerned about monitoring the repayment rate.  At the time of the evaluation, the repayment rate, effectively the default rate, was 0.2%.  It will probably climb slightly over the years, but as with most EE financing programs, it will likely stay around 1 or 2%. 


Bill-Pay History vs. Credit Score
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Presentation Notes
We did a lot of primary data collection and analysis for this evaluation, but I don’t have time to go over everything.  I wanted to show this slide because it was one of the more unexpected findings.  One of the main challenges for any financing program is to direct assistance to those who need it, without incurring too high a default rate. The most common way to try to make financing available to groups who really need help getting financing is to set the minimum credit score lower than what private financing products require.  Obviously, you cant go too low or you start lending money to people who aren’t going to pay it back – this requires a higher interest rate, makes investors skittish, and for utility programs, puts a burden on ratepayers that may be hard to justify.  Illinois uses a 640 minimum score, which is probably about 20-60 points below what most private loan products require for a similar interest rate. However, 2/3 of the Illinois participants have a score above 680. 

As part of the evaluation, we assessed the potential impact on approvals if the program were to evaluate the customer based on their utility bill payment history instead of their credit score. The main idea is that there is a group of people who have had financial difficulty for whatever reason, and have a low credit score, but nevertheless continue to pay their utility bills.  If you could identify this group, you could target the program to people who might have poor credit and difficulty finding financing, but are possibly still a good candidate for an on-bill loan. 

For this analysis we grouped applicants into credit score brackets.  The blue bars show the percentage of applicants in each bracket that were approved or denied  under the credit score system. The orange bars show the percentage that would have been approved or denied had the program evaluated their bill payment history. Other requirements, such as debt ratio, past bankruptcies, etc, were held constant.  The findings were surprising at both ends of the scale. 

The first three sets of bars on the left show the applications with the lowest credit scores.  All three of these groups have scores below 640, so 100% were denied – that is the dark blue bar.  The dark orange bar shows the percentage that would have been denied under a bill pay history system.  It drops by half.  On the other hand, as you go up the spectrum towards groups with higher credit scores, there is actually a slight increase in the number of denials.  Despite their high credit, they apparently have skipped a utility bill payment in the last 12-24 months. 

Currently, one program NYSERDA, allows customers to choose to be evaluated based on bil payment history rather than credit score, but I haven’t seen an analysis of whether they are able to penetrate a different market segment as a result.  There are several factors to consider before adopting this approach. The metric is overall less studied.  The impact on the customer of doubling or tripling the utility bill payment is not known.  However, since these data are based entirely on utility data, utilities are well-positioned to learn more about how bill-payment based underwriting might behave. 
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