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The Energy Conservation Management Board (ECMB) supports the offering and delivery of financing and on-bill repayment to help residential customers increase their energy efficiency and reduce their energy costs.  Convenient, attractive financing delivered as an integrated service through the CEEF programs will increase customer participation and the depth of measures installed by customers, thereby achieving higher energy savings per customer (deeper savings) and reaching more customers (broader participation).

At its meeting on November 18, 2009, the ECMB passed a recommendation to aggressively pursue two actions with the intent of establishing a revised residential financing and repayment program, with integrated delivery through the Home Energy Solutions (HES) program.

1. Implement a pilot with a third party lender through the CEEF program, administered by the utilities.  Specifically, the intent is to create a solution whereby a third party bank or financial institution (e.g., a community bank, conventional bank, or credit union) provides the capital to create an unsecured loan with a residential customer, and the invoicing for that loan would preferably be included on the electric utility bill.  The focus of this program would be electric measures but would also include cost-effective gas measures.  As described below, a pooled fund would provide a loan loss reserve and an interest rate buy-down.

2. Pursue the evaluation and - if appropriate – the implementation of a loan pool, considering several options.  Several successful examples of these loan pools exist in other states, and they are being heavily supported by the DOE.  This solution would specifically address the ECMB’s commitment to providing an all-fuels solution by including cost-effective electric, gas, oil and propane measures.

In both of these solutions, the loan would be sold to the customer through a streamlined application process by a HES contractor or contractor partner firm that has been certified for participation in the program.  The ECMB and companies would like to consider making a small incentive payment to the HES contractor for making a referral to a contractor which results in the customer implementing measures as a result of the HES visit.  Current follow-on investment by HES customers is significantly lower than the opportunities.  Programs in other states rely heavily on a contractor-based sales program.

The ECMB proposes to set aside and carryforward $2.5 million ($2.0 million CL&P and $0.5 million UI) of unspent 2009 funds into a reserve to support the pilot and if appropriate, a pooled fund.  The funds would be used primarily to create a loan loss reserve and an interest rate buy-down.

Additional background is provided below.

1. Pilot with third party lender(s):

The primary goal of the pilot would be to create a proof of concept and to develop solutions to the many intricacies (legal, structural, operational) involved in creating a joint program between a third party lender (or lenders) and the utility-administered programs.  The ECMB proposal is to initiate this program in two communities – one in CL&P’s territory, and one in UI’s territory as a way of shortening the implementation timeframe.  The likely source of capital for these loan funds would be one or more community bank or Community Development Financial Institution (CDFI) which has access to less expensive sources of capital than do traditional banks.

The utilities would not own the loans, and therefore would not retain ownership of the credit risk that is borne by the bank.  The utilities would provide the bank the utility bill payment history of the applying customer as a key element of the bank’s credit evaluation.

 The utility administrators will evaluate the option of providing a loan loss reserve by which the bank could reach out to potential borrowers that would not pass their standard underwriting criteria.  The utilities, under the guidance of the ECMB, may also utilize funds to “buy-down” the market interest rate to a tiered offering of 6.99%, 5.99% or 4.99% (or some other levels), decreasing for an increasing number of measures and $ investment. (The above tiered rates are Fannie Mae standards for many Home Performance with EnergyStar programs in other states.)  

The loans would be unsecured, for a moderate term (commonly 10 or 12 year maximum).  The utilities will evaluate further the specific measures to be offered, but these are likely to include: envelope measures (air and duct sealing, insulation), ductless heat pumps, and some domestic hot water measures.

The goal for implementation of the pilot is by mid-year 2010.

2. Pooled funds enabling leverage:

The ECMB adopted the recommendation that a task force evaluate the potential to create a Connecticut version of one of the several loan pool approaches that either have been implemented as Best Practices in other states, or are under current rapid development with the support of the DOE.

There are four major benefits of loan pools:

1.) A loan loss reserve is created and over-funded relative to the history of energy efficiency losses (commonly < 1%).  This attracts private institutional investors or potentially publicly invested funds (e.g. State Treasurer’s Office) at a lower-than-market rate of approximately 7-8% for nearly risk-free funds. 

2.) The loan loss reserve enables the pool to create leverage in attracting several multiples of the initial reserve.  Leverage numbers range from 5 – 10 times, depending on the structure of the pool.  Whatever funds not used by losses are recycled into the pool to be leveraged again into new loans.  (Sometimes these pools are referred to as “Revolving Loan Pools,” dependant on their structure.)

3.) Loans commonly made within these pools are fuel blind, which would enable the program to reach oil heated housing stock.  

4.) On-bill repayment programs typically offer only measures for which the energy savings can repay the debt within the loan term.  As discussed above, this greatly restricts the measures typically offered.  In contrast, loans aggregated into a pool are typically for a much larger selection of measures.  These measures are those which prove cost-effective utilizing the DPUC’s incremental cost standards (e.g. high efficiency early retirement), but where a customer’s full cost remains a barrier to purchase.  A customer is motivated to make the equipment investment not only for the higher efficiency energy savings, but also to solve problems of comfort, ice dams, and anticipated equipment failure.  The loan enables the customer to overcome the upfront capital cost of an equipment purchase, while still achieving the DPUC’s objective of upgrading that purchase to a higher efficiency unit.  (For a variety of reasons, current manufacturers’ “teaser” rate, short term loans are not sufficiently effective in ensuring a higher efficiency purchase, and sometimes can create a misrepresented higher debt burden for the customer.)

Likely implementation of a loan pool would be on a longer timeframe – preferably during but perhaps beyond 2010.  However, the ECMB is persuaded by the experience of other states, as well as the high emphasis placed on these pools by the DOE that exploration of this option has strong merit.

Each of these loan programs will require some use of CEEF funds.  The ECMB proposes to set aside and carryforward $2.5 million of the unspent 2009 funds into a reserve to support the pilot and if appropriate, a pooled fund.  The funds would be used primarily to create a loan loss reserve and an interest rate buy-down.

The ECMB also recognizes that the current HES program will require further evolution in supporting a significant increase in customer investment post an HES visit.  Currently the level of investment by Connecticut customers is significantly lower than that of “Best Practice” states.

Design enhancements under current discussion include finding a solution for providing more educational time and prioritized recommendations for the customer.  Solutions are also being developed to encourage HES vendors to create contractor partners outside of their field of expertise (i.e. insulation-HVAC partnerships).  In addition, significant future emphasis will be placed on contractor education and potential incentives for generating follow-on work, particularly outside of the HES contractor’s field of expertise.  

The ECMB recognizes that a successful residential financing program can only be built in conjunction with a successful program which motivates a customer to make significant investments beyond the HES direct install measures. 
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