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January 10, 2007

Mr. Calvin Birge

Bureau of Conservation, Economics, and Energy Planning
Pennsylvania Public Utility Commission

Harrisburg, PA 17105-3265

Re:  Docket No. M-00061984
Dear Mr. Birge:


In response to the September 28, 2006 order of the Pennsylvania Public Utility Commission (Commission) to initiate an investigation into cost-effective and reasonable efforts energy utilities can take to help their customers conserve energy or use it more efficiently, the Pennsylvania Small Business Development Centers (PA SBDC) respectfully submit for the Demand Side Response Working Group’s consideration the enclosed proposal for on-bill financing as a mechanism for encouraging and improving energy efficiency in the small business community.  

Small business energy consumption is anything but small.  Using available consumption data, an analysis by the PA SBDC Environmental Management Assistance Program determined that small businesses in Pennsylvania consume the equivalent of 50 percent of the total output of Pennsylvania’s coal-fired electric power plants.  Rising energy costs in general are having a significant impact on the small business community and policy responses must be tailored to the unique needs and realities of small business.


According to a poll of small business owners released by the National Federation of Independent Business (NFIB) on November 15, 2006, between 85 and 90 percent of small businesses have an immediate incentive to reduce energy costs in the space they occupy – either because they own the building in which their business is located or their lease terms leave them responsible for directly paying the lighting and heating and cooling bills.


Similarly, in a July 2006 survey of small business owners by the National Small Business Association (NSBA), 92 percent of respondents said rising energy costs had affected their business.  While the extent of these effects varies by business, a worrisome 18 percent of those surveyed indicated they had reduced their workforce in response to rising energy costs.  


With rate caps due to expire in coming years and the impacts electricity costs have, in general, on small business owners, it is critical the PUC consider specific financial incentives 

to assist small businesses with implementing energy efficiency projects.  Because it so simply and effectively addresses the issue of initial capital constraints, on-bill financing is one such creative small business financing mechanism that must be considered.  

Through on-bill financing, utilities provide zero interest loans to eligible businesses in order to implement energy efficiency improvements.  Once the project is completed, the business continues to pay its bill at historic levels, effectively “sharing” the savings with the utility until the loan is paid off.  Once the loan is paid off, the business will benefit from lower bills as a result of reduced consumption; and the energy efficiency improvement will have literally paid for itself.


To provide additional context for this proposal, it should also be noted that on 
September 12, 2006, Dale I. Kaplan, Chairman of the Pennsylvania Small Business Environmental Compliance Advisory Committee, sent a letter to PUC Chairman Wendell F. Holland expressing the committee’s unanimous support for on-bill financing.  In his response letter of October 17, 2006, Chairman Holland stated the PUC “shared” Mr. Kaplan’s “concerns about potential price increases when rate caps expire in coming years and the impacts electricity costs have on small business owners.”  Chairman Holland went on to note:

The Pennsylvania Public Utility Commission recently (September 28, 2006) directed its staff to conduct an investigation of Conservation, Energy Efficiency Activities, Advanced Metering Infrastructure, Demand Side Response by Energy Utilities and Ratemaking Mechanisms to promote such efforts.  The investigation directive referenced the Commission’s June 22nd hearing on Policies to Mitigate Electric Price Increases.  During that hearing several comments were received on the topic of creative financing for energy efficiency improvements. 
I believe that on-bill financing for small businesses is ideally suited for review in the current PUC investigation.  Therefore, I will ask staff to look into this intriguing concept in our statewide investigation.


We appreciate the attention the PUC is giving to energy efficiency and further appreciate the opportunity to present this proposal for consideration by the Demand Side Response Working Group.  Energy efficiency needs to be looked upon as a valuable and reliable energy source in its own right and this will require not only education, but investment as well.  


Very truly yours,
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Christopher J. Lynch



Director
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Concept Proposal Submitted by the Pennsylvania Small Business Development Centers

On-Bill Financing For Small Business Energy Efficiency Investments
By Order entered September 28, 2006, the Pennsylvania Public Utility Commission (Commission) instituted the above-captioned proceeding to investigate reasonable, cost-effective programs that electric distribution companies, electric generation suppliers, energy services providers and other stakeholders can implement to help retail electric customers conserve energy or use it more efficiently.  

On December 19, 2006, the Commission’s Demand Side Response Working Group convened a meeting to solicit program ideas and proposal papers.  In response, the Pennsylvania Small Business Development Centers (PA SBDC) proposed to the Programs Subgroup a paper summarizing “on-bill financing" to help small commercial electricity consumers make efficiency improvements.

The PA SBDC therefore submits the following proposal for on-bill financing for consideration by the Programs Subgroup of the Commission’s Demand Side Response Working Group.

1. Background


While energy efficiency improvements offer Pennsylvania small businesses a way to address rising energy costs, small business owners typically lack upfront capital needed to make sound energy efficiency investments.  When energy prices jump, small business owners often 

take a short term view and pay the few extra hundred dollars or more each month on higher energy bills.  Although it often feels easier to come up with that extra money on a monthly basis, rather than coming up with an up-front lump sum for an energy efficiency project, what happens over time is that higher monthly bills deplete capital reserves and energy efficiency investments get further and further out of reach.
2.
On-Bill Financing Concept

On-bill financing is a utility-based method of providing seamless zero percent financing through the monthly power bill for small business energy efficiency improvements.  With on-bill financing, energy efficiency projects are accomplished with no up-front capital required of the small business installing a project and savings are “shared” until the loan is repaid.  Existing on-bill financing programs have the following same basic components:
· No up-front out-of-pocket costs – zero percent financing (sometimes in combination with a modest rebate)
· Loan repayment is based on estimated energy savings 
· Customers pay about the same per month as they did before participating – energy efficiency improvement savings are “shared” with the utility
· Once improvements are paid off, then all savings are reflected in lower monthly bills
· Repayment is simplified – since the loan repayment is rolled into the monthly electric bill, it only takes one check
· Permanent efficiency improvements are the focus, so long term consumption reductions and savings are provided

On-bill financing offers small business owners the opportunity to address energy costs as a “controllable”; thus helping the bottom line.  On-bill financing is a proven concept; several utilities in Connecticut, Rhode Island, and Massachusetts have successfully offered varieties of on-bill financing for over ten years.  In the last year, utilities in California have also begun establishing programs.  

3.
Program Participation and Costs

Typical program parameters are as follows:

· Targeted to small businesses – US EPA Energy Star for Small Business has used facility size of 100,000 square feet and under as a definition for small business (this size facility is typically overlooked by most performance contracting firms)
· Open to all sectors:  manufacturing, service, retail

· Applicable to projects that permanently reduce consumption including lighting system upgrades, building envelope improvements, heating and cooling system upgrades, process equipment upgrades, commercial appliance and refrigeration system improvements, boiler upgrades, and more efficient motors

· Utility-approved vendors complete project installations 
· Total project costs are typically $15,000 or less


Assuming typical small business energy efficiency projects have an overall cost of $15,000, the initial funding needed to start on-bill financing programs in Pennsylvania would depend on how many projects the Commission wished to see implemented on an annual basis.  Because the loans are, in fact, repaid through shared savings, loan program operational and administrative costs can be kept fairly low.  


Default rates can also be kept low.  Although other models can be considered, basing participation only on utility bill payment history has proven fairly low risk for both United Illuminating and National Grid in New England (i.e., a small business is eligible to participate if it has been a customer of United Illuminating for no less than six months and all bills have been paid within 60 days).  Over the course of 1,102 installation projects, United Illuminating experienced a default rate of less than one percent (just 6 defaults), and National Grid reported even fewer defaults (2) over a larger number of projects (5,000+).  It should be noted, however, under both programs, portions of the total efficiency project costs can qualify for grants or rebates and only the remaining project balance is financed through on-bill financing.  


While administrative costs and default rates may be low, utilities must nevertheless be able to recover such costs.  In other states, such costs have typically been covered utilizing funds established through a public benefits charge.  Another potential method for helping utilities recover the costs of on-bill financing programs is to allow participating utilities to accrue ownership of any demand side renewable energy credits (RECs) generated from the projects, which can then be sold.  


While some of the administrative expense topics can be more thoroughly explored with panelist Mr. Hank Ryan, Executive Director, Small Business California, during the            January 19, 2007, Demand Side Response Working Group panel discussions, Mr. Ryan asserts that the total program costs for the United Illuminating Small Business Energy Advantage On-Bill Financing program – including incentives, interest costs, administration, staffing and marketing – are just 19.5 cents per kWh saved.*  If the Commission agrees that energy efficiency needs to viewed as a valuable and reliable energy source of its own, such a reasonable cost to involve Pennsylvania’s vast small business community is one deserving of careful consideration.
Respectfully submitted,
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Christopher J. Lynch

Director

Environmental Management Assistance Program

Pennsylvania Small Business Development Centers

The Wharton School, University of Pennsylvania

3733 Spruce Street, Suite 418

Philadelphia, PA 19104-6374

Phone:
215.573.7555

Email:
clynch@wharton.upenn.edu

Dated:
January 10, 2007

