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Date:	February 2, 2012
To: 	CPUC OBF Study Team
From: 	Carol Mulholland, Cynthia Kan, Linda Dethman 
Re:	Selected Findings from CPUC’s OBF Process & Market Evaluation
 
Study overview
In June 2011, the CPUC ED, through Itron, engaged the Cadmus Group to conduct a process evaluation of California’s On-Bill Financing (OBF) mechanism. While the study focused primarily on OBF for the 2010-2012 period, its scope was expanded to include market research on issues to inform future financing mechanism decisions. Issues covered in this document include:
· Why do customers use OBF? 
· Is OBF enabling energy efficiency improvements that would not otherwise take place? 
· Does OBF support comprehensiveness? 
· What source of capital and what type of financing mechanisms do customers prefer?
· Would customers still be interested in financing if they are charged below-market interest (not 0%) on their loan?
· If customers had to choose between financing and rebates, which would they prefer?
Cadmus interviewed the utility OBF program managers and account executives who work with targeted customers.  We also surveyed participating customers and vendors (who often market the program directly to customers), and held focus groups with nonparticipating customers who had received a utility energy audit. Currently, only nonresidential customers are eligible for OBF; our analysis breaks down the nonresidential market into three segments: government and institutional (G&I), small commercial/industrial/agriculture (CIA), and large CIA.
Methodology
[bookmark: _Toc315269846][bookmark: _Toc315270116]Participant Surveys
[bookmark: _Ref314844717]Cadmus completed 76 telephone surveys with IOU customers who had closed OBF loans. This number represents an overall confidence/precision level that exceeds 90/10.  Table 1 shows the number of completed customer surveys from each IOU; the percent of completed interviews is proportional to the percent of participants at each utility.
Table 1. Completed Participant Survey Distribution
	IOU
	Large CIA
	Small CIA
	G&I
	Total
	Percent

	PG&E
	0
	1
	0
	1
	1%

	SCE
	3
	9
	0
	12
	16%

	SCG
	0
	4
	0
	4
	5%

	SDG&E
	7
	50
	2
	59
	77%

	Total
	10
	64
	2
	76
	100%

	Percent
	13%
	84%
	3%
	100%
	


[bookmark: _Toc315269847][bookmark: _Toc315270117]Vendor Surveys
Cadmus surveyed vendors who helped deliver OBF at PG&E, SDG&E, and SCE. (SCG does not formally use vendors as a delivery channel.) Twenty-nine vendors responded to our telephone survey out of a sample frame of 66 unique vendors; multiple vendors reported participating in OBF with more than one IOU. Table 2 shows the vendor breakdown across utilities. 
Table 2. Vendor Survey Respondents’ Participation by IOU
	 
	 
	Secondary IOU
	All  Three IOUs
	

	 Main IOU
	Main IOU only
	PG&E
	SCE
	SDG&E
	
	Total Vendors

	SDG&E
	9
	0 
	3
	 0
	7
	19

	SCE
	5
	 0
	 0
	3
	0
	8

	PG&E
	1
	 0
	 0
	0 
	1
	2

	Total
	15
	0
	3
	3
	8
	29


Focus Groups 
Cadmus explored various aspects of energy-efficient investments, including on-bill financing, through six focus group discussions with nonresidential consumers – two each in Fresno, San Francisco, and Irvine.  The groups targeted key financial decision makers within businesses[footnoteRef:1] who had received utility-sponsored energy audits of their facilities. The primary segmentation for the groups was based on the level of complexity used in decision-making about property upgrades - i.e., a single decision-maker or multiple ones.[footnoteRef:2]  The self-reported size of the business was used as a second segmentation variable, with the goal of grouping smaller businesses together, and medium/large businesses together. Decision makers from 46 organizations attended the groups (29 single decision-maker businesses and 17 multiple decision-maker businesses).   [1:  The term business has been used in this document to cover all non-residential consumers. Institutional consumers may also be included in the groups. ]  [2:  Family businesses that have two co-decision makers were treated as one primary decision maker.] 

Why do customers use OBF?
As shown in Figure 1, OBF participants most often cited financial benefits as the main reasons to use the financing mechanism. .  These financial benefits included eliminating the up-front costs of efficiency investments (24%), saving money or energy on their bill (18%), getting 0% financing (12%), and ensuring bill neutrality (9%). Notable minorities of participants mentioned the program’s non-financial benefits: convenience (10%) or the ability to obtain better equipment (7%).
Figure 1.  Customers’ Main Reason for Using OBF


Is OBF enabling energy efficiency improvements that would not otherwise take place? 
Cadmus asked OBF participants how likely they would have been to proceed with an energy-efficiency project at that time were OBF not available. As shown in Table 3, 12% of respondents said they would have been highly likely to proceed with an energy efficiency project without OBF, and 11% said they would have been moderately likely to proceed.  Most respondents (77%) reported low or no likelihood of proceeding with an energy-efficiency project without OBF. This response did not differ across customer segments. 
Table 3. Likelihood of Implementing Energy Efficiency Projects Without OBF
	Level of Likelihood
	Large CIA
	Small CIA
	G&I
	TOTAL

	
	Count
	Count
	Count
	Count
	Percent

	No Likelihood
	7
	46
	2
	55
	72%

	Low Likelihood
	0
	4
	0
	4
	5%

	Moderate Likelihood
	2
	6
	0
	8
	11%

	High Likelihood
	1
	8
	0
	9
	12%

	Total
	10
	64
	2
	76
	100%


Similarly, 86% of  vendors surveyed reported that OBF was important or very important in helping them sell energy efficiency retrofits to their customers in these sectors, as shown in Table 4 
Table 4. Importance of OBF in Helping Vendors Sell EE Projects


Does OBF support comprehensiveness[footnoteRef:3]?  [3: ] 

OBF has the potential to encourage comprehensive projects by bundling measures that have longer payback periods with those that have shorter ones.  Most participants (75%) said they had only financed lighting projects. Customers who only installed lighting equipment reported that their vendors were mostly lighting contractors who did not offer other types of energy efficiency projects to them.  
SDG&E revised its program in an effort to encourage comprehensiveness.[footnoteRef:4] The utility now requires that loans for lighting and other low-cost measures pay back in three years or less, while more comprehensive project loans can last for up to five years.  Several of the SDG&E vendors interviewed for this study volunteered that this policy has created a strong incentive among customers to install non-lighting measures in order to qualify for a longer payback period. [4:  SDG&E defines comprehensive projects as two or more distinct measure types not including CFLs or delamping
] 

What source of capital and what type of financing mechanisms do customers prefer?   
Cadmus surveyed OBF participants about whether they would prefer loan capital for on-bill approaches to come from the utility or a third party lender such as a bank. As shown in Figure 2, 76% of respondents said they didn’t prefer one funding source over another, assuming that loan terms and repayment are the same.  Of customers that had a preference, all preferred utility financing.
Figure 2. Capital Provider Preference: Utility or Bank

We also asked non-participating decision-makers in the focus groups about their preference for an on-bill tariff[footnoteRef:5] versus a loan. A preliminary analysis of findings suggested the following: [5:  A tariff is an extra charge on the utility bill to finance the energy efficiency improvement; it is tied to the meter, not to the customer and may qualify as an expense rather than a debt.] 

· Initially, many decision-makers were not keen on financing energy efficiency.  While many had made energy efficiency improvements and were interested in saving on their energy bills, very few had considered financing.  Upon further discussion, many decision-makers warmed to both the on-bill tariff and loan ideas presented. 
·  Decision-makers generally said they liked both the loan and tariff options because they are bill neutral and simplify payments. Still, they were not ready to sign up due to important unanswered questions about financing terms and conditions, being able to trust savings estimates, and length of payback, as well as the logistics of buying and selling properties that have tariffs attached to them. 
· Both property owners and renters said they liked the tariff because it may not be regarded as loan debt.  Renters, however, tended to favor the tariff more than owners because the repayment is tied to the meter not the building occupant.   Owners were more concerned about the uncertainties in buying and selling properties with a tariff attached.
· When asked to rank their top criteria for financing a project, low interest rates and bill neutrality were the two most important criteria. These rankings held across all sizes of organizations and their type of decision-making.
Would customers still be interested in financing if they are charged below-market interest (not 0%) on their loan?
Cadmus used a double bounded dichotomous choice model to determine participating customer survey respondents’ willingness to pay (WTP) at various interest rates. The results indicate a mean WTP of 3.27% annual percentage rate (APR), with a maximum WTP of 7.4% APR and a minimum WTP of 0% APR. Using a bootstrap method, we determined the confidence interval to be between 2.87% APR and 4.04% APR with 90% confidence. 
The distribution in Figure 3 shows the percentage of respondents willing to use OBF at various interest rates. The first drop-off (from 100% to 70%) between 0% and 1% is expected, as participants often cited 0% as a large selling point for OBF.  The second drop-off occurs in the 3-4% range, at which point customer willingness to pay drops to 30%. [footnoteRef:6]  [6:  Note: Focus group attendees were also asked about interest rates and were often unsure of going interest rates for unsecured loans.  However, all found 0% interest rates appealing and many thought 2-3% was acceptable for EE investments.] 

Figure 3. Cumulative Distribution of Willingness to Pay (Predicted Values)


If customers had to choose between financing and rebates, which would they prefer?
We asked customer survey respondents about a hypothetical situation where they had to choose between either rebates or 0% financing. A significant number (46%) of respondents preferred 0% financing. Customers who were undecided wanted to know which option was the greater value. 
Figure 4. Preference for 0% Financing vs. Rebates

Cadmus asked participants if they would still want to use OBF if it meant rebates were cut in half (the interest rate would remain at 0%). Fifty-four percent said they would still be interested in OBF even if rebates were cut in half.  One third of respondents (32%) were unable to give an answer on the spot, indicating they were unclear about how this would have affected their project.
Figure 5. Willingness to Use OBF if Rebates Were Halved
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