September 1, 2009
3pm EDT

Overcoming the split incentive and reaching renters

Moderators:
Joel Rogers, Director of Center on Wisconsin Strategy (COWS)

Satya Rhodes-Conway, Administrator of Efficiency Cities Network (ECN)
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Agenda

® Welcome and intro (5 min)

® Presenters (30 min)
David Pogue, CB Richard Ellis
Michael Volker, Midwest Energy
John Kuberra, HSBC

® Questions and discussion (50 min)

e Next call

Tuesday September 15, 3PM EDT, Aggregation and Efficiencies of Scale - TENTATIVE
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How$mart® - Investing in
Energy Efficiency

Michael Volker
Director of Regulatory & Energy Services

Midwest Energy, Inc.
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What is How$mart®?

® Not the same as 1980s utility financing
° Modeled after Pay-As-You-Save® (PAYS®)

Payback assigned to meter, not customer

Utility service: charge on monthly bill; disconnection for

non—payrnent

Independent certification of savings estimates

PAYS® concept developed by Energy Efficiency Institute
Colchester, VT
Harlan Lachman harlan@eeivt.com (802) 879-8895

/



Presenter
Presentation Notes
How$mart provides funds for cost-effective energy efficiency projects.

At first glance, How$mart may appear to be a 1980s utility financing tool.  But it is not simply a loan program, it’s a utility investment in energy efficiency.

Modeled after the Pay-As-You-Save concept (someone else’s idea)

3 key components
Repayment responsibility resides at the meter
Treated as regulated utility service; including disconnection for non-payment
Someone other than the product vendor confirms the savings estimates

mailto:harlan@eeivt.com�

1.

2.

3.

»
How$mart® investments in energy
efficiency become basic utility service.

No up-front capital from customer
Utility repaid via surcharge on monthly bill

Surcharge is less than estimated savings

Repayment is tied by tariff to the location, not the customer
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Here’s why we think this is more than a loan program: How$mart is very similar to investing in traditional utility wires and pipes to meet a customer’s energy needs.  The big difference is that it is done on the customer’s side of the meter.

For cost effective measures, we don’t collect anything up front, just as with traditional utility service.

The utility investment is recovered on the monthly bill.

The surcharge is less than estimated savings, just as cost is < perceived value for traditional service

Once a customer leaves a service location, How$mart payments from that customer stop.  They resume with the next customer, just as utility service charges transfer to the next customer at any given service location.


How$mart® Overcomes
Market Barriers

No first cost — ideal for low income

No additional debt obligation

Removes landlord/tenant split incentives
Removes builder/buyer split incentives.

Improves contractor/customer education
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How$mart overcomes a number of barriers to energy efficiency improvements.  Since the total bill decreases, the customer’s net cash obligations decrease, so this is a good fit for low income customers.

The program design also motivates landlords to improve their properties, even if someone else realizes the energy savings.  With How$mart, the landlord repays the investment only when utility service is in his/her name.

Our program can also be used for new construction, so this type of program can overcome a similar builder/buyer barrier.  I.e., the builder may want to install cheap equipment, but it has lower efficiency.  The buyer wants low energy bills, but that equipment costs more up-front.

Finally, our surveys show that customers see us as their first source of information about energy efficiency.  So the comprehensive energy audit and conservation plan associated with the program helps customers and contractors make better decisions.


r How$mart® Program Steps

1. Customer requests H0W$mart® audit

2. Customer pre-screened, audit scheduled

3. Audit completed, Conservation Plan developed — measures
identified

4. Contractors bid to complete efficiency measures
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These are the program steps, beginning with a request from the customer………It is a worthwhile administrative saving step to pre-screen customers.  Customers that only use $50 per month of energy are often not good candidates.  Think about it – how much investment in energy efficiency can you make with such a small bill on which to base savings potential.  By pre-screening we avoid wasting time completing an audit that will not lead to any action………….When the audit is completed, the resulting product is called the Conservation Plan.  A Conservation Plan lays out efficiency options for the customer.………..Next, contractors bid to complete the measures.  We don’t require customers to get competitive bids, but we believe most do.  Nor are customers required to use the lowest bid, but choosing higher bids for equivalent improvements will reduce their monthly net savings.  Customers pick the contractor, but the contractor must have agreed to follow our program guidelines.
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How$mart® Program Steps (cont.)

5. Contractor(s) complete work

6.  All forms signed

7. Midwest Energy pays Contractor(s)

8. HowS$mart® charges added to monthly bill

9. Program evaluation
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When the work is done, we pay the contractor and put the surcharge on the bill……….Sometimes getting the forms signed is a hassle.  It would be nice to do this all electronically, but we can’t quite go there yet…………Upon sign off, Midwest Energy pays contractors……….and charges are added to the monthly billl…………Regarding evaluation, we do not inspect all installations, but are following up on at least insulation and infiltration improvements.


Participant Requirements

e Customer in good standing
* Sign the Conservation Plan

. Sign appropriate agreements

“Owned-Property Agreement”, or

“Rented/ Leased Property Agreement”
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The requirements for participants are pretty simple: be current and sign the agreement.
We use different forms of the agreement, depending on whether the property is a rental unit or a customer-owned building.
The Agreements we use are proprietary and we cannot share them.  We have permission from EEI Vermont (the group that developed the PAYS concept) to use them and modify for our own purposes only.
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How$mart® Products

* Thermal Shell — Insulation, Caulking, Sealing, etc.
» HVAC Equipment — High Efficiency Furnaces, AC, etc. (Minimum
AFUE = 92%, Minimum SEER= 14)

e Others? Must be a “permanent” part of a permanent structure —
(No CFLs, Washer/Dryers, etc.; only for permanently anchored

homes)
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Most projects are mostly what you’d expect in a home, thermal shell improvements……………..and new heating/cooling systems………Both the improvements and the structure must be permanent, meaning no CFLs or improvements to mobile homes not on a permanent foundation.  Since the idea of How$mart is for the charge to be tied to the premise, we don’t want the charge to get up and walk away.   Just recently, we’ve added two variations to the program that allow us to focus on residential geothermal applications and for commercial and industrial lighting applications.


@How$mart® Results
Through July, 2009 (24 months)

. 724 Conservation Plans developed
» 206 completed projects

- $1,034,000 utility investment ($5,021/project)
. Plus program fees ($255/project)

. Average How$mart~ charge = $40.36/mo.
. Average estimated savings = $48.38/mo.
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Activities during the first year of the program were limited to a 4-county pilot program.  In early September of 2008 all customers became eligible.  By the end of the July, 2009, we had completed 724 Conservation Plans………..of those, we had 206 completed projects……….representing just over $1million in utility investment in efficiency measures.  Customers have added over $271k to the utility investment, about 21% of the total, to buy down the cost of projects………….We’ve got a large number of pending projects, 333.  These are projects where we’ve completed the audit and Conservation Plan and are awaiting either a decision by the customer or completion of work by the contractor.  The pending projects represent a potential additional utility investment of about $1.7 million……………Average bill savings, including repayment of improvement costs, are $8 a month.  And customers are getting more than lower bills.  These projects improve comfort in the home and in many cases, mitigate unsafe conditions.


How$mart® Results
Through July, 2009 (24 months)

- Average Air Conditioner SEER: 14.3
- Average Furnace AFUE: 92.6%

. Electric savings: 412,000 kWh/year
(41 homes; ~6,576 tons CO2 over 20 years)

- Gas/Propane savings: 49,000 th/year
(62 homes; ~5,733 tons CO2 over 20 years)
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This is an energy efficiency program and we are pleased that we are driving customers toward higher efficiency equipment.  Today’s minimum SEER for air conditioners is 13, and we prescribe at least 14.  Our completed projects average over 14.3 and increasing.  Moving forward – we are providing an option in every Conservation Plan that includes at least a 15 when there is an AC system replacement……Likewise, the minimum available furnace efficiency in the market is 80%, and we see an average furnace AFUE well over our 90% program minimum……..Since the generally easy payback comes with thermal shell improvements, we are pleased that over half the completed projects included thermal shell improvements.  Others have made thermal shell improvements on their own……….Let me put the annual savings in context.  We’ve completed 206 projects and are saving enough electricity for at least 41 average homes, and gas or propane for 62 homes.  That is, every time we improve 5 homes, we free up enough electricity for one more – every time we complete 3 homes, we save enough gas or propane for another one.……Although the data is not statistically sound due to sample size, we have found our savings estimates are consistent with actual usage save for bounce back effects………CO2  conversion: 11.7 # CO2 per therm; 1.596 # CO2 per kWh in SPP north (Src: Climatetrust.org)
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Miscellaneous Safeguards

e UCC financing statement filed (for notice
purposes to next customer)

e $20,000+ projects require security
Instrument

e Utility can limit annual capital investment

e Structure can be rejected for code or
“expected life” reasons
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Given the effort that goes into creating a good conservation plan, we are trying to discourage customers who are just curious.  So our most recent tariff modifications included a $200 fee for customers who go through the process but do not make improvements.  We are thinking about raising that to cover more of our audit costs.………We also have the ability to require additional credit security for commercial projects that exceed $20,000.  We are confident that if a homeowner moves on, another occupant will take over the obligation.  But in a commercial setting, there is a chance the use of the building could change and render the savings estimate moot, so more security is warranted…………..We have not established an explicit upper limit on the coop’s total investment, but the tariff gives us that option……………and we can reject structures for building code or “expected life” reasons.
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Program Interest

e How$Smart® is the first voluntary application
of the PAYS® model

e Many, many Inquiries (Regulatory Commissions,
National Labs, Environmental Groups, Ultilities,
Consultants, Other groups of interest)

e 2 Georgia coops pursuing How$Smart®

e Environmental Defense Fund — 2009
Environmental Innovations in Business

e Efficiency Kansas

-
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There is a lot of interest in this program both by our customers and by outsiders…………How$mart is the first voluntary application of the PAYS model………….We get inquiries about the How$mart program locally, statewide, nationally, and even internationally.  There is now a How$mart program at a utility in Georgia.  We have received strong support from regulators.  They have encouraged the other utilities in the state to consider their own versions of How$mart………Further, the Kansas Energy Office is working on a program – the primary application for energy efficiency stimulus funds that imitates the attributes of How$mart and allows a How$mart-like application even where there is no utility participation.  We are excited about the possibility of wider application with more access to low or zero interest money through this program.
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Energy Services Survey
Overall Satisfaction and Value Perception

0
849% 87%
74% 76%
69%
Customer satisfaction Value of service
[1Not Aware M Aware Nonusers H Service Users

Customers responding somewhat or very high (8-10 ratings)
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Let’s step back and take a broad view of the benefits of providing comprehensive energy services to customers.  (Here rather than How$mart per se, we are talking about energy audits, infiltration tests, infrared scans, combustion tests, etc.)  This illustrates the non-energy benefits of performing energy services.  The vertical bars show the % of customers who gave Midwest Energy ratings of 8 or higher on a 1 to 10 scale ……….Bars on the left illustrate overall satisfaction with Midwest Energy.  The lowest values are for customers unaware that we perform energy audits, IR scans, infiltration tests, etc.  The blue bar is for customers simply aware that services are available.  The green bar shows the response of customers who actually have used the services…………The bars on the right illustrate customers’ perception of the value they receive for the dollar.  Again, note the significant difference between not being aware and awareness.  Actual use of the services raises value opinions even more. So we believe How$mart is not only helping our customers lower their bills, but it is also improving customers’ perception of the company.


How$mart® Summary

« HowS$mart® is an extension of utility service beyond the meter
y y

Part of overall energy services strategy

Customer Satisfaction and Value Perception improved

Legislators & Regulators support the concept

Energy savings are verifiable and significant
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These are just some things we’d like you to takeaways.  First, How$mart is not just an on-bill financing program.  It much more closely resembles an extension of utility service beyond the customer meter.  This means utility growth through scope.  Second, as part of an overall energy services strategy that aims at bill savings, customer comfort, building sustainability, and most importantly, safety, How$mart fits very well.  Customers like it and value it.  Our regulators support it and want to expand the concept statewide.  Finally, from a pragmatic standpoint, How$mart does result in verifiable and significant energy savings for program participants.


e

How$mart® Questions?

Michael Volker mvolker@mwenergy.com

Midwest Energy, Inc. — Hays, Kansas



mailto:mvolker@mwenergy.com�

Contact Information

ECN:
ADMINISTRATOR: ecn(@efficiencycities.us
LISTSERV: ecnmembers(@efficiencycities. us

WEBSITE: www. efficiencycities .us

Presenters:
David Pogue, CB Richard Ellis
Michael Volker, Midwest Energy
John Kuberra, HSBC
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