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For utilities faced with competition, it is becoming more and more desirable to provide valuable customer
services while at the same time minimizing rebates and subsidies for energy efficiency products and services.
The task, however, is finding ways to provide these “valuable customer services” at costs that are sustainable
from the utility’s perspective. This involves recovering program costs from those parties that directly benefit
from the efficiency services. This paper draws on experiences from two market-driven, customer pay
programs designed and delivered by Wisconsin Energy Conservation Corporation (WECC). Both programs
provide insights into the possibilities and limitations of recovering program costs from stakeholders such
as customers and trade allies.

In addressing the question of how to recover program costs, the paper first describes some of the difficulties
of market-driven delivery and provides insight on the customer view of efficiency programs which require
customer payment. The discussion then moves on to the current market-based model being delivered by
WECC in two community energy projects. The paper focuses on three cost recovery facets of the current
model: requiring customer payment for services rendered, extracting contributions through retail sales to
participants, and offering customer financing in lieu of rebates for efficiency measure installations. Given
WECC's experiences in designing and delivering the New London Resource Project and the Energy Smart
project in Park Falls, Wisconsin, lessons learned on market-driven programs and cost recovery are presented.
Lastly, the paper concludes with a discussion of the “next frontiers” in delivering market-driven, customer
pay programs that strive for sustainability.

INTRODUCTION programs. In a competitive utility market, price becomes the
driver and utility services focus on customer retention and

loyalty. While efficiency services may be in the mix, strong
consideration of rate impacts in a competitive environment
is crucial and the efficiency services offered must either be
self-sustaining or must directly impact customer retention.
Herein lies the fundamental problem: how to deliver market-
driven, customer pay programs that avoid the costs associ-
ated with subsidies, while at the same time overcome the
various obstacles that block a customer’s path toward energy
Ioefficiency for their home or business.

One truth on which most people in the utility industry agree
is that the provision of energy efficiency services needs to
take a new approach if it is to be sustainable in the future
utility environment of competition. For the past decade,
free energy efficiency services and substantial rebates for
efficiency products have been the norm in the marketplace.
However, in a competitive environment where price
becomes paramount, utilities can no longer afford these stee
subsidies given their impact on rates. And while it is true that
subsidies can be a positive stimulus in developing efficiency
markets, they can also have a negative impact. Free servicedlarket-based efficiency programs have emerged as a
or rebates left in the marketplace too long create a customeresponse to the current environment for these programs.
expectation that the cost of efficiency services and productsWhile the concept is an obvious solution to long term effi-
should only be valued at a free or subsidized level. In ciency improvements in our homes and businesses, it is not
WECC's community energy efficiency projects, some cus- clear how the costs of designing and delivering these services
tomers have been reluctant to pay for audit services andcan in reality be recovered. In addition, sufficient customer
purchase compact fluorescent bulbs at retail cost due to thedemand for non-subsidized efficiency goods and services
fact that utilities have been offering free audits for years has not yet been established in the general marketplace.
and compact fluorescent bulbs have historically been subsi-
dized at 50-75 percent below retail cost. In addition, the design and delivery infrastructure for energy
efficiency services is in the midst of a radical transformation.
With deregulation of the utility industry on the horizon, less Residential and small commercial efficiency services that

money is available to initiate and sustain energy efficiency have traditionally been offered by utility companies have
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been greatly reduced or eliminated. Many organizations and groups in several communities were asked to address various
businesses that became dependent on utility funding to pro-issues pertaining to program characteristics (Berkowitz and

vide efficiency services to these sectors are wondering if Carroll 1995; Matousek and Stary 1994). In general, most

they will exist down the road. Many talented individuals with  customers believe energy efficiency is very important, but

years of energy-related experience are evaluating optionsmany lack the money, time and/or knowledge to complete

for new careers. Furthermore, some utilities are creating retrofits of their homes and businesses. Residential focus
deregulated aﬁlllategwhlgh p.rowde custo_mers v_wth an entlre group participants responded positively to the idea of an
range of energy services in dlrgct competition with historical nergy specialist providing a home energy assessment,
allles, energy service companies and trades (contractors an(§1stalling low-cost efficiency products, and suggesting major
appliance/equipment suppliers). energy efficiency retrofits for their homes. This customer

Wisconsin Energy Conservation Corporation (WECC) has class also generally agreed that $30 to $50 was a reasonable

designed and delivered several efficiency programs that have €€ for these services.
provided valuable insights into the potential for recovering

delivery costs in the residential and small commercial sec- |, the small commercial sector, business people also believed
tors. Through a series of community projects, WECC i 5, anergy assessment provided valuable information for
striving to Qeterm!ne i efﬂuency Services can indeed be decisions about energy efficiency improvements. For this
self-sustaining, or if they will perpetually require some level group, the cost of an assessment was less of an issue if it

of subsidy to exist. could achieve lower operating costs for their business. In

fact, many of the business participants stated that they would
THE DIFFICULTY IN DELIVERING pay $50 to $100 for this service.
MARKET-DRIVEN PROGRAMS

Unfortunately, a second truth currently exists regarding util- In terms of receiving information, most of the customers
ity delivery of energy efficiency services. While it may be in the focus groups preferred the initial information and
agreed upon that the approach for delivering these servicesecommendations be provided by an objective third party.
must either change or perish, few utilities or other efficiency Contractors were felt to be too biased about their own prod-
service providers have much experience in providing mar- ucts and services to provide neutral information to custom-
ket-driven residential and small commercial programs with- ers. The focus groups participants also generally liked the
out grants or subsidies. Pure market-driven, customer payidea of an “energy expert” being able to answer their spe-
programs represent a significant departure from the tradi- cific questions.
tional utility programs. However, this is not to say that
sustainable opportunities do not exist. Rather, while the
market for energy services is undergoing dramatic changes,Contractor arranging, financing, and quality control of con-
progress is being made toward developing workable programtractor work were other program components that were
designs that are both sustainable and capable of generatingttractive to customers in both sectors. Contractor arranging
project income that can cover all or part of the project costs involves providing the customer with assistance in screening
(Berkowitz and Karl 1996; IRT Results Center 1996). contractors to perform specified work and soliciting bids
o ) . . ~ from the chosen contractors. Customers felt these services
The major dilemma facing residential and small commercial assisted them with making educated decisions in the effi-
market-based efficiency services is determining how to col- ciency marketplace, as well as ensuring they would purchase
lect sufficient funds from the various stakeholders_ln order \ha correct products and services and have them properly
to pay for the costs of delivery. But at the same time, the installed. Lastly, quality control assures customers that the

collection of sufficient funds cannot significantly hamper contractors performina work on their homes and businesses
project participation, or the purpose is defeated. The question P 9
are competent and reputable.

can be posed another way: can sufficient value from residen-
tial and small commercial efficiency services be created for
customers and trade allies, to the extent that these customergstomer financing was also attractive to most, as long as

would be willing to pay for the services? interest rates were kept in the single digits. Additionally,
positive cash flow financing plans, in which the savings
CUSTOMER FEEDBACK ON from the installed measures pay for all of the monthly loan
PAY-FOR-SERVICE payment for improvements, was very appealing to custom-
PROGRAM DESIGNS ers. The possibility of paying the loan payment with their

regular monthly utility bill was also attractive to residential

As a preface to many of the customer pay efficiency pro- customers, although this was less important to commer-
grams designed and developed by WECC, customer focus cial customers.
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THE CURRENT MARKET-DRIVEN improvements both easy and affordable. Contractor arrang-
ing, bid solicitation and review, energy savings calculations
PROGRAM MODEL for major measures, and contractor quality control are among

. ) ) ] the services aimed at overcoming the “hassle factor” that
® WECC has designed and delivered two projects aimed ygters many customers. To make improvements affordable,
at assessing the potential for market-driven program {he nackages also include the opportunity to apply for project
design. The first is the New London Resource Project, financing from the utility at an attractive rate and with no
a community energy and water efficiency project deliv- qown payment requirement. Both projects offer positive cash
ered in New London, Wisconsin Berkowitz, Karl, & o financing, in which the loan term is extended to allow
Ramsey, 1994; Edgar, Berkowitz, & Harmelink 1994,  onqrqy savings to pay all or part of the monthly loan payment,

Edgar 1995; IRT Environment Inc.—The Results Cen- 5nq the convenience of paying the loan payment with the
ter 1995). The project was jointly sponsored by New regular monthly utility bill.

London Utilities, Wisconsin Public Power, Inc. SYS-

TEM, and Wisconsin Gas Company and operated full o residential customers, both the New London Resource
scale from April 1993 to December 1995. Project and Energy Smart assessment packages include the
installation of low-cost measures (i.e., hot water saving mea-
Building upon the lessons learned in New London, the gyres), a demonstration of compact fluorescent bulbs in the
Energy Smart project in Park Falls, Wisconsin (Berkowitz home, and a blower door test. The commercial and residen-
and Karl 1996), was designed in 1994 and has been in thetia| packages also include a walk-through assessment of the
delivery stages since March 1995. Sponsored by Northernpome or business, although in the Energy Smart project, the
States Power Company, the Energy Smart design has incorhome assessments have been segregated into two different
porated many critical improvements over the New London packages, one of which includes neither a walk-through
Resource Project, all aimed at improving program sustain- aydit nor a blower door test, but is offered at a lower price.
ability. As such, Energy Smart represents the next step
toward market-driven, customer pay design. Of course, offering this type of comprehensive service to
customers is expensive. However, both the New London
The following are common program elements of both proj- Resource Project and the Energy Smart project have been
ects. Each element is described in more detail below. designed to test the possibilities of recovering project deliv-
ery costs and minimizing utility subsidies in a few different
® Whole building efficiency services targeting electric and ways. The three main facets of program cost recovery and
natural gas efficiency opportunities subsidy minimization that have been tested in these projects
are: customer payment for services, cost recovery from retail
® Energy assessments for residential and small commer-sales to participants, and customer financing for efficiency
cial buildings installations. These facets are discussed in the following
paragraphs as they have been tested in the New London and
® Immediate installation of low-cost efficiency products Park Falls projects. Strategies beyond those tried in these
two projects and to be tested in the “next frontier” of
e Contractor arranging and bid solicitation market-driven projects are discussed in the concluding sec-
tion of this paper.
e Efficiency measures installed by local trade allies
Customer payment for services
® Quality control of installed measures
Although categorized as incentive or rebate programs, most
e Customer payment for energy assessments and effi-past demand-side management programs required customers
ciency products to pay a portion of the cost for energy efficiency improve-
ments. Energy efficiency professionals have debated the
e Financing for the installation of efficiency measures  impact of incentives on program participation rates for vari-
ous types of customer programs (Mast and Ignelzi 1994).
Under the whole house or whole building approach, all cost- However, little information is available on the willingness

effective electric and natural gas efficiency potential existing of customers to pay the full cost for efficiency products
in a home or business is targeted for improvement (in New and services. Given the recent transition to market-based
London, water efficiency measures were also included). Cus- efficiency programs that require full customer payment for

tomers request and pay for a home or business energy assesgroducts and services in combination with financing, little
ment package that, in addition to a walk-through audit, data is available on the success and sustainability of these
includes various services aimed at making energy efficiency programs. A goal of WECC community energy efficiency
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projects is to determine if customer payment can sustain the major efficiency improvements is both costly and time con-
services. Payment levels for home and business assessmengaiming. In addition, there is little opportunity to recoup
were set based on information gathered through pre-project program costs through sales of other products and services
focus groups (Berkowitz and Carroll 1995; Matousek and to these customers.
Stary 1994) and the need to create customer program partici-
pation which provides the opportunity to sell other program- as a result, the Energy Smart project was designed to incor-
related products and services. porate a new strategy for providing customer pay services

to residential customers: offering two types of assessments
Both the New London Resource Project and the Park FallS 1o homeowners, depending on their needs and potential for
Energy Smart project are early attempts to determine if improvements. The home assessment component of the proj-
customers are willing to purchase efficiency products at gct was split into a “Minor Assessment” package and a
market cost and if sufficient margins can be built into the «complete Assessment” package, with customers being
prices customers are willing to pay. Given the pricing gscreened during scheduling to determine which package
schemes in both projects, neither resulted in totally unsubsi- most suits their individual needs. Accordingly, the two pack-
dized projects. However, both provided a wealth of insights ages carry different price tags, with the Minor Assessment
and lessons which are being applied to WECC's next genera-costing just $15 (if paid for during the time of the assessment)
tion program design and implementation plan. and lasting just 30—45 minutes.

I_n these two community energy efficiency projects, residen- By segregating the home assessments into two distinct pack-
tial customers are charged for an energy assessment of their

home. WECC has found through program implementation ages, two primary objectives are sgrve.d. First, more cgstom—
. ) .. . ers may be attracted to participating in the project since a
that residential customers are willing to pay for efficiency

. o . ; lower cost option is now available to them. Someone who
services but many require immediate dollar savings, such. ; . . ) .
is very interested in having their water heater and its pipes

as those generated by low-cost, hot water saving measures.
N hsulated, or who wants to have compact fluorescent bulbs
to justify an expense on a home energy assessment tha . )
) Installed, can sign up for a Minor Assessment. In contrast,
may not reap any other benefits for the homeowner. Some L .
- . a homeowner who is interested in a new furnace and feels
customers may not have any energy efficiency improvement .
they have a very leaky house, can sign up for a Complete

opportunities in their home or may be unwilling to pursue Assessment to receive the full walk-through audit and the

recommended efficiency improvements. Without incentives blower door test. Second, program delivery costs are reduced
there needs to be more emphasis on marketing the benefit% eliminatin f.|| fime- ' . sin h !
y g full, time-consuming assessments in home's

of these programs including comfort, ease of participation, . L . .
. . - where no potential for major improvements likely exists.
contractor arranging, dollar savings, and positive cash

flow financing.

For commercial customers, WECC has found that fees
In New London, residential customers were charged $35 for around $40 are quite palatable to business owners and man-
a full home assessment. This fee could be financed on thedgders. While the New London Resource project did not
utility bill in installments. In Park Falls, a full assessment charge commercial participants for their assessment, the
also costs $35, butincludes a $5 “prompt payment” discount Energy Smart business assessment costs $40. Given that the

if the customer pays the fee immediately during the assess-2ssessment fee also includes all of the other services, such
ment, as opposed to financing the fee. as bid solicitation and contractor arranging, many business

people have indicated that they consider the package to be

In Park Falls, however, a significant improvement was made & great value for the money.

in the home assessment offerings to customers. In the New

London Resource Project, many customers participating in The total delivery costs of these program services cannot
a home assessment did not have any potential for majorbe recovered with a $35 or $40 assessment fee. To fully
efficiency improvements and therefore did not benefit from cover costs, the assessments would have to carry price tags
the full walk-through assessment of their home. Many cus- that may be too high to attract sufficient participation. It is
tomers in New London were willing to pay for an energy important to balance customer entry fees with the opportuni-
assessment to confirm that their home was energy efficientties to recoup delivery costs through sales of products and

or to receive positive feedback on new equipment and/or services. As can be seen in the results section of this paper,
energy improvements made on the home. However, thesethe customer entry fees chosen for these programs brought
customers did benefit from either the low cost, hot water program participation rates to about 27%, similar to the
saving measure installations or the compact fluorescent light-participation rates of many incentive programs (Nadel 1991).

ing demonstration, or both. From a delivery standpoint, per- Perhaps fees could be increased without reducing program
forming full assessments in homes with no potential for participation. However, no data or information is available
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at this time to support raising the present assessment fee cieeffy transactions. Financing mechanisms are being
structure. viewed more favorably than traditional rebates because they
have the potential to:
Cost recovery through retail sales to
participants ® Overcome customers’ “first cost” barriers which per-
tain to limited disposable income for efficiency improve-

A second area in which program delivery costs can be cap- ~ Ments;
tured from project participants is mark-up on low-cost effi-
ciency products that customers purchase through the project® Reduce utility rate impacts from energy efficiency pro-
For example, compact fluorescent lighting products and their ~ grams that have historically featured steep subsidies;
installation can be sold to customers on a “cost plus” basis.
The mark-up can be chosen based on the wholesale price® Promote a method of encouraging energy efficiency that
paid to obtain these items and estimating a customer cost IS conducive to the development of long term energy
that would not present a barrier to purchase. These items  efficiency markets where customers pursue energy effi-
can also be financed through the project, even if they are  ciency opportunities with little or no subsidies; and,
not packaged with major efficiency measure installation.
Other measures from which margins can be recovered are® Establish a mechanism that does not necessarily depend
programmable thermostats and hot water saving measures on utility resources to encourage customers to imple-
beyond those included in the assessment (particularly for ment cost-effective energy efficiency actions.
businesses that require multiple showerheads, tank jack-
ets, etc.). Customer financing may provide a sustainable way to
develop energy efficiency markets. Since a customer pays
In the Energy Smart project, all compact fluorescent bulbs, the full cost of energy efficiency products and services, the
programmable thermostats, and hot water saving measuresnarket is not limited to products and services that receive
offered for purchase through the project carry a 20—30 per- a utility subsidy or rebate.
cent retail mark-up. This allows an additional customer con-
tribution to be gleaned from each participant who makes However, it must be realized that a financing mechanism
one of these purchases. For example, a customer who paysilone is not a comprehensive program design. Customers
$35 for a Complete Home Assessment, but then also pur-are not “rational economic actors” that make decisions
chases four compact fluorescent bulbs, has effectively paidbased on precise calculations of costs and benefits. Custom-
about $45 towards project delivery. In Park Falls, this mark- ers typically make decisions for a variety of economic and
up is charged on all sales, regardless of whether the customebften very non-economic reasons. For energy efficiency,
is residential or commercial and regardless of the quantity barriers such as the “hassle factor” of selecting technologies
of bulbs, water saving measures, etc. purchased. That meangr contractors, the timing of work to be performed, compli-
one apartment building installing compact fluorescent light- cated paperwork, limited customer time to secure a loan, risk
ing in all common areas, for instance, could generate many aversion to new technology, etc., can prevent the adoption of
times the assessment fee in mark-up contributions. energy-efficient technologies and services by customers.

Although not related to recovering program delivery costs, Customer financing must address these non-financial market
the practice of charging customers a retail mark-up on all barriers as well as respond to the lack of up-front cash of
efficiency products also has the benefit of weaning customerscustomers and the aversion of other customers about using
from subsidized offerings. By having the opportunity to sell |imited or valuable disposable income. In WECC’s commu-
the benefits of different efficiency products in customers’ nity energy efficiency projects, customers have responded
homes, customers may begin to purchase efficiency productsavorably to financing mechanisms with the following char-
and services on value. The purchase of a $15 to $20 compachcteristics:

fluorescent bulb in the home hopefully will lead to secondary

consumer activity in local outlets at retail prices inthe future. o A single digit interest rate (i.e., at or below 10 per-

cent annually);
Customer financing for efficiency

installations ® A loan term that allows for all (i.e., positive cash flow
financing) or part of the monthly debt to be paid by
As utility companies have shifted their focus away from energy savings, typically 5 to 7 years;

demand-side management to industry restructuring and com-
petition, financing has reemerged as a key element of energy®  Options for early loan repayment without penalty;
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® An easy and quick one-stop financing approval process Financing
through utility bill payment history and/or credit
check; and, ® Residential customer financing to date—$137,500

e No minimum amount to be financed in the residential ® Commercial, institutional, & industrial customer finan-

sector since many efficiency purchases fall below cing to date—$582,000
$1500; installment type loans could be offered for trans- _
actions below a set dollar amount ($1000). First year savings

Residential energy savings to date—491 MWh;

Both the New London Resource Project and the Energy. 42 000 therms

Smart project in Park Falls offer residential and commercial
customers maximum loan terms of seven years, low interest.
rates (6 percent annually in New London, 7 percent in Park

Falls), no down payment requirements, and no minimum

loan requirements. In addition, all customer charges can be.
financed, including the assessment fee, purchases of low
cost efficiency measures (e.g., compact fluorescent bulbs

Commercial, institutional, & industrial energy sav-
ings—2,831 Mwh; 419,941 therms

Water savings—3,691,000 gallons

" tats. et d mai Hici installati N In the residential sector, 65% of the households financed
Errpos ist’ etc.), an r;ajogf |r(1:|ency n:jsba ations. t(') ‘the energy assessment. Forty-one percent of the homeowners
rebates whatsoever are oflered o home and busIness par ICIFeceiving the assessment purchased compact fluorescent

pants in either project, meaning that all efficiency installa- bulbs that were priced at wholesale cost plus a 25% mark-
tions under.ta_\ken by project participants are paid for in full up. On average, 5.13 bulbs were installed in each of these
by the participants. homes. Natural gas was the dominant fuel for space heating
(over 70%). The potential for major measure installation
It is important to note that, in the residential sector, various such as insulation and air sealing was not large for homes
consumer credit laws exist in the different states to protect receiving assessments: 13% for sidewall insulation, 32% for
residential customers from fraudulent financing schemes. attic insulation, and 33% for major or minor air sealing.
Disclosures outlining the terms of financing transactions and Over 40% of the homes with insulation potential installed
the limits of the repayment periods will likely be required the recommended measure (s). However, only 4% of the
as part of the credit laws. In addition, the federal Truth in homes having major air sealing potential hired a contractor
Lending Act also requires disclosures be made at the timeto complete the work. Most homeowners believed that they

of the loan transaction for a residential customer. could complete air sealing work. It is not known how many
homeowners actually performed some or all of the identified

NEW LONDON RESOURCE sealing work on their own.

PROJECT RESULTS A great diversity of businesses types received commercial

assessments in New London. Almost 50% of the installations
Project results from the New London Resource Project are !N the commercial sector included high efficiency lighting.
provided below. Similar information has been collected for SPace heating measures, water heating saving measures, and

the Energy Smart Project in Park Falls. However, data from water conservation measures were also frequently installed
Northern States Power Company-Wisconsin regarding the by commercial customers. Some high efficiency motors were

project are not available at this time. installed in industrial facilities.

A complete evaluation of the New London Resource Project

Participation is currently being conducted by the Energy Center of
Wisconsin.
® Residential customer participation—555 of 2041 single-
family homeowners (27%) LESSONS LEARNED IN

PROVIDING MARKET-DRIVEN
® Commercial/institutional customer participation—150 SERVICES

of 280 customers (54%)

A plethora of lessons have been gleaned from designing
® Industrial customer participation—8 of 18 customers and implementing market-based energy efficiency projects
(44%) (Edgar 1995). The following provides a sampling of these
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lessons as they pertain to recovering program costs, maxim-®  Trade allies can effectively “franchise” commercial
izing program benefits while reducing program costs, mak-
ing energy efficiency services attractive to customers, and
financing energy efficiency improvements.

Recovering program costs

program services, which provides on-going marketing
and customer participation with little program cost.

Making energy efficiency services attractive

In order to recoup project delivery costs and minimize ®
subsidization, all sources of potential program revenue
need to be tapped. Program beneficiaries, such as cus-
tomers and participating contractors, should pay for the
benefits received from efficiency services facilitated by
the utility.

Limited savings opportunities exist in the residential

to customers

A more flexible and broader menu of services (some
may be non-energy) should be offered to customers.
More customers will perceive value from the program
services if they can be tailored to an individual custom-
er's need. These services could include home safety
testing, energy brokering, fiber optics, telecommunica-
tions services, etc.

sector. Without differentiating customers by efficiency Financing energy efficiency improvements

potential and recovering costs from the variety of stake-
holders involved in providing services, it may be diffi- o
cult to provide direct home-based services to this sector.

Maximizing program benefits while reducing
program costs

Comprehensive assessments including diagnostic tools
and computer-based analysis can be expensive and not
recoverable from customers. Charging actual costs for

these services may limit customer participation.

Bundling efficiency services, especially targeting elec- o
tric, natural gas, and/or water, is essential to mitigate
program costs and maximize program and customer
benefits.

Service segmentation (e.g., minor vs. complete assessy
ments) is important due to the different potential for
savings among both homes and businesses. It is costly
to deliver a home or business assessment if there is no
potential to capture.

[ J
A more efficient and a less expensive means is hecessary
to move customers from the home assessment to actual
measure installation. Involvement in the contractor bid
process can be both time consuming and expensive. A
further reliance on trade allies in efficiency transactions
should assist in achieving this goal. In addition, custom-
ers should pay the cost of contractor arranging services,
including bid solicitations and review.

°
Relying on trade allies to deliver small commercial effi-
ciency services has substantial program benefits given
the existing on-going relationship between these cus-
tomers and trade allies.

Customer pay desigranwork. When attractive finan-
cing is available, the first cost barriers of customers can
be effectively addressed, without resorting to rebates or
steep subsidies.

An attractive financing package cannot, however, substi-
tute for an “easy and customer friendly’”’ program
design. Customer convenience and mitigation of the
“hassle factor” is as significant a barrier as first cost.
Therefore, attractive financing options may fail if partic-
ipation in the project is not convenient.

In the residential sector, financing appears to be most
attractive for major efficiency purchases. For lower cost
items, many customers will pay cash especially with a
prompt payment discount.

Commercial customers are attracted to positive cash
flow financing with terms of 5 to 7 years, but many
prefer shorter loan terms to reduce the amount of interest
paid over time and minimize outstanding debt.

Utility risk due to customer loan default needs to be
balanced with loan underwriting criteria. Customers
with the most to gain from the program may have less
disposable income and be a higher credit risk. Utility
bill payment history can be tied to conventional credit
worthiness as the basis of approving a loan. A default
pool can be embedded in the cost of loans to all
customers.

Financing creates more administrative work through
loan originating and servicing than rebates. These costs

can be minimized by generating a sufficient number of

loans to offset fixed costs and using mediums such as
automatic payment mechanisms to service loans.

Striving for Sustainability - 7.23



THE NEXT FRONTIER IN MARKET- ® An unsubsidized catalogue of efficiency products that
DRIVEN PROGRAM DESIGN can be sent to large numbers of residential customers

with payment for purchases made by check, credit card,

- . . or installment financing
The energy efficiency marketplace will continue to evolve

in the next few years given utility restructuring and deregula- o
tion and less advocacy by government on issues such as
energy efficiency and housing. In this environment it has
become apparent that efficiency programs must stand ong
their own merit. Value must be perceived by the participants.
The utility and the government role will be supportive but
with less direct investment and resources dedicated to the
effort. State governments and utility regulatory commissions

will establish the extent of energy efficiency activities while o Residential service delivery by trade allies through their

Mark-up on products delivered to customers by proj-
ect staff

Commercial service delivery through local trade allies
with contributions expected for partnering on program
marketing and fees per transaction for access to reason-
ably priced financing

utilities strive to keep rates low and provide services to normal course of business with cooperative advertising
customers who may have energy options in a competitive 454 access to reasonably priced financing on a fee per
market. Currently, many utilities are transferring operation transaction basis

and administrative oversight of energy efficiency programs

to the private sector. e Whole house delivery for residential customers on a

cost-per-service basis where a residential customer can
choose from a menu of services. Customers will pay
for the home assessment, contractor arranging, bid solic-
itation and review, and quality control on an individual
basis or discounted through package pricing. Other ser-
vices such as home energy ratings and health and safety
inspections will be available for customers that seek or
desire these services. Non-energy services that comple-
ment efficiency services will be explored and bundled
if appropriate.

Itis difficult to determine if unsubsidized efficiency services
are capable of surviving in a market-based environment. In
its next community energy efficiency project, EfficiencyPlus
in Marshfield and Hewitt, Wisconsin, WECC will attempt
to determine the extent to which various stakeholders (e.g.,
customers and trade allies) are willing to contribute to effi-
ciency service marketing, delivery, and administrative over-
sight. In addition, services will be packaged to maximize
customer value and benefits.

Trade allies will become an increasing important player in

customer service delivery and hopefully a greater partner in
sharing program costs given the potential for market share
and profits. Marketing, customer referrals, payment for use
of program services such as financing, and training on field

installation protocols and state-of-the-art efficiency equip- New lessons and insights will be gained from this portfolio
ment, products, and services are areas of likely contribution of program elements and services. The bounds of direct
and payment by trade allies. Although many of these costs qorice delivery to customers with little or no subsidy should

and fees may be passed on to customers, it can be jUStiﬁque much better understood as the project design becomes

as a cost of doing business for contractors. Embedding thesg, v, gperational in the Marshfield EfficiencyPlus project in
costs in energy efficiency installations by contractors should 1o ¢4 of 1996. The involvement and limits of trade allies

be less objectionable tha_n increasing fronF—end fees t_o CUSp, these types of programs will also be learned. The next
tomers for program services, especially since a portion of generation will ultimately further define the potential sus-

the costs may be absorbed by some contractors. tainability of some of the program components in a market-
place that will only support efficiency goods and services
‘based on their value to different customer segments.

® Customized services for industrial customers that will
build on the existing relationships between the utilities
and these customers. An emphasis will be placed on
targeting services to decision makers and plant managers

Program strategies designed for the next generation include

e Non-utility financing in the residential sector in collabo-

ration with the Federal National Mortgage Association ACKNOWLEDGMENTS
(a.k.a. Fannie Mae)
The authors would like to thank the energy efficiency staff
e Small commercial loans through partnerships with at Wisconsin Public Power, Inc. SYSTEM, New London
financial institutions Utilities, Wisconsin Gas Company, and Northern States
Power Company-Wisconsin for their assistance and support
® |arge commercial and industrial financing and leasing in the design and delivery of these unique projects. The
through third parties outcome has been the finalization of a market-based project

7.24 - Berkowitz, Karl and Edgar



concept that will be delivered to the residents of Marshfield,

IRT Environment, Inc.—The Results Center. 1995. “Pro-

Wisconsin. The concept can also be readily transferred togram Snapshot: The New London Resource Project.”

other communities in each utility service territory. If success-
ful in Marshfield, a sustainable project concept should
emerge that requires minimal utility resources.
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