Energy Efficiency Finance Forum takes pain out of investing in Energy Efficiency (Ind. Report, Conf. & Events)
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Energy efficiency means getting more services -- such as heat and light in a building, cold in a refrigerator, a spinning hard drive in a computer and a flexing robotic arm in a factory -- from a given amount of energy. Energy efficiency can conserve resources like natural gas and reduce the planet-warming carbon dioxide emissions caused by burning fossil fuels for electricity and heat. 

Energy efficiency can also save money, but not as quickly or obviously as many households and businesses desire. Surveys have revealed that long payback periods are one of the primary objections energy users have to investing in all but the most immediately cost effective energy savings equipment. 

With the right financing tools, however, energy efficiency investments can be made less painful. How to use financing to make energy efficiency projects more attractive to energy users was the main theme explored at the 3rd annual Energy Efficiency Finance Forum sponsored by the American Council for an Energy Efficient Economy and Financial Research Associates this past April in San Francisco. ep Overviews Publishing Inc. and this publication were conference sponsors. 

Because of a growing roster of state and federal laws mandating higher levels of energy efficiency, the energy efficiency sector has received a lot of attention from venture capitalists and private equity investors over the last several years, according to several speakers. With a champion of energy efficiency, Steven Chu, heading the US Department of Energy, and billions in stimulus funding for energy efficiency, the mood at the forum was decidedly upbeat. "As a community of people interested in energy efficiency, our time has finally arrived," said Dan Reicher, Director of Climate and Energy Initiatives for Google.org. 

Partners from several investment firms described the technology plays they're backing: energy-efficient cement manufacturing, electrochromatic "smart glass" that changes transparency to cut down on sunlight entering buildings on hot days, next-generation lighting that will outperform compact-fluorescent bulbs, microchips that operate with 30% less electricity than existing chips and new air conditioning technology that wrests a 20% efficiency gain by tinkering with the phase change in coolants between gas and liquid. 

With the global recession, however, venture capital and private equity investments in all industries have slowed dramatically, according to several panelists. But Dan Adler, president of the California Clean Energy Fund, predicted that when the investment climate improves, energy efficiency will present a favorable investment target due to the rapidly growing state and federal mandates that require utilities to fund energy efficiency measures. 

But attracting investment or debt capital to finance actual energy efficiency projects -- such as upgrading lighting and windows, installing new HVAC systems and insulating existing buildings -- has been and may continue to be a more difficult nut to crack, according to many speakers. 

Project finance models that have proven successful in building wind power plants, for example, can't be brought to bear on energy efficiency projects because of how small and dispersed they are. "It's about the difficulty in financing one hundred $1 million deals compared to financing one $100 million deal," said John Revis of Toronto Dominion Bank. "The time and effort and cost [that a lender puts] into doing a $1 million deal is probably equal to the time, effort and cost of doing a $5 million deal or even a $50 million deal." 

Furthermore, while the revenues from Megawatt-hours sold by a power plant can be predicted with great accuracy and earmarked to pay down project debt, the cost savings from an energy efficiency project are tougher to quantify and prioritize. "Massive amounts of capital are needed to deploy energy efficiency," said Everett Smith, CFO of New Energy Capital. "But how do you finance against consumer behavior changes when you're a lender that likes to finance against contracts and legal structures. How do you finance all these small changes in energy efficiency when you're a large lender?" 

The solution to this challenge can be summed up in one word: aggregation. By bundling hundreds or thousands of energy efficiency projects together into one big project, investor and lender dollars can be brought to bear and energy users can afford energy upgrades that they wouldn't be able to otherwise. 

Firms such as Comverge are already doing this, contracting with multiple energy users to supply hundreds of megawatts of power capacity to utilities in the form of reduced demand. But extending this business model to finance hundreds or thousands of small projects for which the end user is the beneficiary of savings has proven more difficult. 

Panelists suggested several methods that have been proposed in papers by CALCEF and other institutions: 

On-bill financing in which utility customers finance energy upgrades over a long period. OBF programs have proven successful in some states, but haven't become widespread due to utilities' reluctance to act as bankers and certain issues with public utility commissions. 

Community-based geographic aggregation is being practiced by a handful of cities nationwide which are using tax-exempt municipal financing to fund installations of energy efficiency and renewable energy devices in homes and businesses. In some communities, property owners pay back loans with their property taxes. 

Energy service agreements are akin to power purchase agreements in which a utility pledges to buy the output of a renewable power plant. Under this model, a company would finance 100% of an energy efficiency project, receiving payment at a contracted rate per kWh of avoided energy costs. This approach would basically extend to households and businesses the performance-based contracting method used by an energy service company (ESCO) that provide energy efficiency upgrades for government institutions. It's a new concept that has yet to be embraced by ESCOs or other firms, and it may face hurdles because third-party owned energy efficiency assets don't qualify for tax benefits. 

Energy efficient mortgages value energy-efficiency features in a mortgage, thus spreading the additional costs over 15 to 30 years. These have been tried on limited bases but have lacked market acceptance due to poor marketing and complex structures, according to several panelists. 

While much remains to be solved in the aggregation puzzle, conference speakers and participants were generally optimistic about the future of energy efficiency. A cap and trade law is virtually certain to be enacted in the United States, providing carbon credit revenues for projects that reduce greenhouse gases. Even if Congress doesn't pass a cap and trade bill, the Obama Administration can use the authority granted to the EPA by the Supreme Court to regulate carbon dioxide. "Everybody is focused on getting 60 votes [in the Senate], but with the lever of executive action we're going to have a policy that puts a price on carbon," said Tom Amis of the law firm Alston & Bird. 

Furthermore, state and federal energy-efficiency mandates have gotten tighter, and public utility commissions are driving utilities to invest in energy efficiency. "We estimate utilities around the country will have to ramp up to about $10 billion per year in energy efficiency programs by the year 2015" said Steve Nadel, President of ACEEE. "As customers [supplement] that funding, we're guessing more than [$30 billion] per year will be invested in energy efficiency." 
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