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VIA COURIER

Hon. Jaclyn A. Brilling

Secretary

New York State Public Service Commission
Empire State Plaza

Agency Bldg. 3

Albany. New York 12223-1350

Re: Case 07-M-0548 — Energy Efficiency Portfolio Standard
DASNY Comments on “Fast Track” Programs

Dear Secretary Brilling:

Pursuant to ALJ Eleanor Stein’s Ruling Setting Collaborative Agenda and Modifying
Comment Schedule. issued September 13, 2007, the Dormitory Authority of the State of New York
(“DASNY™) submits this letter and five copies hereof as and for its Comments regarding “fast track”
programs. These Comments are intended to be responsive to the specific issues identified by the
ALIJs in their letter of October 1, 2007,

DASNY is seeking Commission authorization for utilities to partner with DASNY for the
purpose of expanding existing private financing offered by DASNY to its public and not-for-profit
institutional clients for the implementation of energy efficiency projects. This program, which
DASNY hereby requests be fast tracked, was described in the following submissions by DASNY:

»  DASNY’s original September 10, 2007 proposal (attached hereto as Attachment “17};

» DASNY’s QOctober 2, 2007 Working Group 1 presentation (attached hereto as Attachment
:czsa); and

s DASNY’s October 9, 2007 Memorandum to the Working Group 1 Memorandum {attached
hereto as Attachment “3”)

As is explained in the above materials, costs would be borne solely in the first instance by
DASNY loan recipients.  An “exit fee” would provide for the repayment of any outstanding
indebtedness in the event that the recipient was to exit a utility’s delivery system. Similar to the
operation of the current SBC/RPS surcharge mechanism, utilities could remit the total amount of loan
recipient indebtedness to DASNY pursuant to a schedule of payments, and collect any revenue
shortfalls from a larger class of customers to be determined by the Commission.’

' Alternatively, remittance could be on an as-collected basis. Pending final determination of these surcharge
design issues, the Commission could authorize utilities to act as billing agents and include DASNY charges
on the bills of loan recipients, similar to the Commission’s authorization of the inclusion of ESCO
commodity charges on utility-issued bills. In that event, payment allocation protecols would appear to be

necessary.
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No additional statutory authorization is required for DASNY to implement proposed “Green
Tariff” program. Only Commission authorization is necessary for the utility billing of DASNY
charges.

DASNY believes that, under such a utility billing program, more institutions would choose to
utilize the private tax-exempt financing offered by DASNY and that the burdens on the utilities would
be relatively small. At this time, Staff’s preliminary estimate is that ratepayers could be required to
pay as much as 38 billion in EPS program funding. The private financing that DASNY can
contribute will reduce the costs required to be borne by ratepayers.

For the reasons set forth in these Comments, DASNY respectfully requests that the
Commission grant the authorizations requested herein.

Pursuant to ALJ Eleanor Stein’s Ruling on Scope and Schedule, issued June 15, 2007, copies
of this filing are being served electronically upon the Active Parties in this proceeding. Kindly date-
stamp as received the enclosed duplicate copy of this letter and return it to our courier.

Respectfully sibmitted,

Jeffrey M./Pohl
General

JMP/dif

Enclosures: Attachment 1 — DASNY September 10, 2007 Proposal
Attachment 2 - DASNY October 2, 2007 Working Group | Presentation
Attachment 3 — DASNY October 9, 2007 Working Group ! Memorandum

cC: ALIJ Eleanor Stein (via ¢-mail)
ALJ Rudy Stegemoeller (via e-mail)
Active Parties (via RPS listserver)
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Sew York State Depariment
Of Public Service

[hree Fmipire State Plaza

Albany, New York 12225

Re: Caxe O7-3-0348 - [ oerey Fiticieney Portfohe Standard
Dear s Stein:

On September 72007 the Dormitory Authorty ot the State of New York
CPIASNY T mtenened 1a the above captioned proceeding 1o consider the adoption of an
Foerey Fificieney Porttolio Standurd (1:PSy in New York.

Attached herewr i< o bret staiement which provides some background information
an DIASNYL This staterrent adso oatlines a proposal that would enable the public and
private insttutions traditionally served by DASNY 1o linance encrpy efficiencey projects on
2 tas-exempt basts

DASNY looks forward toworkmg with the other participantsin this Proceeding.

) /
Very truly vours,
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JetTrey M. Pohl
Creneral Counsel
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Case 07-M-0548

[nterest of the Dormitory Authority of the State of New York
in this Proceeding

The Public Service Commission. by an Order duted May 16, 2007, established a
nroceeding to design an Bnergy Efficiency Performance Standard or “EPS™. The goal of
the LIPS 1s to reduce the State’s projected clectricity usage by 15°0 by 2015 and to reduce
the State’s reliance on {ossil fuels. One element of the EPS 1s the implementation of
programs that encourage the consumers of energy in this State to undertake capital
improvements that result in increased encrgy efficiency and achieve other important public
policy goals ("Green Projects™.

The Dormitory Authority ol the State of New York, often referred to as DASNY . is
well positioned to assist several large vroups of energy consumers to develop. finance and
undertake energy efficiency projects. DASNY would like to help these groups undertake
Green Projects tor which the estimated annualized energy savings are expected 1o exceed
the annual debt service necessary to linance the Projects over their useful lives. In this
tashion. customers should see their overall utility bills go down even though some portion
of the savings is being applied to finance the cost ot the cnergy efficient improvements.
Fhe savings would be enhanced where DASNY could provide financing for eligible Green
Projects on a tax-exempt hasis,

DASNY would work with its clients 1o undertake Green Projects that cover the {ull
array of enerey etficieney inttiatives regardless of the energy resource {rom which the
savinues are to be dertved. Savings opportunities for DASNY chients are not limited to just
clecuricity savings. Some projects will also realize significant reductions in gas, fuel oil,
water consumption and other operations and maintenance costs. By including these savings
inan energy audit to evaluate which measures 1o undertake, more projects will qualify as
Cireen Projects. including those projects which primarily save resources other than
electricity and which require bundhing efficiency improvements with other improvements

W be gost eflective



Background on DASNY

DASNY is a public benefit corporatnion established by the State of New York in
1944 originally for the purpose of financing and constructing facilities for the colleges and
universities that are part of the State University of New York. Today, DASNY serves a
miuch broader group of public and private no-for-profit entities and its financing activities
on behalt of these institutions have., for many years, made DASNY one of the Jargest
issuers of tax-exempt municipal bonds in the United States. As such, DASNY is uniquely
situated to help its state-wide constituency undertake Green Projects that will further the
goals of the IFPS.

At the present time. DASNY s public clients include the State University of New
York, the City University of New York, the Office of Mental Heaith, the Office of Mental
Retardation and Developmental Disabilities. the City of New York and vartous local
coverments and school districts. Iis private clients include universities, colleges,
hospitals, sursing homes and various other not-for-profit organizations that are specifically
enumerated in DASNY s enabling legislation.

DASNY current!y has outstanding approximately $16 billion of bonds for its
private clients and $18 billion for its public chients. DASNY has {financed many different
types ot capital projects for its clients and recently issued 320,275,000 of its Personal
fncome Tax Revenue Bonds, Series 20078 (SUNY Green Initiatives) for the purpose of
financing preen retrotit projects at various SUNY campuses. DASNY also has the
technical expertise 10 assist both its public and private clients in the design and construction
of energy retroflt projects and is actively developing programs to make this expertise more
readily avatiable to them. DASNY has also advised all ol its public clients that any project
o which DASNY starts construction atter 2007 shall be LEED Silver certifiable.

The service that DASNY most frequently provides to its private not-for-protit
clients 1y the issuance of tix-exempt bonds to fund low bnerest rate loans for their capital
projects. Bonds issued by DASNY are “special obligations™ of the Authority. This means
that the bonds ure payable only from loan pavments made by a borrower under a loan
agreement with DASNY. any other property pledged by the borrower to secure its loan
repay inent oblipation to the Authentv, funds held by a bond trustec as security and in

certain nskipces, credit enhancement.



DASNY s current linancing guidelines permit it to issue bonds for a private client i
the client has an underlying rating of A- or better or if the bonds are to be secured by credit
enhancement, such as a policy of municipal bond insurance. a letter of credit or federal
(FHAYor State (SONYMA) morgage insurance. Although these guidelines do provide for
exceptions, there are a significant number of potential DASNY clients that are unable to
finance through DASNY s bond financing programs because of their inability to meet
IDASNY s ¢redit requirements,

DASNY also has a tax-exempt equipment leasing program under which its clients
finince cquipment and related property under a three-party financing lease 1o which
DASNY. its client and a lender are parties. DASNY's TELP {inancings are done as private
placements to sophisticated institutional lenders and it is those lenders who determine
whether a borrower has the necessary credit standing.  DASNY s clients get the benetit of
fower tax-exempt rates irrespeetive of whether the projects are financed with the proceeds
ol bonds or through TEHLP.

Many clients und potential clients of DASNY are often unable to finance relatively
smali projects with IDASNY because the cost of financing would be prohibitive,
Additionallv. some clients cannot or are unwilling to take on new debt. Some of the
financing imnatives that DASNY hopes to pursue through this Proceeding will help
DASNY serve mstitutions with less financial strength. For example, DASNY is exploring
apportunitics to ““pool”™ a number of Green Projects for different chents regardless ol the
projects” size so that atl may benefit from the lower cost of tax-exempt {inancing,

Cliens and potential clients of DASNY may also be discouraged from investing in
Cireen Projects beeause of their fear of the risks involved, including that the installation
might not be appropriate tor their facility or that it will fail and not produce the needed
savings to cover the payments without costly repairs. DASNY helieves that its up-front
invoh ement in Green Projects, such as by providing customers with technical expertise
evatuating proposals and overseeing installations, wal help reduce some of the perceived
risks wssogiated with Green Projects and thereby make them imore attractive 1o the
mstiutions served by IYASNY. To help ensure that DASNY clients will have conlidence
in savings estumales, DASNY expects to have independent energy analyses performed by

experls with no financial stuke in the meusures, DASNY is also exploring possible
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mechanisms 10 assist its ¢lents in covering the costs of the encrgy awdil 1o the extent that
these costs are not able to be rolled into the overall project cost and paid for out of the
project’s savings.

DASNY’s Green Improvement Tariff Proposal

DASNY believes that an EPS provides an excellent opportunity for DASNY to
cnhancee its ability to promote and {inance energy efficient “Green Projects™. DASNY
Jdusires o work with the PSC and the varnious stakeholders 1o develop a program that will
give DASNY the ability 1o provide aceess to capital and reduce the real and perceived
barriers and risks of investment for all of its clients who wish to undertake qualifying
Green Projects. These Green Projects will lower DASNY s clients” energy consumption
and associated encrgy costs and, at the same time, reduce the burden on the State’s electric
tacilities, deerease the production of greenhouse gasses and reduce the State’s reliance on
tossal tuels. The encrgy cost savings will feave DASNY s clients with greater resources to
pertorm their own mmportant public missions.

One proposal being considered by DASNY is to partner with the PSC and utilities
for the imposition of a tariffed utility charge on customers who (1} are eligible to borrow
from DASNY and (2) seck to undertake a Green Project that will achieve the energy
conservation goals of the FPS (the Green Improvement Tari(f™). The Green Improvement
Parttd charge could be a component of any EPS surcharge adopted by the PSC, or it could
be embedded in other utility charges, or it could be a separate surcharge. as the PSC may
determumne.

Fhe amount of the Green Improvement Tariff charge tor any customer duning a
payment period would equal the scheduled payment due to DASNY for that period on
account ol the indebtedness incurred to inance the cost of the customer’s Green Project, as
agreed to between [YASNY and the customer. [DASNY would use these Green
Improvement TanT charges to pay Jebl service on the tax-exempt oblipations issued by
DASNY o nanee the cost of the customer’s Green Project.

Asgsuming the PSC grants authorization for the imposition of a Green Improvement
Tariff charge, DASNY would expect to issue bonds that would be secured primarily by a
ptedge ol the Green Improvement Taritt charges payable to DASNY by the utility, rather

than the pavinents required to be made by the client under a loan agreement.  Bonds



secured by a properly constructed Green Improvement Tarifl charge should provide a
creditworthy structure that has the benefit of credit support from the utilities and their rate
pavers. Consequently. more hospitals, nursing homes. colleges and other clients of
DASNY will more readily undertake energy efficiency projects because this structure
means less risk and casier access (o capital for the client. Also, because DASNY s cliemt
constisuency is unlikely to default on their utility bills, the potential financial exposure for
other vate pavers should be minimal.

tmplementation of a Green Improvement Tariff would allow participation by most.
Hnot all, DASNY clients and not just the lowest risk customers to whom capital providers
are interested in making funds available.  Also, more tavorable financing terms would
mean more enerpy elficieney measures would gualily for financing under this Green
Improvement Tarif{ program.

Remittance Protocot for Green Improvement Tariff

Given the proposed tinancing structure, it would be preferable for the utility to
remit the amount of the Green Improvement Tarif{ charge to DASNY pursuant to an
agreed-to schedule repardless of the utility’s collection of the charge. As stated, the
agrecd-to schedule would correspond to the debt service payments required to be made on
the indebtedness incurred 1o finance the cost of the client’s Green Project. On the strength
of suclt a remittance protocol, DASNY would be able to make loans to its clients on more
fovorable terms. This is the same rationale as that behind the SBC and RPS surcharges --
sharing costs tor benefits that acerue to all ratepayers in order to make efficiency measures
more likely to be mstalled.

To minimize the potential burden on other ratepavers. consideration should be
given to inclusion ot an “exit fee™ in the Green Improvement Tariff pavable by any
IDDASNY loan recipient (1) who ceases to be a defivery customer of the utility either by
“islanding™ or connecting to the distribution system of an entity whose rates and charges
are not subject o PSC regulation: and (i for which DASNY indebtedness is stif]
outstanding. The exit fee should be due upon exit from the utilitv system in an amount
sulficient to aliow DASNY to retire the debt incurred to provide financing for the
customer’s Green Project and should be passed through to DASNY upon receipt. Such an

esit fee would refiect the continuing benetits that the Green Project will provide to the



customer.  On the other hand. if the client transfers ownership ol the benelited property to
a new owner. the seller could either pay the exit fee as outlined above or, if the transteree 1s
also eligible tor tax-cxempt financing from DASNY | transfer the obligation to pay the
Gireen improvement Tanll to the new owner.

A less advantageous remittance protocol from a financing standpoint would require
the utility o remit Green Improvement Tariff charges to DASNY only on an as-collected
basis. Such a protocoel would require the development of payment allocation procedures
for situations where custemers {ail w pay the full amount of the utility charges and shouid
prowide that unpaid Green Improvement Tariff charges are the subject of the full range of
utility collection remedies, including disconnection lor non-payment.  An exit fee similar
to that previeusly discussed would also be essential, However, because DASNY s
bondholders (rather than the utility) would assume the risk of late or uncollectible tariff
pavments. 11 is not clear whether DASNY could successtully market bonds secured soieiy
by a Green Improvement Tanft payabic 10 DASNY on an as-collected basis. As a result, if’
the Green Improvement Tarilf is o be pavable 1o DASNY on this basis, consideration may
also need 1o be given to the imposition of an additional tariffed utility charge on a broader
base of customers to help DASNY build a pool of funds to reduce the impact of defaults by
customers, including any failures 1o pay any exit fees. on bonds issued by DASNY under
its Green Improvement TarifT financing program.

Regardiess of whether the Green Improvement Tanifl'is struciured so that the utility
must remit the amount of the Green bnprovement TanfT charge to DASNY pursuant to an
agreed-to schedule regardiess of the utitity’s collection of the charpe or on an as-collected
basis. no customer would be provided with a free nide under the Green Improvement Tarift,
Under DASNY 's praposal. the DASNY client benefiting from the improvements would be
responsible, in the first instance. for the Green Improvement ariff charges. Thus, the
client would be motivated (o activelv participate in the design. installation and operation of
enerpy ctficiency improvements so that it will be assured of enerpy and cost savings
sufficient e cover its repayiment obligation. We belicve that, to the extent that the
efficiencies achieved by a Green Project can conservatively be projected 1o reduce the

client’s energy-related costs, including its utlity bill, to less than they were before
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completing the project, the operational savings alone should provide an incentive for
responsibie participation in this new financing program.
Billing Agency Model

Recognizing that it may take some time to implement a financing program that
relics on a Green Improvement Tariff. DASNY s also considering developing a utility
billing agency model (similar 1o that currently used to bill ESCO commoditly charges) as an
interim step. Under this approach, DASNY would continue to fund loans to an institution
witl the proceeds ol tax-cxempt bonds or through a lease/lease-back structure. The
mstitution, however, would pay the loan or lease payments as part of its regular utility bill
instead of making them directly to DASNY or its designee.  In the event of non-payment
by the client. DASNY renredies would remain the same as they are if the payments were
made direetly to DASNY,  Utilitics would simply be billing agents and remitters of as-
collected sums. Invoiced charges would be those of DASNY. and not the utility.

The simplicity of such a payment approach should make DASNY s financing
programs more attractive to some customers. 1t should also help our clients appreciate the
ceonomic benefits of Green Projects because their utility bills will likely be less than they
were betore, There also may be credit advantages, which could fower the cost of financing.
to using a4 utility as DASNY s billing agent depending upon the payment and allocation
protocals that are negotiated with the utility by DASNY'

DASNY understands that the successful implementation of this utility billing model
depends on the support of one or more utilities and the receipt of any necessary waivers
from the PSC. We also recogrize that appropriate payment allocation procedures wouid
necd 10 be developed to address the situation where a customer fails to make full payment
of the entire bill. Therefore, we have started discussions with urilities and other interested
partics regarding how implememation of this model could help DASNY clients complete
green matives.

Conclusion

T short, DASNY is commitled to working with the Governor, PSC and other
stakeholders to develop energy efficiency proposals that will promote the goals ol the ESP.
Wo believe that implementation of the proposed Green lmprovement Tariff would help

tulfill these poals by providing @ new opportunity for ehigible public and private entities,



working with DASNY | 10 invest in Green Projects in their tacilitics with less risk and with
casier access to capital. DASNY is also committed to pursuing the enactment of State
legislation that would enable public and private not-for-profit entities not currently
authorized o use DASNY s financing services to participate in this new financing

program.
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DASNY Financing as Alternative to
Ratepayer Charges

« 15x15 is a very aggressive goal and the Commission’s Order
directs the Administrative Law Judge and the parties to take a
holistic approach to the development of an Energy Efficiency
Portfolio Standard.

« Two principal ways in which DASNY believes that it can assist:

— Providing a source of tax-exempt capital to fund energy-
efficiency projects undertaken by hospitals, universities,
schools and municipalities.

— Focusing the attention of management of these organizations
on the importance of incorporating best practice energy
management techniques into their reqular capital programs.

— DASNY has $16 billion of bonds outstanding for its many
health care and higher education clients.

» Every dollar raised by DASNY will reduce the cost required to be
borne by ratepayers.

Add
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DASNY Proposes to Partner with Ulilities,
ESCOs and Tax-Exempt Institutions

« DASNY proposes a partnership with utilities, ESCOs and
tax-exempt institutions to finance projects that will help
achieve the goals of the EPS.

» Under this partnership:
— Projects are funded from private sources of capital in
the tax-exempt capital markets.

— The amounts borrowed are repaid by the end-user
institution that benefits from the energy efficiency

Improvements.

— The projects being financed should meet the
objectives of the utility or ESCO for achieving demand

side reduction.
A4
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DASNY Financing Proposal

« DASNY’s clients will repay the cost of financing these
projects through their utility bills.

« DASNY would work with all interested parties to
establish financial criteria for participation in the
program.

« Eligible hospitals, nursing homes, colleges,
universities and school districts are unlikely to default
on an obligation that would result in the loss of
essential utility services.

V]
D4 Dormitory Authority




DASNY Financing Proposal

(Includes Debt Service)
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DASNY Financing Proposal

« DASNY is flexible and wants to work with utilities and
ESCOs to design a program that meets the needs of

each of the participants.

» The tax-exempt institutions will be responsible for
payment in the first instance. In the event of bad debt,

there are a number of program options:
— Spread the cost among the entire rate base;
— Spread the cost to a smaller class of rate payers;
— Establish a special fund to absorb these limited costs.

 DASNY supports programs that provide financial
incentives to utilities to achieve load reduction for

DASNY-financed projects.

A4
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Benefits of DASNY Financing Proposal

+ Many tax-exempt institutions are already eligible for tax-
exempt financing from DASNY.

« “What’s in it for them?”
— Lower utility bills;
— Lower financing costs;
— Financial incentives for energy efficiency projects;

— Possible development of financing structures that may not
be treated as debt on their balance sheet.

« Utilities and ESCOs would benefit from a new financing
source that would help achieve the goals of the EPS and
minimize the impact on the general ratepayer.

44
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DORMITORY AUTHORITY OF THE STATE OF NEW YORK

MEMORANDUM
Date Octaber 92007
To Workiag Group 1
From: Jeftfrev Pohl
Portia Lee
Re DASNY s Green Tariff Proposal

At lust week's presentation regarding the above, it was asked whether DASNY s
proposal would require utilities to assume responsibility on their balance sheet tor debt
obligations associated with energy efticiency improvements financed under this proposal
In response to this question. Portia and | indicated that there was a range of options, some
of which might implicate the credit of the utihities and others which would not. The
purpose of this memorandum is to further elaborate on this point and seek further input

from the Working Group

As we understand 1t, in the case of the SBC/RPS surcharge, the PSC has ordered
that a detined class of uulity custemners (all delivery customers) pay the SBC charge as it
appears on the utility bill tor the funding of NYSERD A-adnmunistered PSC programs. The
utthty prepavs NYSERDA on a quarterly basis  To the extent that the utility does not
collect sufticien: surcharge to cover the amounts required (o be paid to NYSERDA in any
vear, shortfalls are recovered through annual frue-ups in which the next year’s surcharge
rates are increased for the afTected customer class in amount sufficient to recover the
shorttall We are advised that. even though the utility prepays the SBC/RPS surcharge,
the utility’s balance sheets are not affected because the surcharge is, from the utility’s

perspective, deemed 1o be a pass-through

Assuming the above assumptions regarding the SBC/RPS surcharge are correct.
DASNY woulld propose adopting this mode] for its Green Tanff Program. Thus, as

discussed. DASNY would make a loan 10 the ehigible 501i(¢)(3) organization that would



be funded trom the proceeds of tax-exempt bonds issued by DASNY. The organization,
however, would agree to pay any amounts due under the loan agreement through the
Crreen Tantt surcharge as pait of s utility bill - As with the SBC/RPS model, the utikties
would simplv be the collector of a wrni Y charge imposed by the PSC upon an end-user
customer in the first instance and upon a broader class of customers with respect to bad
debts  The ultimate beneficiary of the payments would be DASNY and its bond rrustee,

just as PSC/NYSERDA 1s currently deemed the beneficiary ot the SBC/RPS surcharge.

In short, so long as the utility’s role under DASNY s proposed Green Tarift
Program 1s similar to that performed under the SBC/RPS programs, it would seem that it
would not impact the balance sheet of the utilities and that the impact would not change
irrespective of whether the utility prepavs the proposed Green Tarifl surcharge or pavs it
as it s collected  DASNY fully appreciates the need to minimize potential cost impacts
and 10 closely examine which class of customers should be subject to the annual true-up
mechanism  However, as stated at last week's Working Group meeting, a strong true-up
mechanism should result in stronger credit for the bonds and result in more of DASNY's
clients undertaking energy efficiency improvements thereby reducing the amount that
must be derved from other sources to achieve the energy cfficiency goals established by

the FPS proceeding

We ook forward to having further discussion with you on our proposal



