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INTRODUCTION

he last few years have seen an incredible decline in

the price of technologies that provide clean energy

or increase energy efficiency. The cost of solar power

has fallen by more than half since 2009. In April 2015,
Tesla announced the release of its new Powerwall battery,
providing commercially available electrical-storage options
for residential and commercial consumers, as well as for
utilities.?

The untapped benefits to Texas from clean-energy tech-
nologies are enormous. Texas has more solar-power poten-
tial than any other state.* A 2008 study by the Public Utility
Commission of Texas found that energy-efficiency measures
could save Texans between $4.2 billion and $11.9 billion.*
Moreover, the Lone Star State’s considerable manufactur-
ing base is ideally suited to take advantage of large-scale
cogeneration, in which heat generated as a side-effect of the
manufacturing process is used to produce electricity.

Yet when we turn from potential to reality, Texas often lags.
Despite falling prices, Texas ranks behind such states as
Colorado and New Jersey in solar-electric capacity.® Many
energy-efficiency and other projects that generate significant
cost savings on paper remain undeveloped.

The key question - is Texas’ low utilization of clean energy
and energy efficiency something about which free-market
advocates should be concerned? The answer depends on
the cause of the lag. Other states may use more solar power
because government subsidies and mandates have increased
demand artificially.

To the extent that lower use of clean energy and energy-effi-
ciency technologies is genuinely the result of market forces
and consumer preferences, this should be respected. Gov-
ernment should not use subsidies or mandates to increase
demand for clean-energy sources.

On the other hand, if Texas isn’t meeting its potential on
clean energy because of structural factors, regulatory bar-
riers or a lack of appropriate financing options, addressing
these problems should be seen as an opportunity to allow the
market to function more effectively by removing obstacles
in its path. Many clean-energy technologies require high
upfront costs that are repaid over the lifetime of the system.
These initial costs may deter widespread adoption, either
because of uncertainty or lack of financing.

Fortunately, the last few years have seen the development
of a number of new financing options that allow for greater
access to clean energy without undercutting market forces.

PACE FINANCING

Energy-efliciency projects typically involve a trade-off of
upfront capital expenditures for savings down the road.
Making the energy-saving improvements requires an ini-
tial investment that can be recouped over subsequent years
through lower energy bills. Depending on the size of the sav-
ings and how quickly the capital expenditures can be recov-
ered, these improvements may prove very valuable.

At the same time, businesses might be hesitant to undertake
efficiency upgrades that produce long-term benefits when
they are uncertain how long they will continue to own the
building in question. Were they to sell the building before the
repayment window closes, they might not be able to recoup
their outlays through a higher sales price, while the new
owner would get a windfall in the form of continued energy
savings. While it’s difficult to quantify the extent to which
this concern deters businesses from undertaking energy
improvements, it could have a sizable effect.
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An innovative mechanism to overcome this barrier is a pro-
gram called Property Assessed Clean Energy (PACE) financ-
ing.° Under PACE, responsibility to repay the loan to finance
a property’s energy-efficiency improvements attaches to
the property itself, rather than the property owner. Money
borrowed under PACE is repaid via a voluntarily agreed-
to increase in the property-tax assessment, representing
the property’s increased value due to the improvements.
Because this obligation attaches to the property, there is no
risk that an owner will be left paying the obligation in the
event the property is sold before the loan is repaid.

Importantly, use of PACE need not involve increased finan-
cial risks to government. Individuals and organizations using
PACE will still seek out private financing. Government is
involved only in providing the mechanism for repayment.

In 2013, the Texas Legislature passed S.B. 385, which gave
localities the authority to implement PACE financing for
commercial property if they chose to do so.” Various locali-
ties currently are in the early stages of implementing a PACE
program for commercial property. Travis County launched
its program in March 2015, the City of Houston adopted a
citywide program in December 2015 and Williamson County
approved its program in April 2016. As of this writing, PACE
programs are under consideration in numerous other locali-
ties throughout the state.

ON-BILL REPAYMENT

Another mechanism designed to solve the clean-energy
financing problem is on-bill repayment.® On-bill repayment
is similar to PACE, except that instead of repaying a clean-
energy loan via a property-tax assessment, individuals make
payments through an assessment included on their monthly
utility bill. To qualify for on-bill repayment, the expected sav-
ings from efficiency improvements must exceed the assess-
ment for repayment; in other words, the customer’s utility
bill must be the same or less than it was prior to the improve-
ment. Several states, including Hawaii and New York, allow
this type of arrangement.

Unlike PACE, which for regulatory reasons has been confined
to commercial properties, on-bill repayment is well-suited
for use by residential homeowners. Funding mechanisms for
residential homeowners are particularly important, as they
often lack sufficient access to capital to make the improve-
ments without borrowing. Repayment rates for utility bills
have historically been quite high, indicating that on-bill
repayment can be a low-risk option for lenders. The Envi-
ronmental Defense Fund has estimated that on-bill repay-
ment could spur $5.76 billion in clean-energy investment in
Texas over the next 12 years.’

ENERGY-SAVINGS PERFORMANCE CONTRACTS

There are also particular financing challenges that apply to
government-owned facilities, such as schools, office build-
ings or other structures. Government entities face special
budget constraints that limit their ability to implement
energy-efficiency programs, and may lack the private sec-
tor’s incentives to cut costs.

For roughly two decades, federal buildings have been eligible
for energy-savings performance contracts (ESPCs).!° Under
the Energy Policy Act of 1992, federal agencies are permit-
ted to use private financing to implement energy-saving pro-
grams, which then are repaid out of the money saved from
lower energy use. The bulk of the energy and cost savings
from ESPCs are guaranteed by the energy-service companies
that implement the program. As of year-end 2014, the U.S.
Department of Energy had approved $3.41 billion in ESPCs."

ZONING

Aside from financing issues, the growth of certain kinds
of clean-energy technologies, such as rooftop solar, can be
impaired by local regulation. Regulation by homeowners
associations or zoning boards may place unreasonable lim-
its on the ability of property owners to install solar panels
on their homes.

Texas law provides some protection to the private property
right of a homeowner to use rooftop solar, though this pro-
tection is not absolute. For example, developers have the
right to prohibit solar installation on homes in certain hous-
ing developments where new homes are still under construc-
tion. The prohibition applies even to homes that are already
sold. Given that developments can take years to be fully built,
this can impose a significant burden on some homeowners.

During the 2015 legislative session, Texas passed S.B. 1626,
which limited a developer’s authority to prohibit solar instal-
lation to developments with less than 51 planned units. While
a positive step, developers should not have the ability to pro-
hibit solar installation at all on houses that they do not own.

CONCLUSION

While government should not be picking winners and los-
ers in the energy marketplace, it should take care that it has
not created barriers to the emergence of new energy tech-
nologies. Providing mechanisms that allow private financ-
ing and voluntary development of clean energy and energy-
saving systems offers Texas consumers the ability to decide
what makes sense for them. If properly designed, these new
options can deliver billions in energy savings to Texans,
without using the heavy hand of taxpayer funding or gov-
ernment mandates.
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