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ago banks avoided expressing their opinion or outlining a
strategy regarding FinTech companies, they are now more
interested in encouraging this innovation for their own
business. Fintech companies provide alternative services
to those offered by the traditional banking industry.
Starting in 2014 the banking industry began to invest
in FinTech companies, and the worldwide investment
by banks in Fintech amounted in 5 billion dollars in 2015.

The expertise of the major banks are payments and loans.
Up to 2015 most investments in FinTech companies were
for products and services such as loans, payments, P2P,
Blockchain, trade and PFM and today most investments
in FinTech companies are for improving the customer
experience, transformation payments, robot advising
and digital payments. Investment in FinTech companies
provides the funds that they need and also helps the
banking industry to open up new markets and provide
their customers with upgraded services which can increase
their profitability.

Emanuel Abulov has a B.A. in Economics and
Management and is a Technical Specialist at
Verint Systems

Osher Elkayam has a B.A. in Economics,
Summa Cum Laude,

LL.B. in Law, Magna Cum Laude and is an
Intern in HFN law firm

Guy Geva has aB.A. in Economics and a LL.B.
in Law

The traditional banking industry has changed. Today more
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that help them become “digital banks”. In the past few
years the banking industry has realized that they have
to preserve their young customers by offering digital
services. This move can give banks an advantage over
their competitors and for FinTech companies acquisition
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How a blockchain works

The transaction is The block is broadcast to
nted online every party in the network
as a 'block’ ?

)

Source: weforum.org/agenda/2016/06/blockchain-explained-simply

Once a block of data is recorded on the Blockchain
ledger, it is extremely difficult to change or remove.
When someone wants to add to it, participants in the
network — all of whom have copies of the existing
blockchain — run algorithms to evaluate and verify the
proposed transaction. If a majority of nodes agree that
the transaction looks valid — that is, the identifying
information matches the blockchain’s history —the new
transaction will be approved and a new block added to
the chain (Norton, 2016).

3.4. Summary

This section explained the different solutions put forward
by FinTech for funding. Whereas only a few years ago,
people assumed that a bank was the only address for
money, today we are witnessing new era where money
is exchanged between individuals using crowdfunding
campaigns and P2P transactions. Furthermore, we have
seen that the network remembers everything, and thanks
to big data repositories, P2P can estimate a credit risk
loan, fast and accurately. In the last part we examined
the secured Blockchain solution and how it works.

4. Solutions for the banking industry on how
to deal with the changes brought about by
the FinTech industry

This section deals with case studies of solutions
implemented by the banking industry in recent years.
FinTech industry expertise can help the banking industry
improve its services to clients and in turn help FinTech
companies raise money, investors, be recognized and
rated well by financial institutions.

G u
i nteZk iR

4.1. FinTech hub/incubators & accelerators
Incubators\hubs are designed to “protect” small companies
from market forces and help them survive and grow
during the start-up period. The incubators provide the
platform and the mentorship that newly created start-
ups need to develop and validate their venture, offer
accountants and lawyers pro bono etc.

FinTech accelerators is a unique program in which
new start-up companies are provided orientation and
mentoring in the venture process, for instance how
to market their product, how to attract and recognize
potential investors, and ways to launch the start-up.
Forging ties between the banking industry and the
accelerators can help banks to improve their customer
service and take a step forward into digital world by
learning about online payments, money transactions,
bill payments and savings management 24 hours-a-day
which can also help the accelerators to acquire the finance
resources to help more Fintech companies to grow.

4.2. Collaborations with FinTech companies

There are many similarities between FinTech and the
banking industries. Collaboration between these industries
can help create new markets and opportunities for both.
These partnerships can help the financial services market
to grow, improve customer experiences, lower costs and
create new opportunities.

Until recently, the banking industry did not collaborate
with others in its own sector. The industry paid no
attention to Fintech companies and had no strategy
to deal with them. In the last few years the banking
industry has understood that they need to make the leap
to digital technology and form complementary alliances
with Fintech companies. The collaborations can help both
parties earn more money and attract more customers.
Fintech companies can help banks attract more customers
who make more purchases (such as through Apple Pay)
and the banks can help Fintech companies get more users
and increase the use of their application.

4.3. Acquiring and Investment in FinTech companies
Until recently financial services firms and venture capital
firms invested in FinTech companies. The bank industry
has made a change in this direction. Whereas several years
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based crowdfunding asks crowd to donate to a project
in exchange for tangible, non-monetary rewards. Debt-
based crowdfunding asks a crowd to donate to a business
or business project in exchange for a financial return
and/or interest at a future date. As shown in the graph,
crowdfunding has become more popular over the years.
Experts believe crowdfunding will continue to increase
in the near future. Analysts forecast that the global
crowdfunding market will grow at a CAGR of 26.87%
from 2016 to 2020.

Exhibit 1
Global Crowdfunding Market
(Raised Funds/No. of Portals)

No. of P
$BN jo. of Portals

18 1200

2009
== Crowdfunding Portals Worldwide

2010 2011 2012 2013 2014e 2015e

—Raised Workiwide

Source: TABB Group, Massolution

3.2. P2P

One of the most common implementations of crowdfunding
is the P2P. In the past, lending was limited mostly to
banks. After the 2008 financial crisis, banks became
very cautious before granting loans and investors had to
search for alternative sources of money. Here FinTech
came into the picture, in the form peer-to-peer (P2P)
lending platforms.

P2P is a platform that matches borrowers and investors.
Instead of asking for money from the bank they can
now borrow from ‘peers’ — individual investors. P2P
platforms are generally facilitated online through an
Internet-based platform. Unlike banks that provide the
funds to borrowers, P2P platforms do not actually lend
any money. Instead, they facilitate the borrowing and
lending of money by connecting the network through
technology (Fintechasia.net, 2016).

To better grasp why and how P2P works, we need to
understand who benefits from it the most. Usually,
huge corporations find ways to get money, either by
asking for funds directly from a bank, or by issuing
shares or bonds. For small/medium-sized enterprises
(SMEs), getting money is a different story. SMEs are

risky, financially constrained, and bank-dependent, and
when they need money from the banks they have to go
through a long and exhausting procedure where in the
end they may find themselves without the amount of
money that they really need. (Yan, et al., 2015).

There are differences between the way banks and P2P
companies estimate the credit risk of a loan. The way
to measure the ability to pay back the loan is different.
Thanks to big data and Information Technology (IT)
systems P2P can predict the borrower’s credit rating
even better than banks, and usually much faster. The
technology extracts information from new databases
by harnessing machine learning algorithms and makes
the analysis more accurate.

P2P lending money platforms and other FinTech solutions
basically take a marketplace of people who have money
and, through software and servers, connect them with
the people who need the money. The whole idea behind
these connections is that they are fast, safe and do not
involve banks.

3.3. Blockchain

FinTech startups are attacking niche areas of finance in
an effort to replace core banks, mostly for credit and
payment activities. To do so, they need a mechanism
that will ensure fast, secure and transparent transactions
between individuals. Currently, most people use a trusted
middleman such as a bank to make a transaction. But
Blockchain allows consumers and suppliers to connect
directly, thus eliminating the need for a third party.

The original definition was published by Satoshi Nakamoto
in 2008. Using cryptography to keep exchanges secure,
Blockchain provides a decentralized database, or “digital
ledger”, of transactions that everyone on the network can
see. This network is essentially a chain of computers that
must all approve an exchange before it can be verified
and recorded (Hutt, 2016).

2017 7anxT | 9n31'nY nYYann MTPRN 217000 ,nY393Y 1800 N

43

NNIW™ 071731 "W ININY N"1aNN YW nyn 1na < 'on 10n?



2.4. Security:

In today’s technological world there are many security
devices such as fingerprint scanners, retinal scanners,
facial recognition and so on. Many companies are working
on improving security by developing innovative security
measures. By contrast, banks take less of an interest in
the financial and payment method of their clients. For
example, a thief who steals a purse can use the stolen
credit cards easily and quickly, since in general there is
no need to tap in the personal code when purchasing a
product. Payees are also not protected. For example,
today a person with a checkbook can sign checks for
any amount without having coverage. a positive step
in banking security we can see in the Bank of America
announcement (15.7.2016) that more than 7o thousand
ATMs across the United States would support Apple Pay.
In addition to convenience for the bank’s customers,
support for Apple Pay also provided a security solution
for consumer payments. The withdrawal of funds and
other operations at the ATM will be available only after
scanning and authorization the customer’s fingerprint
(BankofAmerica.com, 2016. Miller, 2016).

2.5. Using “Subcontractor” (credit card companies):
Today, when people want to pay for a particular product
using a credit card in Israel, they use the services of
credit card companies. Another reason in our view that
banks are obsolete is, because they do not provide their
clients with full service, and need a third party, the
credit card companies. Banks are not able to give their
customers the ability to make a complete, immediate
and independent transaction. Payment is not made
from one bank account directly to another, but passes
through the credit card company acting as a mediator.
This means that the person who made the payment
cannot track payments since they are not made directly
and immediately. In addition, customers pay a member’s
fee to the credit card company, which increases their
monthly expenses. The recipient does not receive the
payment immediately but only at certain times defined
by the credit card company. In addition, the payee must
pay the credit card company a percentage of total sale.
This payment reduces the recipient’s income (Zelekha,
2008, pp. 42-55).

2.6. Is the banking industry really necessary?

“Banking is necessary, banks are not” Bill Gates, 1994.
Banks operate in a wide variety of outdated ways. The
fact that banks are obsolete, in our view, makes the
services they provide as well as the ways in which these
services are offered irrelevant today. When Banks operate
in an obsolete fashion, they waste time, money and of
course cause their clients unnecessary frustration and
confusion. Today, banks are being confronted with the
technologies offered by FinTech, which in turn threat to
destroy the banking industry as we know it unless they
completely change their business model as we know it
today. All this can be solved with the adoption of FinTech
solutions. Therefore, the next major revolution in the
banking world will come from the transition to FinTech.

3. FinTech Technology - A New Way of Financing
As shown above the banking world is in real danger as a
result of the weaknesses that characterize its activities.
On the other hand, the FinTech world is growing rapidly.
This has occurred because FinTech relies on innovative
technology with much less manpower, and may threaten
the very existence of banks in the near future.

In this section, we examine FinTech financing methods.
These methods differ from bank transactions, and rely
on technology that bypasses the bank as an intermediary
and can act as the “pocket” for money lenders among
the public. We also discuss the adaptation of FinTech
firms to the banking world and the different solutions
FinTech implements for funding.

3.1. Crowd Funding

Crowdfunding is a method of raising capital through
collectives of friends, family, customers, and individual
investors. This approach collects money from a large
pool of individuals primarily online via social media and
a crowdfunding platform.

There are three general categories of crowdfunding:
Equity, Donation, and Debt.

Equity-based crowdfunding asks a crowd to donate to
a business or project in exchange for equity. Donation-
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Nowadays, people tend to use products as a function of
their availability and least cost. The level of availability
of banks is one of the lowest of all public services. In
recent years, banks have nevertheless made concerted
efforts to increase their availability. In addition, as shown
in the graph published by The Commission to Reduce
the Use of Cash in the Israeli Economy, there has been
significant increase in the number of cash machines
operating 24/7 (Looker et al., 2014, pp. 33-34). In fact,
despite the sharp increase in cash machines, there has
been significant growth in private companies. In other
words, private company’s prompt banks to modernize,
not just the banks themselves.

The number of ATMs, from 1995 to 2012
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processed by the Bank of Israel's Monetary Department.

The problems with the phone banking system as well as
ATM machines, is that there are not enough technicians
and only a limited number of operations can be transacted.
Other bank operations require going to the Bank branch.
For example, as shown in the chart below, the operating
hours and the average daily opening hours of the three
largest banks in Israel overlap with the average person’s
working hours Hence a person with a full-time job with
regular working hours who needs a particular banking
service needs to go physically to the Bank branch, and
has to take a day off work. On the other hand, with the
transition to the FinTech, people will be able to get the
banking services that they need, anywhere and at any

time with no negative impact on their other obligations.
Therefore, the lack of accessibility and availability of
banks is a significant disadvantage. Banks need to make
more significant steps to provide more accessibility and
availability to their clients, as part of the global village.
Otherwise, people will stop using banks and their services.
The public now has new alternatives that are in synch
with today’s fast pace, and the dizzying technology
world. This alternative is FinTech.

2.3. Customizing clients:

Today, competition in the technological era has saturated,
and people have the tools to compare rates, including the
fees that banks charge for certain operations. People
have become disillusioned and are not willing to pay large
amounts of money for services and products they do
not wish to receive, just because they are bound by a

ln

“package deal”. Good example comes from the “revolution”

at the last years in the mobile industry.

In addition, people do not want to have to go the branches
and deal with bank officials. Although banks have started
to turn to digital solutions, they continue to employ
tens of thousands of workers and rent large buildings
as branches. Clearly, banks need to reconsider their
business model, and perhapsmake major investments
in FinTech to adapt their services to the customers.
the Committee to Increase Competitiveness in banking
and financial services, published June 13, .2016 by the
Israeli Minister of Finance, Moshe Kahlon recommended
integrating a search engine in bank websites to compare
financial service conditions (Ministry of Finance, the State
of Israel, 2016). The banks have to take further steps
to know their customers better, and offer personalized
service to the customer, customers are likely to abandon
them and their services in favor of services tailored to
them personally. These services are how being developed
by different FinTech companies.

Table: Bank operating hours
Bank Average closing time Average opening time Average daily operating hours
Leumi Bank 14:00 8:30 6:00
Hapoalim Bank 13:45 8:45 5:30
Discount Bank 13:30 8:30 5:30

Source: (Leumi.co.il, n.d. Bankhapoalim.co.il, n.d. Discountbank.co.il, n.d.)
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The rapid growth of peer-to-peer platforms in the FinTech
industry has been enabled by two key factors: technology
innovations and supply-side flexibility (Zervas, Proserpio
& Byers, 2013). This abundance of technological solutions
helps to create a more competitive market. As more users
join these platforms as suppliers, the end users have
the choice of a larger variety of suppliers who compete
with one another. Advances in technology now make it
possible for users to see exactly how much they have to
pay, and what alternatives they have. Financial companies
are starting to realize that they can not only sell their
services to users, but they can exploit users’ knowledge
(wisdom of the crowd) to create better products and
make more coherent business offers to their users.

1.4 Disrupted Industries - The Reason Why the
Banking Industry Must Change

Increasingly more Israelis have begun to look for alternative
financing for their loans with more competitive offers,
lower interest rates, and transparent business models. This
was the impetus for the emergence of P2P loan companies.
E-loanis an Israeli FinTech company founded in 2012 that
provides an online platform connecting borrowers and
investors in a safe environment. Borrowers enjoy lower
interest rates without most of the banking fees, and
the investors can diversify their portfolio with different
asset types previously unavailable to them.

The rise of FinTech technology and the increased
competition have eroded banking’s profit margins,
and many banks are reconsidering their long-term
strategies. These banking services are still needed in
the 21st century, but are not limited to banks alone.
Many Fintech companies now provide high level banking
services without operating multiple branches with their
large numbers of employees and strict regulations. This
poses a threat to conventional banks that are much more
vulnerable to regulatory changes, and therefore react
slower to changes.

2. The Banking Industry’s Major Disadvantages
To better understand the interrelationships between
banking and the FinTech industry, we need to briefly
explore the origins of the banking industry and why it
has been compromised by the FinTech industry.

2.1. Why are Banks outdated?

The banking industry has not been in the forefront of
the technological revolution. Rather, banks have not kept
up pace. As explained in an article by the Deutsche Bank,
banks are not really known for being early adopters of
technologies for their customers (Slomka, 2014, pp. 28).
Many organizations similar to the banking world are highly
advanced: numerous companies and sectors have gone
digital, and do not necessarily need a physical place such
as a service center. Hence areas related to the banking
industry advanced, whereas the banking world remained
somewhere behind. However, banks are being taking
steps toward the technological world, but small, timid
ones. In order to investigate this issue, we have to delve
into the following questions: are banks are still needed?
Can banks fill the gaps? If they are able, what are the
solutions available to them? We start by reviewing the
major weaknesses of the banking industry that make
them vulnerable to FinTech company takeovers.

2.2. The Major Disadvantages of the banking industry-
Accessibility and Availability:

Over the years, the services around us have become more
physically accessible. In the banking world, people still
need to go physically to the bank branch to deposit checks
and obtain loans. However, in the last few years’ banks
have started to implement some of the technologies of
the Fintech world. For example, checks can be deposited
and loans obtained by computer or cell phone, but only
for small amounts that do not exceed a few hundred to a
few thousand dollars or other currencies. The accessibility
problem becomes more acute when it comes to banking
operations that can only be transacted in certain branches
of the bank.
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The FinTech boom has caused major disruptions in the
financial industry. New digital technologies are reshaping
the value proposition of existing financial products and
services. While the capacity of incumbents to assimilate
innovative ideas should not be underestimated, the
disruption of the financial sector is clearly underway
(PwC, 2016). In response to the economic crisis in 2008,
many FinTech companies were founded to deal with new
regulations and provide better service for customers.
Initially the banking industry did not perceive these
companies as a threat, and developed no strategies
to counter them. Over the years however, as FinTech
companies began to grow, banks realized the dangers.
A survey of bankers conducted by PwC in 2016 showed
that 57% stated that FinTech was the prime target
of their strategy, 32% had partnerships with FinTech
companies, and 15% manage accelerators programs for
FinTech companies.

Since 2015, most of the financial industry has switched
their strategy to “Fintegration”. They invest in Fintech
companies, acquire them, and even establish new Fintech
companies of their own. The banking industry has realized
that it cannot ignore these changes and must take action
to remain competitive. The industry has learned from
other sectors that failed to adapt to new technologies, and
were forced to close their gates. The financial industry
(and especially the banking industry) enjoyed a long
period of growth without any real competition. Today,
the entry restrictions for new technological companies
are very low, which enables better service at a lower
price for the consumer, and perhaps a better alternative
to traditional financial services.

1.2 FinTech in Israel

Many key international players have taken an interest
in the Israeli Fintech industry, and many technologies
currently used by Fintech companies were developed in
Israel. Israeli FinTech companies handle emerging Fintech
sectors including payments, trading and investing, lending
and financing, cryptocurrency, customer engagement,
personal financial planning, anti-fraud, banking and
insurance, etc. Israel has a thriving Fintech industry,
with approx. 430 companies and 14 multinational research
and development centers. The FinTech industry in Israel
consists mostly of payment services (21%) and loan

platforms (13%) as is the case elsewhere globally, and
37% wealth management, investments and savings.
However, due to bank duopoly in Israel and the small
local market (see 2.3), there are many FinTech companies
involved in the capital market and virtual currencies
(Leumi, 2015) Because they are based in Israel but
are designed for global markets, many Israel FinTech
companies have developed tools that do not depend on
location or local players.

Although the FinTech industry in Israel is growing rapidly,
over half of the FinTech companies operating in Israel
employ fewer than 10 employers, and most were founded
in the last two years. This shows that the FinTech market
in Israel is far from being saturated, and will continue to
attract new high-tech companies to focus on FinTech.

1.3 Today’s Revolution - The Rise of Consumer Power

The rise of FinTech technology has enabled consumers
to collaboratively make use of under-utilized inventory
by fee-based sharing. More consumers are willing to
engage in a business activity as individuals, but not as
a company. FinTech companies provide individuals with
a technological platform to use their skills or assets to
earn money without the red tape of creating a business.
The major advantage of this new kind of economy is its
more efficient implementation of skills and assets that
are not used regularly and have alternative uses.

2017 1an¥T | Yn1'nY nY9ann "nTPRA 919000 ,n1Y392% Naon na

47

NNIW™ 071731 "W ININY N"1aNN YW nyn 1na < 'on 10n?



The future is coming
Will the banking industry be
necessary in the near future?

Dealing with the Rise of Fintech
Emanuel Abulov, Osher Elkayam, Guy Geva, Nicole Parnassa, Afik Rahamim

This article discusses how the banking industry can deal with the growth

of the Fintech industry. It pinpoints the similarities between the banking
industry and other inefficient industries that collapsed or went bankrupt in
recent decades. The detailed breakdown of the weaknesses of the banking
industry and the financing methods used by Fintech companies for funding
lead to recommendations to help the banking industry adapt to the Fintech

revolution.

Part 1 clarifies the concept of Fintech and reviews the
development of the Israel Fintech industry. It presents
the key issues facing the banking industry such as the
rise in consumer power and the disruption of industries
swallowed up by technological advances the demise of
Kodak and the problems facing Uber are discussed as
emblematic of the broader issues of company adaptation.

Part 2 presents an overview of the history of the banking
industry from the era of paper documents to the internet
age and the constant exchange of data and information
between local and global banks. It analyzes several major
weaknesses that may undermine the stability of the
banking industry unless steps are taken.

Part 3 explores crowdfunding, P2P and Blockchain, the
main ways the Fintech industry is funded and shows
how FinTech companies now rival banks in funding the
transactions of small and medium sized business.

Part 4 suggests ways banks can respond to the FinTech
industry including incubators accelerators, collaborations
with Fintech companies, and investing in Fintech
companies.

1. Background - The Fintech industry and the
major problems of the banking industry

1.1 What is FinTech?

“Financial Technology” or “Fintech”, refers to the use
of technology in order to deliver financial solutions.
The term was first introduced in the early 1990s by
Citicorp (a predecessor of today’s Citigroup) which
attempted to overcome its reputation for resisting
technological collaborations with outsiders by initiating
a “Financial Services Technology Consortium” project
called “FinTech” (Hochstein, 2015). Today, the FinTech
industry incorporates all kinds of technologies ranging
from anti-fraud, cyber protection, e-commerce, online
payments, virtual currencies, P2P loans, and much more.
These technologies have been fused into rapidly growing
companies attracting more than 14.4 billion dollars of
financing in 2015 alone, and growing even faster (KPMG,
2016). As seen clearly in the Chart below, = in the first
quarter of 2016 alone FinTech companies financed more 4.9
billion dollars - more than the total amount of financing
in 2012 and 2013 combined.

Annual Global Financing Trends to VC-Backed Fintech Companies
2011 - 2016 YTD (Q1°16)

319

$57
e 2

‘Source: The Pulse of Fintech, Q1 2016, Global Analysis of Fintech Venture Funding, KPMG Intemational and CB Insights (data provided by CB Insights) May 25th, 2016.
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the hospitals in the analysis of 2009 to reduce their
energy consumption, data analysis is wise full way to
plan and execute your energy future.

The 2009 publication “Energy and Water Balance,
The Governmental General Medical Centers for the
years 2005-2008" in Hebrew and English

Yariv Gabay is a graduate of the first class
of the College of Management — Academic
Studies M.A. plan in Applied Economics.

One of the constraints that stood before Israel joining the
OECD, was the lack of comprehensive governmental data.
One of the main causes of the Greek governmental-debt
crisis in 2008, was the falsification of governmental data.

Being one of the students in Prof. Gidon Yaniv's class
(see the first article in this volume, written by him
and Prof. Erez Siniver), | remember him starting the
semester by saying: “in every man's head, there are
two men constantly fighting— one wants everything
now, and the other says - let's save, for the future”.

It will always be easier to concentrate on the here and
now. But it is only those who learn from the past, and
from their colleagues, that will keep moving forward.

Z’ev Gross is the former Head of Energy
Efficiency Division of the Ministry of National
Infrastructure, Energy and Water and has
consulted locally and internationally on
Energy Efficiency (EE) and Renewable Energy
(RE). He is an expert on EE and RE program
and transaction (performance contracting)
structures as well as EE regulation.
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colleagues in “high resolution”. Each Head Engineer could
then compare his results to the results of his colleagues
and learn what other energy consumption management
steps were being implemented in other hospitals.

One of the most debated figures was the one whereby the
total energy consumption of each hospital was divided by
its built area as an indicator for overall efficiency of the
hospital's energy consumption. Comparing this indicator
between hospitals, prima facie showed which hospital
was more efficient, and many objections were made as
to the manner of its calculation.

In the following year, 2009, highlights of the following
publication, were published in “The Marker” newspaper
and again, created a commotion, having the hospitals
crowned as “most energy efficient” cheer at the expense
of the others.

=] 22
nix'11 nyay
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The article published in “the Marker” newspaper
(September 2009) about “Blue Sky” project, titled
“Ministry of Health is preparing for a Revolution -
Hospitals Going Green”

| remember a specific phone call from one of the hospital's
Head Engineers, after the publication in the newspaper,
“Until yesterday, | haven’t met with the hospital's CEO
even once. Now, he doesn’t let me leave his chambers”.
Besides creating a healthy competition between the
hospitals, the analysis (in the 2009 new publication)
offered the hospital practical ways and means, driven from
the data gathered, to reduce their energy consumption:

1. Shifting electricity consumption to “low” TOU (time
of use - electricity company tariffs based on the hour

of the day during which the electricity is consumed).

2. Transition from the use of diesel fuel and fuel oil,
to the use of LPG for heating (a transition with both
financial an environmental advantages).

3. Shifting to consuming electricity instead of other
means of generating energy.

And more.

Having the publication published in the English language
as well as Hebrew, was a meaningful tool to recruit
foreign ESCO mega-companies, to place an interest in
the future tender.

The tender process commenced in 2011 and the award
was finally granted in 2014. The actual implementation
has been slow for a number of reasons, however there
is steady progress taking place. Most hospitals have
installed lighting saving measures and are moving forward
with more complex equipment.

There will be always these who benefit from the lack
of information.

When data is not available, one can shape the information
he is presenting to his management in the manner of
his choosing.

When data is available, it can sometimes be interpreted
in a wrong way, and anyhow, managers will be usually
eager to keep harmful data as to their performance to
themselves.

Still, a company (or a society) that wishes to move
forward, cannot advance without the use of data and
comparisons — to past performance, and to other
competitors or societies.

When the American social psychologist Leon Festinger
(1919 — 1989) talked about the “social comparison theory”,
he explained how individuals evaluate their own opinions
and abilities by comparing themselves to others in order
to reduce uncertainty in these domains.

As shown by the competition driven hospitals when
the comparison between them was published, social
comparison is a powerful tool.

As shown by the practical ways and means offered to
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out periodical measurements to verify that the savings
have been achieved.

Shared Savings: Under this methodology, the supplier
finances the project and is paid out of the savings
attained by the client as compared to the baseline energy
consumption — no savings, no payment. The scope of
the savings to be paid to the supplier and the length of
the contract are all pre-negotiated.

Chauffage: A system whereunder the supplier takes
upon himself the energy management of the client’s
facility, is paid by the client for the energy required to
run the facility in a manner in which it produces at least
the same as it did during the baseline energy period (at
a pre-negotiated discount, for a pre-negotiated period).
It is up to the supplier to obtain the energy and fulfill
the client’s energy requirements during the contract
period — preferably at a cost reflecting an additional
discount to the one given the client. As the payment
from the client is fixed and at a discount, the client
gets an immediate cost benefit and to the extent the
supplier can manage the energy better, he will be able
to cut costs and keep the difference.

One issue to be remembered, is that efficiency is a relative
term and is determined (not measured- you cannot
measure what you don’t use) by comparison to a baseline.
The most critical element of baseline determination
is the scope and quality of your energy consumption
and associated data. Performance contracting is not
data-driven but is not applicable without substantive
data support.

The main idea of the Project was to retain an outside
provider, that would take over management of the energy
consumption, use various methods in order to reduce
them (at his expense), dividing the savings that would
be created between the provider and the hospital for the
period of the contract (the Shared Savings methodology).

BARACK OBAMA

2020 @R “’M SORRY.
' ¥ WE COULD HAVE STOPPED
CATASTROPHIC CLIMATE
CHANGE... WE DIDN'. §

o Ao
tektektek oo
One of a series of signs posted on the streets of
Copenhagen, Denmark by Greenpeace, at the time of
the Copenhagen 2009 Climate Change International
conference held there, portraying world leaders in
2020 regretting not having stopped climate change

when they had the chance.

The Governmental General Hospital system, is comprised
of 11 hospitals located throughout Israel, with very
different characteristics as to their energy consumption.
At the time, very little data was available at the macro
level — of the “entire system”.

Having decided to “give it a go”, we were faced with
two main problems:

1. How to attract robust ESCOs (energy service
companies) - international companies - to Israel,
to invest in a long time project such as this.

2. How to convince the governmental hospitals to play
along, in a field long being theirs, and theirs alone.

We concluded that Data Analysis presented the best
means of addressing both issues.

Since there was no cumulative data available in the
Ministry of Health, a call for information was sent to the
11 Governmental Hospitals, with a specification of the
data needed - financial and quantitative consumption
data regarding all sources of energy - Electricity, Diesel
Fuel, LPG (Liquid Petroleum Gas) and Fuel Qil. This data
was supplied, albeit slowly, however the process of
developing the tender for the ESCOs also took time.
It was only in 2008, after accumulating sufficient data,
that a first report was published (in Hebrew), under the
name of “Cumulative Energy Consumption Data - the
Governmental General Medical Centers”. That publication
was the source of considerable turmoil between the
Chief Engineers of the General Hospitals, as for the first

l"

time, their “personal” data was placed before all their
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The Power of Analysis
As shown through Project

“Blue Sky”

Yariv Gabay, Z'ev Gross

“l don’t like being in unpolluted places, because | don’t trust air | can’t see”

In our experience, analysis of data, though recognized as
important (who wouldn’t like to know where he stands),
is commonly cast aside when push comes to shove.
As Israeli management methods concentrate on the here
and now, resources are most likely to be mobilized to
the production floor and away from “non-productive”
departments, such as those which are responsible for
data analysis — what is known in Israel as the “putting
out fires” method.

In this article, we would like to show you why this common
course of action is wrong.

Our first meeting regarding the Blue Sky Project was
in 2005, in the Ministry of Finance, in the office of the
coordinator for the budget of the Ministry of Energy.
“Listen to Z'ev”, he said. See if his ideas can be of use
in the Ministry of Health.

These ideas were in the area of reducing energy
consumption under a range of project management
models, called performance contracting, a model unknown
to the Israeli market at that time.

Performance contracting is based on the paradigm that
the economic benefit due a supplier is only due if he
actually supplied what is promised. This may not sound
new but in energy efficiency “what is promised” is not
an object but a result. Yes - the idea is that if the
supplier of the “result” does not deliver, he does not

get the benefit of economic gain (payment).

Woody Allen

WE COULD HAVE STOPPED
CATASTROPHIC CLIMATE

| tektcktck s

One of a series of signs posted on the streets of
Copenhagen, Denmark by Greenpeace, at the time of
the Copenhagen 2009 Climate Change International
conference held there, portraying world leaders in
2020 regretting not having stopped climate change
when they had the chance.

Performance contracting in the field of energy efficiency
is carried out using one of three general methodologies,
or a combination of the three, very broadly described
below:

Guaranteed Savings: A method whereunder the
supplier guarantees that the measures undertaken will
save a pre-defined percentage of the baseline energy
consumption. The project is priced — meaning that the
client knows how much he is paying, and pays the project
out in a manner similar to regular projects, completing
payment upon conclusion of installment of the equipment,
or shortly thereafter. At the end of the installation, the
supplier issues a surety (its nature, scope and period
of effect are pre-negotiated) and the parties carry
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