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Chani:
 Welcome to today’s Ask the Expert session for state and local grantees on Energy Savings Performance Contracting.  Here are some tips before we get started.  The session will be recorded.  All attendee phone lines are muted.  Please submit your questions via the Question window, and as many questions as possible will be answered during the session.  Next slide please.  My name is Chani Vines and on behalf of the U.S. Department of Energy I’d like to thank you for joining us for this webinar, Ask the Experts About Energy Savings Performance Contracting.  This is presented as part of the U.S. Department of Energy’s Technical Assistance Program.  Next slide.

What is TAP?  The DOE Technical Assistance Program (TAP) provides state, local, and tribal officials the tools and resources needed to implement successful and sustainable clean energy programs.  Through TAP, DOE has launched a $26.4 million effort to assist EECBG and SEP Recovery Act recipients.  This effort is aimed at acceleration the implementation of Recovery Act projects, improving their performance, increasing the return on and sustainability of Recovery Act investments, and building clean energy capacity at state, local, and tribal levels.  Next slide please.


How can TAP help you?  TAP offers a number of service, including one-on-one assistance and extensive online resources, including the library, webinars, and the event calendar, the TAP blog, best practices and project resources, and facilitation of peer exchange.  The program covers a number of topics, including energy efficiency and renewable energy technologies, program design and implementation, state and local capacity building, and ESPC technical assistance.  Next slide please.


The TAP Blog.  We encourage you to explore the TAP blog at the address on the slide.  The blog provides a place for TAP experts and state, local, and tribal government officials to share best practices and connect on a variety of topics.  


Assessing the TAP resources.  With the launch of the Recovery Act, TAP introduced the Solution Center, an online portal for technical assistance resources like best practices, templates, webinars, event calendar, and the TAP blog.  We are continually adding new resources and scheduling advanced webinars on advanced ESPC topics like pricing and financing, for example.  You can also follow the link on the Solution Center to submit a technical assistance request, or call the number of the screen for help with your project.  Now I’d like to turn the program over to Irina Bulkley-Hopkins, who will be moderating today’s session.  Irina has over 15 years of domestic and international energy experience, including knowledge of the state energy program and the EECBG program.  Irina?

Irina:
Thank you, Chani.  Good morning or good afternoon everyone, depending on the time zone you are in, and thank you for attending the Ask the ESPC Expert webinar today.  Again, as Chani mentioned, please remember that your microphones and phone lines are muted, so please use the Question window after you log into the webinar, to ask the questions of our experts.  And you are welcome to begin submitting those questions immediately, or do so at any time throughout the entire session, and we will do our very best to answer as many questions as we can during the session.  

There will be two moderators of this webinar.  Mr. Bill Zwack comes from SRA International and specializes in sustainable buildings.  He works on a wide variety of projects for key strategic clients nationwide, and those clients are federal, state, local governments as well as the industry.  Overall, Bill offers more than 25 years of experience and is involved in managing numerous, very large scale, multi-year projects.  And, of course myself, Irina Bulkley-Hopkins.

We have already received several questions from participants which we will answer today.  In addition, we are going to discuss some other important topics involved in ESPCs and we will answer questions that come in through the Question box on these topics, and those topics will be such as ESCO selection, investment grade audit, financing your ESPCs, ECM selection, and if we have enough time left we will try to address measurements and verifications issues, cost elements of ESPCs, and contract administration for energy savings performance contracting.


Before we go into those questions, however, I would like to refresh your memory, for those of you who have heard this before, and give you some food for thought, for those of you who have not done ESPCs before, on the basic ESPC principles.  Then Bill and I will introduce our ESPC experts that will be helping you with the questions.  First of all, it is very important to remember that ESPCs are long term partnerships.  It is a contract between a grantee – yourself, in this case – and an energy service company, which we call an ESCO.  And that contract lasts, on average, about 10 to 15 years, and often it can last up to 25 years.  

So it is a very unique contract and it has some very distinct parts to it that you will not be able to find in any other contract.  So please do not be tempted to grab the old design or construction contracts off the shelf and use it, because this will not help you at all.  It will make things a lot more difficult.  You will be missing a lot of what you really need in that specific ESPC contract.


Because ESPC is a long-term partnership, it greatly benefits from having internal dedicated champions and commitment at all levels within your organization.  So before you consider ESPC, I would encourage you to educate yourselves and your organization on what it is, and then gain that champions and those commitments from all levels.  ESPC is a no-capital cost contract, which means that there is no need for capital funds or additional funds when you are doing an ESPC, because basically you are just reallocating funds from what usually goes to pay utility bills, and instead you pay for improvements with that money, so energy savings do pay for your projects.


A state and local government ESPC is constructed differently than a federal ESPC, and in the federal market usually an ESCO bears all up-front installation costs, and it also finances the whole project, so the ESCO, then, gets paid annually from the savings that are being generated.  With the state and local governments, the financing is generally a separate contract between the owner and the financing company that the owner chooses.  The way it works is the owner borrows the funds to pay the ESCO and then puts the money in an interest-bearing ESCO account.  The ESCO is then paid on a regular basis during the installation period for the work that is being accomplished.  However, ESCOs are often asked to help facilitate or arrange the financing, and they have longstanding experience in doing that, so don’t shy away from asking them if that’s what you wish.


As far as determining energy and dollar savings that will be included in your ESPC contract, you will hear more about how to do that today from our experts and you can also find additional information in our previous webinars that are posted currently on the DOE Solution Center.  And the same for risk and responsibility.  Really, when you’re negotiating your ESPC, this is the key focus for both parties, and it must be discussed in detail and very well understood.  Our experts will give you some more tips today, and then check out the Solution Center for additional information.


Measurements and verification.  If we have time, as I mentioned, we will definitely go into that very important subject.  One thing that I want to say is there is no way to know unless you’ve verified the savings, so it is very important to do.  Next slide please.


As you can see, we have four experts today.  Each one of them will share some unique tips and experiences with you, but at this point I would like to launch the first poll question and give you a little bit of time to answer those questions quickly, and then we will be able to view the results of the poll on the screen.  Please tell us in what capacity you are participating in this webinar.  So apparently we have a lot of consultants online. Thanks for being with us today.  Then the second place goes to EECBG grantees.  Thank you, as well.  And SEP grantees and sub-grantees hold to 12 percent of the attendees.  Same as the ESCO representatives, 12 percent as well.

That being done, I would like to hand it over to Bill Zwack to introduce our first expert.

Bill:
Thank you, Irina.  This portion of the webinar I will be moderating two topics:  ESCO selection and investment grade audits, so feel free to ask questions as we go.  Don’t wait for the speakers to get done.  They’re each – Linda Smith, who I’ll introduce in a second, and Irina – will present for a few minutes, just to kind of help spur your questions, and feel free to type them in and I will comb through them and ask the questions of the presenters.  As I mentioned, our first presenter will be Linda Smith.  


Linda has been a public sector advocate of ESPC for 22 years.   At the Colorado Governor’s Office of Energy she designed a program to increase the acceptance and use of the ESPC in Colorado, and managed the program for 17 years.  She achieved $200 million in ESPC projects within the state and local governments.  For the past four years, she has been consulting with state energy offices to develop similar effective programs, and as part of this DOE ESPC technical assistance team.  At this time, I will hand it over to Linda.

Linda:
Thank you, Bill.  So I see we have a number of grantees attending this, so if you’re at the stage of seriously considering doing a performance contract, it’s time to find an energy service company that’s a good fit for you.  An energy service company, known as an ESCO, provides a wide variety of services in a turnkey type approach.  Next slide please, with the puzzle pieces.  Thank you.


So an ESCO provides a wide variety of services, as I mentioned, in a turnkey approach.  ESCO works in partnership with you through negotiated contract agreements.  So what exactly does the ESCO do?  The ESCO identifies and evaluates project opportunities, and then follows through to implement those projects, seeing through the design, installation, and commissioning steps, while managing a multitude of projects all at once.  Your ESCO can also help arrange for financing, identifying other potential funding sources such as utility rebates, to incorporate into your projects.  And your ESCO is onboard for the long term, to measure and verify savings and to train staff, to operate and maintain that equipment to help sustain those savings over the long term.  Most importantly, the ESCO guarantees that savings will cover all annual costs.  So what defines an ESCO is putting all these pieces of the puzzle together.  Next slide please.


So how do I find an ESCO, if you haven’t had the opportunity to speak with one yet?  There are two major organization that ESCOs belong to:  National Association of Energy Service Companies (NAESCO) and the Energy Services Coalition.  You can see their website links there or remember the names and Google on them quickly and you’ll find them.  But first I would direct you to contact your state energy office and inquire if they already have a list of local ESCOs, and if they already  have a process established in the state for how to engage in ESCOs.  That phone call may be time very well spent, because they may very well already have addressed this for you.  Next slide please.


So to select an ESCO, it’s a good idea to follow a formal procurement process.  So consider a number of ESCOs and then select the one that best meets your needs.  First of all, help the ESCO do a good job by providing key background information up front, like a list of all buildings with square footage, date built, comments on upgrades you’ve made or have planned.  Also provide the energy data as well as the costs for at least a year; three years is better.  And all this gives the ESCO a good idea of your project’s scope.  

So this initiates the partnership concepts that Irina mentioned just a moment ago, which is very important to carry through this whole process.  Then go through the normal steps of a solicitation and I’ll just highlight a few tips here.  You’ll set up an evaluation team to review responses, and here make sure you involve representatives from various departments including facilities management, facilities maintenance, administration, and finance.  All of these specialists can then help you evaluate the full scope of the ESCO services, and this also gives them a greater understanding and buy-in for what’s to come, which could be very valuable as you move forward into the contract stages.  Another tip, when interviewing the finalists.  Require attendance of key people who will be directly involved in the project.  


The project manager assigned to your project, most definitely you’d want to interview, as well as the lead auditor, the measurement and verification specialist, and other key parties.  So the process I’ve laid out here is the minimalist procurement approach, and you can certainly add more rigor in your process as deemed necessary.  But one point with regard to rigor, as you move forward with your selected ESCO, continue to put a high level of rigor into project oversight and interaction with that ESCO you select, and that way it will ensure success.  And again, that comes back to that partnership theme.  Next slide please.


So, is the ESCO a good fit?  First of all, in evaluating an ESCO, make sure the firm is a practicing ESCO, and so efficient in all of the ESCO services, and make sure they can address a broad array of measures that might relate to your facility.  Then, review the project’s history, look for projects with similar building types, similar in size and scope to yours, perhaps in the same geographic region.  And then also take a look at the sample technical audit.  Be aware it may be a three-inch thick document, but take sort of an overview look at it with respect to the level of detail and the clarity that’s provided, knowing that you’ll be in that position one day to review something similar for yourself for your project.  

Then, also consider their management approach as another indicator of a good fit.  Some things that often stand out here are do they use staff or do they use subcontractors?  Either is fine, but you might have a preference.  Is the project management team locally based?  That might be very important; it might not be.  So you decide what’s important to you and ask those types of questions.


I could actually stop here and ask if there are any clarifying questions?

Bill:
Linda, there are no questions from the audience yet.  I do want to solicit any questions from the audience.  Again, feel free to type them in as Linda’s talking, but for now, Linda, continue.

Linda:
Okay.  So the next slide please, on how do I evaluate ESCO costs.  Qualifications are critical, as I just laid out, and should get a major emphasis in the evaluation.  Of course, it’s also important to scrutinize costs.  So when you evaluate costs, make sure you compare apples to apples, so recognize, first of all, the full scope of ESCO services that they’re providing, in comparison to what a bid inspect contractor provides, so to keep it apples to apples.  And also ask for all mark-ups, margins, fees, and other costs up front, and understand how those costs will be applied.  You don’t want any surprises down the road, so everything should be disclosed up front.  Also get commitment to open-book pricing throughout the entire process, and related to costs to other panelists, allude to this as well, as you move forward into the audit phase and into negotiating your contract cost if it’s still a consideration.  So in this evaluation stage, it’s a first level reasonableness check before making a selection and moving on to a contract phase.  Next slide please.

One important point in the cost evaluation is to look at the best value. I’d really like to emphasize this.  Look at the big picture.  You want your ESCO to dig deep for savings, applying a comprehensive, whole-building approach, and you want the ESCO to apply a rigorous measurement and verification approach to ensure continued savings.  And you want the economy of scale to get best value.  So invite the ESCO to address all your buildings and be open to all the improvements that are recommended.  And once again, describe all the cost elements up front, so there are no surprises later on.  And keep that partnership theme in mind as you go through this process.  So that’s my ESCO selection in a nutshell.  I’m open to any questions.  Otherwise, thank you very much and I’ll enjoy listening to the rest of the program.

Bill:
Thank you, Linda.  While we’re waiting for questions, there is one that typically comes up.  What different categories would be evaluated in the cost or value related to ESCO selection, Linda?

Linda:
Yeah, there are a number of column line items.  What you would look at at the selection stage would be mark-ups in margins and fees rather than hard costs, because those are unknown until you actually do the investment grade audit.  So for the line items might be the mark-up on subcontractors, the mark-up on direct purchase of equipment or supplies, mark-up on design, on project management, on commissioning, on the monitoring and verification done during the construction phase, on training, on the performance bonds – all those types of things.  

Now, the mark-up may be zero, and you want to know that as well.  You want everything laid out in terms of what will be marked up, what won’t be, and will be applied there.  And then in terms of fees, monitoring and verification is the main fee that will be applied post-installation, and you want to at least know how and when that will be applied, and perhaps the magnitude of that.

Bill:
Okay.  Great. Thanks, Linda.  Does the same ESCO do both the audit and the installation all the time, or can it be different?

Linda:
That’s a common question.  The first is how it should be done, where the same ESCO does the whole turnkey approach, as I mentioned earlier on.  If that were to be divided up, you would be asking the ESCO who ends up guaranteeing the project to make that guarantee based upon another company’s assessments.  So you can begin to see there that that just doesn’t work, and so you are contracting and collecting an ESCO for the complete turnkey project.  That used to be an issue with procurement departments.  At least in state government across the nation this has been largely accepted, and you can think of it as similar to a design-build type approach, which also is pretty common.
Bill:
Alrighty.  We do have a live question from the audience.  Linda, can you talk a little more about open-book pricing and the value of this?

Linda:
I would say open-book pricing should be required at every stage.  What that could mean is, one, where the ESCO is presenting the mark-ups and the margins and the fees in the proposal, you want to make sure those are carried forward in the subsequent audit contract and performance contract, because those were firm, maximum mark-ups presented.  So it’s a check, for one.  Secondly, bidding may be required on individual pieces of equipment, for example, and then you can satisfy purchasing folks and other that that requirement was met.  Thirdly, I think it’s just good, sound government practice to have open-book pricing available, and to be able to review.  And again, if everything is disclosed at the front end, as I suggested, that there are no surprises, then there’s nothing to hide.

Bill:
Great.  There are no more questions, Linda, so I thank you.  At this point we are going to pass this back to Irina to talk about investment grade audits.  Irina?

Irina:
Thank you, Bill.  Next slide, please.  This slide is pretty self-explanatory so I’m going to go over it really quickly, but just as anything else in life that you attempt to do, there is a division of responsibilities since you’re not doing it alone.  The ESPC is a long-term partnership with your ESCO, energy services company, so first and foremost you do need to look at negotiating the terms of your investment grade audit and look at the project development agreement as well, and you, the owner of the facility, and the ESCO do that together.  Obviously, as the owner you are the one who is in position of all the utility bills, so you need to provide those to your ESCO and we recommend anywhere between 24 and 36 months, at least, of utility bills.  

Then, based on that information provided, ESCO will perform the facility audit and collect more information to compare what you have in your utility bills with what they find.  And then, again, you, the owner, and the ESCO will get together and review the audit results, and then again together you will be selecting the energy conservation measures that the ESCO will implement for you on this project.  The final stage of this process will be the development of the implementation proposal for the selected energy conservation measures, and that will be done by your ESCO.  Next slide please.

The next two slides we will be going over the investment grade audit components.  First and foremost, I would address the baseline measurements, because we get the most questions about what it is and why it is so needed.  Well, first of all, backing up a little bit, negotiating a quality energy audit with your ESCO that you, yourself selected helps you as a facility owner identify energy savings opportunities and develop a quality ESPC proposal.  So the first element of that quality proposal will be to discuss and negotiate any baseline measurements that are needed.  This can be many things, such as lighting and occupancy data, that you hopefully are logging in to establish your daily hours of light being on, with or without any occupancy in the room.  

Or let’s say a possible ECM would be chiller system replacement.  So if there’s sufficient operating data available, or does operating data on the equipment have to be logged during a full cooling season?  This all depends on anticipated measurement and verification methods that we’re hoping to get to at the end of this webinar, but if the M and V method will be whole-facility measurement, then the chiller system data, for example, does not need to be logged.  But if the chiller system is the only ECM in the building, then it probably will be measured independently of the rest of the building, and in such case, cooling season operating data needs to be logged if it is not already available.  

Actually, speaking of the lighting system and the occupancy, it should always be logged but it only needs to be done for a fairly short time period.  And generally, water consumption must also be determined before the audit, and also documented.  So the next component will be looking at the investment grade audit schedule.  Obviously, the schedule is dependent on what the baseline measurement needs are, and also on how many buildings are included in the project, and how many energy conservation measures will be included, how many of them you will decide to include, which will then dictate how much equipment and how much design and installation needs to get priced in order to develop the implementation proposal.  I suggest that you keep in mind that the ultimate ESPC is for several years – quite a few, actually – so a little extra time to get the investment grade audit right might be very well spent because it will definitely help you in the future. 


The next component of the investment grade audit that I would like to highlight is its cost.  The ESCOs are not in business to make money on audit.  Just wanted to make sure you know that.  But you do need to discuss the scope of the investment grade audit in some detail with your ESCO, and make sure that the investment grade audit cost that the ESCO quotes you is reasonable.  And what is reasonable, of course, the question is.  Some people prefer and use a straight dollar-per-square-foot for the audit fee.  I suggest using a fixed cost and trying to limit it to the financial contract maximum limit of your agency or your department, your organization.  

This way, you will be able to avoid having to go through your jurisdiction’s major contracting approval authority such as, for example, county councils or boards of supervisors can be.  And when you invite all the ESCOs to the initial meetings, I suggest that you let them know that the cost of the investment grade audit is one of the evaluation criteria that you will be looking at when selecting your ESCO.


Also, a thing to keep in mind is that should you decide not to implement the overall ESPC, provided that the ESCO develops an acceptable project to begin with, you will still have to directly reimburse the ESCO for the agreed-upon investment grade audit cost, so don’t forget that.  And further, if we look at the overhead and profit mark-ups for the overall ESPC, it has to be for the overall ESPC and not just for the audit.  So make sure it is clear how the overhead and profit mark-ups are applied to various cost line items such as subcontractor price, directly purchased equipment – by ESCO, that is, directly purchased – engineering and design.  

So basically you have to look at all the line items very, very carefully.  ESCO internal engineering and design and project managements, those are generally quoted at fully loaded costs, which already includes overhead and profit mark-ups, so there should not be any additional mark-ups on those specific items, for example.  And it is important – again, I would like to repeat – to have reasonable expectations on both sides, the owner and the ESCO, to achieve a goal that both of you will be working on.  Next slide please.


Just real briefly, next slide.  Well, the slides are not moving, or do not seem to be moving, so I’m going to just talk a little bit about another component of the investment grade audit, which is the scope of work.  The investment grade audit must describe the scope of work, which should include, preferably, a list of facilities that are to be included in the project.  All of those that you would like to be included in an ESPC should be audited.  And it is your ESCO’s responsibility to establish the energy usage baseline, based on the previous, as I mentioned, 24 to 36 months’ utility bills and weather data and so on.  

After you’ve signed the contract, however, each year thereafter the saving will be reconciled against the guaranteed values.  So the actual energy usage will be compared to the baseline usage.  This is why baseline establishments and doing so correctly is so important.  There will be time when the baseline will need to be adjusted to show what it would have been for that year, if that year’s weather had occurred during the base year, when you were establishing your baseline.  So similarly, if occupancy or operating hours have changed, the baseline will need to be adjusted, again, accordingly to those changes.

During the audit, the ESCO will also do a detailed investigation of the facilities that are included in the project.  That’s why, again, you need to think of all the facilities right away that you would like to include in the audit.  Your ESCO will record the data on all equipment that is installed in those facilities, and investigate operating parameters.  And it will also establish the operating efficiency for all the equipment pieces that you have.  They will then do a complete inventory of all lighting fixtures, including types of lamp wattages and whatnot.  They will be measuring the power drawing, selected locations, so you need to remember, with the lighting, that the lighting power usage should be measured at the switch.  That’s one of those tips that we would like to leave with you.

And finally, once the ESCO has collected all the information, they will develop an energy model for each building, and the model has been used to establish the energy use reduction by changing to more efficient equipment.  So based on the model output, the ESCO will develop a list of all possible ECMs, as I mentioned early on, for each of the facilities, and it will be followed by an audit report which, of course, will be reviewed and discussed with you, the owner, in order to come to a final agreement on what ECMs you will pursue.  

And again, after the ECMs have been selected, the ESCO will develop a complete ESPC proposal, including preliminary installation drawings and things such as that.  So last but not least, I would like to remind you that the investment grade audit contract shall include a date on which the ESCO must deliver the complete the ESPC proposal to you, the owner, so don’t leave it open.  And with that, my presentation is complete, so I’m looking forward to seeing some questions.

Bill:
Thank you, Irina.  We do have a question from the audience, and I know we’ll be talking about M and V a little later also.  But if you want to take an initial shot at this, the question is, can you wrap the cost of the investment grade audit and M and V into the ESPC?

Irina:
The answer is yes but I do not want to trip over our M and V expert who is going to be presenting today.  It’s Karl, so if Karl has any suggestions of answering this question based on his presentation, then I would probably turn it over to him.

Bill:
Do you want to defer it to later, Karl?

Karl:
Whichever you want to do.

Bill:
All right.  Go ahead.  Take a shot.

Karl:
Typically the M and V cost is included in the overall ESPC, and so is the cost for the energy audit.  As long as you move forward and  implement the ESPC, the cost for the energy audit gets financed together with the installation.  The M and V typically becomes an annual thing because the ESCO does the work, annually at least, that submits an M and V report, so that’s an annual cost, but that cost also comes out of the savings for the project, so you still don’t have any additional funds you have to lay out.  That’s a typical process.

Bill:
Okay.  Thank you, Karl.  Irina, there’s one typical question that usually comes up which is, what are the typical shortcomings of an investment grade audit?  For example, what is often found to be missing from the audit reports?

Irina:
Well, there can be a number of things missing from the report.  I guess to answer this question I would like to first start with what are we expecting from the audit, and basically the energy audit report and the energy audit itself are the instruments that are supposed to provide a clear, very comprehensive picture of the energy supply and consumption in the facility, and in a way they serve as a roadmap for improvement of the energy utilization and for the cost reduction.  So a number of things that you need to watch out for so that they are included in the audit – well, one of them could be a lack of clear description of the retrofit that you are planning to do, so you need to really talk to your ESCOs about that.  

Speaking of equipment, which we addressed in detail just now, there can be lack of equipment inventory and the ratings for the equipment and then that will impede the ability of the ESCO to work with you on that.  Same goes for the description of the energy rate schedules, of the annual energy analyses, so if you don’t have that, then you really won’t have a clear picture of how you’re charged and what you’re charged for.  Another thing that may be missing, or something that you should look for is energy balance, because if it’s lacking then the result is overestimation of the cost savings.  

Overall, one of those things that I would really suggest you look at is consistency, consistency in energy costs, in demand costs, in operating hours of various areas of your facilities, really.  Oftentimes we look at the audit and the basis for the considered demand costs, for example, is not clear.  So what else can happen?  Some measures may exist in similar facilities but they do not exist in the surveyed facility, so you need to make sure that you’re looking at what really is there in your specific buildings.
Bill:
Thank you, Irina.  We have one last question that either you or Linda could answer.  How many ESCOs does a typical entity work with when evaluating proposals?  Linda, do you want to try to take that?
Linda:
Sure.  The number that comes to my mind is seven, but oftentimes that’s just how it works out.  In a typical procurement process you wouldn’t set a limit, so it would be any ESCO that wants to respond to the solicitation, and then it’s a matter of reviewing those and having some kind of guideline on how to select finalists, and many often select three to go on to an interview stage, and then select the finalist from there.  So I’d say in the beginning it’s really wide open.

Bill:
All right.  Thank you, Linda.  There are a few more questions coming in, which we have allocated some time at the end of this webinar to answer additional questions.  At this point, however, we do want to move on to other topics and questions.  But before we do that, I’d like to put up our poll question number two, which has to do with what stage of the ESPC process are audience members in for their projects.  So why don’t you take a minute and look at the screen there and let us know where you are within your project.  We’ll put the results up there in just a minute, but it does kind of appear behind the scenes here that a lot people are in their RFP stage.  I’ll just give it another minute here.  

And again, as we move forward with a few more presentations, definitely type your questions in.  We’ll try to handle them all today if we can.  We’ll even stay on a little past 3:00 to answer questions if you’re able to stay on, too.  All right.  We’re putting up the results now, so as I mentioned before, quite a bit of you are in the RFP stage, one of the most challenging stages.  It looks like, however, there’s 20 percent in the implementation stage, so that’s great.  And then the other 20 percent are between ESCO selection, investment grade audit, and the M and V.  That’s great.  Why don’t we then move on to the next set of presentations.  I’ll hand it back to Irina.

Irina:
Thank you, Bill.  First of all I would like to confirm that you can hear me, because it looks like I’ve been kicked off the presentation altogether.

Bill:
Oh, okay.  Irina, we can hear you.

Irina:
Okay.  That’s great.  At least that is great.  The next presenter will be Mr. Doug Dahle and he will talk to us about the financing principles of ESPC.  Doug is the principal program manager at the DOE’s renowned National Renewable Energy Laboratory, and for nearly a quarter of a century Mr. Dahle has been providing advice, consultation, and technical policy support to the DOE’s Office of Federal Energy Management Program, known as FEMP.  Doug’s key expertise is in assisting federal agencies with the implementation of ESPCs and other innovating financing mechanisms for energy efficiency and renewable energy projects.  Doug?

Doug:
Thank you, Irina, and it’s a pleasure to be with you all on the webinar today.  Why don’t we go to the next slide.  So the principle, really, of what’s going on in an ESPC is you’re basically taking that excess energy expense or inefficiency of equipment and reallocating that into infrastructure.  That’s really the fundamental outcome and improvement facilities after the ESPC is implemented.  The contexts of it are paying a lower utility bill and energy system O&M costs.  Those dollar savings, which is the energy savings provided by the ESCO, translated into dollars, based on energy rates or whatever is the source of payment, it goes back to the ESCO and the financier.  And in most cases – and it’s something you can negotiate – is what’s the actual cost savings retained by the customer or facility owner?  After the end of the contract, the customer and the facility owner garners all the savings that were implemented by the ESCO  after the financing has been paid off and the ESCO’s been paid.  Next slide.

Just sort of a picture here of where the money goes.  On the left-hand side is basically a representation of the three boxes we showed you before.  This is during the contract, showing the funding you incurred before the implementation generates a cost-savings.  Those cost savings are used to pay back the financier, principally and typically in the 80+ percent component and that is a separate transaction from the ESCO.  The ESCO is paid out of those dollar savings for the M&D services, operations and maintenance, site visits, working with the contracting officer and your contracting officer technical representative.  So it’s basically during this service portion of the contract, after it’s been implemented and accept, that begins maybe a ten-year period where they invoice you annually for the savings actually achieved.  

How do you do the actual implementation?  The financier provides basically construction financing, and so during the actual installation there are financing draws.  Once the construction is wrapped up and accepted by the contractor, the component of the savings actually goes back to the bank, and the bottom line is the implementation of whatever it happens to be – lighting, HVAC, a cogen system, whatever it happens to be, audited source of generation of cost-savings.  And one thing also to be aware of that can help in terms of the overall financial picture – and I didn’t show it here – but in most states, and it varies, utility companies have what they call system benefit funds and it’s a component of rates paid by customers, and they’re generally controlled by a public utility commission as a financial incentive.  

So in every one of these projects, one of the things we do in the federal contracts is we have a requirement during that proposal is, by the way, you’re going to put in some lighting, you’re going to put in some HVAC – investigate with us what are financial rebates or, if you will, cost shares in terms of the capital costs can really improve the economics and costs of the implementation.  Let’s go to the next slide.

The source of this financing, and typically it is something you need to investigate, even before you go into the ESCO selection, is what is out there in terms of financial resources.  This is a separate transaction, again, from the ESCO relationship, which is sources of state or local municipal bonds, if they’re available in your location.  The beauty of the state and local sector is that you are eligible for tax-exempt bank financing, and there are a lot of banks out there in targeting the performance contracting, that tend to stay in the ten-year range, but the tax-exempt financing kind of translates into something like three, four percent today.  It’s extremely attractive.  

I can share the comparison to the federal sector which is in the six to seven percent range for the same projects.  A few states have done what’s called a master lease, and this is, again, set up before actual projects are started and characterized as far as the credit line.  The state agency typically does this, and they’ll go out and they’ll bid:  we have a need for $20 million or $50 million worth of investment in performance contracts – and they’ll go out to the financial industry and ask for bids, in terms of what those rates will be, and then they assign, enter into agreement for this block of project finance dollars.  And then, as the projects come out, start being pursued, the specific rate, which is the net range that you’ve gotten back from the financial bid assigned to each of the projects, and then there’s also a lease/purchase approach.  So those are the various types of financing that can be incurred.  Next slide.


I lost my connection until now, but anyway, let me go ahead with ESPC financing.  Just sort of some rules of thumb.  The transaction costs – one of the things these contracts – we’ve heard from Linda in terms of the process on the customer’s side in terms of the ESCO selection.  The transaction costs, doing investment grade audit – those are generally at risk, so the ESCO is going to be looking at what is the rate of return based on my investment.  What we have found is that because of those high transaction costs – and this may be several hundred thousand dollars in terms of the investment grade audit, putting together a proposal, getting bids for equipment, things like that – it’s not absolute but basically they’re looking for a substantial investment, generally in the area of $1 million.  

Economy of scale does play a factor.  The bigger the project, probably they can get better bids from equipment suppliers.  And the other thing, also, what we’ve found is very successful, if you’re actually interested or if the state or local government has a renewable goal or whatever, one of the things that is really attractive – although renewable projects do have a longer term payback – if you bundle them with energy efficiency, they typically have a shorter payback.  The sum of all those projects still has an attractive payback.  And the reality is, it’s a multibillion dollar market in the state and local government, and there are dozens of ESCOs that are really interested in working with them.  

Linda notes from her business in Colorado, when they’d go out to try to select a cadre of ESCOs that will be working in Colorado, there’s a lot of interest.  We also see that the public sector, state and local government, from an investment perspective, is fairly low risk, by that meaning you’re going to be around for awhile.  It’s more challenging in the private sector, where the business may – who knows if they’re going to be around in ten years, that kind of thing?  So that’s all I’ve got.
Irina:
Thank you so much, Doug, and let’s see if we have any questions from the audience that apply to this particular topic.  

Bill:
Irina, we do have one question, and it’s a good one.  Who keeps the interest in the interest-bearing escrow accounts?  Doug?

Doug:
Basically the financial entity that you’ve entered into collects debt service which is the principal repayment on the investment of equipment, and the interest borne by that.

Bill:
Okay.  Great.  Thanks.  I don’t see any more financial-related questions.  Wait a minute.  Here’s one that just came in.  Why is the target $1 million?

Doug:
Basically the transaction costs – keep in mind what’s going on is going through the pieces that you’ve already heard from Linda, ESCO selection, this cost associated with putting in a sample audit.  It costs money to do that.  I can’t give you an exact number but maybe $50,000.  It may be $100,000, depending on the scope of the project.  Second, to do the investment grade audit, as Irina alluded to, it’s a fairly rigorous activity, in the hundreds of thousands of dollars.  So here’s sort of the rule of thumb that I’ve used in characterizing this $1 million.  

Typically if a project – let’s say they average a five-year payback on stuff, so you’re looking at a revenue stream of $200,000, on $1 million investment.  Most of that – 80 percent, 25 percent of that – is going to the bank, and the ESCO is getting a return of maybe $25,000 or $30,000 out of that $200,000, hopefully for a ten-year deal.  So the turn on that transaction cost is not particularly high, so the larger the project, the more interest, and the greater profit motivation for the ESCO.

Bill:
Great.  I was just going to ask the last question.  If the target is $1 million, how do smaller rural governments participate?

Bill:
One of the things that we’ve found that actually works pretty well – again, the transaction cost goes up a little bit – the bottom line is school districts, whatever, what we see that’s very effective is bundle facilities.  The more facilities you can put into it – if it’s the local government, all the local public facilities should be considered, to be done in a bundled ESPC project.  For example, we’ve done Indian Health Service.  These are very small medical clinics.  We had an ESCO go out; it was a very high transaction cost.  It got a decent return but they did 45 Indian Health Service facilities in four states, and it worked.

Chani:
Hi Bill.  This is Shaney from DOE.  I would just also like to point out for some of the EECBG grantees in Rhode Island, there’s about ten counties that are in the process of bundling their projects right now, to attract ESCOs.

Bill:
That’s a great, great idea.  What happened to the investment buy, the financial institution after the deal is completed?  Is it sold into some sort of secondary market?  If so, who buys it?

Doug:
Basically, in a lot of cases, it kind of depends on the term, but if it’s ten years, it sort of stays within the banking system.  If it gets bigger, they are often sold to industrial investors – the Prudentials, the TIAA-CREFs, the pension funds, things like that.  The individual that enters into that transaction is basically “quote” sells the paper to industrial investors, and those folks are looking for a long-term, continuous return on their investment, the industrial financial sector. Institution financial sectors really generally is where a lot of the funding really comes from.
Bill:
Right.  Thank you.  I’m going to hand it back to Irina to introduce the next presenter, and any leftover questions – which there a couple on financing – we’ll try to address at the end of the webinar.

Irina:
Absolutely.  Thank you, Bill.  Our next presenter is David McGeown.  He has over 25 years of experience in the facility management field, working across the world, from Hong Kong to Los Angeles, and specializing in energy and related technologies.  His experience in managing the execution of energy savings performance contracts has been applied to reduced average time to award and to secure a better value for his government clients.  He’s a recognized expert in measurements and verification of savings, and today he is going to talk to you about energy conservation measure selection.  David?

David:
Good afternoon, and I do have to update that realizing that I’ve now been to Hawaii, which is the only business between Hong Kong and Los Angeles.  I realized now that I have an American perspective.  But the purpose of this afternoon’s  focus, I need to give you an idea of what kinds of measures and energy conservation measures might get thrown into an energy savings performance contracting, and a perspective on the financing that’s associated with those.  So if we could go to the first slide please.


What I wanted to do there is just simply give you the laundry list of many of the measures that are typically included in an energy savings performance contract.  You may have one of these; you may have many of them.  It depends on your investment goals as to which you want to derive, and I have noticed a couple of questions talking about the longer term payback.  Those of you who have looked into any energy efficiency investments and have probably noticed that some of these do tend to have longer term paybacks, and payback being defined as the number of years it takes the cost of the energy savings to repay the initial investment, and a longer term payback would be in the region of 15 to 20 years.  In recent time I’ve seen some renewable energy projects getting bundled in that on their own had a 40-year simple payback.  So I would say go through this list and it will give you an idea of some of the things to look out for in terms of seeing if these are attractive to yourselves, and then we’ll slip to another slide that shows what a bundle might look like for a reasonably sized project.


So starting with the regular boiler and plant issues, those are very, very common, where governments have not been able to get capital reinvestment and may have perhaps struggled for operation and maintenance, so that over the years the equipment, the distribution systems that are associated with them degraded and they are very often very good energy investments to replace, or upgrade the components.  Typically associated with that but occasionally overlooked in a project is the ability to control those boilers and chiller plants and the equipment that they see heating or cooling to, and therefore I’d strongly recommend that you look at the energy management control system, building automation control systems, process control systems, whatever your technical folks tend to call them, because I have very frequently seen the ability to significantly improve the overall performance of a system by having the data that are available in your control systems talk to each other and get better action, better response out of the overall systems.


The next thing that we put on the list, that’s becoming increasingly popular in a lot of the federal government projects I have seen, where we have very old buildings.  The Army has a wonderful phase called “World War II Wood,” and I’m sure those of you out there in local governments have many very old buildings yourselves in which, when our fathers, grandfathers, grandmothers tended to design these, the energy envelope was not a primary consideration, and replacing windows, putting in building insulation, improving building insulation, is now a fairly common measure, often has a longer payback and requires a bundling with what tend to be called the “low-hanging fruits” that we have later on in the life, such as your lighting, motors and electric drives.  

Chilled and hot water steam distribution, I think that links to the chiller plants.  That’s when you should look at overall systems optimization.  I’m sure there are many stories out there of going out into the field and seeing the hot water steam and chilled water in the drain where it wasn’t supposed to be doing and leaking.  Very, very common energy conservation measure is steam traps on systems that distribute steams around the building, that have degraded over multiple years.

Lighting is next on the list which is a huge staple for many years, of energy savings performance contracts.  There are lighting systems that I personally replaced just ten years ago that can be replaced right now with the advances in technologies, and yes, to the gentleman – I think it was a gentleman; forgive me if I’ve got it wrong – the person that asked earlier, there are LED street light ESPCs in process out there.  Electric motors and drive are both efficiency improvements with like-to-like replacements, that there is also a big opportunity out there where the original design intent of the system, such as an air-handling unit, for which many motors in ESPCs are used, has changed, and you can downsize motors or you can effectively resize motors with variable speed drives and save a lot of electricity, because those motors often have very long run hours to generate your savings.


Refrigeration is a favorite topic of mine.  I spent seven years in supermarket refrigeration in frozen distribution, chilled distribution.  Many of you may have warehouses that you are responsible for.  Both are popular.  But in a few instances of late we’ve seen things like picking up a lot of dollars on the chilled foods, chilled water, chilled drink machines and all that running 24/7 and don’t need to be, having lighting in there that’s very expensive.  And distributed generation, the next one on the list, is a misnomer.  Very often distributed generation is a utility term.  

Unsafe generation is the term I prefer to use among safe owners, where you may be able to generate – if you will excuse the pun – savings by you running your equipment to avoid the utility having to run very expensive peak generation equipment.  And also that gets mixed in with the next item on the list, renewable energy, which is a popular topic now, but is one in which almost all of the renewable energy projects I have seen have very long paybacks, but are commonly now being bundled with lighting, motors, and drives to achieve the renewable energy goals, and where I am right now, where the price of power just went to 42 cents a kilowatt hour this morning, to avoid oil generation, that can be a great bargain.


Energy and utility distribution.  That can be, again, working closely with the utilities, or often mixed out in the discussions of energy savings performance contracts, where you can improve how the energy is delivered to your buildings.  There are savings to be had there, as in lots of transformer change outs.  Water and sewer is popular now with our sustainability initiatives, but because of the historically low cost for water around the mainland United States, I don’t see a lot of those being short-term cost-effective, but they are increasing on the list right now.


Electric peak shaving is very similar to the distributed generation.  Rate adjustments, again, is talking to the utility and moving transformers around to take the service at a different price.  Be careful with that one, because that’s often something that you can do quite quickly yourself with a utility wrap and you can have very large savings with it, if there’s a rate adjustment to be had.


The process improvements, getting back to my earlier comment about looking at your energy equipment, HVAC equipment as a system, recommissioning is vital and there’s a whole industry right now that is just doing recommissioning.  I really love the phrase continuous commissioning to maintain however aged your equipment is at peak performance.  Advanced metering helps you get the information into your hands quickly to control and manage your systems better, and plug load reductions is just simply going around and figuring out, “What can I unplug that doesn’t need to be plugged?”  So next slide please.


This will show us in bundling these together, and in that slide I will be showing you the typical hospital, is the example that I’ve used here for how you would see a whole bunch of different measures pulled together.  So the one that I had used was a $4.5 million project, which came in at a very common sort of number.  People like to see projects that in a simple payback definition have a seven to ten year simple payback.  And I’ve given you an idea of the measures in there.  

This is simply for you guys to be able to see how a bundle might come together rather than for me to monotonously go through all of these, and you can see how, in this slide, we have the text that tells you what’s come together, and in the next slide, please, I’ve given you the spreadsheet and in that spreadsheet you can study for yourselves how the elements of that come together with electric energy, gas energy.  The forecast for developed savings, which is important to understanding how those forecasts are based, and how each of those elements come together with different paybacks from the motor efficiency being downed, but I like to round it up to four years, and bundling compressor replacements in at the 18-year simple payback.

So hopefully that’s given you an idea of how one might pull a series of measures together to put a large project together that comprehensively attacked, in this case, a hospital campus.  The last one that I was asked to talk about is this issue of how you get pricing.  We had talked earlier about the cost elements of an ESPC, and this is one where you can learn a lot from – next slide please – federal energy program levels, and it’s a wealth of information about how federal government but it can be related to local government.  But my favorite phrase in all of this was told me about 15 years ago, by a gentleman that I came to admire, and he said, “Looks, it’s regular sticks-and-bricks, design-build construction.  There are a whole bunch of planets encircling the back end of it.”  

So the strongest advice that would be there is when you’re looking at, am I getting a fair price, use what you’ve already got in your government or in your community, to help you understand, what would it take for me to get a chiller, a window, a motor, or whatever, in my community, and then have some understanding that there are additional costs in an ESPC when you look at how those ESCO-plus, cost-plus models are applied to it.  One of the things we talked about earlier was open-book pricing.  Define up front what you all mean by open book.  I’ve been intervening a few times when an interesting definition to what open-book actually meant, but the important thing that I think Linda had mentioned to you all, was to make sure you that you document up front and you getting an example up front of what that model looks like, so don’t wait for the final proposal.  

Work together with that ESCO as much as you can, and as wide a group of stakeholders as you possibly can to make sure that when that final proposal comes in, you’re not surprised by the prices associated with it, and at that point you’ll have the ability to understand what Doug just told you about, which is the element of the financing costs.  And I’m a couple of minutes over time, so I’ll had it back to the moderator.

Irina:
Thank you, David.  And we do have a few questions that are coming in through the Question window.  One is directly related to one of the ECMs that you touched on which is lighting.  Other examples that you could give of ESPCs working on LED street lighting?

David:
Yes, I can, and we can probably best with the time available put those in the responses.  I’ve seen a couple now where the governments have got whole fail replacements of street lights using LED lighting, and they’ve had success with what the risks are on LED street lights.

Irina:
All right.  One of the questions is, how do you negotiate a final scope of work, David?

David:
The critical piece is that final scope of work should not be a surprise to you.  It should be the one that you have worked with your ESCO and usually you’re led by the ESCO sales person and your internal business development person that is what I call the energy champion for that project.  And I suggest even weekly to be exchanging back and forth what the scope of work is, and the term that I use in my project is called energy action team, that you, on behalf of your government, whoever it is that occupies those buildings or may have an interest in how that building is owned, operated, maintained, a stakeholder group is assembled so that you, on behalf of your government, go out to that stakeholder group, make sure they’re engaged, and you don’t get my nightmare that I had once, when the director of the lab had not been adequately engaged and the day the ESCO showed up to change the lights, he threw us all out.

Irina:
All right.  Well, one more question is, how do you determine a fair price?

David:
My advice on that is that your local people, that have done your own what I called sticks and bricks building, HEAT, whatever it is construction, your own government estimated, and look at the models they’re using for what’s a fair price in your region, in your locality, and then having understood, in your RFP process, how the ESCO plans to pay both costs and burden them with their overhead and their project management, their design build process, you’ve understood how those costs are going to mark up, get marked up.  But the biggest problems I’ve seen is when you’ve not done that up front, and somebody from 500 miles away is trying to judge what a reasonable price of steam craft maintenance is in a market they’ve never been active in, and that needs to be current information as well, not somebody who knew what it cost a year ago.
Irina:
All right.  Thank you so much.  And we do not seem to have any other questions directly related to this subject, so what I would like to do at this point is move on to Mr. Karl Berntson and he is going to answer the questions that were submitted by our attendees before the webinar, as we encouraged all of you to do when we sent out the announcement.  Mr. Karl Berntson is a senior professional with over 35 years of experience in the energy industry.  For the last 10 years he has developed and managed energy savings performance contracting for the states and local governments, with demonstrated success in selling and implementing ESPC projects for Maryland, saving the state over $190 million in energy expenditures.  Karl?

Karl:
Thank you, Irina.  Yes, we have a couple of questions come in before the webinar and the first one is, what is the main medium high percentage of funds that nationally ESCOs will be taking from the pie?  And what that is is actually a question of how much profit the ESCOs are looking for.  And in general, you need to recognize that the ESCOs are private entities and they are in the business to make a profit, so they will certainly have goals for how much margins they would like to achieve on each project.  However, you are the one doing the hiring of the ESCOs, and you have a tremendous leverage.  Now, you shouldn’t be alarmed because the ESCO makes a profit, but you are writing the RFP.  You can specify the maximum allowable overhead and profit in your RFP that will be acceptable to you.  And a couple of recommendations:  you can use a sliding scale so that larger projects, the lower the allowable mark-up is.  You also need to specify the open-book pricing – we have talked about that – to make sure that you understand how they put their pricing together.  You can also specify different mark-ups with your ESCO work – that’s all the work they do internally – and you can put another allowable mark-up with ESCO subcontracts, where you can judge how much work they actually are going to do on that particular item, and allow the mark-up accordingly.  

And you should think about the scenario, what it really would take for you to accomplish the same thing if you use the regular big spec-type project to accomplish the same thing here.  Instead of single project, you would have to divide it – if you’ve got several buildings, for example, you’re going to replace chillers, generally, you do one project at a time, or whatever you’re going to replace – boilers – you have to break it up into several projects versus here with ESPC a small number of projects.  So with a single project, you have to give an RFP for the design service to start with.  You evaluate the proposal and you select the design firm, and once you select then you issue the contract.  Once the design is completed, then you have to issue an RFP for the general contract that can do the installation.  

Next you’ve got to review proposals, you’ve got to select the contractor, and then you issue a contract for the contractor.  The general contractor, and probably subcontractor come on to work, and you wouldn’t have any savings guarantees, and you would have to issue separate RFPs and contracts for service and maintenance.  At the same time, if you want to verify the savings, you would be responsible for verifying that.  So when you look at the various levels of contract, in that kind of a scenario, it’s really a string of contracts a lot more than there is in an ESPC.  So you probably have an overall benefit of doing ESPCs.  

The time-consuming part to you, certainly, going through the inspecting bids for several projects, several buildings, takes a lot more time, and, for an ESPC, you don’t need the capital.  To do them separately you would have to have capital funds, which probably none of you have.  So what the ESCO is looking for profit, we don’t have a number for that.  That would be something you would need to negotiate, and by looking at the mark-ups and specifying them, you can control that, to some degree.

The other question we had is, how are utility escalation rates handled within the physical ESPC, both for the determination or estimating savings, and actual?  For a ten-year project your assumed escalation rate is a critical component of project selection.  Over the course of the project, are current utility prices used to determine the energy savings?  Would the consequences decline if rates do not escalate as predicted by ESCO?  Please elaborate.


Well, the way we look at this, again, keep in mind that the ESCO only guarantees energy savings in energy units.  They do not guarantee the dollar savings.  So therefore, the risks associated with the use of escalation on any of your rates to determine dollar savings, that risk rests totally with the client – in other words, you.  So don’t rely on the ESCO to predict the escalation rate.  You should instruct the ESCO as to what escalation rate to use in your RFP.  The dollar savings are established by multiplying the energy units saved by the appropriate energy rate.  Often, that is expressed as the present rate or the baseline rate, whichever is higher.  

How you handle the escalation in determination of the possible project site, that’s really a matter of your risk tolerance.  If the financing for project is based on dollar savings, they are annually escalated and the escalation does not occur and the utility project is not escalated, the building owner – you, in other words – you could find yourself in a situation where you have to request additional funding to cover the debt service.  Now, one way to avoid that – but until you’ve escalated rates to make the project as big as possible, would be to structure the financing so there’s a significant annual positive net cash flow, therefore being able to cover the debt service, even if the escalation does not occur.  

The problem can also be avoided by having an agreement with a budget in your organization that the portion of the utility budget that covers your debt service, the financing company, that portion is escalated annually for the duration of the project financing term.  Now FEMP, the Federal Energy Management Program, they do to have an energy rate, an escalation calculator available on the website.  It’s really ____ for future rates, basically, four or five percent escalation.  However, they don’t really predict what the escalation would be.  I don’t know anybody who has a crystal ball that can really predict that 10 or 15 years down the road.  

But, keep in mind that it could be beneficial not to use escalated rates, as any actual rate increase will only affect the energy not saved.  In other words, if your ESPC project pays 20 percent in energy usage, the rate increase would only apply to the remaining 80 percent in energy usage, and therefore you’ll get an immediate benefit on your utility project, and that can be a very good selling point for future ESPC projects you might want to do.  And that’s those two questions we had beforehand.  Thank you.

Irina:
Thank you, Karl.  We have a couple more questions to wrap up this webinar.  One of them is to Doug, and it is, have you seen any creative financing structures that can fund energy improvements that have a very long payback from an energy savings perspective, such as chiller replacements?

Doug:
There’s two pieces to always be considering.  What I mentioned earlier was just taking advantage of the market in the utility business where they are seeing the benefits of particularly low deduction, or demand response as it’s known.  Probably chillers more than anything because electrical equipment is always be looking at what financial incnetives are available, and that’s something that, what we’ve done in the federal government is use that as a revenue stream to the ESPC project, which increases the return on investment, if you will, but basically it reduces your “capital costs” in a sense.  

I think the other thing – and this is probably not comfortable – is what we have experienced, at least in the federal sector, to get the deeper savings that Linda talked about, is it’s all based on term.  It’s not comfortable but I would say of the almost 300 that we’ve done, the average term of the contract, or the period after it’s installed and accepted, averages 17 to 18 years, and that’s where we’re able to get more significant investment in equipment and greater savings.  I don’t know if that answered that question.
Irina:
Thank you so much, Doug.  And there is definitely one more question to wrap up the webinar.  We were a little bit over the time but hang in with us for just a few more seconds.  What assurances does the ESPC give, or what steps in the process can ensure that the ESCOs so not lowball the baseline, or that they do not avoid penalties if the energy savings are not achieved, as verified by M and V?  And it could be Karl, it could be Doug, either one of you.  David, if you have your perspectives, that would be wonderful if you could share.

David:
Sorry.  I was a little bit slow on that mute thing.  The key is that I think everybody when they are going in need to understand how those baseline measurements are being taken, and to associate with each category, measurement that’s taking a reasonable understanding of what’s being measured, why it’s being measured, and what impact it will have on the savings.  There’s no really answer to that.  You’ve got to know that at the end of the day, if they’re presenting you a baseline, and they’re presenting you some savings, that you have confidence you understood what they’ve told you.  We could take hours to discuss the rest of it, but that would be my simplest piece of advice.  If you can’t understand it, then something’s wrong.

Doug:
This is Doug.   The second part of the question, I think, is what are the penalties.  Basically, the idea is it’s guaranteed savings, and so on an annual basis they’re expected to deliver $100,000 or $200,000 in savings, and you’ll hear more about it from Karl, in terms of the M and V, but if that report demonstrates that they have not achieved $100,000, the customer or the facility owner is in a position, under this contracting mechanism, to withhold payment until those – an ECM has failed or it’s not performing as they expected or proposed – you’re in a position to withhold payment until that is corrected.

Irina:
All right.  Any other questions that you might want to ask?  Now there is about two minutes to do that, and we will hang in on the line, just to make sure that any additional questions are answered.

Chani:
Irina, this is Chani Vines from Department of Energy.  I just want to point out – and Linda, please, I’m going to refer to you – but I noticed up in the poll that most of you are in the RFP stage, and Linda was one of the founding members of the Energy Services Coalition.  And on their website they do have model contract documents that may be helpful to you in this process, going forward.  Linda, can you just mention some of the documents that may be helpful?

Linda:
Yeah.  There is a model RFP, actually one designed for state programs to seek a pool of ESCOs, so it would need some customization used by an end user.  But the questions are there.  That may be of most value, the whole outline of what you should request in terms of proposal from an ESCO.  I guess I should add, also, the whole suite of contract documents is there as well, and perhaps in a follow-up response here we can provide the direct link.
Irina:
Thank you, Linda, for answering that.  It’s a very helpful addition to the information we have already provided.  Everyone, I’m not seeing any more questions.   Last minute thoughts?

Bill:
Irina, is it possible, since we didn’t get to a very critical piece of M and V that the presentations can be sent out to the participants, and then, on this slide that’s showing now, they can certainly e-mail us directly to answer their questions?

Irina:
Yes.  I think the best way to handle it at this point would be to ask questions through the e-mail.  You see the contact information right up there on your screen, and since we have run out of time, and in the interest of everybody’s schedule, I would like to thank everyone for attending this webinar, and appreciate your feedback, your questions, your interest, and hopefully we will have more to offer.  In the meantime, thank you so much.  On behalf of the Department of Energy, ICF International and SRA International and NREL, thanks for joining us.
[End of Audio]
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