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NAESCO — Who are we?

* A non-profit trade association advocating for the
energy service company market

* |n existence since 1983
* Membership of 98 companies

 Home of the only Energy Service Company (ESCO)
Accreditation

* 30 Accredited ESCOs
* ESCO industry is about $7-8 Billion Annual Spend




Accreditation

* A rigorous process of evaluation performed by an
independent committee of reviewers
* Financial Review
Project Review
Savings Achievement Assessment
Interviews with Site Personnel
Legal History Review

e Provides an additional assurance of ESCO
Performance




What is this all about?

* Energy Performance e A contract that repurposes
Contract (EPC) money wasted on energy
and operational expenses
* Energy Service Company A Company that develops a
(ESCO) scope of work to install

building improvements that

will save money and energy

* Measurement and .« A : luati h
Verification (M&V) process of evaluating the

performance of equipment
installed that is intended to
save money




How does this work

1 Total Energy and Operational Cost Before

3 Total Energy and Operational Cost
After

Cost Savings

4 Cost Savings Annually Repay Lender




What is the process?

* Step 1:
* Step 2:
* Step 3:
* Step 4:
* Step 5:
* Step 6:
* Step 7/:

ESCO and Client Discuss Needs

Preliminary Analysis to Determine Potential
ESCO and Client Refine Needs

Investment Grade Audit

Negotiate Final Scope of Work to Contracts
Construct the Project

Annually Assess Performance
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Who uses EPCs?

* A term called the “MUSH” market is the
predominant user of Energy Performance Contracts
* M — Municipal Governments
* U - Universities and Higher Education
e S—School Systems
 H— Hospitals

* These contracts are used by these entities because
they have “enabling legislation” that allows them to
redirect existing budget dollars into a new use

* The MUSH market often has challenges to acquire
the money to do building improvements

. 7




Who uses EPCs? -

Market
Segment

I Federal Gowvt
M Healthcare

B K-12 Schools
B Private

B state/Local Govt
B UniviColleges

Market share (%)

g | R Source: State of the US ESCO
‘ o g Industry, Lawrence Berkeley

National Laboratory, 2019
By investment By project count
level




Where are they done?

Total investment level per capita of reported projects by U.S. state

COMMENTS:

Investment levels per
eapita highlight increased
ESCO activity in Kansas,
Massachusetts, Alaska,
Hawaii, and the
Source: State of the US ESCO Industry, Lawrence Berkeley Southeastern region.

National Laboratory, 2019

Investment levels per capita ($2016/person) [ 1-20 [l 20-40 [l 40-60 [ > 60




Controls

Distnbutioniventilabion

Lighting

Boders

Aar quality

Chiberg

Packagediroo-lop/split syslems

Water consen/ation

Behavioral and operational strateghes

Water healting measures

Variable speed drives (VSDY

Mescelaneouws equipmentisystems

Buidding envelope

Clher HYAC sources

Other HWAC measures

il L

What is being
installed with

EPCs?

Source: State of the US ESCO
Industry, Lawrence Berkeley
National Laboratory, 2019
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How much
Energy is
Saved?

Source: State of the US ESCO
Industry, Lawrence Berkeley
National Laboratory, 2019
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Federal Gowt Healthcare K-12 Schools

N Operational
Savings

Share of energy and non-energy savings (%)

Source: State of the US ESCO
Industry, Lawrence Berkeley
National Laboratory, 2019

1980 1898
19ET 2003

Vintage

I Non-energy savings B Energy savings
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Why are EPCs used?
: O,

‘ Things just need to be
turned off
You want to eliminate People are cold

waste

It just seemed like a
good idea

A

Equipment is Broken

This is the only way to
get money
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Some key things to know

* Audits * Risk and Responsibility

* Payback * Construction Savings

* Cash Flow Proforma * Schedule

* Energy Savings * Project Closeout

* Energy Rates * Performance Period

* Energy Rate Escalation  * Measurement &

* Operational and Verification
Maintenance Savings * Warranty




Audits

Preliminary
* Done at no cost to client

e Short few hours at site
* Estimated Savings

 No Contractor Bids,
Estimated Costs

 Used to determine if
further action is
warranted

* Product is a project
profile

Investment Grade

 Done at cost to client
e Duration of 2-6 months
e Guaranteed Savings

* Contractor Bids,
Guaranteed Costs

e Used to establish the
scope of the work
agreement

e Intended Product is an
EPC
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Payback

* Project Information:
* |Interest Rate = 5%
* Desired Project Duration = 15 Years

* So, Financed Project Payback = 15 Years

* Simple Project Payback:
* Simple Project Payback = 10.37 years

[((1+int)"-1]
[(1+int)" xint]

* Simple: A ratio of the cost divided by the savings
* Cost of $1,000, Savings of $100/year
* Payback = 10 years

A :




Project Length Considerations

Simple vs Financed Payback

As project duration
increases, more of
the savings must pay
for interest on the
loan amount

s SiTiple = Financed
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Cash Flow Proforma

* A numeric description of the project over the
duration of the project.

* The cash flow proforma outlines the costs incurred
each year of the agreement, as well as the
offsetting savings to justify the costs.
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Energy Savings and Rates

* Energy savings is the amount of energy (kWh, Btu,
therms, MCF, ton-hours, etc.) that will be reduced by
the project

* Rates convert the energy units saved into dollar savings

* Electric rates often have a time-of-use factor included,
that can be time-of-day OR seasonal, or BOTH.

 Electric Demand rates are always time-sensitive

* Some electric savings may be in Power Factor
Improvement

A :




Energy Rate
Escalation

|£] EERC

O

File Help
Percent of Energy Cost Savings
Fuel Type Weight (%)
Coal
Distillate Oil
Electricity
MNatural Gas

Residual
Total

Fuel Rate Information

Location: IEE

Sector: ® Commercial

i1 Industrial

Contract Term
Start Date: ~

Duration: n

Carbon Pricing Policy

oy opson: ocamenrce |~

Annual Energy Escalation Rate

Inflation Rate (%): 220
Real: -0.00
Nominal: 2.20

FEMP Commercial Electricity Cost Escalation Rates for 25-Year Analysis for 2013

o

wb 0.18%* - 0.3;96;‘*

zjnu\mr?g?

ar avi ] 3 ‘ S
0.27%* -0.23%** ' |\
25 year average - L

0.59% 0.09%**
25-year average

0.39%* -0.11%*~
U.S. 25-year average

*Commercial REAL electricity cost escalation rates

** Commercial NOMINAL electricity cost escalation rates

* While rates DO go up, the
escalation factor you choose can

have a large impact on the project
 Escalation rates should be carefully

considered.
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Operational and Maintenance
Savings
* Operational and Maintenance Savings (O&M) can

be included in savings for a project

* Savings must have clear documentation and
substantiation

* Be careful about personnel savings in a project to
ensure that it is real

* Measuring and verifying O&M savings relies upon
the documentation you establish during the project
audit




Risk and Responsibility

* Sometimes called the Risk-Responsibility Matrix

* |dentifies who is responsible for things that happen
during the contract

* Can cover construction issues as well as performance
period issues

. Exam‘ole: If the operational hours increase from those
established in the original agreement, who is
responsible for the additional energy consumed due to
these increased hours?

* Example: Who is responsible for equipment failures
after the manufacturer warranty has expired, but still
within the performance period?
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Construction Savings

* During construction, some savings will begin to
accrue due to some scope of work being
complgted, while other scope of work is yet to be
started.

* Lighting savings are
installed at the
beginning of a project
will produce
significant sz

National Association of

o Energy Service Companies



Schedule and Project Closeout

* Schedule — 2 different ones during entire project

* Audit Schedule — how long will it take, may be key to
complete on-time to ensure construction fits seasonal needs

e Construction Schedule — crucial, as financing repayments may
be tied to on-time completion

* Project Closeout

e Substantial Completion — client gets beneficial use of
equipment, punch list of remaining items is created

* Warranty — typically starts at beneficial use/Substantial
Completion, may be different for each ECM

* Final Completion — punch list is done, savings guarantee
begins




Performance Period

* Begins at Final Completion

* Warranty Fulfillment

* Measurement and Verification

* Ongoing Services Provided by ESCO
* Maintenance done by client begins
* Operation according to agreement
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Measurement and Verification

* Various types that can occur
* Option A — Partially Measured
e Option B — Fully Measured
e Option C — Utility Bill
e Option D — Models
* Process of gathering data varies
e Spot measurements
* Ongoing measurements (ie from Building Control
System)
* Annual report of savings and project status
* Guarantee reconciliation

26



Warranty

* Typical construction projects include 1-year of
warranty on installed equipment

* Larger single point equipment often can have
extended warranty included (ask for it if you want
it)

* Performance Guarantee does not equal equipment
guarantee

27
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