
CityofTukwila
JimHaggerton, Mayor

INFORMATIONALMEMORANDUM

TO: MPDBoardCommissioners

FROM: RickStill, ParksandRecreationDirector
RobertEaton, ProjectCoordinator

DATE: December2, 2011

SUBJECT: EnergySavingsPerformanceContractingOverview

ISSUE

ThisisaveryhighlevelintroductiontotheEnergySavingsPerformanceContracting (ESPC)
programthatisbeingconsideredtoimplementtheMPDCIPprojects.

BACKGROUND

ESPCisaprofessionalservicebytheStatethatutilizesenergysavingstohelpfundcapital
projects. TheESPCprogramwasestablishedin1986andmeetsallbiddingcriteriaforcapital
projects. Stateandlocalgovernments, publicschooldistricts, collegesanduniversitieshaveall
utilizedthisservice.

Somebenefitsofthisprogramare:
Knownguaranteedmaximumpricefortheproject
Guaranteedenergysavingsotherwisethedifferencewillbereimbursedtotheowner
OpenBookPricingandconstructioncostreconciliationassurebestvalueforowner
Allowsselectionofthemostqualifiedgeneralcontractornotthelowestbidder
Ownercanspecifyequipment

TherearetwooptionsforselectinganEnergySavingsContractor (ESCO) tobethegeneral
contractorforthework; eitherfromtheStatemanagedprequalifiedlistorthroughanRFQ
selectionprocess.

ANALYSIS

TheStatehasprequalifiedalistof14ESCO's. Asstaffhavebeenlookingfurtherintothis
programtheyhavebeenmeetingwithsomeofthelocalESCOcompanies. Theplanistohave
acompanyfromtheESCOlistmakeapresentationattheJanuary9, 2012MPDBoardMeeting
tofurtherexplainthisprogramandansweranyquestionstheBoardmayhave.

Therearethreeattachments, allarefromtheState:

1) AbrochureonEnergySavingsPerformanceContractinggivesabriefoverviewofthe
program.

2) AlistofadvantagesoftheESPCProgram.
3) AcomparisonofESPCwithConventionalProcurementProcedures.

RECOMMENDATION

StaffismovingforwardandinvestigatingoptionsandwillbringthisissuetotheBoardin
January.

ATTACHMENTS

EnergySavingsPerformanceContracting (tri -foldbrochure).
EnergySavingsPerformanceContractingAddsValuetoPublicWorksProjects.
ComparisonofEnergyPerformanceContractingwithConventionalProcurementProcedures. 27
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ENERGYSAVINGSPERFORMANCECONTRACTING

ADDSVALUETOPUBLICWORKSPROJECTS

EnergySavingsPerformanceContracting, orsimplyperformancecontracting (PC), sharesmany
similaritieswithconventionalpublicworksdesignandconstructionpractices. However, there
aresomedistinctdifferencesbetweenPCandthedesign, bid, build (DBB) process. PCcan
providemanyopportunitiestoanownerinstallingenergyefficiencyequipment, whicharenot
otherwiseavailablewhenusingtheDBBprocess.

TheadvantagestoPCforprocuringenergyefficiencyequipmentinclude:

Thirdpartyfinancingisavailable, whichallowsthepublicbuildingownertoconstructprojects
sooner. Somepublicworksprojectscantakeaslongassixyearstocomplete: identifyproject
andrequestfundinginthefirstbiennium; designinthesecondbiennium; and, constructinthe
thirdbiennium. UsingPCasimilarprojectcanbecompletedineighteenmonths.
Byusingthudpartyfinancingforprocuringenergyefficiencyequipmenttheownerreserves
scarcecapitaldollarsformorepressingbuildingimprovements. Combiningthirdpartyfinancing
withcapitaldollarsallowstheownertoleveragethecapitalappropriation, essentiallydoing
morewithless."

PCmaximizesutilityfinancialparticipationintheproject,
Energyservicecompany (ESCO) selectedbasedonqualifications. SincetheESCOalsoprovides
generalcontractingservicestheownerisalsoselectingthehighestqualifiedgeneralcontractor,
ratherthanthelowbidcontractor.

Buildingauditfindingsngsmustmeetowner'scosteffectivenesscriteriaorownernotresponsiblefor
ESCOauditcosts. 
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Thereisasinglepointofaccountabilityfromauditthroughdesign, constructionand
commissioning, whichreducestheuncertaintyofidentifyingaresponsiblepartywhendesignor
constructionissuesarise.

Subcontractorscanbeprequalifiedandonlythemosthighlyqualifiedandreliablesubcontractors
willbeinvitedtobidthework.

Owner /ESCOcanselectotherthanthelowbidsubcontractor.

Ownercanspecifyequipmentbymanufacturer.

ESCOguaranteesequipmentperformanceandassistsownerwithwarrantyissues. DBBrequires
thatequipmentisfreefromdefectsforoneyear. PCguaranteestheprojectfunctionsasdesigned,
maintainsspecificcomfortconditions, savesenergyandsavesdollarsoverthelifeofthecontract
withtheESCO.

Nochangeordersunlesstheownerelectstoincreaseprojectscope.
Openbookpricingandconstructioncostreconciliationassurefairestvaluefortheowner.

ESCOguaranteesconstructioncostandassumesfinancialresponsibilityforcostoverruns.
CommissioningisanintegralcomponentofPC, notanextracost.
Theownerhasmorecontrolovercontractor (ESCO) overheadandprofit. 0 &Pisnegotiatedand
multiplemarkupsofsubcontractorcostsarenotallowed.
ESCOprovidesaguaranteeofenergysavingsandreimbursesownerforanysavingsshortfalls.
ESCO'smonitoringandverification (M &V) servicesprovidesownerwithassuranceequipment
willperformforthelifeoftheagreement.

Perfonnancecontractingisa "valueadded" processforimprovingbuildingenergyefficiency.
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ENERGYPERFORMANCECONTRACTING

WITH

CONVENTIONALPROCUREMENTPROCEDURES

STANDARDPROCUREMENT

SPECANDBIDEVERYPHASE

OFIMPLEMENTATION

1. Usuallyrequiresacapitalbudgetauthorization.

2. Extendedcompletiontimeduetoneedtoobtain
budgetaryapprovalsfromAgency, Governorand
Legislature. Timeforcompletioncanvaryfrom
2.5yearsto6years. Increasedcostscanvary
from3 -15% duetoinflation.

3. ProjectisfundedbyStateissuedbondswhichare
repaidovera30yearperiodusingtaxexempt
financing.

4. Theseprojectsseldomqualifyforutilityrebates
sincetheprogramsarenormallyoverbeforethe
projectsarefunded.

5. Longtermenergysavingsare, rarely, ifever
guaranteed. Staffturnover, lackofongoing
training, lackofenergyconservation
expectations, andmaintenancefailuresoftenkill
projectperformance.

6. Comfortandlightingperformancestandardsare
seldomapartofanyconstructioncontractwitha
hardwarevendor.

7. ChangeOrdersarecommonpracticebecauseof
misinterpretationorfundingavailabilityand
scopeofprojectdonotmatch.

S. Separatephasesofprojectimplementation
diffusesthesourceofresponsibilityforeffective
performanceandoftenresultsindisputesover
liabilityfornonperformance.

9. Equipmentisguaranteedtobefreefromdefects
foroneyearfromsubstantialcompletion.
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ENERGYPERFORMANCECONTRACT

COMPETITIVENEGOTIATIONS

FORPROFESSIONALSERVICES

1. Utilizesexistingappropriatedutilitybudgetlineitem
topayallprojectcosts.

2. Thirdpartyfinancingisavailable, whichallowsthe
publicbuildingownertoconstructprojectssooner.
Timeforcompletionforanaverageprojectwillbe18
monthsfromprojectconception. Noincreasedcosts
duetoinflation.

3. ProjectisfundedbyStateTreasurerlease- purchase
financingorMunicipalLease (taxexemptorcapital)
financingwhichisrepaidovera10yearperiod.

4. EPCmaximizesutilityfinancialparticipationinthe
project. Thisreducestheamounttobefinancedor
allowsadditionalconservationprojectstobe
implemented.

5. ESCOprovidesguaranteeofperformance, monitors
andverifiesenergyconsumption, andtrainsstaffto
achievelongtermprojectperformance. Energy
savingsareguaranteedbytheESCO.

6. EPCstypicallycontainaperformancedefinitionand
guaranteeoflightingandcomfortconditions.

7. NochangeordersunlessOwnerelectstoincrease
projectscopewithincosteffectivenesscriteria.

8. Asinglepointoffinancialandtechnical
accountabilityfortotalprojectperformanceis
standard.

9. EPCguaranteestheprojectfunctionsasdesigned,
maintainsspecificcomfortconditions, savesenergy
andsavesdollarsoverthelifeoftheAgreementwith
theESCO. 
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10. Incrementalprojectimplementationoftenleadsto 10. Performancecontractorsconsiderallcosteffective

eliminatingcosteffectiveretrofitsdueto retrofitsandsecurefinancingforallfeasible
inadequatefunds, limitedstafftime, andoverly improvements. Thecostsofotherneededcapital
narroworbiasedprojectspecifications, improvementsmaybeunderwrittenfromany

additionalutilitycostsavingsgeneratedbytheproject.

11. Mostpublicinstitutionscannotaffordtopayfor 11. ESCOsinternalizetechnicalexpertiseinorderto
topnotchtechnicalenergystaffnorcanthey guaranteeprojectperformance.
affordtotrainexistingstaff.

12. Capitalenergyprojectsmustcompetewithother 12. EPCsarenotfinancedthroughacapitalprocess.
capitalprioritiesinanenvironmentoflimited FundingisavailablefromESCOs, lendersandState
budgetresources. Treasurer. Performanceguaranteesaredesignedto

coverthecostsofprojectfinancing, ongoing
guarantees, andmonitoringandverificationof
savings.

13. Thereisnodirectrewardtomanagersorstafffor 13. CompensationtotheESCOistieddirectlytoproject
reducingenergycosts. 
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performanceandprovidesaverytangiblefinancial
incentiveforreducingenergycosts.

14. Newprojectresponsibilitiescanbringrisksof 14. Willingnesstoaccepttechnicalresponsibilitiesand
nonperformanceandtechnicalerrorsduetolack risksistiedtodirectfinancialrewardswhichare

ofinternaltechnicalexpertise. basedonprojectperformance.

15. Theoperationsandmaintenancebudgetsofpublic 15. ESCOscannotaffordtounderfundanyfunctions
institutionsareusuallyunderfundedresultingin criticaltoprotectingtheirinvestmentandmeetingthe
comfortproblems, equipmentbreakdowns, lack performanceguaranteescontainedinthecontract.
ofstafftraining, andwastedenergy.

16. Whenprojectconstructionisacceptedbystaff,
thereisnoguaranteethatfutureimprovements
willbemadetorespondtochangingconditions
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16. ESCOshaveastrongincentivetorespondtochanges
intechnology, utilityrates, andbuildingrequirements
tomaintaintheguaranteeofprojectperformanceover
thetermofthecontract.

April2003

Visitourwebsiteathtto:/hvinv .-aa.iva.Eov/EAS /ene /esl)c.htm

34


