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ENERGY-SAVING PERFORMANCE CONTRACTS 
FOR STATE AND LOCAL GOVERNMENTS
В период растущих цен на энергоносители вопрос об их экономии становится всё более и более актуальным. Но что же делать государственным структурам, которые постоянно находятся в состоянии нехватки средств на подобные проекты? Концепция Пефоманс Контрактинга — это «ноу-хау», которое обеспечивает финансирование энергосберегающих технологий на всех уровнях государственного управления. Эта схема даёт возможность частному капиталу получать доход от вложений в государственные проекты с минимальным риском для инвестора и беспрецендентной выгодой для государства.
Energy Savings Performance Contracts (ESPCs) represent a package of services provided by a private company which audits, designs, installs, maintains and finances energy conservation projects for government entities. In the U.S. this concept is widely used by state and local governments to improve energy efficiency in the areas with budget constrains. 
The third-party company performing the mentioned tasks is called an Energy Service Company or in short - ESCO. 
This company essentially recoups the money for the cost of the equipment through savings that the end-user realizes from the newly installed system. 
Typically, the savings are calculated on a 10 or 15-year basis and guaranteed by the ESCO. In other words, ESPC is a financial mechanism, which becomes very important for cash strapped local and state governments. It serves well in introducing energy-efficiency measures to the customers with high debt burden as it provides effective off-balance sheet financing. 
Different types of ESPCs

There are two main kinds of ESPCs: with guaranteed and shared savings. The guaranteed savings type of contract is when ESCO guarantees the customer a certain amount of savings to be achieved. If that does not happen, the company pays the difference back to the customer in a form of shortfall payment. 

In a shared savings scenario, the ESCO and the end-user split the savings between each other. The most common approach is to have a 50-50 responsibility. In such case, the government and the ESCO equally split the costs of development and installation at the beginning of the project. After the equipment is up and running, all the proceeds from energy saving are divided equally between the parties. At the beginning, shared savings approach has occupied majority of the U.S. performance contracting market. With the time, however, experience showed practical flaws of this method. Since there was no clear mechanism to monitor and verify the savings, the parties involved would constantly disagree on the amount of money to be shared. 

That is how the term guaranteed savings came about. Now, the burden of verifying and reporting the savings laid on ESCOs. This allowed the local and state governments to fully shift the risk to a private entity and still be able to finance the so-needed energy efficiency projects. Since risk is usually associated with money, ESCOs started to price the additional risk of the guarantee into the overall cost of the project. 
Because large companies were able to spread the exposure among multiple projects, it was easier for them to provide a guarantee at a lesser price to the end-user.

Nowadays, over 80% of energy performance contracts in the U.S. are done on the guaranteed savings approach basis. It is by far, the most useful and reliable way of satisfying both the client and the company. ESCO becomes a one-stop-shop for all governmental energy saving needs and yet guarantees appropriate project’s execution for the entire performance period of the contract. 
Who benefits from ESPCs

The use of performance contracting is limitless. Anywhere where there is a potential for energy savings could be considered a prospective area. Western governments are using this concept to finance projects on all levels: federal, state, county and especially local municipalities. It so happened that state and local governments are the largest beneficiaries of this innovating method of financing. As mentioned earlier a performance contract generates an off-balance sheet record, i.e. whatever the debt burden is enquired by the project it stays off the customer’s books. As a result, many cash strapped state and local governments use this feature to attract so needed financing without the need to raise taxes.

On the state level, the largest users are educational facilities, i.e. schools, colleges and universities. There is always room for energy efficiency improvement where multiple buildings are involved. Considering that technology changes every 10-15 years, there is a continuous demand for more efficient equipment replacement throughout educational campuses. With the local governments, performance contracts are used to introduce new technology mostly for city and county operations. These entities have to make money to finance their operations and therefore are usually run on a tight budget. A project that guarantees energy and operational cost avoidance or generates additional revenue is always welcomed by city and county administrators.
Energy Conservation Measures (ECMs)

There is an extensive list of energy conservation measures that can be used under a performance contracting umbrella. When working with state and local governments ESCOs usually pick the ones with maximum payback since these customers rarely allocate their own money for the project. 
As a result, the most widely used ECMs include: lighting retrofit, heating/cooling equipment upgrade and installation of automated facility management system. 
Replacing old lighting fixtures with new, more efficient equipment provides majority of the energy savings and can generate up to 40% in efficiency gain. 
This is by far the easiest ECM as it has straightforward calculations and very simple savings verification procedure. Providing the state and local governments usually own an extensive number of buildings and street lights this energy conservation measure carries a huge potential for reducing electricity cost burden on those entities.

Another opportunity to save on energy consumption comes from introducing newer, more efficient heating, ventilation and air conditioning equipment (HVAC). Depending on the climate patterns of the region ESCO proposes to replace the existing boilers or chillers with less energy consuming machines. This particular ECM is even more attractive because it reduces customer’s maintenance expenses as the new equipment comes with manufacturer’s warranty.

Recent research shows swimming pools being substantial energy hogs for school districts maintained in the U.S. by state governments. As the heating equipment ages and the building envelope deteriorates more and more energy is required to maintain the necessary conditions inside. 
Addressing these two problems allows reducing energy consumption and using the freed-up dollars for building and equipment improvements. Governments also use performance contracting to purchase facility management systems, which are used to control comfort level inside the buildings. 
A very good example would be regional hospitals or other governmental entities of high priority. Since very little budget money is allocated for building and HVAC upgrading, increase in energy efficiency becomes a viable option to obtain the necessary financing by these entities.

Conclusion

ESPCs have been widely used to improve energy efficiency for decades now. 
Originated in Europe, the concept was very well accepted in the U.S. and is now leading financial tool for energy efficiency projects with government customers on the state and local levels.

The advantages of this type of financing are obvious. First, performance contracting provides necessary funds for cash-strapped governments unable or unwilling to raise taxes. Second, it guarantees the necessary performance for the whole duration of the project. Finally, it provides private capital with an opportunity to make money on virtually risk-free governmental ventures. 
Using performance contracts to promote increase in energy efficiency is also the right thing to do. 
The more efficient our government becomes, the less energy will be needed to support its operations. By reducing demand for energy we can save more natural resources for future use. Utilizing ESPCs to finance energy efficiency projects will help us save the planet for our children. 
Вестник ХГАЭП. 2007. № 2 (29)


