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Program Description

PERFORMANCE CONTRACTING PROGRAM

FOR

FOSSIL FUEL AND OTHER RESOURCE SAVINGS

Program Overview

The Performance Contracting Program (PCP) aims to promote energy efficiency, including significant fossil fuel savings, through performance contracting projects in government, institutional, commercial, and industrial buildings and facilities. PCP can be designed to be economically viable as a stand-alone business proposition for Energy Service Companies (ESCOs); however, in order to reach the Stakeholder Group’s GHG emission target, additional incentives will likely be required to capture a deep and comprehensive set of efficiency enhancements.

The program is administered by the Energy Office. Program partners include the New England Gas Co., the Narragansett Electric Co., and the Oil Heating Institute of R.I. The program’s basic strategies are:


Recruit a pool of facilities whose operators would like to participate in the program by considering performance contracting projects.


Prepare a request for proposals (RFP) for energy service companies (ESCOs) who would like access to the pool of interested facilities.


Select ESCOs based on their ability to market, serve participating facilities well, and include significant fossil fuel savings in resulting projects.


Identify incentives to help customers participate in the program and to proceed with efficiency projects.


Monitor and evaluate program results, issuing additional rounds of RFPs as warranted and needed.

Projects that program ESCOs develop with participating customers should be comprehensive, saving multiple resources such as oil, gas, electricity, and water. Program guidelines will provide that a minimum portion of project savings should come from reduced use of fossil fuels. For a PCP flow diagram, see Appendix 1. For a listing of the kinds of technologies which would be targeted by the PCP, see Appendix 2.

Need for the Program
According to phase I research for the R.I. GHG process, there is substantial untapped potential for cost-effectively reducing fossil fuel use in nonresidential facilities in the State. No existing utility or state program specifically targets and realizes these savings. The PCP program will complement electric demand-side management (DSM), and existing electric DSM program incentives will help participating customers accept performance contracting projects. 

Under performance contracting, a host facility enters into an agreement with an ESCO. The ESCO identifies and recommends a package of energy-saving improvements. The ESCO guarantees that energy savings meet or exceed agreed levels—usually over a contract of 7-10 years. If savings don’t materialize, the ESCO pays the difference. This transfer of energy savings performance risk to the ESCO can help facilities move forward on efficiency improvements. To ensure savings, ESCOs often train facility staff and offer long-term maintenance. 

Program Timeline
The program is being finalized by Buildings & Facilities Working Group members and consultants. Once the program is accepted by the Stakeholders, Energy Office, and program partners, the Energy Office will begin to implement program tasks. The target date for issuance of the initial RFP is mid-2003.
Implementation Tasks
To implement this PCP, a set of key tasks must be accomplished. Following are proposed implementation tasks for the strategic elements of the program.

1. Solicit expressions of interest from customers and ESCOs. The Energy Office has already solicited ESCO interest informally. This may be followed by letters to (a) customers and (b) ESCOs outlining the PCP concept and asking for expressions of interest from them.

2. Recruit customers. A key role played by program partners New England Gas and Narragansett Electric will be to help identify and recruit the pool of customers to be included in the program RFP. Additionally, the Department of Environmental Management has public information about facilities with high environmental emissions. The Energy Office has information about contacts for municipal energy use, and may contact the Department of Labor and Training which maintains a list of existing boilers of over 200,000Btu/h input.

The two basic criteria for considering facilities to recruit for the PCP are:

· Their level of energy use, in particular fossil fuel use. If individual facilities are part of the same organizational budget --for example individual schools operated by one school district-- their aggregated energy use is more important than that of one particular facility. Public facilities are good targets because they will be around for years to come, need capital improvements, and have lower discount rates.

· The existence of old energy-using equipment whose replacement can form the core of an energy efficiency project at the site. 

The utilities’ sales and large customer representatives can contact medium/large customers individually. If possible, large fuel oil dealers will be enlisted as well. To make these contacts, the customer representatives will require training. The training format will emphasize such key issues as:


Identifying a substantial number of municipal, educational, and hospital facilities, while also including commercial and industrial businesses.


Getting access to a customer’s energy decision maker.


Explaining the essentials of performance contracting to the customer.


Quantifying the customer’s energy use, including fossil fuel not supplied by a utility.


Determining what energy savings measures the customer has taken in the past, and when.


Obtaining other key customer characteristics such as facility square footage, hours of operation, energy using processes, key equipment items, customer creditworthiness, etc.

The training format will be discussed by Working Group members and consultants, then conducted by the Energy Office. Subsequent to the training, program partners will proceed with customer recruitment. The names and key characteristics of the recruited participants will be compiled for the information of the ESCO(s) that win the bid.

3. Develop program funding. Because the returns from many energy-efficiency upgrades tend to fall below the threshold required for entities considering such investments, obtaining program-specific funding that can “sweeten the pot” for ESCOs will substantially improve the prospects for program success. Such funding could be used to provide incentives for the up-front studies of customer facilities that are required to scope out feasible projects. It could also be used to provide third-party oversight of the program to ensure that it is on track. Incentives toward project costs could also be considered, to encourage participating customers to choose efficiency projects that reduce fossil fuel use. Such projects may be boiler replacements, steam system improvements, or other facility-specific retrofits. Parties to the Working Group and the technical consultants are exploring potential program funding sources. Potential sources include:

· Grant from the U.S Department of Energy.

· Funds from National Oilheat Research Alliance.

· Credit enhancement through the Rhode Island small business loan fund.

· Application of Rhode Island systems benefit charge (SBC) funds for electric DSM measures.

· Application of New England Gas Co. funds for measures which may build winter gas load.

Each potential source is discussed in Appendix 3. Program funding will be discussed further by Working Group members and consultants. Development of funding is challenging and takes time. Though this task is listed third it should begin as soon as possible.

4. Prepare and conduct ESCO solicitation. In consultation with its program partners, the Energy Office will prepare an RFP for participating ESCOs. One RFP design decision is whether one or multiple ESCO awards will be made. If the latter, customers may be divided into separate regional pools. The Energy Office will disseminate the RFP. The winning ESCO(s) will receive:


The ability to market as part of a State program.


Access to the customer pool and data developed in task 2.


Ability to apply any special program incentives which may be developed (see task 3 above).

The Energy Office will select winning ESCOs in consultation with program partners. The RFP will require bidding ESCOs to explain how they will assure that a minimum portion of program resource savings comes from fossil fuels. ESCOs will be also evaluated on their proposed marketing approach, their approach to verifying energy savings, their track record in similar facilities in the region, and other criteria of the RFP design team. ESCOs will be asked to report project impacts on customer energy use to the Energy Office.

5. Monitor and evaluate program results. Once the program is operating, its activity will be tracked by the Energy Office. The Energy Office will total the energy savings, by fuel, of participating customers. By surveying customers, the Energy Office will determine how critical the PCP was to their moving forward with efficiency projects. If early results from the first RFP are positive, the Energy Office and the program partners will consider additional RFP rounds.

Appendix 1


Appendix 2

ENERGY EFFICIENCY OPTIONS

The following summary of key options which are often cost-effective in commercial/institutional buildings was prepared by John Batey, Energy Research Center, Inc., a Working Group member. Many of these options reduce both thermal (oil and gas) and electric energy consumption. Exclusively electric options are not listed. Note also that use of thermal energy in manufacturing and other industrial process may be targeted by the PCP. 

Boiler Plant Energy







Possible 

Improvement Options






Savings (%) 

	Boiler tune-up
	3-5

	Lower boiler pressure
	2-5

	Replace outdated burners
	10-20

	Boiler replacement
	10-40

	Furnace replacement
	10-30

	Reduce boiler off-cycle heat losses--automatic dampers
	5-10

	Automatic oxygen trim to improve combustion efficiency
	3-10

	Upgraded boiler controls
	3-8

	Isolate idle boilers to lwoer off-cycle heaet losses
	5-10

	Optimum boiler selection and operation of boilers
	10-30

	Steam trap and condensate return piping repairs
	5-10

	Boiler economizer to reclaim flue heat
	4-8

	Install reduced size (summer) boiler
	5-10

	Cogeneration engine for electric power and heat (a.k.a combined heat & power system)
	25-40


Building Energy






 
Possible 

Improvement Options






Savings (%)
	Reduced ventilation air rates (occupied and unoccupied hours)
	10-20

	Reduced exhaust fan operating hours
	5-15

	Reduced space heating temperatures (occupied hours)
	5-15

	Increased space cooling temperatures (occupied hours)
	5-10

	Night temperature setback/increase
	5-30

	Insulation (roof, walls); fenestration
	2-10

	Pipe & duct insulation
	2-10

	Energy management systems
	5-20


These lists include lower cost and higher cost measures that are selected and combined on a case-by-case basis following a comprehensive facility energy study. Energy use and fuel cost savings of 15-40% are possible depending on existing conditions. However, ESCOs tend to focus on substantial capital improvements such as new lighting or heating, ventilation, and air conditioning (HVAC) systems. ESCOs can perform all the above, but generally require at least one major capital improvement.  Lower cost maintenance options alone are likely insufficient to attract ESCOs.

Appendix 3

REVIEW OF POTENTIAL PROGRAM FUNDING
A. Possible New Funding.

1. Grant From the U.S Department of Energy. 

The DOE’s Office of Building Technology, State and Community Programs conducts the State Energy Program. Each year, Special Projects funded entirely by DOE are awarded on a competitive basis. States submit proposals in response to a solicitation identifying how technologies could be implemented in their region. The next solicitation is expected in March, 2003. Depending on the parameters of the DOE’s solicitation, Rhode Island Energy Office will submit a proposal for support for the Performance Contracting Program (PCP) on the basis of its innovative focus on fossil fuel savings, including petroleum.

2. Funds from National Oil Heat Research Alliance (NORA).

The Oil Heat Institute of R.I. (OHIRI), the nonprofit association of fuel oil businesses, has applied for NORA grants for consumer education, training oil heating professionals, and technology research & development. OHIRI will consider a grant proposal to NORA to provide incentives for efficient oil heating technologies implemented through PCP projects.

3. Credit Enhancement through  the Rhode Island Economic Development Corporation (RIEDC).

One of the programs operated by RIEDC is the Small Business Loan Fund Corporation. This program makes loans for various purposes at a moderate interest rate to existing manufacturing, processing, and selected service businesses. Loans covering equipment can be for a term of 10 years. Capital for this program came from the Economic Development Administration in the U.S. Department of Commerce. RIEDC is considering expanding its loan program, increasing the maximum loan for certain business to $700,000. From time to time, RIEDC considers special financing subprograms for defined purposes. With the assistance of Working Group members and consultants, the PCP can apply for special financing, which would be used to enhance the credit of participating customers.

B. Existing Funding.

1. Rhode Island SBC Funds.

SBC funds can help to support the PCP. Existing SBC-supported electric DSM programs can be accessed by participating ESCOs and customers to reduce the costs of those measures which save electricity. An enhanced approach would be to provide higher incentives for electricity conservation measures to participating customers, provided they also implement fossil fuel reduction measures.

2. New England Gas Co. Funds.

The New England Gas Company has a small marketing and DSM budget which can be used to support measures which add to gas consumption, such as on-site cogeneration or other switching from other fuels to gas. The PCP projects will be fuel-blind, but if such measures are identified by the program ESCO(s), these NEGA funds may help PCP projects move forward.
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