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DEPARTMENT OF VETERANS AFFAIRS PAR-
TICIPATION IN THE FEDERAL ENERGY
MANAGEMENT PROGRAM

WEDNESDAY, MARCH 18, 1998

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS,
COMMITTEE ON VETERANS' AFFAIRS,
Washington, DC.

The subcommittee met, pursuant to-call, at 2 p.m., in room 334,
Cannon House Office Building, Hon. Terry Everett {(chairman of
the subcommittee) presiding.

Present: Representatives Everett and Clyburn.

Also Present: Representative Evans.

Mr. EVERETT. I'm guing to go ahead and start the hearing. Unfor-
tunately, I think we've had three national security hearings today.
This is the third Veterans' Committee hearing. I know there's been
two Agriculture Committee hearings. [ know Budget is meeting,
and a group of others—Commerce—so Mr. Evans and I may be the
only two here, but it is an important hearing.

This hearing today by the Veterans' airs Subcommittee on
Oversight and Investigations is intended to provide an in-depth
look at the Department of Veterans Affairs' commitment and par-
ticipation in the Federal Energy Management Program.

The Energy Policy Act of 1992 authorizes agencies to utilize en-
ergy savings contracting to leverage private sector capital to fund
energy retrofits and upgrades. Tudg:}r we will examine how the VA
has exercised good fiscal management and how effectively they
have utilized these energy savings initiatives.

Under this program, the Department of Energy in 1997 esti-
mates the VA facilities to reduce energy consumption by more than
$60 million annually. These savings could begin as soon as projects
are implemented.

Every week the VA does not achieve its 30-percent ene gav-
ings goal can cost $1.2 million in lost opportunity—each and every
week, $1.2 million. This conservative estimate is based on an an-
nual utility cost of $212 million to operate some 4700 buildings and
approximately 122.5 million square feet.

Public and private sector energy utility companies have ex-
pressed interest in r:t:m.ritiil.':.§l investment capital for VA energy con-
servation projects. 'ghe VA has been a reluctant participant in the
past, but now appears to be moving ahead. We will hear more from
the private sector on how successful these partnerships can be.

(1)
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We will aleo hear from an early proponent of Energy Saving Per-
formance contracting, the Department of Army. I understand that
the Army has been very successful with ESP contracts.

I hope the VA's testimony will tell us how they plan to take
greater advantage of this innovative type of contracting. Alter-
native financing for energy efficiency improvements should replace
additional federal appropriations where feasible.

Currently, each VA hospital exercises contracting authority. The
VA should explore negotiations in energy conservation contracting
in larger service areas such as the 22 Veterans Integrated Service
Networks.

I look forward to hearing from our witnesses today. At this time,
I would like for any comments from my good friend, Mr. Clyburn,
our Ranking Member.

OPENING STATEMENT OF HON. JAMES E. CLYBURN, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF SOUTH
CAROLINA

Mr. CLYBURN. Thank you very much, Mr. Chairman. As Ranking
Democratic Member of this Subcommittee, I am pleased that you
have called this important hearing that goes to the very heart of
good government,

If we took a poll, most Americans would probably have no idea
what the Federal Energy Management Program is, That is not to
say, however, that it is not an important initiative.

Congress voiced its strong support for this program when it en-
acted the Energy Policy Act of 1992. The program is designed to
encourage reduced energy consumption and more efficient use of
scarce resources by our Federal agencies, including the VA.

For reasons that I'm sure VA will explain in some detail this
afternoon, it has taken a while for them to begin achieving the effi-
ciencies called for under the Act. No doubt there is a lot of work
yet to be done on the part of the VA and other Federal agencies.

I am hopeful this hearing will help sensitize the VA to the impor-
tance this Committee places on the program, and to the wise and
efficient use of its appropriated dollars.

Thank you, again, Mr. Chairman, for putting together this hear-
in? this afternoon. I look forward to the testimony.

']I‘he prepared statement of Congressman Clyburn appears on p.
25.

Mr. EVERETT. Thank you very much. Mr. Evans.

OPENING STATEMENT OF HON. LANE EVANS, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF ILLINOIS

Mr. Evans. Thank you, Mr. Chairman. I, like you, am a member
of the National Security Committee and am in between hearings
and won't be able to stay long. But [ did want to commend you and
Jim for your interest in today’s hearings.

Energy efficiency and cost savings may not make headlines in
the papers, but they are the kinds of priorities the VA and other
Federal agencies cannot afford to ignore as we make our plans for
the 21st century.
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So, I want to thank you again, Mr. Chairman, for recognizing
me, and I look forward to some of the testimony before I have to
report, as ordered, over to the National Security Committee.

']I‘he prepared statement of Congressman Evans appears on p.
28,
Mr. EVERETT. Thank you very much, Lane, I appreciate it.

Mr. EVERETT. We're going to have a vote probably in about 7 or
8 minutes. I'm trying to find out if it's to be one or two votes—does
anybody know? I'm going to ask the witnesses to limit their oral
testimony to 5 minutes. Complete written statements will be, of
course, entered into the official hearing record. And I will ask that
we hold our ciuestiuns until each entire panel has testified.

Now I would like to recognize Panel 1 and welcome Mr. John Ar-
chibald, Actigfg Director, Federal Energy Management Program,
Department of Energy. If you would, please be seated with vour
panel.

STATEMENT OF JOHN ARCHIBALD, ACTING DIRECTOR, FED-
ERAL ENERGY MANAGEMENT PROGRAM, DEPARTMENT OF
ENERGY; ACCOMPANIED BY MS. TANYA SADLER, ENERGY
SAVINGS PERFORMANCE CONTRACTING PROGRAM MAN-
AGER, FEDERAL ENERGY MANAGEMENT PROGRAM, DE-
PARTMENT OF ENERGY

Mr. ArRcCHIBALD. Thank you, Mr. Chairman, and 1 appreciate
being able to introduce my written testimony for the record. 1 just
have a few summary remarks,

It is in the interest of all agencies to manage their energy wisely.
In my capacity as the Acting Director of the Federal Energy Man-
agement Program, we work with all agencies who are ultimately
responsible for their own energy use, but we to coordinate their
activities and streamline the activities of the Federal Government
as a whaole,

As we all know, budgets are tight even for cost-saving projects
such as energy projects, and for several years agencies wuu]id com-
plete the best projects they had identified, but there was never
enough money to cover all of the projects that they could line up.

In the mid 1980s, Congress tﬁaased and the President signed into
law this unique authority at that time called “Shared Energy Sav-
ings” and currently called “Energy Savings Performance
Contracts”.

This authority gives agencies an opportunity to use private sector
funds and private sector human resources to stop the waste of en-
Er%; that agencies could not stop with their own limited resources.

e current Energy Savings Performance contracting authority is
greatly improved, and contracting actions by DOE and the Army
are accelerating the use through a mechanism that we have called
" %ger ESPCs", Super Energy Savings Performance Contracts.

e VA, through one of the members that will testify here today,
Bob Palazzi, was in the forefront of using these authorities to save
taxpayers money at a VA Hospital in Connecticut. And I'm pleased
at the level of activity that we are seeing in regions across the
country where we are issuing—where D is issuing its Super
ESPC contracts.
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The contracting task is now much simpler as a result of these
Super ESPCs, and the agency workload at the facility level is much
easier than it had been just recently.

For FEMP and Headquarters agencies, there is a similar easing
for each contract that we put in place of that workload. However,
the demand that we are seeing in the field to use those contracts
is actually increasing FEMP's workload, so that while we are
busier at what we do, we are doing much more than we had been
able to do in the past.

FEMP and the Department of Energy are ready to help the VA
and others as we help them implement these activities to help cut
energy savings at their facilities, and we are expecting very signifi-
cant energy savings to result. That’s the conclusion of my opening
remarks, Mr. Chairman.

[The prepared statement of Mr. Archibald appears on p. 29.]

Mr. EVERETT. Thank you very much. I have just two brief ques-
tions. What are the major constraints for the VA to participate in
DOE or Army Super ESPC?

Mr. ARCHIBALD. The activities that are called for in these con-
tracts right now require that the contractors provide a proposal to
the facility and that the facility then be able to evaluate the pro-
posal and to negotiate with the contractor on the best terms and
conditions. So, there may be some energy-savings measures such as
a lighting retrofit that would need to be incorporated or need to be
expanded, and the agency needs to be able to manage that activity
at the local facility level.

Now, FEMP, through a mechanism that has just begun in Fiscal
Year 1998 is authorized to assist the agencies at the local level, at
the facility level, and to be reimbursec? by the agency when those
energy savings accrue in the outyears.

So, that is probably the biggest activity for each agency such as
the VA to undertake, is that negotiation with the Energy Savings
Performance contractors at the local level, around the specific work
that is involved at that site,

Mr. EVERETT. How many VA Energy Savings Projects would you
estimate could be initiated this year?

Mr. ARCHIBALD. I know within the Department of Energy’s con-
tracts that we're putting in place, we've had discussions with four
different VA VISNs, the Integrated Service Networks. Some of
those are in places where we already have our contracts in place,
and I would anticipate that we would see at least one of those
signed this fiscal year to cover a VISN. The others are in areas
where we are still working to put our contracts in place. For exam-
ple, in the northeast, our contract there will be in place in the sum-
mertime. And so [ don't know that the VA portion of the work will
be added by this fiscal year, but I would expect that it might be
added by the end of the calendar year.

Mr. EVERETT. How about in 2 years?

Mr. ARCHIBALD, In 2 years, I would anticipate all four of those
VISNs to have closed contract with the Energy Service contractors,
and I would anticipate that others probably, if I might make a
E‘m' I would say another four VISNs would have signed on just

om places where we've had very preliminary discussions, but not
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the discussions that would actually bring us to close those con-
tracts. That's for the DOE contracts alone.

I will let the General speak for the Army’s activities, but I do
know that the Army and fhpe VA are working together on a handful
of additional VISNs that would be signed up under contracts under
the Army’s contracting mechanism,

Mr. EVERETT. Thank you very much. Mr. Clyburn.

Mr. CLYBURN. I have one question. The VA has indicated that it
was precluded from entering into Energy Savings Performance con-
tracts until regulations were put into place providing guidance on
such contracts.

Does your agency share a similar view regard the need for regu-
lations prior to entering into such contracts?

Mr. Elll-lCH[BALD. Mr. Clyburn, we did not. In fact, we commu-
nicated to the VA that we felt that the authorities that were pro-
vided in the Energy Policy Act were clear, and that the statements
that we had put in place, or the rulemaking Jmmess that we had
gone through at DOE, as we were required to do in the Energy Pol-
icy Act, provided a clear mechanism to allow all agencies to use the
Energy Savings Performance contracting authority.

We did communicate that to the VA and, in a series of discus-
sions over time, we and the VA came to the same conclusion that,
in fact, we were authorized to use the ESPC authority.

Mr. CLYBURN, So it was just a concern as to whether you were
authorized to do it, or they were authorized to do it, or whether or
not they didn't have proper guidance?

Mr. ARCHIBALD. e]ﬁ I would—I guess 1 would say initially
eounsel for both agencies disagreed. The counsel for DOE rendered
an opinion that said yes, we were authorized to use the ESPC au-
thority. Counsel within the VA had identified that they were not
allowed to use it, that the authority was not granted. And what we
ended up doing was negotiating over a period of time through a se-
ries of discussions at different levels within the agency, and ulti-
mately both agencies agreed that the authority was, in fact, grant-
ed and that all agencies were authorized to enter into ESPCs.

Mr. CLYBURN. Thank you, Mr. Chairman,

Mr. EVERETT. Thank you. For the record, Department of Energy
is the lead agency in this, right?

Mr. ARCHIBALD. Yes, that's correct. In the Energy Policy Act, the
Department of Energy was directed to issue the rulemaking on how
to use the Energy Savings Performance contracts that were

Mr. EVERETT. And there is no disagreement between Department
of Army and the Department of Energy on how to proceed on this?

Mr. ARCHIBALD. I don't believe so, sir.

Mr. EVERETT. There is a disagreement between counsel for VA
and your counsel?

Mr. ARCHIBALD. There was disagreement in the early days. I be-
lieve all that disagreement iz now ironed out.

Mr. EVERETT. Okay. We're going to recess this hearing. First of
;_ll. l-?t me dismiss panel. Jim, do you have any more ques-

ons/

Mr. CLYBURN. No, sir.
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Mr. EVERETT. Let me dismiss this panel, and thank you for your
participation. We may have additional questions for the record, and
we're going to recess the hearing until we can take this vote. We
should be back in about 10 minutes. Thank you.

[Recess.]

Mr. EVERETT. I'd like to start the hearing again and call the sec-
ond panel. Mr. Keith, Senior Vice President and General Counsel
for C&:S Way, International, Inc. Mr. Keith is representing the Na-
tional Association of Energy Service Companies.

Mr. Keith, if you will just begin your testimony, and please hold
it to 5 minutes.

STATEMENT OF ERBIN KEITH, SENIOR VICE PRESIDENT AND
GENERAL COUNSEL, CES/WAY, INTERNATIONAL, INC., REP-
RESENTING NATIONAL ASSOCIATION OF ENERGY SERVICE
COMPANIES, NAESCO

Mr. KEITH. Good afternoon, Mr. Chairman, Members of this Sub-
committee. As I sated, I am Erbin Keith, Senior Vice President and
General Counsel of CES Way International. CES Way Inter-
national is an Energy Service Company, or commonly called an
ESCO. I'm here to give testimony on behalf of National Association
of Energy Service Companies, NAESCO, and I have submitted a
written statement for the record.

In the brief time I have today, I will emphasize NAESCO’s rec-
ommendations regarding the Department of Veterans Administra-
tion's Energy Management Program.

A year ago, if | was givin is testimony, it would be quite dif-
ferent. Frankly, after tﬁi DVA issued ESPC guidelines in Septem-
ber of 1996, very little happened. That has changed somewhat over
the last year. The DVA has shown some movement on the ESPC
b%' entering into some ESPC contracts, primarily under the Corps
of Engineers Huntsville ESPC, and has also issued some Requests
for Proposals for ESPC contracts around the country. Some of these
projects are mentioned in Major General Hunter's written
teat]mun%

The DVA should be congratulated on taking these steps, but they
need to be encouraged to take further steps and implement more

rojects. Indeed, that is the real challenge, not just entering to an

SPC, but actually implementing the project. Expediting that proc-
ess is critical because, as the Chairman noted, truly time is money
here, and the most inefficient solution is to delay or not do
anything.

n light of this, NAESCO has four recommendations for the DVA.
First, the DVA should rely on congressionally authorized ESPC for
the procurement of energy efficiency measures. ESPCs offer many
advantages over cFrncurement options such as sole-source utility
cumpmﬁf area-wide agreements. For example, the Corps of Engi-
neers Huntsville and DOE have put in place, or are putting in
place nationwide, Indefinite Delivery/Indefinite Quantity ESPCs
that the VA can, and has at least three instances, ordered off these
contracts, Sﬁarticularl the Corps of Engineers Huntsville.

These ID/IQ ESPCs were 1gut in place by the Government agen-
cies most experienced in ESPC, namely, the Department of Energy
and the Corps of Engineers Huntsville, The contracts are well writ-
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ten. They are based on their experience and their lessons learned.
The ESCOs selected under these contracts are among the most ex-
perienced in the country. In short, the contracts are in place. There
1s nothing preventing the VA from ordering off the contracts, and
they have cfgne g0. The Corps of Engineers and Department of En-
ergy have essentially “greased the procurement skids”, and this
process should be followed.

Other options, such as sole-source utility company areawide
agreements are mappropriate for VA Hospital energy conservation
projects. VA Centers have special challen for energy conserva-
tion projects. For example, VAs operate 24-hours-a-day, seven-days-
a-week. They are very energy-intensive. The construction projects
at VA Centers tend to be more expensive because it's a complex
hospital environment. VA Hospitals have typically environmental
issues that need to be addressed. They have complex system and
equipment, and they have a significant amount of deferred mainte-
nance costs that need to be addressed in an energy conservation
pr’ciéﬁct.. An ESPC is much better suited to meet these challenges.

e ESPCs are based on competitive procurement versus sole-
source. That means the Government is likely to pet a better price
for the project. The ESPCs provide longer contract terms and, thus,
more comprehensive projects, an important issue because some of
our NAESCO members have found where utility companies have
come in and done projects under an areawide agreement that tend
to be what we consider “cream-skimming” projects. That isn't a
service to the VA,

Often, other O&M savings can be considered in an ESPC con-
tract, where they can't under a utility areawide agreement. The
contract under an ESPC is performance-based and guaranteed. Not
so under utility areawide agreement. And the ESCOs may bring
significant hospital experience to the table, an experience tgat you
may not see in a utility company.

second recommendation is that the VA should consider im-
plementation of ESPCs, where possible, on a VISN basis rather
than a facility basis. This offers two advantages. One, by pooling
the resources at a VISN level you're likely to have individuals who
have different levels of expertise on different tyg‘es of projects, and
by pooling it at the VISN level, they can all work to implement the
project.

'Iévgn, by implementing on a VISN level, you may be able to take
particular facilities that do not have significant energy savings and
use other facilities with greater amount of savings to help imple-
ment the project at the smaller facility.

Our third recommendation is that DVA support and train the
local contracting officers. ESPCs are fairly new in some aspects,
and are foreign to Government procurement. To take advantage of
these ESPCs, the Government should provide training to the local
contracting officers. The DOE and Corps of Engineers Huntsville
are a good source for this training,

Four, the ESPC pmgﬁg should be supported from the top down,
from the DVA to the N level, and Snall}' to the facility level.
I don't need to elaborate on this point, but it's only obvious that
you should be applying it at all levels of the DVA to make these
projects work.
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On behalf of NAESCO, thanks for giving me the opportunity to
give this testimony, and I'm prepared to answer any questions.

[The prepared statement of Mr. Keith appears on p. 33.]

Mr. EVERETT. Thank you very much. As Acting Secretary West
was at the Army when they used this program, I think we're going
to have top-down.

Mr. KEITH. That's encouraging.

Mr. EVERETT. I'm not trying to put words in his mouth, but I
think he's seen the benefit D{g the program. If you would, just a
thing or two about training contracting officers. Could you go into
a little bit more detail about that?

Mr. KEITH. Well, the contracting officers, Earticu]arl:.r at the facil-
ity level, may not have any experience in ESPCs. Again, they are
fairly new, and some of the contracting procedures are foreign to
traditional Government contracting procedures.

It's important that the contracting officers at all levels have a
good understandinﬁ of not only the contract terms of an ESPC, but
how they are implemented. There are excellent sources for this
training, particularly at the DOE and Corps of Engineers Hunts-
ville. I've sat thmu&h their training. It's an excellent way to get
these contracting officers to understand how an ESPC is imple-
mented.

Mr. EVERETT. How comprehensive are the VA's energy conserva-
tion initiatives, can you elaborate on that?

Mr. KeITH. Ideally, they would be very comprehensive. NAESCO
supports comprehensive energy conservation projects, and I want to
exi: ain what I mean by comprehensive.

t's very easy to go in almost any facility of a certain age and
come up with energy conservation measures related to lighting, for
example, There are typically quick paybacks. And you can install
a lighting system and it will pay from its savings in 3, 4, 5 years.

e idea to do a comprehensive project is to use those quick pay-
back items to pay for energy conservation measures that ﬁun't have
quick ga}rbacks, So, by blending all the items together, you come
up with a project that pays in a reasonable amount of time.

The advantage to doing a comprehensive project is that you take
care of a lot of the capital renewal needs of the facility. If you do
a lighting only project, at that point you've wasted the opportunity.
Now there has to be appropriations to go back and ac-:or&ﬁiish the
other energy conservation measures that would need to e place
at the facility, or environmental measures that need to take place.

Chiller replacement to comply with CSC requirements, for exam-
ple. Once you've wasted the opportunity by doing a lighting only

roject or a gquick payback project, you've lost that opportunity.
t's the other advantage of an ESPC, is that under a utility
areawide agreement, you're limited to a 10-year contract term.
That limits the comprehensiveness of the project, and we have seen
examples of that in industry.

By %oing to an ESPC, you can go up to 25 years. And I think
the DVA can give proper guidance to the VISN level and facility
level as to when it's appropriate to go from, say, a 10-year project
to a 15 to a 20 to a 25. My company, for example, has projects
ranging from 15 years to 25 years with the Federal Government.
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Mr. EVERETT. | mentioned earlier that we have a lot of schedul-
ing conflicts going on which seem to get worse and worse now-
adays, and we don't have any Members of the Minority present, but
we will allow counsel for the Minority to ask some questions.

Thank sw.n.l.

Mr. SacHs. Thank &?u, Mr. Chairman, I'll be brief. Following up
on what Chairman Everett was asking with regard to the status
of the VA's energy savings efforts, can you give us a sense for how
comprehensive those efforts are, and can you quantify the potential
cost-savings out there within the VA?

Mr. KeiTH. Okay. Perhaps it's too early to answer your question,
but the contracts that the VA has entered into are fairly recent,
over the last year. An ESPC contract has various stages you must
go through.

First stage is to actually contract. Then audits have to be done,
feasibility studies, :ﬁpmval to move on to a more well defined
study, and then finally approval to move on with implementation
of the project.

I'm not aware of any VA Hospital projects that have been award-
ed, for example, under the Corps of ]gngineers Huntsville's contract
that have gotten past maybe the audit al:aﬁe.

My company, for example—actually, Major General Hunter I
think is going to address some of these particular projects in his
testimony—but, for example, in our projects, we are proposing very
comprehensive project involving lighting, chiller change-out, co-gen-
eration options, humidity control, particularly long-term items to
the VA.

As of this point, we have been nothing but encouraged by the VA
in nural‘v"'ISPf that we're working, in response to our preliminary
proposals.

r. SacHs. How about a sense for potential cost-savings out
there. Are you in a position at this point to give us an idea, based
on how many facilities there are within the VA system, about what
kind of cost-savings could be generated?

Mr. KeITH. Yes. We have a rule-of-thumb that we use at these
facilities. ically, you can take the utility bill at a particular fa-
cility and, for a 10-year project, the 1-year utility bill is about the
size of the project you can do.

So, for example, if a VA has a $2 million utility bill, we feel we
can do at least a $2 million project at that facility, sometimes much
greater depending on the availability of DS money and other incen-
tive monies.

So, for example, in the VISN that we're working in right now,
which is Fluricl)a and Puerto Rico, we are pgoing to propose, and
have submitted preliminary proposal, to do about gjﬁ million of
work at those seven hospitals, and this year alone we are expecting
seven hospitals could have an ultimate construction value of be-
tween $20 and $30 million.

Mr. SacHs. Thank you, Mr. Chairman.

Mr. EVERETT. I want to make sure the record is clear. Do you
currently have any Federal contracts?

Mr. KEITH. CEE Way has Federal contracts under the Corps of
Engineers Huntsville ESPC as well as the DOE's Southeast. Our
affiliate company, Energy Pacific, has contracts under the DOE's
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Super ESPC in the West. CES Way has probably completed more
Federal ESPCs than any ESCO. Si there's quite a few contracts
that are still ongoing but have been implemented.

Mr. EVERETT. Thank you very much, Mr. Keith. We will have ad-
ditional questions for tﬁe record, and we will appreciate your re-
sponse to them. At this time, we will call Panel 3.

Major General Milton Hunter, Director of Military Programs for
the Army Corps of Engineers, for the Department of Army. General
Hunter, we welcome you very much, and if you will introduce who
isl with you on your panel, and then at that point you may proceed,
please.

STATEMENT OF MAJ. GEN. MILTON HUNTER, DIRECTOR, MILI-
TARY PROGRAMS, ARMY CORPS OF ENGINEERS, DEPART-
MENT OF ARMY; ACCOMPANIED BY JOE A. McCARTY, ME-
CHANICAL ENGINEERING TEAM LEADER, DIRECTORATE OF
MILITARY PROGRAMS, HEADQUARTERS, U.8. ARMY CORPS
OF ENGINEERS

MGen. HUNTER. Thank you, Mr. Chairman. Mr. Chairman and
Members of the Subcommittee, I am Major General Milton Hunter,
Director of Military Programs in the Headquarters of the United
States Army Corps of Engineers. Accompanying me today is Mr.
Joe McCarty. He is from our Engineering and Construction Divi-
sion in the Military Programs Directorate. He is my Mechanical
Engineering Team Leader and supervisor at the ESPC program.

In your letter of invitation, you asked for testimony on the
Army’s experience in ESPC. With your permission, I would like to
give a brief overview of the Army experience with the program, and
submit a more complete version for the record. And Elen I'll close
by briefly discussing the Corps' effort and support of the Veterans’
Administration ESPC Program.

Currently, the program has turned an Army investment of
$792,000 since 1988 into 11 projects with a private sector invest-
ment of $36 million for the replacement of lighting, motors, cooling
systems, ground source heat pumps, and air propane plants, The
result is a total estimated cost avoidance of over $53 million over
the life of the contracts. This is a great investment with over $11
million to be retained by the Government, a ten-fold return on the
Government's investment.

The Corps’ involvement in Shared Energy Savings, which is the
same as ErgP{], began in 1986 with a chiller replacement project in
Corpus Christi, Tﬁ The Corps now has over 13 regional Super
ESPC contracts to cover all 50 States, District of Columbia, and
Puerto Rico. These 13 regional ID/IQ contracts have an ordering
capacity for about $2 billion worth of energy saving measures.
These contracts administered by our support center in Huntsville,
AL, which was mentioned by the earlier witnesses, are available to
any Government agency. Our customers include the Army, the Air
Force, the Coast ard, Defense Logistics Agency, the National
Guard Bureau, and the Veterans' Administration.

In Fei{ruar;.r, th_e ]'Jﬂ‘ice of the Secretag of Defense provided the
Corps with $4 million to “jump start” the ESPC program for all
DOD services. This money is being used to support a wide variety
of initiatives including assisting customers in the award of task or-
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ders against the exiatin% areawide contracts; development of new
contracts to support ESPC activities at DOD facilities in Europe
and Korea; expansion and award of additional contracts for
CONUS; training in the ESPC process; and promotion of the ESPC
program as well as technical support to the Air Force and the Navy
n implementing ESPC programs.

The Veterans' Administration uses a multi-faceted approach, as
you heard earlier for energy savings performance contracting. They
use the DOE regional contracts, they develop their own contracts,
and they use the Corps’ contracts.

Currently, three of the 22 Veterans Integrated Service Networks
have chosen to take part in the Corps’ ESEE: program., and signed
Memorandums of Agreement with our Huntsville Support Center
in the Fall of 1997.

The VA Omaha Medical Center in Omaha, Nebraska has also
chosen to participate. An ESPC contractor has been selected for
each. Training sessions for both Government and contractor per-
sonnel have been provided. The training provides information of
the ESPC process, and the responsibilities of all involved parties.

The ESPC contractors have performed site visits and are cur-
rently proposing projects such as lighting upgrades and controls,
chiller upgrades and replacement, boiler upgrades, utility monitor-
ing and control systems, domestic water %:eating, electric peak
shaving, variable speed drives, geothermal heat pumps, cooling
tower replacement, and motor replacements. This represents a
total estimated private investment of about $15 million with a po-
tential energy cost avoidance of about $30 million, Construction ac-
tivity is expected to begin in the Fall of 1998,

The DOD strategy to increase the efficiency of facilities and re-
duce energy demand and consumption was based on the fact that
in Fiscal Year 1997 DOD spent over $2 billion for energy for build-
itf‘l i_? and facilities alone, as a part of their total usage of over $5

illion.

Sir, that concludes my testimony subject to your questions.

[The prepared statement of General i!unter appears on p. 40.]

Mr. RETT. General, thank you very much for being here
today. Can you again give me a sum total of how much the Army
saved in energy and money by ESPC contracting?

MGen. HUNTER. Yes, sir. The earlier figure I mentioned was
$792,000 on 11 contracts. The projected savings is $53 million. To
date, we estimate we have avuicﬁad $11 million.
fug:ir. EVERETT. That's a dollar-for-dollar savings on appropriated

8.

MGen. HUNTER. Yes, sir.

Mr. EVERETT. If you will, please elaborate on the Super ESPC.
I understand that the VA is considering participating in this one.

MGen. HUNTER. Sir, they are, in fact, participating in the ESPC
contracts that we have awarded. 1 mentioned earlier that we had
three Veterans Integrated Service Networks that have participated
in ESPC contracts. We have also gotten the VA Omaha Medical
Center to come on-line to participate in this process. So we have
four from VA right now.

Mr. EVERETT. Does the VA lose its bargaining power by contract-
ing as single medical centers rather by regional VISNs?
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MGen. HUNTER. Sir, I'm not sure of that. I would have to re-
search that and get you an answer for the record.
(The information follows:)

FaciLity VERSUS REGIONAL CONTRACTS

Question. Does the VA lose its bargaining power by contracting as single medical
centers rather by regional VISNs?

Answer. Regional VISN contracting is ideal. ESPC can be effectively used on es-
sentially any facility or group of facilities. However, the more facilities in the group-
ing, up to a peint, the greater the number and variety of energy conservation oppor-
tunities available. This increases the potential for combining a variety of ene
conservation measures into ESPC g;e:cm that are acceptable for funding by the
private contractor and provides the rnment with the optimum benefits in terms
of energy savings and cost avoidance.

Mr. EVERETT. Thank you. Let me ask you, even with your con-
tractor training program, do you think a local medical center con-
tracting officer has the expertise to exercise these ESPC contracts?

MGen. HUNTER. I think with appropriate training they could ex-
ercise these contracts. Right now, we have a center of expertise as
well as DOE, and if trained to use this instrument, I think they
could be very successful in using it locally.

Mr. EVERETT. But they would need the training.

MGen. HUNTER. Yes, sir.

Mr. EVERETT. Does the Army Corps of Engineers favor single fa-
cility contracts or regional systemwide contracts?

Gen. HUNTER. gilr, we feel we can gain more advantage with
a regional contract simply because you can issue multiple task or-
ders against that contract and not have to issue single contracts
with every energy savings effort.

Mr. EVERETT. General, that's all the questions I have. We're
going to let counsel for the Minority ask some questions. By the
way, we may have additional questions for the record.

MGen. HUNTER. Yes, sir.

Mr. SACHS. General, your testimony indicates that three of the
22 VISNs within VA are presently working with you on energy sav-
ings performance programs. Can you give us a more detailed look
at those three ﬂgﬂa. Do you know whether contracts have actu-
ally been signed on those projects?

MGen. HUNTER. Sir, [ think the Memorandums of Agreement
have been signed, but I don't think the contracts have been final-
ized yet.

Mr. Sacus. Okay. Can you give us a thumbnail sketch what kind
of energy saving activities are envisioned at those particular
VISNs, and also a sense for the degree to which those kind of en-
erﬁy saving practices can be applied across-the-board within the
VA hospital system?

MGen. HUNTER. I'll defer that to my expert here in terms of what
VA has done so far, since they have not been finalized. Maybe he
;fan gi;e you a sense of what they are doing in terms of the scope

WOrK.

Mr. McCARTY. Some of the things they are looking at would, of
course, be lighting that was previously mentioned, which is usually
a very high payback item. My understanding is they are also look-
ing at high efficiency motors. They also looking at and seriously
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considering replacing some chillers with more energy efficient
chillers. This also gets away from the ozone depleting chemicals in
older chillers.

I understand that there may be some cases where they are actu-
ally looking at geothermal heat pumps which may have application
in the smaller units. These are some of the items that are being
looked at. Of course, it is very site-specific. Most of those items that
I've mentioned would have application in a large number of facili-
ties, both VA facilities and military facilities.

Mr. SACHS. So it is your sense that many of these cost-savings
projects can be applied on a much larger scale within the VA hos-
pital system?

Mr. McCARTY. Yes, sir. Many of the energy conservation meas-
ures have wide applicability.

Mr. SacHs. General, if you could just—and this is the last ques-
tion I have—if you could give us a sense for the degree which you
have conducted any outreach, or the Corps has done outreach, to
increase VA's awareness of the cost-saving possibilities?

MGen. HUNTER. Sir, we have been promoting the program, as I
alluded to earlier, within the Department of Defense. It was not
widely used. It was used in parts of the Army and parts of the Air
Force. What we did, in my briefing to the Deputy Secretary of De-
fense, was to get it imbedded DOD-wide. And the $4 million that
was provided after that briefing was to give it a jump start to get
all of the services to use it within DOD. So, that's sort of been the
first effort.

Mr. SacHS. So there has not been any stepped-up effort to spread
the word at the VA, it's been kind of a focus at this point within
DOD, is that correct?

MGen. HUNTER. Yes, sir.

Mr. SacHS. Thank you, Mr. Chairman.

Mr. EVERETT. General, let me extend my thanks to you for being
here today. We certainly appreciate your testimony. At this time,
as I said, we may have additional questions that we would appre-
ciate your prompt response to for the record.

Thank you very much, General.

Mr. EVERETT. We will now call the next panel, Panel 4, Mr. Ken-
neth Clark, Chief Network Officer for the Veterans Health Admin-
istration, for the Department of Veterans Affairs, and Mr. Robert
Palazzi, Chief, Design and Development, of the VA Connecticut
Healthcare System. Gentlemen, if you will please be seated along
with the rest of your panel.
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STATEMENT OF KENNETH CLARK, CHIEF NETWORK OFFICER,
VETERANS HEALTH ADMINISTRATION, DEPARTMENT OF
VETERANS AFFAIRS; ACCOMPANIED BY ROBERT A. PALAZZI,
CHIEF, DESIGN AND DEVELOPMENT, VA CONNECTICUT
HEALTHCARE SYSTEM, DEPARTMENT OF VETERANS AF-
FAIRS; BILL GRAHAM, DIRECTOR, NETWORK PROGRAM SUP-
PORT OFFICE, CNO; RAJ GARG, CHIEF, ENERGY MANAGE-
MENT DIVISION, CNO; AND LEN MALAMUD, SPECIAL ASSIST-
ANT TO THE ASSISTANT GENERAL COUNSEL, GROUP V

STATEMENT OF KENNETH CLARK

Mr. CLARK. Thank you, Mr. Chairman. Let me introduce the
members of the panel. To my left is Mr. Robert Palazzi, who is the
Chief of Design and Development Section of the West Have, Con-
necticut, VA Medical Center. To my right is Mr. Bill Graham, who
iz the Director of the Network Program Support office here in
Headquarters. Next to Mr. Graham 1s Mr. Raj Garg, who is the
Chief of Energy Management Division located here in Head-

uarters. And to Mr. Garg’s right is Mr. Len Malamud, who is with

e Office of the General Counsel, also here at Headquarters.

Mr. EVERETT. If yvou will proceed with your testimony, and I ask
you again to hold it to 5 minutes, and we will submit your complete
testimony for the record.

Mr, CLARK. 1 have just a few opening comments to make, and
Mr. Palazzi does as well, and we will be, obviously, available for
guestions.

Mr. Chairman, I appreciate the opportunity to discuss VHA's En-
ergy Management Program with you this afterncon. Since initial
energy conservation measures were begun in 1975, the VA has con-
gsfientljr met, or exceed, all energy reduction goals set by Executive

rders.

During those years, we've applied a variety of technologies con-
sistent with lemslative authority to help us meet our goals, and
those will need to be even more rigorously managed as agency
budgets continue to be held to responsible levels.

The Energy Reduction Act of 1992 made Energy Savings Per-
formance contracting possible for Federal agencies. Following
issuance of contractual guidelines by the Department of Energy in
final regulations published in the Federal Register in 1995, unique
sp:fiﬁc ESPC contract criteria were then developed by each Fed-
eral agency.

In VA, these efforts involve General Counsel, procurement, field
energy, and ene staff members. Criteria were issued to all VA
Medical Facilities in October 1996,

In response to field feedback, clarification guidance was
subsequently distributed to all facilities last year. Since that time,
training of field staff has been performed, familiarization both with
procurement and technical Btag?&t each facility and in the VISN
with specific contract requirements of the ESPCs has been
accomplished.

In addition, simplification of the process has recently been made
for the use of recently established regional Super ESPCs in each
of the six DOD regions,
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VHA sees tremendous field use of the ESPC and Super ESPC op-
tions for energy conservation. We have included several examples
of specific applications in my written testimony, and we have a
member of the panel, as I mentioned, from the VA Medical Center,
West Haven, CT, who has personally dealt with the ESPC process.

I'd like to ask Mr. Palazzi, from the West Haven VA, to make
his opening statement, and then our panel will be available to an-
swer any questions you have.

[The prepared statement of Mr. Clark appears on p. 43.]

STATEMENT OF ROBERT A. PALAZZI

Mr. PavLazzl. Good afterncon, Mr. Chairman. I have submitted
my testimony in writing for the record, and I will just synopsize
fshe program that was accomplished at VA Connecticut Healthcare

ystems.

Basically, we awarded an ESPC contract. At the time, it was
called SES, Shared Energy Savings, based on the authority granted
in the mid-1985 ruling, the same ruling that Department of De-
fense was working on as well as Army Corps.

The contract was awarded November 11, 1992, and was substan-
tially complete by April of 1893. Our Medical Center enjoyed the
benefit of working with a very astute ESCO, which iz an Energy
Service provider. We developed a project which has replaced our
chiller plant, and retrofitted and/or replaced approximately over
8,000 light fixtures at West Haven.

The project completely pays for itself. There were no additional
funds added to this project. There's no additional taxpayer dollars
expended other than what we would have normally expended in
our utility budget if we had done nothing.

I feel our project was a success, and I really don't have anything
bad to say about ESPC, nothing but applause because it worked
well for us.

[The prepared statement of Mr. Palazzi appears on p. 48]

Mr. EVERETT. Thank you very much. I'm going to ask some direct
questions—and, Mr. Clark, I'll start with you—you can respond in
perhaps as few words as possible, but if you feel additional infor-
mation should be furnished to the Committee, please feel free to do
go in written form.

Briefly state what the Department has done to move the ESPC
program forward.

Mr. CLARK. We have done a number of things, Mr. Chairman.
We have, first and foremost, as [ mentioned in my testimony,
trained Medical Center staff to understand the ESPC contract
process,

We have now trained virtually all of our procurement staff in
that area, all of our technical staff in that area, as well as the
VISN staff, over the last couple of years. Obviously, with turnover
in staff, we need to renew and continue those efforts, and will do
that, but training has been a major thrust of our plans.

Also, the staff here in Washington, through a series of conference
calls, guidance, policy guidance, we have apprised the field of these
opportunities and, perhaps more importantly, instructed them in
how to go about the mechanics of entering into these contracts, and
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I think generally raised the level of sensitivity, interest and knowl-
edge about the ESPC contracting process.

Mr. EVERETT. And I'm sure that’s right, but the average GS5-10
contracting officer trained by you in these very complex multi-fac-
eted contracts and the business aspects of ESPC, are they capable
of exercising these contracts?

Mr. CLarK. They are capable of exercising those contracts. Obvi-
ously, that's going to vary from facility-to-facility. And what we
have tried to do is ensure that there is a knowledge so that those
contracts can be expeditiously put in place. But, obviously, there's
a lot of people involved. These are very complex contracts, and
there are strengths and weaknesses in that area throughout the
system.

yMr. EvERETT, Have any of the medical facility folks actually done
one of these contracts?

Mr. CLARK. I'm not sure what individual facilities have done
them, We do have contracts now in three of the networks, which
have been put in place only within the last 6 months, that involve
20 facilities.

Mr. EVERETT. The medical center contracting officers, did they
actually execute these ESPC contracts at those facilities you just
mentioned?

Mr. GraHAM. Yes, They are involved in it, and most of the net-
works utilize the contracting officers at some of their servicing fa-
cilities, and key facilities, to actually exerts this and coordinate
pthers that for all the network facilities.

Also, we had five facilities that entered into contracts them-
selves—Dallas, Lake City, Florida; Richmond, Virginia; Portland,
Oregon, and West Haven—on their own initially, plus, as you
heard, Omaha is pursuing it on their own. .

One of the benefits of the DOE and the DOD contracts is that
a lot of the more complex issues have already been addressed for
the facility staffs, and it makes it much easier for them to get in-
volved in this process.

Mr. EvERETT. Do you have kind of a boilerplate guide for them
to go by?

Mr. GRAHAM. Yes, we sure do. It took a while to put it together,
and we had to try to make sure that we were minimizing the risk
factors. There are a lot of issues with liabilities and so on, and we
address that in a general sense with a fairly lengthy guide, and
then we tailored that as we got some feedback from the field about
specific issues that they felt also needed to be clarified. So, we kind
of had two tiers of information we've provided the field.

Mr. EvERETT. Mr. Clark, of the 170 medical centers, how many
of them have had ESPC contracts signed and working?

Mr. CLARK. The contracts that we just mentioned, which I think
were five or six, are actually contracts and, as I said, we've got
three networks now that have VISN-wide contracts in place. 1 will
point out that all 22 networks, are in various stages of evaluating
contracts or determining what their contract strategy will be, so
this is at least an activity that's ongoing in all 22, and probably
half of those are in stages of contracting where we hope tEat they
would consummate a contract in the upcoming months.
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Mr. CLARK. The large numbers are going to really come forward
with the VISN-wide concept. Of the three network VISN contracts
that are being dealt with right now, there are 20 facilities in those
three networks. So, that's where you start to really get into the
larger number of facility involvement.

Mr. EVERETT. Could Em of the $20 million for the Tampa Spinal
Cord Injury Unit and Energy Center project have been contracted
under the ESPC?

Mr. CLARK. I'm sorry, the question was, could it have been con-
tracted under ESPC?

Mr. EVERETT. Yes, could it have been couiracted under ESPC
and, if it could have, why wasn't it?

Mr. CLARK. I'm afraid I don’t know the ar: wer to that.

Mr. GrRAHAM. I think primarily it was an Energy Management
Center which had to do with the monitoring of some of the equip-
ment. To be sure, some of the chillers were ipdated and upgraded
for the spinal cord unit, but it was an oversight project that pulled
in not only the equipment, but also the Energy Management Cen-
ter, which is a computerized monitoring program for all of the as-
pects of energy at the facility. That was conceived, and we've done
those traditionally, as a separate portion of a major construction
project,

Mr. EVERETT. Out of curiosity, how many medical centers have
highly efficient light fixtures installed as a result of ESPC con-
tracts?

Mr. CLARK. If we don’t have an answer right at the table, we can
certainly provide that to you. We don't know the answer to that,
but we can provide that for the record.

Mr. EVERETT. In the Department’s 1897 annual report to the
President and Congress, as required by the Energy Policy Act of
1992, the VA claims to have achieved a 15.1 percent reduction
overall in energy consumption.

If I lay your 1996 and 1997 annual reports side-by-side, it looks
like the VA increased its fuel consumption in almost every single
category. Can you explain how that can happen?

Mr. GRAHAM. I can explain some of that, Mr. Chairman. I think,
in part, what we've realized is that many of our facilities have be-
come retrofitted for air conditioning, particularly facilities that
were not, when they were built, air conditioned. As the facilities
are retrofitted, or refurbished, generally we will include as part of
that project, an air conditioning component. And so we will con-
sume much more energy through air conditioning, in part.

Another reason or another factor, certainly, is the increased so-

histication of equipment and technology, particularly computers.
R‘Iuch of that has contributed to the increase in consumption.

Mr. EVERETT. As I look down here, it's not just electricity, but
fuel oil, natural gas, LPG and propane gas, coal, they are all up.
Could you give me—I would ask you to make a detailed analysis
of this—surely somebody has done that somewhere—and make it
available to this Committee?

Mr. CLARK. Certainly we can do that.

(The information follows:)
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Quastion:  Provide detailed analysis in all categories indicating the reasons for
Increases in energy consumgtion in FY 1997 as compared to FY 1898 as reportad in
the annual reports to the Department of Energy (DOE).

Answer: Basad upon the annual reports submitted to DOE, the following is the
comparison of energy consumption in buildings and facilities operations:

COMPARISON OF ENERGY CONSUMPTION

BUILDINGS AND FACILITIES

TYPE OF UTILITY CONSUMPTION PERCENTAGE CHANGE

FY 1996 FY 1997
Electricity
(Megawatt Hours) 2,618,791 2,671,954 +2.10%
Fuel Oil
{Thousands of Gals.) 15,005 8,520 -43.21%
Matural Gas
(Thousand Cubic Feet) 13,361,917 13,812,620 +3.37%
LPG/Propane
{Thousands of Gals.) 178 48 - 73.03%
Coal
{Short Ton) 5,899 8,110 +1.85%
Purchased Steam
{Bitlion BTUs) 1,188 1229 + 3.36%
Purchased Chilled
Water (Billion BTUs) 33 139 +321.20%
Gross Square Foot 149,730,000 151,230,000 +1.00%

Air Conditioning Tons ars.oM7 383,132 +2.16%
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Explanation of Increases and Decreases by Category

Electricity:

The increase of 2,10% is primarily atiributed o the increase in gross square
footage (1.00%) and the installed air conditioning tonnage (2 16%). Also, the
installaton of computers and other equipment such as cat scanners, magnetic
resonance imaging (MRI1), and thair ralated requirements to maintain certain
temperatunes and controfs 24 hours a day to provide the best medical care to tha
velarans has contributed 1o the increase in electrical consumption nation-wide,

Fuel Oil, Natural Gas and LPG/Propane:

The fuel ail consumption wenl down by 43.21%, LPG/Propane went down
73.03%. However, the natural gas consumption went up 3.37%. The reason for the
Increase in natural gas consumption and the decrease in fuel ol and LPG/Propane
consumpticn is because many facilities have changed to natural gas instead of fuel odl
and LPG/Propane. Also, the added gross square fool of space increased the natural
gas consumplion during the heating season.

Coal:

Sheridan, WY, is the only medical canter that uses coal for its boilers. According
to the chief engineer at the medical center, the reason for the increase was a colder
1957 winter as comparad to 1896 winter and a major steam leak In the underground
supply piping during 1987, Detferiorating steam traps caused the make-up water to
increasa from 2,000 gallons in 1996 to 6,000 gallons in 1997 that also increased the
coal consumption, A project has been funded o commect these problems.

Purchased Steam:

There are twelve (12} madical centers that are purchasing steam. Four of them
have shown a significant increase in thelr consumplion in the fourth quarter of FY 1997
as compared fo their consumption in the fourth quarter of FY 18096, According to the
chief engineers at these medical centers, there were various reasons for the increase in
steam consumplion shown in FY 19987, VA medical cenler, Baltimore checked with the
utility company and found out that one of the two melers was not working during the
months of July, August and Seplembaer, 1996. VA medical centers at North Chicago
and Chicago (WSD) reported that 1996 was a much hotter summer than 1597, Al
steam supply to the main buildings was shut-off except for the animal quarers resulting
in lower steam consumption in fourth quarter FY 1996 as compared to fourth quarter of
FY 1997, VA medical center, Madison, W reported that the steam was first procured
from the University of Wisconsin in January 1956, so the steam consumption was not
raporied for the first quarter of FY 1996, Also, the increase in the fourth quarer of FY
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1657 over the pravious year was due 1o 1) significantly colder surmmer relative to 1996,
2) activated 20,000 square fool laboratory addition and new ambulatory surgery suite,

Burchased Chilled Water:

There are two medical centers that are now purchasing chilled walter, San
Antonia, Texas and Madison, Wisconsin. In FY 1985 and FY 1996, only Madison, W1,
purchased the chilled water. The consumplion of chilled water in FY 1205 was 44
billion Btus, wheareas the consumplion in FY 1996 was 33 billion Btus, a reduction of
25%. In FY 1897, San Antonio started to purchase chilled water and its consumgtion
for FY 1997 was 117 billlon Blus and the consumption for Madison was 22 billion Blus
{a total of 139 billion Btus), The increase shown on the annual report for FY 1997 is
because San Antonio was added (321%).

Cuastion:  Facilibes that have had high enengy efficient lighting installed as a result of
ESPCs.

Answer There are only two medical centers, Lake City, Florida and Waest Haven,
Connecticut that hava high energy efficient lighting installed as a result of ESPCs,
Hevaraver, there are many medical cenfers (about B0} that have refrofitted their existing
lighting fixtures with high energy efficiant fixfures including the use of T-8 lamps in
conjuction with specular reflectors and electronic ballasts. Some of these projects were
accomplished using utility rebate programs and the others were completely funded by
the VA, Almost all medical centers have retrofitted some of thelr existing lighting
fixtures with high energy afficient fodures in one area of the medical center or the other.
With the implementation of ESPC, Super ESPC and assistance from Army Corps of
Engineers, we hope 1o retrofit the existing lighting fixtures in the remaining medical
centers
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Mr. EVERETT. Mr. Palazzi, how much money has your project ac-
tually saved to date, total figure?

Mr. PaLazz1. Total for the contract of the 15-yvear term will be
over $9 million. We save apimxjmatel_v $600,000 a year. Of that,
the ESCO ends up getting about 90 percent of that. After we pay
off the capital improvement, the net return to the VA is about
$24,000 to $30,000 actually savings in our pocket,

Mr. EVERETT. Counsel for the Minority has some questions, and
then I'll have a closing remark or two.

Mr. SacHs. Thank you, Mr. Chairman. Mr. Clark, your testimony
indicates, on the last page actually, that the VA is currently evalu-
ating its participation in Super ESPC contracts. Can you elaborate
on this? It appears this might somehow suggest you might have
sem::téi?thoughts about participation. Can you clear that up for the
record?

Mr. CLARK. No, there are no second thoughts. That's merely a
reference to the fact that involvement in the various networks are
at different stages. Some are much more advanced than others, but
there is no suggestion on our part that we are having second
thoughts. I think we see this as a good thing, and more than just
a pood thing, it's an essential thing. We need to realize the energy
savings,

Mr. SAcHS. Is this something that's being put out to the VISNs?
I mean, is there an understanding out there that there is a vehicle
in place that would smooth the way to this sort of energy savings?

Mr. CLARK. Yes. We have shared this information or tried to
share this information through a variety of directives, guidance,
training, and whatnot. In all candor, we have learned as we have
grown with this process, how to do it, how to do it best.

We will this year be putting together a national strategy or na-
tional plan to maximize our efforts in this area. We've not done
that yet, but we are in the process of doing that, and I think that
will include a strategy for making sure that everybody is informed
about these opportunities and how to maximize that potential.

Mr. SacHs, Thank you, Mr. Clark.

Mr. Palazzi, if you can just quickly give us a sketch as to what
gave you the impetus to undertake your project, and how you found
out about the program, and the degree to which the VA Central Of-
fice was supportive of your efforts.

Mr. PaLazz1. My case is kind of unique. Again, I was a little bit
ahead of the curve. My motivation was to improve my facility and
take heart that VA West Haven or VA Connecticut is my home,
and I look out for it and try to improve it any way I can.

In conversations with my peers in the private sector as well as
intercommunication to other agencies such as GSA, around 1990 I
became aware of the opportunity to do something like this.

Through interacting with private sector, especially my utilit
cnmtﬁanies of which I have two, they gave me the guidelines an
or the opportunities that were within my facility that could pay
back witgm a reasonable period of time. So that helped me in the
decision screening process, and everybody that does an ESPC needs
to do this decision screening process to see which are going to pay
back and be reasonable and that you want to invest into. Unlike
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some ESCOs, you want to do everything in your facility economi-
cally. It may not work for all sites.

\‘.;’e ultimately did secure a sample contract from GSA, modified
it, had L&T review accomplished, advertised it, went through the
RFP process—which ESPC is a standard RFP format. Everybody
seems to think it's something special, it's an RFP. And we ulti-
mately awarded. I can tell you, this particular kind of contract is
different in the fact that it is true performance. Traditional con-
tracting that every Government agency does is usually spec and
then bid out to a contractor to provide what the Government tells
them to give you, exactly down to what color the device must look
like. ESPC contracting is true performance contracting, where you
establish a line that the contractor must meet.

In my case, 1 evaluated our existing equipment. Our chillers
were almost 30 years old. And based on assumptions and calcula-
tions, I knew what the performance of my chillers were. 1 looked
at technology at that time, what was the most efficient, and I se-
lected the most efficient technology for the contractor to meet,

What that did is establish the quality of equipment to be in-
serted into our facility. Standard specifications can be met by many
different manufacturers. Performance can only be met by a few.

Ultimately, we received a product that was superior to what I
could get through a traditiuna?.

Mr. SacHs. And did you have the support of Central Office with
regard to your efforts, or were they plugged into this?

r. PaLazzl, Yes, I did. As a matter of fact, I did work with Raj
Garg, who is at the table today, assisted us in developing our
schedules so that we could get the legal approval.

Mr, SacHs. Thank you, Mr. Chairman.

Mr. EVERETT. Thank you. I want to thank the panel, all the pan-
els, for appearing here today. It's pretty obvious there we can sig-
nificantly reduce the VA's energy costs and provide private sector
funds to invest in efficient equipment that uses the latest tech-
nology, as you just referred to, Mr. Palazzi. And | am encouraging
the VA to move forward with ESPC c-::—ntractin%h

I want to note again that we are talking about a potential sav-
ings here of $60 million a year, annually, out of the $220 million
energy bill that the VA has. And I would like to point out to you
that this Subcommittee is extremely interested in this matter, as
well as the full Committee Chairman, Mr. Stump.

I am therefore requesting that we ask the VA to furnish me a
quarterly report on its activities, and that should be a very com-
prehensive report of what projects are planned, which projects are
underway, what progress has been made, and a possible completion
date on these projects.

As I said, money is pretty hard for us to come by around here
nowadays, and we're talking about a direct dollar-for-dollar savings
of appropriated funds.

I appreciate your being here today, Mr. Clark. I assume that this
report will come directly from your office, is that correct?

r. CLARK. Yes.

Mr. EVERETT. And we look forward to seeing the first one in
about 3 months, Thank you very much for appearing here today.
This adjourns this meeting,
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[Whereupon, at 3:27 p.m., the subcommittee was adjourned.]






APPENDIX

AS THE RANKING DEMOCRATIC MEMBER OF
THIS SUBCOMMITTEE, | AM PLEASED THAT
CHAIRMAN EVERETT HAS CALLED THIS IMPORTANT
HEARING THAT GOES TO THE VERY HEART OF

GOOD GOVERNMENT.

IF WE TOOK A POLL, MOST AMERICANS WOULD
PROBABLY HAVE NO IDEA WHAT THE FEDERAL
ENERGY MANAGEMENT PROGRAM IS. THAT'S NOT

TO SAY, HOWEVER, THAT IT'S NOT AN IMPORTANT

INITIATIVE.

CONGRESS VOICED ITS STRONG SUPPORT FOR

THIS PROGRAM WHEN IT ENACTED THE ENERGY
(25)
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POLICY ACT OF 1992. THE PROGRAM IS DESIGNED
TO ENCOURAGE REDUCED ENERGY CONSUMPTION
AND MORE EFFICIENT USE OF SCARCE RESOURCES

BY OUR FEDERAL AGENCIES, INCLUDING VA.

FOR REASONS THAT | AM SURE VA WILL
EXPLAIN IN SOME DETAIL THIS AFTERNOON, IT HAS
TAKEN AWHILE FOR THE VA TO BEGIN ACHIEVING

THE EFFICIENCIES CALLED FOR UNDER THE ACT.

NO DOUBT THERE'S A LOT OF WORK YET TO
BE DONE ON THE PART OF THE VA AND OTHER
FEDERAL AGENCIES. | AM HOPEFUL THIS HEARING
WILL HELP SENSITIZE THE VA TO THE IMPORTANCE
THIS COMMITTEE PLACES ON THE PROGRAM, AND
TO THE NEED FOR WISE AND EFFICIENT USE OF ITS

APPROPRIATED DOLLARS.
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THANK YOU AGAIN, TERRY, FOR PUTTING
TOGETHER THIS HEARING THIS AFTERNOON. |

LOOK FORWARD TO THE TESTIMONY.



Thank you, Mr. Chairman. | won't take much of
the subcommittee’s time this afternoon, but | wanted
to commend Terry and Jim for their interest in this

afternoon’s hearing.

Energy efficiency and cost savings may not
make headlines in tomorrow's papers, but they are
the kinds of priorities the VA and other federal
agencies cannot afford to ignore as we make our

way into the 21* century.

Thank you, Mr. Chairman, for recognizing me. |

look forward to the testimony.



STATEMENT OF

JOHN ARCHIBALD
ACTING DIRECTOR
FEDERAL ENERGY MANAGEMENT PROGRAM
OFFICE OF ENERGY EFFICIENCY AND RENEWABLE ENERGY
U.S. DEPARTMENT OF ENERGY

BEFORE THE
COMMITTEE ON VETERANS" AFFAIRS
SUBCOMMITTEE ON

OVERSIGHT AND INVESTIGATIONS
UNITED STATES HOUSE OF REPRESENTATIVES

MARCH I8, 1998



30

8r. Chairman, members of the Committes, | am Johs Archibald, Acting Director of the Federn)

Energy Maragemem Office with the Department of Energy.

It ks a pleasine to be here today bo present testimony on the topic of wiilizing Energy Savings
Performance Contracts {ESPCs) and improving energy efficiency within Federal agencies. As the
Acting Director of the Federal Energy Management Program, or FEMP, | help coondinate energy

management activities across all agencies.

The Energy Policy of Act of 1992 (EPA<) requires all Federal agencies to install in ther
bulldings all energy and waler conservation measures will payback periods of 10 years or less.
Further, Executive Ovder | 2902 requires Federal agencies 10 redoce energy consumed in Federal
buildings by 30% by 2005 relative 1o 1985, ESPCs are an excellent 100l for achieving these

encrgy reduction goals.

ESPCs, formerly kndw as shared encrgy savings contracts, are an aliernative o the traditional
method of financing energy efficiency improvements in Federal buildings through Federal
appropriation of capital funds. Under this alternative financing amangement, Foderal agencies
contract with energy-service companies who make the capital imvestments and deliver savings
before they are paid. Their services include identifving building energy requirements and
soquitring, installing, operating, and maintaining the energy-efficient equipment, as well as
providing guaraniess for energy and cost savings. The contracior is then pald from & share of the
cost savings resulting from these improvements untfl the contract period expires. At that time,
the Federal government retains all additional savings and owns the eqaipment.

EFAct directed (e Department of Energy to develop methods and procedures io bring ESPCs
into the muainstrenm of Federal procurement. An ESPC regulstion detailing the methods and
procedures was published at 10 CFR 436 The regulation establishes & method to qualify energy
services companies and identifies the methods and procedures for contractor selection. It also

implements the provishons of EFAct that allow Federsl agencics o enter into ESPCs for ap io 25
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s without Funding cancellation charges, permit contrct payments from funds for encrgy and
related operation and maintenance expenses, and require annual energy sidits 1o verify
guaraniced coss savings. DOE's Federal Energy Management Program has developed model
peocurement documents; the Measruremenr and Ferifloation Guideline for Federal Energy
Projects; s how o manaal for ESPCs; education videos for management, legal, snd contracting
personnel; and a web page with ESPC information oo the Internet to essist Federsl managers in

using this contracting vehicle,

The Departmest of Energy (DOE) aod the Departent of Defense (DOD) have put in place
regional Super ESPC multiple award contracts which are begianing 1o speed large investments in
encrgy peojects and are nvailsble for use by amy agency. DOE has awarded rwo regional Super
ESPCs; ane in May 1997 for the Depastment’s Western region and another in Jamuary 1998 for
the Southesst region. These two contract pwards represent $1.5 billion of private secior exportise
and capital for funds to finance energy efficiency improvements in Foderal buildings. The DOE
will wward four sdditional regional contracts by the end of FY 1998, which will encompass the
remaining four DOE regions. In & parallcl effort, the Army Corps of Engincers has swsrded &
four-state regional contract and & 46-statz regional ESPC. These contracts allow less effort on
contracting and more focus on the site’s energy nesds.

DOE has been pleased to provide assistance to the Department of Veterana' Affairs (VA) in
soveral ways. VA contracts nd engincering persanned from over 30 VA Medical Centers have
aitendod FEMP workshops on ESPCa and Super ESPCy since fiscal year 1994, We provided
smsistance to VA staff development of boilerplate ESPC contract documents which were based
on DOE's model solicitation snd ESPC regulation ot 10 CFR 436, In August 1997, we offered a
customized workshop on ESPC concepts and how 1o use the DOE Super ESPCs, which was
attended by VA stafT from HO and 20 of the VA's 22 Veterans Integrated Service networks
(VISNs), an impressive tumout. We have provided briefings, a1 VA's request, oa Super ESPC
and availshle FEMP technical services i engineering and contracts personnel of VISM 4 in
Pennsylvania, VISN 2 in upsiate New York, and VISN | in Massachusetts. DOE FEMP siaff are

working with VA scquisition ieams to assist them [n developing delivery orders under DOE's
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Western Region Super ESPCs at White City, Oregoa (VISN 20) and Tucson, Arizona (VISN
15). We are also pleased to be working with VA sites 1o develop Super ESPC projects in regions
et 1o be awarded, such as Grand Junction, Colorado, who leads an effort to implement Super
ESPC delivery orders for all sites in VISN 19 under our soon to be awarded Central Region
Super ESPC. And we are commitied to supporting the efforts of Mr. Steve Mamis and Mr.
Robert Pallazi, who is also testifying here today, to atsess opportunitics and develop coss-
effective delivery orders for Medical Centers in Now England (VISM 1) 1o be implemented under
our Morthesst Super ESPC scheduled for swand Inter this year,

We offer services to VA through the DOE Super ESPCs, and we are also ready to sapport VA
activithes through the Army Super ESPCs if that is best for the VA, our customer agency.

Contractors are ready to support energy efficiency efforts through ESPCs. We believe that the
variens contract vehicles that we have in place and planned offer the best range of opportinity

for energy savings.

In summary, we are pleased to support the Department of Vieterans” Affairs activities in this srea,
We are conscious of how tight Federal budgets are and bow ESPCy can continee to belp the
Veterans Administration save energy while managing its budget wisely. The Federa] government
has been directed by the President 1o show leadership in meeting climate change goals. We are
ready to support the Veierans Administration in their use of ESPCs aad other financing and

energy management vehiches.

Fusthermaore, we are privileged io have an oppostunify 1o deliver such sbstantial ssvings io the
taxpayers while adding to the economic prosperity of the country, We are anxious to accomplish
&5 mAny energy SEvings projects s quickly as wie can and are fortunste to have many private
sector partmers in this endeavor, 'We believe we have put in place the contracts and procedures
u;uwm result in significant svings beang achieved quickly and with the benefits of that

contracting evenly and competitively dispersed across all companies that ane willing to help.

Thank you Mr, Chairman and memben of the committon.
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INTRODUCTION

Thank you Mr. Chairman. My name is Erbin Keith. L am the Senior Vice President and General
Counsel for CES Way Internationad, Inc, an Encrgy Services Company with its main offices in
Housten, Texas, | appreciate this opportunity 1o testify, on behalf of the National Association of
Energy Service Companies, on energy management programs within the US. Department of
Veterans Affairs (DVA)

The Mational Association of Energy Service Companies (NAESCO) is a trade association of
energy service companies (ESCOs) and their trade allies, including utility and manufacturing
companies. NAESCO also represents companies who are in the business of monitoring,
mensuring and verifying energy savings. Our cumrent membership of over 140 organizations
includes many small to medium sized ESCOs, as well as larger national firms, such as Johnson
Caontrols and Honeywell, Ours is a young and growing industry that provides services vital to
America’s intercst in reducing its energy costs

SUMMARY

While the Department of Veterans Affairs iritially was slow to join the movemnent toward energy
efficiency imvestments in federal facilities, DVA Medical Facilities are showing a dramatic increase
in their interest in energy efficiency following the DVA's issuance of its implementing guidelines
in September 1996, DVA can further facalitate energy efficiency investments in its facilises by
offering increased contracting assistance in the field, as well as continued encouragement from the
DWA o its fecility managers. In addition, & greater reliance on Energy Savings Performance
Contracts (ESPCs) as opposed 1o utility area wide contracts will enable VA facilities to realize the
greatest possible gaina from the energy efficicncy invesiments being made in those facilitics.

ENERGY COSTS AND ENERGY EFFICIENCY PROCUREMENT IN THE FEDERAL
GOVERNMENT

The Federal government 35 the sngle largest energy consumer in the workd. In 1994, the Federal
government spent about $3 8 hillion of taxpayer money for the energy it used in the buildings that
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it oowms and leases. Competitively procured energy cfficiency improvements, financed by the
private sector, can reduce these energy costs by as much as 51 billion per year through the use of
energy savings performance contracts (ESPCx}. The capital upgrades and energy cost savings
offered to federal facilities through ESPCs come at no additional cost to the Federal budget, af 1o
American taxpayers. In addition to reducing the cost of operating the federal infrastructure, these
capital improvements further benefit the L5, economy through the creation of new jobs and
through a decreased reliance on the import of fossd fuels

The private, state and local sectors have been making use of competitively procured performance-
based energy efficiency upgrades since the early 1980 Ax always, the we of competitive
procurement ensures buyers the highest quality and most comprehensive project for the
mast reasonable cost.

In passing the 1952 Energy Policy Act (EPAct), the Congress authorized federal agencies to
procure, through competitive bid, Energy Savings Performance Contracts (ESPCs) from private
sector Energy Service Companies (ESCOs)  The energy efficiency improvements obiained
through these contracts may be financed with private capital. All energy savings must be
measured, verified and reported. The conractor must guarantee the fiederal agency that it will
realize the energy savings projected. Ifthis guaramiee is nod met, the contractor pays the
difference

THE ENERGY SERVICES INDUSTRY

ESCOs design, manufacture, finance and install stiste-of-the-ant energy efficiency projects in a
highly competitive energy services markel  They offer a broad range of technologies suited to all
sectors of the economy. Energy efficient lighting, heating and abr conditioning, energy efficient
mators, boilers and refrigesation systems; and variable spoed drives, controls systems and
cogeneration technalogies are among the most comman of the current technologies being used.
Our ESCO members arrange financing for these projects and assume the performance and
technical risk of the project.  Hospitals are promenent among the thousands of energy efficiency
projects installed by our members 1o date.

ESCOs offer comprehensive energy elliciency retrofits, through ESPCs A comprehensive
energy efficiency retrofit applies an energy efficiency strategy that is tailored to the particular uses
of the facility and that takes advantage of all economically feasible apponunities for energy
savings at the facility. A comprehensive retrofit also pesmits the shoster payback on some
technologies, such as lighting, 1o help support the cost of longer payback items such as boilers
This weighing of paybacks is a financial tool that ESCOs use to ensure that projects are
economically viable while at the same time enabling customers to maximize their energy use and
cost savings.  The economic advantages of the blending of paybacks is one reason why most
ESCOH encourage customers 1o undertzke energy efficiency retrofits in & single comprehensive
praject, rather than to undenake them sequentially

NAESCO 1
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On average, comprehensive energy efficient capital inprovements reduce energy use and
costs by 25 percent. Energy savings are measured hased on the difference betwesn pre-project
and post-project encrgy use, EPAct requires and our ESCO members provide for the continuous
monitoring, measurement, verification, and monthly repanting of energy use as part of the project
installation, and through the engoing project operation and maintenance availahle through these
comtracts. Under a performance-hased contract, the ESCO is paid for all project costs, including
financing, onty fram these cominuously monitored energy and cost savings.

ENERGY SAVINGS IN DVA FACILITIES

Energy Savings Performance Contracting (ESPC) s 2 classic "win-win™ initiative for the Federal
Govenment and pasticularly for DVA fecifities. DVA facilities can obtain energy efficient capital
upgrades while enjoying:

- investments in new capital equipment without the need for new appropristions;
L] reduced utility bills and lower maintenance costs;

. improved building environment for the occupants, including patients and
employees; and

- a ready solution to long-deferred mainenance problems

ESPCs offer a tremendous benefit to the DVA and to American taxpayers, atf a time of shrinking
budgets for capital improvements and operations and maintenance in federal facilities, The
average medical center has annual uality bills of $1 10 32 million. The potemial for annual ESPC
project savings would average from $200,000 10 $400,000 per Medical Center. The constraction
investments associated with these projects would be in the range of $2 to 33,5 million per Medical
Center, This would yield an infusion of over 5400 million into needed energy, environmental and
infrastructure improvements within the DVA

STREAMLINED FEDERAL PROCUREMENT AND CONTRACTING METHODS

The Department of Energy (DOE), as required by Congress, has developed implementing
regulations for the procurement of ESPCs from individual private sector Energy Service
Companies. In addition, both DOE and the Army Corps of Engineers have developed and
implemnented a method for ESPC contracting through federal Indefinite Delivery, Indefinite
Quantity (IDIC) contracts  The use of IDIs enables the DOE 10 offer Encrgy Savings
Perfarmance Contracts to federal facilfties on a regional basis, through the competitive pre-
sebection of Energy Service Companies. The Army Corp 1DIQ offers competitively pre-selected
ESCO energy efficiency services 1o Army facilities throughout the country, Thus, a number of

NAESCO 3
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different ESCOs stand ready to develop ESPC projects at Veterans Aflairs Medical Facilities.
MAESCO would like to encourage the D'VA to utilize the ESPC procusement process, including
the use of companics that were competitively sclected through the IDIQ procesa

I offer twa additional advantages to federal facility managers. First, the DOE and Army
Corps offer technical assistance for the development of an ESPC peaject. Second, the IDIG
participants are able 1o help federal facility managers develup a scope of wirk tailored specifically
to the needs of the facility, a task that would have to be procured separately, or done internally
under a traditional specification and bidding process,

THE USE OF ENERGY SAVINGS PERFORMANCE CONTRACTS BY THE
DEPARTMENT OF VETERANS AFFAIRS

In September, 1996, the DVA issued its depariment-wide guidelines for ESPC procurement and
contracting. Since that time, NAESCO"s members have noted an increase in requests for
proposals for ESPCs at VA facilities. In addition, there have been a small mumber of facility
asagnments, under the Army DI, for the entification of projects at VA facilitics. NAESCO
would like to congratulate the DV A for s progress on these issues.  However, the challenge
now 15 1o proceed with the actual implementation of the ESPC projects.

RECOMMENDATIONS

With the initiative on energy efficiency being taken by the DV A and its facility managers,
NAESCO respectfully offers the following four recommendations 1o further facilitate this effort
and 10 ensure that the DV A receives the greatest value from private sector energy efficiency
mvesimenls

1 The DVA should rely on Congressionally authorized Energy Savings Performance
Contracts for the procurement of ensrgy efficiency measures.

2, The DVA should previde training and suppont on ESPC contracting for its
comtracting officers.

3 The DV A should cortinue 10 provide leadership and encouragement for the
procurement of energy efficiency measures at its Medical Facilities through the use
of Engrgy Savings Performance Contracis

4. The DV A should consider pooling projects a1 the Veterans Inegrated Service
Metwork (VISN) level rather than focusing on individual Medical Facilities

NAESCO 4
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1. HELY ON CONGRESSIONALLY AUTHORIZED ENERGY SAVINGS PERFORMANCE
CONTRACTS

Some DVA Medical Centers have procured energy efficiency projects on a sole source
basis through utility power supply contracts and utility area-wide agreements, rather than
through competitive ESPCs. Typically, these noncompetitive utility eontracts are not
performance-based. Thus, they offer no guarantee to the DV A that projected energy
savings will be achieved or that the energy savings that are realized will cover the cost of
the Federal Government's investment in the project. Nor do they typically provide for the
measurement and verification of energy savings from the praject. Finally, the time limits
placed on utility contracts make them inappropriate for developing a comprehensive
encrgy efficiency retrofit at a Medical Facility,

The size and complexity of Medical Facility energy systems results in & relatively high cost
up:m improvement to achieve a comprehensive energy efficiency retrofit. Nonetheless,
since the energy systems in a Medscal Facility must run almost continuously, they generate
ample energy savings 10 cover the cost of the imestment. However, to fully recover the
cost of a comprehensive retrofit at ene of these facilities, the cost must be spread overa
15 to 20 year time frame. This is possible under ESPCs because they are awthorized for
up to 25 years. Utility contracts, howewver, are autharized for only 10 years, making them
inappropriate for the procurement of a comprehensive retrodit

At least one of NAESCO's member companies has already had the experience of going
inte & YA Medical Facility where a utifity had presiously completed an energy efficient
lighting retrofit. No other energy systems in the facility had been touched.  The very shon
payback period on lighting is critical to the economic viability of a comprehensive capital-
intensive retrofit, such as that required by a Medical Facility. As a result of the utility's
lighting-only retrofit in this particular facility, additional energy efficiency improvements
were no longer financially feasible. Thus, the bulk of the energy and cos1 savings offered
by that facility have been lost.

v 5 SUPPORT LoCAL CONTRACTING OFFICERS

Energy Savings Performance Contracts have been available for use only for the past four
1o five years. Thus, only a very small mumber of federal contracting officers have had the
opportunity to become familiar with them. As a result, contracting officers often lack
farmiliariy with the appropriate ESPC procurement procedures and contract terms

Local DVA contracting officers need to be properly and thoroughly trained and need 1o
feel comforiable in negotiating ESPC deals. The training provided by DOE is a good

start. However, contracting offscers, for the most part, appear 1o need greater familiarity
and practical experience with this contracting and financing vehicle  The key is to provide

NAESCO 5
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mare thorough training and guidance 10 local comtracting afficers, as well as support for
contract review, by qualified beadquarters stafT as contracting officers develop their
experience with ESPCs,

kN LEADERSHIF FROM HEADQUARTERS

After releasing its ESPC guidelines in September, 1996, DVA appears to have provided its
Medical Facilities with little or no additional guidance or suppont for ESPC comtracting
DVA's and its Medical Facilities' interest in and commitment to energy efficiency appears
to be on the rise. However, since the procurement of Energy Savings Performance
Contracts is such a new and unfamilias process, NAESCO strongly encournges DVA 1o
continue o encourage its local facility personnel to use the ESPC process. An ESPC isa
complex undenaking from both en engineering and financial perspective, as well as a
contracting perspective. As a result, it requires “buy-in" from a number of partics,
including the facility manager, contracting officer, legal coursel, and the VISN or Medical
Center director.

MAESCO believes that ongoing leadership from the DVA will help to ensure that the
trend toward energy efficiency procurement within the DVA will continue. Without this
continued momentum, capital investments may languish and energy savings may be lost

4, Pool, ESPC PROJECTS AT THE VISN LEVEL

The DV A should consider pooling projects at the VISN level rather than concentrating on
individual Medical Facilities A single VISN generally includes five 1o seven Medical
Facilities. By allowing fior the procurement of multiple projects at the VIS level, DVA
can streamline its ESPC procurement and contracting process. In addition, pooling at the
WISHM level would permit energy savings 1o be leveraged, not only within a single project,
bunt also across projects within a poal,

CoNCLUSION

The DVA and its Medical Facilities recemtly kave shown a dramatic increase in their interest in
energy efficiency. NAESCO believes that the D'VA can further facilitate energy efficiency
investments in its facilities by offering increased contracting assistance in the feld, as well as
continued encouragement from the DVA 1o i3 fecility managers NAESCO also recommends
that the DA and its Medical Facilities place a grester reliance on comprehensive energy
efficiency retrofits provided through Energy Savings Performance Contracts, as opposed to utility
area wide contracts. ESPCs will enable the D'VA 1o realize the greatest possible gains from the
energy efficiency investments being made in its facilities

NAESCO &



39

THE NATIONAL ASSOCIATION OF ENERGY SERVICE COMPANIES

March 18, 1998

Neither the witsess, Mr. Erbin Keith, his employes, CES Way International, Inc., nor the National
Association of Energy Service Companies, the organization represented, have received grants or
ather funding of any kind from the Depantment of Veterans Affairs during the current o previous
twao fiscal years,
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INTRODUCTION

Mr. Chairman and members of the subcommittes, 1 am MG Milton Hunter, Directar of
Military Programs, U, 5. Army Corps of Engineers. In your letter of invitation, you asked for
testimany on the Army's experience in Energy Savings Performance Contracting (ESPC). In my
statement, | will briefly discuss what ESPC is, give an overview of the Dol ESPC program and
the work currently being done for our customers, and then I'll close by briefly discussing how the
Veterans Administration is cumrently using the ESPC program to meet its energy savings goals

What is FSPCT

ESPC is an innovative contracting program designed (o achieve energy savings by
capitalizing on sigrificant levels of contractor investment in energy enhancement equipment. In
partnership with the govemment, private firms provide the design, capital investment,
construction, and maintenance for new energy-efficient equipment, products, or systems. Firms
recaver their investments only il actual cost avoidance is realized. The Corps’ ESPC program has
& simple requirement. No savings, no payment.  Performance contracting allows the govermnment
to cut energy costs without appropriating funds and without incurring capital costs for energy-
efficient upgrades

The strategy is 10 leverage private capital 1o increass efficiency of facilities and to reduce
energy consumption, In exchange for & major share of the energy cost avaidance dollars, private
firms design, construct, operate, and maintain the energy conservation measures.

The Corps’ customers (any government agency) benefit by avoiding construction costs and O&M
costs while reducing energy demand and acquiring much-needed new energy-efficient equipment
This program slows government agencies (o leverage scarce resources.

Overview of the 1.5, Army Corps of Engineers® ESPC Program

The Comps’ involvement in this energy program dates back to 1986 when it was first
autharized by the National Energy Conservation Policy Act (42 U 5.C. Section 8287) The
program underwent a rame change from Shared Energy Savings to ESPC under PL 102-486, on
October 24, 1992, The rule estsblishing procedures and methods for ESPC was issued by DOE
10 April 1995, ESPC authorizing legislation incledes: 10 U.5.C. Section 2865, as amended, and
Public Law 102-486, October 24, 1992, Executive Orders covening ESPC are 12759, April 17,
1991 and 12902, March B, 1994, The U.S. Army Enginecring and Support Center, Hunsville, in
Hurtsville, Alabama, has been designated the Technical Cemer of Expertise for ESPC projects
within the Army,

Currently, the program has tumed an Army investment of $792 K since 1988 imo 11
projects with a private sector investment of $36 Million for the replacement of lighting, motors,
coaling systems, ground source heat pumps, and air propane plants. The result is an Army cost
avoidance of 353 Million over the lifc of the contracts. This is a great investment with over a 10
fold return on those savings resained by the Government of about $11 Million,
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The Corps' involvement in ESPC began in 1986 with the award of a chiller replacement in
Corpus Christi, Texas. The Corps now has 13 regional ESPC contracts 1o cover all 50 states,
DC and Puerto Rico, These 13 regional [IVIQ) contracts have an ordering capacity for shout 52
Billion worth of energy saving measures, These contracts and the support of our Huntsville
center are available to any government agency at any level of government. Our customers include
the Army, Air Force, Coast Guard, Defense Logistics Agency (DLA), the National Guard Bureau
and the Veterans Administration.

In February, OSD provided the Corpa with $4 million to “jump start” the ESPC program
for all DoD services. This money is being used to support a wide variety of initiatives including:
(1) assisting customers in the award of task orders against the existing ares wide contracts; (2)
development of new contracts to support ESPC activities at Dol facilities in Europe and Korea,
(3} expansion and award of sdditional contracts for CONUS, (4) tmining for Corps districts in the
ESPC process, (5) promaticn of the ESPC program; and (§) technical support to the Air Force
and the Navy in their efforts to implement ESPC programs.

Current VA lnvelvement

The Veterans Administration uses a multi-faceted approach to enesgy savings performance
contracting. They use the DoE Regional contracts, they develop their own contracts, and they
use the Huntsville Center's Corps contracts. Currently, three of the 22 Veterans Integrated
Service Networks (VISN) have chosen to take part in the Corps' ESPC program. VISM #5,
VISH #6, and VISN #2 signed Memorandums of Agreement with our Hunisville Support Center
in the fall of 1997, A single hospital within VISM #14, the VA Gmaha Medical Center in Omaha,
Mebraska, has also chosen to participate. An ESPC contractor has been selected for each VA
customer. The Huntsville Center has conducted training sessions for personnel and the selected
contractors at these three VISNs and at the VA Omaha Medical Center. The purpose of the
training is to provide information on ESPC processes and responsibilities of all involved parties.
The ESPC contractors have performed initiad site visits and are currently proposing projects sech
as energy-efficient [ghting upgrades and lighting controls, chiller upgrades and replacement,
boiler upgrades, utility monitoring and control systems (UMCS), domestic water heating, electric
peak shaving, varisble speed drives, geothermal heat pumps, cooling tower replacement, and
motor replacements.  This represents & 1o1al estimated private invesiment of about 515 Million
with a potential energy cost aveidance of about $30 Million. Constructicn activity is expected to
begin Fall 1998,



43

STATEMENT OF
KENNETH J. CLARK
CHIEF NETWORK OFFICER
VETERANS HEALTH ADMINISTRATION
DEPARTMENT OF VETERANS AFFAIRS
BEFORE THE
HOUSE COMMITTEE ON VETERANS' AFFAIRS,
SUBCOMMITTEE ON OVERSIGHT & INVESTIGATIONS
CONCERNING
ENERGY MANAGEMENT PROGRAM
AND
EMERGY SAVINGS PERFORMAMCE CONTRACTS
MARCH 18, 1988
Mr. Chairman, | appreciate the opporiunity to discuss Velerans Health

Administration's (VHA's) Energy Management Program,

BackgroundiHistory:

The Department of Viatarans Affairs (VA) has been aclively involved in enargy
conservation since 1875, E.O. 12003 issued In July 1977 mandated that all Fedara!
Agencies reduce their overall anergy consumption by 20% In Btu per square fool by the
end of FY 1285 in existing bulldings and a 45% reduction from the 1975 basa year in
new construction.

During the tan year period from 1975 - 1985 VA exceoded its reduction of 20% in
spita of the fact that the installed air conditioning tonnage was increased by 70% and
gross squane foolege of space by almaost 16% during this pariod.

The National Enargy Consarvation Policy Act signad in 1978 required each
agency o reduce its energy consumpticn by 10% in Blu per gross sguare fool by FY
1985 as compared to s consumgtion in FY 1985, (now base year). In 1985, A
consultant was hired who analyzed existing data, conducted energy audit surveys and
compared VA with cumment private industry practices. Basad upon this study, new targat
goals for FY 1905 were established for sach VA medical center.

E.O, 12759 issued in 1991 required all agencies ta reducs thalr consumption in
Blu por gross squane foot by an additional 10% by FY 2000 as compared to their
consumgtion in FY 1885. E.O. 12002 tssued In 1994 requires all agencies o raduce
their consumption In Bty per gross square foot by 30% by FY 2005 as compared to
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consumption in FY 1885, New target goals for each medical center were again
established in FY 1985 to meet the requirements fior FY 2005,

Energy Management in YHA:

Each VA medical center is required to develop and annually update a five year
anergy managamant plan which is submitted to Veterans Integrated Sorvice Notworks
(VISMs). These plans are reviewed nationally to identify those areas offering the most
potential for energy savings based upon the life cycle cost analysis and 1o provide the
basts for funding of energy consanation projects

Feur times annually, & consultant contracted for the entire agency monitors the
performance of VA medical cenlers in achieving established target goals, through a
quarterly report that tracks various types of fuel consumption and cost data. This
information is then used to prepare quartery perfarmance reports to Department of
Energy (DOE). As of the first quarter of FY 1908, wa have achieved almost hall of the
reduchion required by FY 2005

Some energy conservation projects wenn accomplished with the VA's active
panticipation in local utilities rebate programs that have saved VA millions of dollars in
investmant of our funds as well &8 savings in utilifies cost.

WA medical centers may also contract directly with local utilities 1o provide
similar services o those available from Independent ESPC contractors, This option
may offer altractive opportunities for savings, VA Medical Centers, Tucson, AZ, and
Canandaigua, NY, were able to significantly reduce ihesr energy costs by negobiating
with ihair local power provides.

In othier initiatives o reduce the cost of ulilities, VA has participatod in wellhead
gas contracts i.e., buying gas dirsctly from a contractor rather than a utiity company.
The number of these conlracts has increasad in recent years and al present we are
saving over 35 malion dollars per year fram these contracts,

In total, since 1875, we have invested about 200 millon doltars on energy related
projects which have produced cost avoldance of about 300 million dollars in various
ulilities costs, A critical aspect of dentifying the most cost effective energy projects is
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the training and development of technical staff at each facility. The national energy
consultant and the Chiaf of the Energy Management Division in the Chief Network
Offica have developed numerous programs for VISN and facility staffs. Combinations of
conference calls, writien guidance, and imited face-to-face training in areas of well-
head gas contracting, enargy conservation principles, enorgy audits, ulility company
rebates and negotiations, ESPCs, and e cycle cost analysis have been provided, snd
are continually repeated as new regulations and technologias emanga.

For the fulure, the VA intends 1o develop 8 national strategy to systematically
review our facilites o identify opportuniies using the various means available 1o
achicve energy consumption reductions and cost savings that will acerue ts improve
madical cars. The VA axpacts to have this sirategy completad by and of this fiscal year,

Energy Savings Performance Coniracts:

The Energy Policy Act (Public Law 102-486) also required all agencies io use
Energy Savings Performance Conlracts (ESPC), and £.0. 12902 strongly endorsed the
use of ESPC in meeting anergy reduction goals.

An ESPC provides for the acquisition of anergy efficiency improvemants at no
capial cosi o the Governmend. Lindar an ESPC, an independent contractor makes
capital improvements by replacing existing mefficient energy consuming devices with
efficient anengy consuming devices. These devices may include lighting fixiures;
boilers; haating, veniilating. and air-conditioning units; chillers; enargy managemient
conirols and others. During the confract pariod, the contractor may propose addaional
energy conservation cost-afective projects. An ESPC may be awarded for & period not
to excead 25 years. Throwghout this tenm, the agency never pays mare than what the
utility bill weuld have been had no ESPC been awarded. Under this contract, the
contracior installs, operates, and maintains all the equipment and recelves a cortain
parcantage of the savings generated by his afforts in avoided utility costs.

The VA awarded its first ESPC contract at the VA Medical Center West Haven,
CT, in October, 1882, The entire cost of this project, which included replacement of
lighting and cooling systems togather with the maintenance of the new chiller
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equipment, was funded from rebate programs provided by Southarn Connecticut Gas
and llyminating Company and from guarantesd savings in enedrgy cosls achioved over
a period of 15 years under this contract. This propect included the replacement of two
wuisting 800 ton each centrifugal chillers installad in 1963 with the new BOD ton
centrifugal electrical chiller and one 1,000 ton steam absorplion chiller, Thesa chillers
wera operational in 1993, Also, 8,500 lighting fatures were replaced with energy
afficient fixtures. The medical center has repored that this project has been very
successiul and has achiaved the anticipated annual energy savings of about 3550,000.

in Chctobser 1896, formal guidance including sample contract language,
guidetines, and technical specifications was issued o all VA madical centers, A
guidebook also was preparad in July 1997 by the National Center for Cost Containment.
with tachnical help from Headquarters and fleld engineers, to assist VA field personnel
wilh Impreving energy conservation and facilitating the replacement of aging and
inefficient equipment through ESPC.  Many medical canters have taken advantage of
ESPC tralning conducted by DOE that has helped them 1o issue Requests for Proposals
(RFPs), Also, we ara using the U.S. Army Enginoering and Support Cenler to assist VA
with the implementation of ESPC.

The following highlights some of the ESPT projects undenway at varous madical
caniars:

« WA Medical Cantor, Lake City, Florda, completed the retrafit of lighting fidures
throughout the madscal center.

= WA Madical Center, Dallas, Texas, completed the installation of a thermal storage
vassel of 3.3 millkion gallons.

# WA Medical Center, Richmond, Vingnia, completed the installation of new cooling
lowars,

« WA Medical Center, Portland, Oregon, completed the retrofit of abowt 10,000
lighting ficwres, 500 axit signs and 800 occupancy BENEOrs.

* WA Medical Center, West Haven, Connecticul, compleled the installation of two
naw chillers and retrofiltad the existing 8,500 lighting fixtures in 1893, At present,
it is considering the installaton of an ice storage system for its fulure expansion
of a 100,030 square fool buldding,
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Several other projects ar in preliminary stages:

= WISN 10 has issued tha RFP for proposals from the vendors o evaluale the
existing conditions and make recommendations for energy conservation
MasLres,

« VA Medical Center, Loma Linda, CA, has awarded a contract under ESPC to
Southem California Gas Company, and has completed about 30% of i

* VISN 16 is evaluating the potential of awarding a VISN-wide contract to one
contractor,

» VISHs 58 and T have signed a Memarandum of Agreement (MOA) with the LS,
Army Engineening and Suppor Center, Huntsvlle, Atabama, for vanous services
Including preparing the solicitation, evaluating the contract proposals, awarding
the contract, sdministering tha contract and addmssing post-award issues.

In an affort to simplify the ESPC process, DOE has established Super ESPCs
through multiple awards of indefinite delivery, indefinite quantity contracts in each of its
six reglons. Thera will be a limited numbar of DOE approved contractors designated in
each region io perform ESPCs under the Super ESPC farmat, DOE will then autharize
facilities that wish io issue delivery orders against the contract to confract through any
one of the contractors on a sole source of compatitive basis. DOE has salected
contraclors for its western and southeast regions. VA is cumently evalualing its

participation m this Super ESPC process.

Conclusion

VA will meet its energy consumpdion reduction goal of 30% by FY 2005 as
mandated by E.0. 12802, VA has histoncally met all previous energy consumption
reduction targals through management's continucus emphasis on this program and
wise Investment in cost-effective energy conservation projects. Reduced funding
availabliity from traddional capital accounts in Minor construction and Non-Recurring
Maintenance are planned to be offsel with aggrassive and increased use of ESPC and
Supar ESPC. Our national strategy will emphasize selecting best value approaches 1o
improving the efficlancy of our use of energy resources,
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CONCERNING
ENERGY MANAGEMENT PROGRAMS
AND

ENERGY SAVINGS PERFORMANCE CONTRACTING
(ESPC)

March 18, 1998

Good afiemoon, Mr. Chairman, | appreciate the oppomanity and the invitstion 1o discuss

ESPC as it relates to my Medical Center.

The VA Connectical Healtheare System successiul inaplementstion of the VA"s first
“Energy Savings Performance Contract™ (ESPCL The project s being paid for
exclusively through savings eamed by the savings generated by the project and docs pot
require capital investment, This program will extend over a | 5-year period and is
estimaded to save an avernge of $600,000 in annual energy costs or approximately

0,000,000 over the term of the contract,

The ESPC program at this facitity corists of two Energy Conservation Measures (ECM)

The first ECM consisted of replacing approximately 8,000 lighting fixtures. These
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lighting fixtures did not have high efficiency electronic ballast or T-8 florescent tubes. In
conjunction with the high efficient lights, specular reflectors were added to reduce the
mumber of Inmps required. The second ECM included the replacement of the main
chilled water plant. The old chilled water plan, constructed in 1964, was inefficient and
required extensive maintenance due to frequent mechanical failures, The ESPC project
replaced ihis thirty-year-old electric chiller plant with a new 800-1on electric centrifiugal

chiller plast with 8 new 1,000-40n steam driven two-stage sbsorption chiller.

Unider the ESPC program, the Medical Center negotioted a contract with & thind party
vendor; and in conjunction with local wiility companies, arranged financing for the
project without any up-front costs to the Federa! Government. Under this format, the
vendor assumies all risks for ke project in retum for a percentage of net savings achieved
through the conservation mesure. The entire cost associated with design, consiruction
and implementation of this praject, including maintenance, is supposted through from the
guaraniced savings in energy costs aver the next 15 yeams, The ESPC program became

aperational oa April 15, 1993,

The establishment of this ESPC program was very imvolved. Simee po other VA program
had ever been successfully completed the effort required substantial research through
contacts with other government agencies and the private sector, Contacts were made
throwgh GSA, the Department of Mavy, and the local utility companies. The interagency
consncts provided sample contracts previusly issued, The local wility companies,
however, provided a much more needed componsmt, field verification, base line data, and
potential programa. Both clectric and natural gas wility companies were contacted and
were willing fo provide surveys of our facility st no cost to the government. The wility
companies hired sepamte independent-engineering finms 1o survey the entire medical
center. Based upon their findings and suppon data, appropriste programs were selected,
The solicilation was crested, reviewed by our legal and technicsl experts, and

subsequently awarded,



Internally, the cooedination and cooperation of the Chief Enginces, Chief of Acquisition
and Material Management, and the Chief Fiscal Officer was required, Since this type of
program was not 8 standard and had not been accomplished before in the VA, ESPC was
met with some skeplicism. With the concurrence af the Medical Center Direclar the

complete salicitalion wias assembed and issoed

With ESPC, there waa no initial outlay of fanding requaired. All payments to the
contractor are generated through energy savings. The ioial estimated capital expenditure
by the contractor was §2,900,966, less utility rebases of $410,966, which provided a net
cost of $2,490,000. Utility ncbates were comprised of §100,000 from the natuml gas
supplicr and $310,%66 from the electric utility, Dellar amounits, extracted from schedubes

of the contract, are as follows,

Cow Savings  Asomigeties  Met Cost Saviegs  Costrsciors Share Giovi. Share

i1 $471,011
e 2 3580,
¥r. 3 08,

[ 245,
I¥r 5 =51 248,

Y18 'ﬁﬁ:uil TR T

Based upon sctual data collected, the total k'Wh unit cost has dropped from the base year.
Prioe bo the ESPC contract the unil cost for electricity was $0.12. This cost has been
reduced through this contract and is now at $0.09 per KWh. This shows & straight line
savings of 25%. In addition to the stralght-line caleulation we have experienced rwo base

e increases from the wiility totaling an additional 3%,

The results that we have experienced at ihis sibe through ESPC have exceeded our
orginal cxpectations.
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The resulis are, 1o name a few:

« Updating our aging chiller plant with state of the art equipment.

# Hedoced maintenance and repair costs,

#  Muinenance & Operation of e chiller plamt wre supponed by the contract.

= Assisied this medical center 1o moet s’ energy goals as identified by the Encrgy
Policy Act of 1952

= Comserves non-repewable fuels achieving the goals of EPA for a cleaner environment

»  Reducing wtility usage and costs without sscrificing service.

®  Removed and replaced 800 Ihs, of R-11 CFCs with environmentally fnendly B-123.

= Stimulated the economy by opening cther resources to Energy Service Contraciors,

#  The government received capital benefit withowt expending sppropriated funds.

In ioday's esviroament, not unlike privale sectos, the government must seck out and
estnblish new and innovative means in onder 10 meet their goals, Budgets are over
reducing and the physical infmstracture is aging. ESPC has provided the VA with the
opporiunity at this sile 1o improve its” physical plant without expending capital funds, In
one sense the dollars deferred actually had a double bonus. By replacing the chilller plami
through ESPC the sotal capital cost of $2.5M did not have to be obtained from normal

resourced. As such the VA was able to utilize appropriated funding ot other sites.

Az with any new incentive, support is requined from top management and the
dissemimtion of information dewn to all panies involved. Without the confidence and
support Lreceive st VA Connecticut | wuuld ot have boen sbie to facilitate this program.
The work environment at our facility fosters innovation and resourceful thinking. |
constantly look for altemate means to accomplish my work 1o improve the facility as well

s (ke patient care environment ot YA Connecticut. This, bowever, does require
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communbealion with myy counter parts in other federal agencies as well as public and

privabe sector expertise 1o allow the exchange of new idess.
The resulis can be messured.

Where do we go from here. As being the first in the VA and the subject matter expert |
have been involved at the Depanment level. Initially, in reviewing the Ruale and worked
on & committes to develap an Request For Proposal (RFP) that would pass the test and
meet approval for legal and techndcal review at the Ceptral office level. The WA standard
solicitation model was compheted and issued to the field in September of 1996, Inan
effon 10 enhance this program | also served on & Technical Advisory Group (TAG)
through the ¥ A Nations] Center for Cost Conlsinment . A Guild Line was subsequenily
issued in July of 1997 io all Geld offices. To fiture extend the availability of this
contracting means a centralized three-day course was offered o all VA's in August of
1997, The Federsl Encrgy Management Program (FEMP) provided this courss 10 the
department, Attendance included Engineering as well as Acquisition and Material
Management persanned representing all twenzy-two (21) Veleran Integrated Service
Metworks (V1SN 's).

At e VIS level | am the team leader for VISN | for ESPC. VISN 1 is actively
pussuing this endeavor and has imteracied with the Depariment of Energy's rencwable
encrgy division FEMP, Al the present time we are negotiating with FEMP 1o provide
base-line studbes for all ten (10 sites within VISN 1. This is the first step in idemifying
potential sites within the VISN that would be attractive to entertain ESPC. For those sites
not found visbie the study will abso provide energy projects which will be considered for
local funding through traditional methods. With the anticipated award of the Super ESPC
that FEMP is now in the process of pegatisting for the Nonbeast area VISN | will be in

position to awand ESPC contracts in the near futuse.

ISBN 0-16-057744-6

I" | GW
97780160"577444 || |




	61920a.001
	61920a.002
	61920a.003
	61920a.004
	61920.001
	61920.002
	61920.003
	61920.004
	61920.005
	61920.006
	61920.007
	61920.008
	61920.009
	61920.010
	61920.011
	61920.012
	61920.013
	61920.014
	61920.015
	61920.016
	61920.017
	61920.018
	61920.019
	61920.020
	61920.021
	61920.022
	61920.023
	61920.024
	61920.025
	61920.026
	61920.027
	61920.028
	61920.029
	61920.030
	61920.031
	61920.032
	61920.033
	61920.034
	61920.035
	61920.036
	61920.037
	61920.038
	61920.039
	61920.040
	61920.041
	61920.042
	61920.043
	61920.044
	61920.045
	61920.046
	61920.047
	61920.048
	61920.049
	61920.050
	61920.051
	61920.052

		Superintendent of Documents
	2011-01-19T15:25:10-0500
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




