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SCR 140 SD1 — URGING THE DEPARTMENT OF EDUCATION AND UNIVERSITY OF
HAWAII AT MANOA TO ADOPT ENERGY SAVINGS PERFORMANCE CONTRACTING
AS A PRIMARY STRATEGY TO ADDRESS DEFERRED MAINTENANCE AND
INFRASTRUCTURE MODERNIZATION AND IMPROVE ENERGY EFFICIENCY
STATEWIDE.

Chairs Woodson and Garrett, Vice Chairs La Chica and Amato, and Members of the
Committees:

The University of Hawai‘i (“University”) supports the intent of SCR 140 SD1, which
encourages the University to adopt energy savings performance contracts into its portfolio
as a strategy for addressing deferred maintenance.

There are many advantages to having energy savings performance contracts (“ESPC”)
as part of an energy management portfolio. The primary one being the ability for
campuses to complete energy and water efficiency projects without any upfront capital
expenditures. The ESPC structure also guarantees a defined amount of savings, which if
not materialized will result in payment from the ESCO to the campus.

There are, however, downsides to ESPCs. Typically, interest rates on ESPC financing
are often higher than municipal or general obligation bonds. There are often additional
costs incorporated into the ESPC model where companies may build a risk premium into
their pricing to cover the cost of the performance guarantee. Most importantly, however,
it may limit the campus’s ability to make operational changes that change the use of a
space (e.g., turning an office into a lab, closing a space, changing hours of use, etc.),
because such changes may result in a financial penalty or liability to the energy savings
company.

Finally, ESPCs are limited to projects that result in energy savings. By incorporating
deferred maintenance into the scope of such projects, it is highly unlikely that energy
savings alone will cover the cost of the capital renewal and deferred maintenance portion
of the project. To that end, ESPCs may not sufficiently serve as the primary strategy for
reducing deferred maintenance. On the other hand, hybrid models, where government



funding supplements the private financing under ESPC projects to extend the overall
useful life of subsystems within a building, might prove to be the optimum approach.

Thank you for the opportunity to support the intent of SCR 140 SD1 with comments.



