EXECUTIVE OFFICE OF THE PRESIDENT
COUNCIL ON ENVIRONMENTAL QUALITY
WASHINGTON, D.C. 20503

August 3, 2007

MEMORANDUM

TO: HEADS OF EXECUTIVE BRANCH DEPARTMENTS
AND AGENCIES

FROM: JAMES L. CONNAUGHTON, CHAIRMAN e

SUBJECT:  SUBSTANTIALLY INCREASING FEDERAL AGENCY USE OF
ENERGY SAVINGS PERFORMANCE CONTRACTING

Keeping America competitive requires investment in more affordable, efficient, clean,
and lower carbon use of energy. In the Federal government, one of our best opportunities
to retrofit the energy systems needed to achieve Executive Order and legal requirements
is through greater use of private government-wide Energy Savings Performance
Contracting (ESPC) and Utility Energy Savings Contracting (UESC) programs
administered by the Department of Energy’s Federal Energy Management Program
(FEMP). Therefore, the heads of executive departments and agencies are directed to take
appropriate actions to significantly increase their use of the ESPC/UESC tool to
accomplish their energy related goals. Executive departments and agencies already have
the contracting flexibility to use ESPCs and UESCs to complete projects, particularly in
cases where direct funding is not available or sufficient, and agency procurement and
contracting officials should be assessing every opportunity to use these tools.

Agencies shall inform the Assistant Secretary for Energy Efficiency Renewable Energy
at the Department of Energy (akarsner @ee.doe.gov) within 45 days from the date of this
memorandum, on their initial assessment of opportunities for use of ESPCs and UESCs at
their facilities to achieve results. Based on this feedback, FEMP will assist each agency
in establishing energy efficiency investment targets, a percentage of which shall be
through ESPCs and UESCs. Your target and the percentage that is ESPC or UESC will
be a function of size and actual opportunity. It is projected that agencies must invest an
amount equivalent to 20 percent of their annual energy costs on efficiency enhancements
in order to meet our goals. ESPCs/UESCs shall account for at least half of this total, or at
least 10% of annual energy costs. Agencies already investing more than 10% shall
continue. Exemptions to these requirements shall be addressed on a case by case basis.

Background
Since 1985, Federal agencies have invested almost $7 billion in energy efficiency

improvements from all sources. Half, or $3.5 billion, of this investment has come from
ESPCs and UESCs. Total investments to date are estimated to have saved between $800
million and $1.16 billion just last year. Cumulative savings to date could be as high as
$8.5 billion, saving 4.5 trillion Btu. Despite these successes, ESPCs and UESCs are not



as widely used in the Federal community as they should be. Contracts are typically too
small and take too long to implement. With an industry investment capacity capable of
meeting our demand, there is much room for growth in use of this tool.

With the passage of the Energy Policy Act of 2005 last August, President Bush
committed America to reducing our dependence on foreign energy supplies, to setting
aggressive energy conservation goals and to increase our share of cleaner, more efficient,
and lower carbon use of energy. On January 24, 2007, President Bush signed Executive
Order 13423, Strengthening Federal Environmental, Energy, and Transportation
Management. This order sets a series of aggressive goals, including goals for improved
energy efficiency, reduced greenhouse gas emissions, increased alternative energy
purchases, and improved water conservation.

To help accomplish Presidential and legal requirements, it is incumbent upon each
Federal agency to lead the way - and to lead by example in the wise use of our energy
resources and elimination of inefficient energy practices. Achieving these goals requires
that Federal agencies look beyond appropriated funds to further accomplish their energy
objectives and by using market-based solutions found through the use of innovative
performance contracting programs that fund the investments upfront allowing the
government to pay for improvements through the guaranteed savings obtained.

Congress established the ESPC program in 1992, and reauthorized it through 2016 with
EPAct 2005, as a way to improve the Government’s energy efficiency by harnessing
private sector resources to invest in necessary energy efficiency projects that can yield
guaranteed savings. ESPCs and UESCs are tools to help agencies achieve our goals.
They provide a flexible, cost effective, market based way for agencies to reduce
consumption of conventional fossil fuels - and to do so without incurring the up front
capital costs normally associated with projects of this nature.

Agencies have long been using the ESPC and UESC programs to implement energy
efficiency, water reduction, and renewable energy improvements. During FY 2005, 20
ESPC contracts or delivery orders were awarded at five agencies. These include delivery
orders awarded through the DOE/FEMP Super ESPC programs as well as projects
awarded by DoD. Project investment from these projects totaled approximately $96.8
million, providing the Federal government with an opportunity to save more than 726.4
billion Btu each year. Through a decentralized approach, DoD awarded the largest
number of contracts/delivery orders with 15 ESPC projects in FY 2005. Of the 40
UESCs awarded in FY 2005, 32 were implemented by DoD. Contracts were put in place
to perform infrastructure upgrades and purchase new equipment to help installations
reduce energy and water consumption. '

According to preliminary data for FY 2006, investment in energy efficiency is increasing,
totaling $668 million from all sources. ESPCs were the primary contributor to an overall
increase of $163 million from FY 2005, or a 32 percent increase.



