


UNFORTUNATELY, IT’'S NOT ALL COVERED

DISCLAIMER

This Industry Paper has been prepared to provide an industry perspective on the history of Energy Performance
Contracts (EPCs) in Canada, commentary on the key elements, benefits, risks, rewards, and financing of EPCs, a
discussion on the issues and myths surrounding the implementation of EPCs, and industry concerns regarding recent
developments that negatively impact EPC projects.

The information presented in this Industry Paper reflects the views of a diverse group of stakeholders across Canada
and globally, and therefore is not necessarily reflective of the view held by any single party. The information and
material presented herein has been provided to present an industry voice for discussion purposes only and should not
be relied upon or interpreted as advice. It is not exhaustive and is not intended to meet every case.

Although reasonable efforts have been made to ensure that this Industry Paper is based on reliable information
sources, no representations, or warranties of any kind, express or implied are made about the completeness, accuracy,
and suitability of information or for any liability of any kind, direct or indirect, arising from the use of this Industry Paper.
Any reliance is therefore placed at own risk.



THE ENERGY EFFICIENCY INDUSTRY SPEAKS

TO OUR COLLEAGUES

The unprecedented global challenges we collectively faced during 2020 because of COVID-19 exacerbated our
existing economic pressures, resulting in the payments of staggering government subsidies, substantial job losses,
burgeoning global debt, and a significant change to our world.

As we marshalled and refocused our resources and efforts to deal with the ongoing, mutable effects of COVID-19,
other important challenges such as energy inefficiency along with Greenhouse Gas (GHG) reductions, and their
fundamental drivers, received less attention. As we move forward, we can opportunistically pursue solutions that
address our emissions-intensive economy in Canada, while creating new employment prospects, all at minimal or no
additional cost to the taxpayer. EPCs provide this opportunity.

The MCW Group of Companies (MCW) and KWM Consulting Services Inc. (KWM) are delighted to present this
Industry Paper to support the advancement of EPCs across Canada.

This Industry Paper represents a momentous landmark in Canada’s energy landscape, uniting, for the first time, an
industry of pan-Canadian, multi-sector and diverse stakeholders; spanning government, energy clients, Energy Service
Companies (ESCOs), energy consultants, academia, and global representatives, to share decades of collective
experience, expertise and valuable lessons learned from the implementation and operation of EPCs.

It is our sincere hope as an industry that we take advantage of the opportunity created by the necessity of our rapidly
growing environmental and economic issues.

Sincerely,

David Bellamy Kelly Mitchell

Wf

Executive Partner President

MCW Group of Companies KWM Consulting Services Inc.






TIME IS UP!

FOREWORD

This is a moment to pause. It's an over-used phrase, but we are at a turning point. The reasons are many. We are
approaching the time when the “Sun” will rise as the impact of COVID-19 subsides. This will largely be the result of
learning how to manage and control viral threats through medical research and innovation. With the dimming of that
global threat, it is time for energy efficiency as a climate change solution to take its rightful place at centre stage. Itis
time to generate real value for clients embarking on their journey to energy efficiency, and to put the Canadian EPC
industry on a firmly sustainable course with access to the capital that will unlock all of this industry’s benefits.

Why?

We are closer than ever to having the global community aligned in the understanding of the impacts that excessive
Greenhouse Gases (GHGs) emitted from our buildings has, and the desire to deal with that problem. In a sense, the
poisonous impact of excess GHGs to our planet is similar to COVID-19’s effect on humanity.

Making the new the best ever and the existing the best yet cannot be done without the deep understanding — and
proven results — that the entire Energy Performance Contracting (EPC) community has in helping to create what | call a
“healthy, safe and sunny” built environment.

COVID-19 provided a temporary global pause to the increase of GHG emissions. Global emissions from buildings are
down 25%, while global emissions from transportation are down 40%. This is all due to the curtailment of human
activity. As we enter what many believe could be a modern version of last century’s Roaring 20s (occurring right after
World War 1 and the last global pandemic), now is the time for the EPC industry and all levels of government to
strengthen a framework that will deliver meaningful permanent energy and carbon savings. Creating these savings
starts in the core systems that make our buildings habitable (i.e., the “healthy, safe and sunny” feeling). It is the
combination of technologies old and new that provides today’s building spaces with mechanical and electrical solutions
that make these spaces enjoyable to inhabit, and enables them to deliver tangible social and economic benefits for
those who use them and invest in them. Delivering these solutions to the places where we live, learn, work, play, and
heal has never been so critical for our collective wellbeing.

Pure energy savings create the investment capital (cash) to renew facilities and provide relatively short paybacks.
EPCs are not a requirement for new capital, but a redirection of existing cash that is currently paid out year-over-year
for utilities and maintenance. In other words, these are projects where no appropriation of new funds is required. With
the acceptance of slightly-extended payback periods, this cash can also address maintenance backlogs. With the
agreement to medium-term payback periods, this cash can address facility renewal. And, with longer payback periods
linked to asset lifecycle, this cash can be used to dramatically reduce a building’s carbon footprint and set the course (if
not complete the journey) towards becoming net-neutral in its carbon emissions.

| have spent my career in this industry with family, friends, business associates, partners, suppliers, contractors, and
more. | can’t wait for what’s next; | know the best is yet to come. Please read this Industry Paper and let’s keep the
discussion going. Why? Because TIME IS UP!

/

David Bellamy
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MEET THE SPONSORS

AN INTRODUCTION

MEW)

Founded in 1964, the MCW Group is made up of engineering companies providing industry-leading engineering
consulting, energy management and engineering inspired development services to the energy, power, and buildings
construction industries.

As part of the MCW Group, MCW Custom Energy Solutions (MCW CES), provides building energy solutions that help
clients reduce their environmental footprint, avoid utility costs, and realize asset renewal. In partnership with building
owners, MCW CES develops and delivers engineered, single-source EPCs that deliver guaranteed utility savings,
carbon management, occupant comfort, and systems renewal opportunities to colleges, universities, municipalities,
school boards and health care facilities across Canada. Our EPC work represents a cumulative investment of more
than $650M in increased energy efficiency that has eliminated nearly 1 Million tonnes eCO. (equivalent Carbon
Dioxide) from the Canadian built environment to date.

MCW is qualified nationally under the Federal Buildings Initiative for the development, financing and delivery of
Guaranteed EPCs, and is a founding Board Member of the Energy Services Association of Canada (ESAC).

l> kwm .
* consulting

KWM Consulting is a public-affairs, advisory and strategic counsel firm devoted to providing deep expertise and the
highest quality service to our clients. Leveraging a diverse range of strategic, advisory and advocacy experience,
KWM’s team works collaboratively with clients to build the strategy, messaging, and relationships necessary to
advance and accomplish their goals and objectives, and to advise clients in the development of successful projects
and initiatives.

With expertise in Infrastructure financing and developments, strategy development, complex deal structuring and long-
term partnering arrangements, risk identification, analysis, and mitigation, commercial negotiations and EPCs and deep
energy connections across Canada, KWM offer advisory services with seasoned professionals that span decades of
experience.

KWM’s Advisory Practice believes that successful advice goes beyond the achievement of outputs and goals, to
empowering clients to respond in a manner that meets the needs of today and achieves sustainability for the future.
KWM’s advice is outcome focused, leaving you better off than when you started with a motto of “don’t lose value and
don’t lose value when you need it most.”
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The Changing Landscape for Energy Performance Contracting in Canada: An Industry Perspective

A PREVIEW

EXECUTIVE SUMMARY

It’'s Time

Canada is among the countries with the most greenhouse gas emissions-intensive economy globally. Some
of these emissions result from our climate but a significant proportion result from the location of where
Canadians live, relative to the vastness of Canada’s geographic footprint. With 90% of Canadians living
within 100 kilometres of the US Border, a border that is 8900 km long, results in a very energy intensive
geographic footprint when it comes to conducting business and staying connected with one another.

In addition, over 80% of man-made GHG emissions in Canada come from the production and use of energy,
and existing buildings contribute to roughly 44% of these emissions, with 75% of these buildings expected to
remain in existence in 2050.

Unfortunately, the Canadian Government has faced significant challenges in meeting past emissions
reduction targets, notably withdrawing from the Kyoto Protocol and not meeting targets set in the
Copenhagen Accord. Therefore, to achieve the Canadian government’s commitment under the Paris
Agreement, of reducing GHG emissions by 30% below 2005 levels by 2030 and its ambitious target of a net
zero emissions economy by 2050, Canada can't afford the luxury of ignoring any solution that offers energy.

EPCs in Canada

EPCs have had a long history in Canada. Several programs and initiatives were started during the 1990s
and 2000s to support EPCs across Canada and increased spending on green initiatives followed by stimulus
funding in the wake of the 2008 crisis, further supported the increased momentum in the adoption of EPCs.

The motivation behind the adoption of EPCs changed from the early projects resulting in a general increase
in the size and payback periods of EPCs to accommodate greater scopes and outcomes to be achieved.

A sample of EPCs that have been implemented across Canada are included at Section 11 of this Industry
Report and letters from selected operational EPC clients are included at Appendix B.

The Benefits of EPC

The benefits of EPCs extend well beyond the often-cited advantages of leveraging energy savings / energy
wastage to repay capital invested in energy retrofits and include several economic, societal, environmental
and asset related benefits.

Section 4 offers further details on the benefits of EPCs.

Page 1



14

1.5

The Changing Landscape for Energy Performance Contracting in Canada: An Industry Perspective

The Myths, Limitations and Challenges of EPC

The narrative about the issues experienced on operational EPCs being the cause for the significant
reduction, and in some provinces complete end, to the adoption of EPCs, offers a limited perspective. The
stakeholders that contributed to the development of this Industry Paper offered the following reasons for the
limited adoption of EPCs:

e The Approach Adopted by Government

e Issues on Operational EPC Projects

e Complexity of EPCs

e Lack of Awareness of Public Sector Clients with EPCs
o Ineffective Procurement Processes & Project Design

e Perceived Cost and Value for Money of EPCs

Section 5 offers further details on the myths, limitations, and challenges of EPCs.

Structuring a Successful EPC in Canada

While some EPCs are a “partnership” between the public and private sectors, they do not follow the same
contractual structure as a Public Private Partnership (PPP) / Alternative Financing Procurement (AFP). The
industry has expressed concerns that some prominent Canadian (provincial and federal) agencies, are
seeking to apply the PPP model to an EPC. Ignoring the foundational principle that greening solutions are
complex and highly dependent on varying factors which do not neatly fit a rigid framework and require
flexibility to deliver the most optimal outcome and solution for each project e.g., territories like Europe and the
UK are working on a model that will accommodate smaller EPC projects rather than forcing bundling,
increasing procurement agency fees and control to fit a rigid predefined framework.

Achieving the net zero emission targets established by the federal government requires collaboration
between public and private sectors and the evolution of all stakeholders involved in the energy industry to
adopt diverse solutions. It is therefore vital that the procurement processes adopted are not so prescriptive
as to disallow true partnering and outcomes to be achieved.

Discussion on the most optimal EPC assets, sectors, capital size, M&V and selected EPC risks is presented
at Section 7.

It is important for EPC Clients to consider the cost of M&V against the required certainty of savings and the
opportunity for redirecting any saved M&V costs to support other needs and objectives.
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Financing of EPC in Canada

The following financing arrangements have been adopted to finance EPCs that have been undertaken in
Canada:

e Self Funded

e Sale of Receivable

e Variations on Sale of Receivable

e ESCO sourced debt in the form of term loans.

e EPC Client secured grants.

e Insurance backed products.

e Capital leases

e Lease purchase agreements where energy savings are used to offset lease payments.
e Energy as a service where asset ownership is retained by the funder.

e Concession agreements with equity and long-term loan financing.

A more detailed discussions about the industry’s views on financing is included at Section 8.3.

Stakeholder Engagement — Partnering for Success

The successes, experiences and lessons learned from past EPCs have demonstrated that the strength of the
partnership between the EPC Client and the ESCO is one of the most critical elements to the overall success
of an EPC and often an element that is underestimated or deprioritized in favour of a financial / price-based
selection.

Certain factors will deter experienced market from participating in this market in Canada. Evidence of this
has been experienced with some ESCOs deciding not to bid in certain provinces or federal frameworks.
Encouraging experienced market participants with the financial robustness, critical resources, and holistic
expertise to successfully deliver EPCs and their associated outcomes, is necessary for a sustainable EPC
market in Canada as well as to drive value and achieve the sizeable GHG emissions and other greening
targets.

EPC Procurement Process

EPCs are by their very nature highly structured to the specific outcomes required by the EPC Client, including
considerations such as the future use of the asset, the location of the assets which can have different impacts
on energy policies and costs and the cultural setting of the asset, which will impact the behaviour of use of
the asset. Unlike, traditional procurements and PPPs, where a solution is developed against predefined
outputs, EPCs are most successful when the EPC Client and ESCO combine their expertise and knowledge
to design required outcomes.

Understanding the nature of EPCs and the factors that drive real success, is critical to achieving an EPC
Client’s needs.
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1.9 Conclusion

The time to act is now and some argue that the time has passed. We can no longer afford the cost of delays
and it is the industry’s hope that EPCs can be adopted as a viable, necessary and valuable solution to
addressing climate change and reducing GHG emissions.

“We’re running the most dangerous experiment in history right now, which is to see
how much carbon dioxide the atmosphere can handle before there is an

environmental catastrophe.”

Elon Musk
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THE WHAT, THE WHY & THE NOT COVERED

OVERVIEW OF THIS INDUSTRY PAPER

Purpose & Scope of this Industry Paper

This Industry Paper has been prepared to provide an industry perspective on the history of EPCs in Canada,
commentary on the recent trends, benefits, challenges, threats, critical issues, risks, and financing of EPCs
as well as a discussion on the issues and myths that caused a slowdown in the procurement of EPCs in
Canada.

Reason for Industry Collaboration & Participation

The stakeholders that participated in the development of this Industry Paper did so with the following
intentions:

e Promoting government endorsement of EPCs as a contributing solution to the Government of Canada’s
agenda of achieving a net zero carbon economy by 2050.

e Gaining clarity from provincial governments as to their intended support for EPCs and the likely timescales
of this backing.

e Bringing attention to the many benefits offered by EPCs, which extend beyond energy and cost savings.
e Dispelling the myths that have surrounded the adoption of EPCs as a viable solution to climate change.

e Advancing projects that are ready to be procured to take advantage of the significant benefits delivered by
EPCs in renewing energy infrastructure, achieving transformational outcomes, leveraging energy and
budgetary outcomes, and ensuring a more resilient future.

e Leveraging the lessons learned and significant experience and expertise amassed by experienced
Canadian and global ESCOs and clients alike, and to improve EPCs such that they are better aligned with
Canadian goals and leveraged towards improving significant asset portfolios.

e Providing a broad market representation from diverse market participants with deep cross sector, pan
Canadian and global expertise.

e Aligning interests of stakeholders and creating impactful partnerships between public and private sectors
that leverage their respective skills and expertise to achieve transformational outcomes, financial,
economic, and enhanced environmental impacts as well as support infrastructure renewal in a sustainable
manner.

e Creating standardized programs for provincial and municipal projects that provide a clear and consistent
approach to bidding and executing EPCs through which experienced bidders can be shortlisted and
participate in, thereby allowing for an expedited realization of energy efficiency projects that support the
goals of the Federal GHG and decarbonization reduction targets.

e Expanding the reach of capital allocation to achieve deep retrofits.
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23 Limitations of this Industry Paper

This Industry Paper is subject to the following limitations:

e The Industry Paper has been compiled from extensive interviews, contributions and materials provided by
many diverse stakeholders in Canada and globally. Care has been taken to reproduce the wording
provided or in the case of conceptual ideas, the description supplied by each stakeholder. Readers may
have expressed these views in different ways and may not agree with every perspective offered, whether
in whole or in part. However, the Industry Paper has been designed to share the diverse thoughts and
understanding of Canada’s EPC landscape, including the differences, the rawness, and the unpopular
expressions with the aim of offering the foundation for the best success.

e Some of the views expressed in this Industry Paper vary widely and may appear to conflict. To protect the
integrity of the objective of this effort, being the sharing of the views of the energy industry, we have
identified in the relevant sections, the range of views.

e The information and material presented in this Industry Paper has been provided for discussion purposes
and should not be relied upon or interpreted as constituting advice for EPC arrangements.

e EPC arrangements vary in scope, complexity, terms and structure and this Industry Paper does not
represent an exhaustive list of relevant information nor every possible scenario and is not intended to be
relevant to every EPC.

e This Industry Paper does not cover all the mechanics of EPCs. There are various other resources
available to readers that will address these elements.

e Although reasonable efforts have been made to ensure that this Industry Paper is based on reliable
information sources, no representations, or warranties of any kind, express or implied are made about the
completeness, accuracy, and suitability of information or for any liability of any kind, direct or indirect,
arising from the use of this Industry Paper. Any reliance is therefore placed at own risk.

e This Industry Paper has been developed at a specific point in Canada’s EPC journey and is subject to
change as the use of EPCs increase and EPCs evolve.

“The best ideas emerge when very different perspectives meet.”

Frans Johansson
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“History is a vast early warning system.”

Norman Cousins
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HERE’S THE SCOOP

3 INTRODUCTION, CONTEXT & BACKGROUND TO EPCs IN CANADA

3.1 Introduction & Context

COVID-19 changed our world and exacerbated the existing financial and economic challenges in Canada
and globally. The reality of job losses, provincial debt levels rising to unprecedented levels and an
unpredictable future consumed our focus and other critical challenges such as the significant financial and
environmental cost of energy inefficiency, and the impact of emissions on the sustainability of our planet,
received less attention. While an understandable response to a mutable threat, the impact of continued
neglect and inaction to energy inefficiency, overconsumption, and wastage, will become our next crisis (some
argue it already has), and one that will result in food and water shortages and significant environmental
disasters.

Consider the important facts below.
3.1.1  Provincial and Canadian Debt Increasing to Historic Highs

The following table provides a view of the effects of COVID-19 on Canada’s provincial and federal net debt as
of May 31, 2021.

Net Debt 2019 /2020 | Net Debt 2020 /2021 | Change

($ millions) ($millions) (%)
Alberta 40,144 62,500 55.69%
British Columbia 46,229 59,962 29.71%
Manitoba 25,220 27,635 9.58%
New Brunswick 13,922 13,891 -0.22%
Newfoundland and Labrador 14,400 16,300 13.19%
Nova Scotia 15,242 16,680 9.43%
Ontario 353,332 399,463 13.06%
Prince Edward Island 2,205 2,425 9.98%
Quebec 183,726 199,060 8.35%
Saskatchewan 12,289 14,512 18.09%
Federal 721,400 1,079,000 49.57%

Source: RBC Economics Canadian Federal and Provincial Fiscal Tables presentation (May 31, 2021)
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The effects of COVID-19 are undeniable and the staggering impact on levels of net debt both provincially and
federally, now more than ever, demand prudent investment choices. In addition to these challenges, the
effects of energy inefficiency and climate change have not stopped for COVID-19 and therefore, we cannot
afford the luxury of ignoring solutions which offer the benefits of energy efficiency and resultant savings at a
time when little else will offer the opportunities to increase employment, reduce energy costs and contribute
to climate positive results.

3.1.2 The Massive Cost of Energy Inefficiency of Canada’s Buildings

In Canada, over 80% of man-made GHG emissions, come from
the production and use of energy. Existing buildings contribute to
roughly 44% of GHG emissions and 75% of these buildings are “No problem can be
expected to remain in existence in 2050. Enhancing the energy solved from the same
efficiency of existing buildings by delivering more energy efficient
solutions, reducing energy consumption, and substantially lowering
/ eradicating GHG emissions, remains an urgent requirement for all

level of consciousness

that created it.”

levels of government, public institutions, and private companies. Albert Einstein

3.1.3 The Disappointing Trend of Canada’s
Energy Track Record

Canada is among the countries with the most emissions-intensive economy globally. Some of these
emissions result from our climate but a significant proportion result from the location of where Canadians live,
relative to the vastness of Canada’s geographic footprint. With 90% of Canadians living within 100 kilometres
of the US Border, a border that is 8900 km long, results in a very energy intensive geographic footprint when
it comes to conducting business and staying connected with one another. This means that Canada can’t
afford the luxury of ignoring any solution that offers energy efficiency and in fact, puts more pressure on the
need to retrofit existing building stock for carbon savings.

The Canadian Government has faced significant challenges in meeting past emissions reduction targets,
notably withdrawing from the Kyoto Protocol and not meeting targets set in the Copenhagen Accord.
Therefore, to achieve the Canadian government’s commitment under the Paris Agreement, of reducing GHG
emissions by 30% below 2005 levels by 2030 and its ambitious target of a net zero emissions economy by
2050, will require strong collaboration between private, public, and institutional sectors, targeted investments
and a transformation in approach and mindset to energy use and wastage.

3.1.4 Immediate Attention Required

The mounting challenges we are facing need immediate focus and prudent action. Job losses, the massive
backlog of maintenance and repairs of Canada’s existing buildings, the burden of energy wastage, harmful
impact of emissions that threaten our sustainability, are just a few of the symptoms that can’t be solved by
ongoing inaction. Given our impending landscape, there is an urgent need to opportunistically pursue
solutions that address our emissions-intensive economy in Canada. EPCs have been successfully adopted
in Canada and in many global jurisdictions to achieve energy efficiency savings, reduce energy consumption,
deliver innovation, resilience, and enhanced outcomes, and achieve urgent energy efficiency targets. They
form an essential role in contributing to the revival of our economy, protecting the value of our buildings, and
enhancing invested dollars, with minimal or no additional cost to taxpayers.

10



3.2

3.2.1

3.2.2

The Changing Landscape for Energy Performance Contracting in Canada: An Industry Perspective

Background to EPCs in Canada

Early Canadian EPCs

EPCs have successfully been adopted in Canada since the early 1980s. Various misconceptions and
concerns about their implications to the public sector, particularly concerns around the perceived increase to
public sector borrowing, had the effect of slowing the adoption of EPCs in Canada. However, the increasing
pressure to reduce GHG emissions and reduce energy wastage combined with the demonstrable value and
success of EPCs in mobilizing resources to deliver energy efficiency measures and effecting deferred
maintenance renewal, has reinvigorated industry focus on the adoption of EPCs in Canada.

Evolution of EPCs in Canada

Canada’s EPC journey originated as a public sector response to rising energy costs, with the first ESCO in
Canada being founded in 1981, as a collaboration between Hydro Quebec and Econoler Inc. The first project
was based on a shared savings, open book approach. Increasing energy prices combined with enormous
financing rates, significantly increased the popularity and adoption of EPCs with more than 1,000 EPCs being
implemented across multiple sectors in Quebec during the 1980s.

These early projects were almost entirely focused on reducing energy costs and attracting rapid savings to
relieve budgetary pressures. They were typically smaller in size with a limited scope to replace elements
such as lighting and had relatively short payback periods of less than seven years. The scope of EPCs later
evolved to include non-energy deferred maintenance elements, renewable energy components and other
building system replacements.

Several programs and initiatives were started during the 1990s and 2000s to support EPCs across Canada.
Increased spending on green initiatives followed by stimulus funding in the wake of the 2008 crisis, further
supported the increased momentum in the adoption of EPCs. The following are a sample of these
government programs:

e The Federal Building Initiative (FBI) was introduced in 1991 and has since delivered a substantial number
of projects.

e Ontario Hydro introduced Guaranteed Energy Performance Program (GEPP) in 1991.
e In 1996, the Better Buildings Partnership (BBP) was started to focus on reducing emissions in Toronto.

e British Columbia introduced an Energy Services framework, and the B.C. ‘Green Buildings Program’ for
both “bundled” and “unbundled” services” that ran between 2003 and 2008.

¢ In Alberta EPCs were implemented for various public facilities between 2004 to 2006.

The motivation behind the adoption of EPCs changed from the early projects that were focused on enabling
savings and accessing funding to solve budgetary issues, to addressing unfunded deferred maintenance
backlogs and upgrading aging infrastructure and later to a focus on sustainability, decarbonisation, resilience,
and the achievement of transformational outcomes. Projects generally increased in size and payback periods
extended with some EPCs having payback terms of 20 years.

A sample of EPCs that have been implemented across Canada are included at Section 11 of this Industry
Report and letters from selected operational EPC clients are included at Appendix B.
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THE GLASS HALF FULL

EPC BENEFITS & OPPORTUNITIES

EPC Benefits

The benefits of EPCs extend well beyond the often-cited advantages of leveraging energy savings / energy
wastage to repay capital invested in energy retrofits and include:

Every $1 invested in energy efficiency measures in Canada, yields $7 in Gross Domestic Product (GDP)
growth.

Significantly enhance the quality of environments and facilities and improve the health and wellbeing of
occupants.

Deliver outcomes that extend beyond the replacement of energy efficiency elements to achieve broader
client requirements addressing holistic facility elements.

Leverage the power of stakeholder partnering to deliver outcomes and innovation compared to traditional
approaches that deliver contracted outputs.

Upgrade infrastructure and deliver safer and healthier facilities and environments.

Promote environmental leadership.

Preserve the valuation of buildings.

Extend the life of facilities.

Provide a framework for energy efficiency implementation.

Enable users such as students to take an active role in energy use, performance, and management.
Create new job opportunities.

Create apprenticeships, certifications, and training opportunities.

Reduce unfunded deferred maintenance.

Ensure greater commissioning and engineering rigor because of the performance guarantees by the
ESCO.

Reduce break-fix maintenance and the number of attempts to repair issues because troubleshooting
identifies the exact cause more quickly.

Transfer accountability for the achievement of long-term outcomes desired by clients for their facilities and
business, to an ESCO.

Reduce strain on client staff.

Contribute sizeable capacity of both resources and financial support to undertake significantly greater
volume and size of energy efficiency upgrades than compared to a public sector client’s internal capacity.

Deliver capital infrastructure improvements that improve resilience and sustainability of facilities.

Reduce burden on Clients working capital through integrated financing and payment structure.
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e |Leverage wastage or costs incurred in a client’s annual expenditures to support financing the project
rather than requiring an owner to generate new budget.

o Enable appropriate risk transfer of elements where private sector has the knowledge, experience,
expertise, capacity, and ability to shoulder performance risks.

e Provide a single point of accountability, which simplifies the process for upgrading a facility.

e Ensure persistence of energy / cost savings post-construction, as M&V services enable ongoing attention
by an ESCO to ensure that savings do not erode over time.

o Deliver significant energy / cost savings because the ESCO is entirely accountable for meeting
guaranteed and contracted and therefore has a laser focus on maximizing these savings.

e Contribute to the achievement of aggressive government energy targets and deliver fiscal responsibility.
Public sector entities often do not have capital budgets to undertake required retrofits of their facilities.
They have aggressive GHG reduction targets, significant deferred maintenance backlogs and issues with
indoor air quality (IAQ), especially in some of the older buildings.

e Engage technology with imbedded intelligence to measure and validate operating conditions of building
and maximize real energy savings.

e Integrate the design and build process with holistic building considerations to ensure that a facility owner
receives the most effective and optimal solution.

e Bundle comprehensiveness in a multi-year deep retrofit program that when combined with third party
financing solves the annual funding cycle systemic within institutions. This differs from single year owner-
managed improvement projects where unused / undeployed funds often get clawed back.

e Harness the significant strengths of ESCO including guaranteed savings, sizeable and strong balance
sheets, deep expertise and experience, large resource capacity, holistic approach to building solutions,
innovation, advanced building management systems, ability to bring finance and capability to bundle
projects.

e Augment the facilities management capability and enable the development of preventative maintenance
programs that deliver additional value and savings.

¢ Achieve transformational projects that leverage energy wastage to fund investment for capital
improvements, reduce GHG / carbon footprint, modernize facilities, and reduce energy spend in a cost
neutral manner with limited risk to a client.

“Without data you’re just another person with an opinion.”

W. Edwards Deming
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THE GLASS HALF EMPTY

MYTHS, LIMITATIONS & CHALLENGES OF EPCs

The narrative about the issues experienced on operational EPCs being the cause for the significant
reduction, and in some provinces complete end, to the adoption of EPCs, offers a limited perspective. The
stakeholders that contributed to the development of this Industry Paper offered the following reasons for the
limited adoption of EPCs:

a. The Approach Adopted by Government

Little political will to support the adoption of EPCs at provincial levels coupled with controlling the
autonomy and decision making of public sector clients.

A perceived limitation placed by certain ministries on the ability of public sector clients to gather
information and knowledge about EPCs from industry participants, despite no active procurements
being undertaken.

Inconsistent messaging about the importance of achieving energy efficiency measures coupled by
the lack of accountability for not considering solutions that can contribute to the federal government’s
2050 zero carbon emissions target.

The approach to government policy with respect to public sector borrowing and funding for capital
projects and sustainability programs having the impact of disallowing the public sector clients to
borrow money for these projects.

Lack of accountability when projects that are ready to be procured are prevented from progressing
and lack of responsibility for assessing the loss of associated benefits.

Government bureaucracy and difficult, rigid procurements.
Unwillingness to innovate or procure in such a way as to allow for innovation.

A strong push and endorsement by the Canadian government and government agencies of Canada
Infrastructure Bank (CIB) and their EPC model irrespective of need or acceptability and not generally
accepted by the industry. It is felt that the views of the market offered during CIB’s market sounding
were not taken into consideration and that CIB forced a solution that had been predesigned and that
the market sounding was simply to allow a response that the market had been consulted.

Continuing industry concern that Infrastructure Ontario (10) and Alberta Infrastructure will force EPCs
into a PPP type model and will impose approaches such as bundling to justify their fees and
procurement model, reasoning that they will introduce efficiencies to EPC procurements. The
industry is however aware of other global approaches which offer efficiencies and recommended
guidance without forced approaches.

Inability of many ministries to secure debt financing for EPCs despite the backing of a contractual
guarantee. In addition, there is a complete unwillingness, with a fixed and rigid view that the
incremental cost of private financing outweighs the cost of public funding, even though the cost has
proven to be negligible in comparison to the opportunity cost of delay, the administrative cost of
securing public debt and the inflexible terms under which public debt is offered to public sector
clients.
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b. Issues on Operational EPC Projects

The outcomes on some operational EPCs differed from contractually agreed levels. This has often
been because of changes in use of facilities compared to those envisaged by the client at
procurement e.g., savings, or re precisely avoided costs did to materialize as expected because of
factors such as extended or changed use of a building. These issues resulted in a lack of confidence
by public sector stakeholders as to the effectiveness of performance guarantees and the true benefits
of EPCs.

The ability to measure savings commitments transparently, accurately, and simply has been an issue
that has caused concerns for public sector clients on some operational EPCs.

Some public sector clients have expressed concerns over the timeliness of reporting of savings
particularly prior to the recent advent of real-time digitized measurement technology.

Some EPCs have experienced equipment issues related to solar photovoltaic.

Implementation challenges such as encountering unforeseen contamination caused delays to
delivery and impacted clarity of savings reporting on operational EPCs, resulting in distrust of the
EPC model. Many of the implementation challenges that have been encountered have often arisen
because of a misunderstanding of the respective roles, responsibilities, and liabilities of each party to
an EPC.

c. Complexity of EPCs

EPCs are perceived by the industry as being straightforward whereas public sector clients have
experienced their procurement and operation to be relatively complex.

Because an EPC project is based on a complex risk allocation, it is important that these risks are not
only clearly understood but also managed, to ensure that EPCs will perform at an optimal level and
achieve expected client outcomes.

No easy way to connect utility usage and carbon cost reductions relative to the operating costs of the
equipment.

Complexities around finance and accounting relative to traditional contracts.

d. Lack of Awareness of Public Sector Clients with EPCs

The inexperience of public sector clients to procure EPCs, exacerbated by the fact that these clients
are disallowed by government departments to speak to industry participants to advance their
knowledge and understanding thereby perpetuating myths and concerns.

Stakeholders are not always well versed or informed about the scope of the contract being procured
and have greater need to understand risks and outcomes.

There is a misconception that facilities owners will lose control of their facilities, operations, technical
specifications, and project scope.

Some awarded projects have languished for years before having sufficient client baseline information
and needs’ statements for ESCOs to move them successfully into implementation.

Lack of capacity of public sector teams to procure and deliver their ongoing roles and responsibilities
under EPC contracts.
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Many public sector teams have a lack of time to gain a complete understanding of EPCs and are
unwilling to assume risks. Strong Client leadership is critical to the success of EPCs.

Earlier EPCs were adopted to address short term budgetary issues, reduce operating costs, and
undertake reactive repairs, which meant that they did not deliver innovation and were not outcome
based, and therefore were not considered to offer value for money.

Many public sector client teams do not understand the EPC model, procurement, development, and
delivery processes which cause heightened concerns and self-imposed barriers to adopt an EPC
model.

Clients are used to procuring separate elements and often do not have a detailed understanding of
the related risk allocation between stakeholders on an EPC, including shared risks and often do not
understand the need for collaboration nor the value in an integrated approach.

Public sector clients perceive ‘in-house upgrades to be more straightforward and to offer better value
for money than EPCs. This does not consider a holistic or long-term view and life-cycling of their
buildings and the major components within, as delivered under the benefits of EPCs.

Some clients misunderstand the generated value of the EPC, specifically that this is a longer-term
investment and not necessarily a short term “gain” where EPC savings are used to repay the
investments in equipment (i.e., do not necessarily require capital from the client), and do not typically
create 1:1 savings to the end client.

Client staff have expressed concerns that the complex nature of EPCs coupled with their lack of
experience with the model will reflect on them personally to the extent that outcomes are not as
expected or required. They are not incentivized or required to consider the adoption of EPCs.

Decision making around an EPC is not conducted at the business leader level, instead typically being
led at building management level, and is therefore not considered as integral to outcome-based
decisions around client business drivers.

e. Ineffective Procurement Processes & Project Design

Rigid procurements that prioritize lowest price over best long-term partnership have resulted in
frustration for stakeholders during delivery and operations, causing the perception that EPCs are
ineffective.

Procurement processes that are not sufficiently flexible to allow access to end users to collaboratively
scope outcomes can result in client needs not being met.

Despite not being contractually bound by the EPC Agreement and therefore not accountable or
responsible for results, procurement agencies mandate the use of their resources, promote the
perception that EPCs are like PPPs and often thwart the real benefits that can be achieved through
true partnering and stakeholder engagement.
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Public sector entities typically do not sole source even if a product is truly innovative and there is only
one supplier. One of Canada’s stated goals is innovation, and some companies offer products that
have been verified as truly innovative by a third party such as products qualified under the Build in
Canada Innovation Program (BCIP) where technical experts at National Research Council (NRC)
have verified their product as superior to others in the marketplace. Procurement processes do not
enable or support an outcome for which there is only one supplier and thereby limit innovation.

More recently, ESCOs are experiencing procurement processes that do not align contract objectives
and outcomes with the ‘evaluation criteria’.

Evaluation approaches which devalue the benefits of EPCs e.g., for PSPC to achieve their 40% GHG
reduction, the standard cost / savings / payback model is not properly matched with their goal.

f. Perceived Cost and Value for Money of EPCs

Perception that the EPC’s are overly expensive when compared to other delivery models, coupled
with the belief that savings are manipulated in their prediction and validation, support the belief by
public sector clients that they can undertake required upgrades and replacements in-house cheaper.
This is not a sustainable model to achieve energy efficiency given budgetary and resource
constraints to procure and implement volumes of independent elements. Additionally, the significant
value of unfunded deferred maintenance does not support the notion that work will be undertaken
even if it is thought it can be undertaken.

Some clients perceive that they are paying a premium to an ESCO to receive a savings guarantee
which they believe to be deliberately underestimated or ineffective or is added as a $ percentage to
the project’s bottom line.

A perception that ESCOs do not assume sufficient risk and therefore that EPCs do not offer value for
money, perpetuating the continued distrust of private sector solutions in public infrastructure across
Canada. In addition, issues such as labor grievances and a preference for taxpayer supported deficit
spending, have negatively impacted the adoption of EPCs.

Clients often perceive those piecemeal approaches provide better value for money than adopting an
EPC that consolidates risk. Experience has suggested that this is not accurate e.g., the University of
Alberta undertook renewals in-house using a revolving fund. Results showed that they significantly
lag higher education institutions who have undertaken EPC programs on their campuses. Often

undertaking the work in-house is adopted to protect the use of client staff | GcKcKcEEzGEGE

-19
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