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INTRODUCTION

ESCO SERVICES—AN OVERVIEW

The intent, purpose, and hopefully, result of this publication are to explain
what ESCOs (energy/engineering services companies) are, how they are evolv-
ing, and how they can benefit any utility user (electricity and natural gas).

This publication is structured from my actual experiences (good and bad)
in working with various ESCO companies. As deregulation in both electricity
and natural gas evolves, most retail customers will become involved in the
direct purchase of these commodities, whether they want to or not.

Especially in electricity, savings on commodity will only be disillusioning
to many retail customers in many cases. Most deregulated electricity agree-
ments include both electricity commodity purchase as well as energy/
engineering services to increase total cost reduction opportunities. In these
types of arrangements, ESCOs in one form or another are generally entities
that the retail customer will partner with to accomplish the cost reductions.

In this publication I will explain what ESCOs are, how to select the ESCO
that is a “best fit” for you, and what you want to accomplish. As you read this
publication, remember this—there is no magic formula for working with
ESCOs. Ninety percent of the success of your relationship with any ESCO is
your ability to select, quantify, contract with, and measure the results you
expect to accomplish.

Technically, ESCOs cannot do anything for you that you cannot do
yourself. They can provide the expertise to organize, implement, and
finance projects that you may not have the time, knowledge, or financial
wherewithal to complete. The choice is yours to make—the right decision
is the one that best fits your needs.

Xiv
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- CHAPTER 1

ESCOs—A Brief History
and Overview

ESCOs—THE PAST

First I need to provide my definition of an ESCO. ESCO,
as used and referred to in this publication, will stand for
energy/engineering services company. Typically these types of
companies assist utility users, both electricity and natural
gas, in the reduction of their overall utility costs.

The companies that do this type of work have been in
business for many years, probably at least 50-75 years. Initially
there was no term “ESCO”, but the functions that were
performed were the same type as are currently done by ESCOs.

One of the main things, in my opinion, that separates
ESCOs from the typical contractor/subcontractor company is
in the financial aspects for funding customer projects.

ESCOs typically offer full financing packages for customer-
energy cost-reduction projects. This financing option can be a
real incentive for a customer to proceed with a project that
probably otherwise would not have been undertaken.
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ESCOs—Now

In my opinion, there are at least two very different types of energy
services companies currently doing the same general types of business.

Unregulated energy/engineering marketing affiliate of for-profit
utilities (both electricity and natural gas). These companies, to some
extent, have been around for many years, but without the name ESCO.
Before the advent of deregulation and its underlying threat of competition,
these companies had generally, as their predominate thrust, demand-side
cost-reduction strategies. They assisted the parent-regulated utility in its
administration of regulatory agency-approved/mandated, demand-side
energy cost-reduction programs. These programs did, and to some extent
still do exist, and if properly utilized, can be of great value to a utility user.

Energy/engineering services company not a deregulated affiliate of
a for-profit utility. This type of company can be very large or very small,
local or national in scope, all encompassing, or limited in its range of serv-
ices. The majority of all ESCOs actively involved in project work would
probably be (numerically) in this No. 2 class.

It is very important that every energy user understand—

=  What are ESCOs?

=  How do they work?

=  What are they especially good at?

= How can a good one be selected?

= How can a contract be established with them?

Because of their ability to provide long-term financing, ESCOs are
important today and will probably be more important in the future in energy
cost reduction services for those customers that cannot, or choose not, to
finance their own projects. If you know ESCOs and how to make them work
for you, you will be well on the way to reducing your overall energy costs.
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ESCOs—THE FUTURE

What will happen in the future is really anyone’s guess, but following are
a few popular theories as to how the ESCO scenario will evolve.

For-profit utility-affiliated ESCOs

This class of ESCOs will become the predominate providers of services.
This theory says because of deregulatory profit pressures on for-profit utilities,
their deregulated affiliates will have to supplement the regulated utility profit
shortfall—making this type of ESCO more competitive. Because of their finan-
cial clout, this will drive many independent ESCOs out of business.

Independent non-utility affiliated ESCOs

These types of ESCOs are projected by some to diminish in both number as
well as overall percent of typical types of ESCO business done. Currently, for-
profit utility-affiliated ESCOs seem to be aggressively promoting their abilities to
retail utility customers that have the opportunity to retail wheel electricity.

Also, to some extent, these same utilities are subsidizing ESCO efforts—
allowing them to be very competitive in pricing as well as project payback
terms. To counter this competition, non-utility affiliated ESCOs are combin-
ing into larger companies. In this writer’s opinion, where these two types of
ESCOs ultimately end up is anyone’s guess.

To a customer considering the use of any type of ESCO, the following
items are, or should be, of more concern than the type of ESCO utilized. Each
of the following items is very important to a successful ESCO/customer rela-
tionship. The following items are not listed necessarily in the sequence of
importance or priority:
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= ESCO experience in types of projects required by customer

= ESCO contract terms, project interest rates, similar project
completion results, etc.

= Face-to-face relationships between the customer and ESCO
representatives

= Conformity in general with the contracting process described
in this publication

SYNoOPSIS

What the entities are called, or if they are or are not part of the regulat-
ed for-profit utilities, is really of little consequence. The main things to
consider from a customer’s standpoint are:

= Do they have experience?

= Are they reliable?

= How do I interface with their representative?

=  Am I satisfied with the savings that result from contracting with them?

Remember this—if your requirement is to always get the cheapest
price, you will probably never do any deal since you will not be certain the
deal you have is the absolute best that can be had. However, if your require-
ment is for fair documentable savings with a minimum or no up-front
expenditure of your dollars, ESCOs—whether utility affiliated or not—can-
not be overlooked.

In this writer’s actual experience with both utility-affiliated and non-
utility affiliated ESCOs, the type of ESCO is of little consequence. What is
of paramount importance is the selection and contracting skills the
customer possesses.

This publication will provide step-by-step procedures that, if followed,
will produce a fair arrangement for both the customer and the selected ESCO.
Do not forget that in any contractual arrangement, the negotiation skills of
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both parties determine who receives the most benefit from the contract.
Remember: You will not get what you do not ask for.

In this writer’s actual experience, almost anything in an ESCO contract
is open to negotiation under the right conditions. If a contract is used to
unnecessarily encumber either party rather than to enhance the agreement
process, immediately seek another ESCO with which to deal.

I cannot overemphasize the importance of knowing what to ask and
what to expect in any contract negotiation process, not only in ESCO
arrangements but also in any arrangement that requires a contract. If done
properly, the contract process, as well as actually working with the ESCO,
can be a very rewarding experience for both parties. However, if done
improperly, the experience will be a disaster for both parties.

In the following chapters, we will discuss the actual procedures when
working with ESCOs, whether utility affiliated or not. The steps that will be
outlined and discussed may seem overly complex, and the time required to
do the process may seem inordinately long. In this age of quick and easy
fixes—I wish I could say the process of ESCO contracting was both quick
and easy, but the truth is, it is not. This process is truly one where you get
what you negotiate for.

What I relate to you, the reader of this publication, is what I know works.
Are there other processes that can be followed? Perhaps. Anytime you are
contracting or partnering with a company for up to 7-10 years, the rule is,
the better you do the up-front preparation, the better your chance for long-
term success. The sequential steps that will be outlined in this publication are
listed in the table of contents.

Although this process may seem very complicated, in actual practice it
is rather simple and follows methodical sequences of events to arrive at a
logical conclusion. This benefits the customer as well as the ESCO. If the
process is taken one step at a time, it will not seem so complex.






