U.S. - China Climate Change Working Group - Energy Performance Contracting (EPC) Initiative

2016 Pilot Project Opportunity *UPDATED AS OF AUGUST 8*

The EPC initiative calls for high-profile recognition of pilot projects in the U.S. and China that
demonstrate noteworthy concepts. This paper sets forth requirements for a project to receive such
recognition. A first round of projects was recognized at the U.S.-China Energy Efficiency Forum in
October 2015. In 2016, the two countries expect to announce additional projects as the initiative scales

up.

Objective

The objective of recognizing projects is to encourage U.S. and Chinese organizations to get real-world
experience in the other’s market using innovative, feasible business models alongside local practitioners
and promoting key takeaways with the broader sector. Best practices from one market should be
introduced and applied in the other. Participants will use integrated solutions to foster deep energy
savings, demonstrating an optimal combination of project development and design, energy auditing,
energy savings guarantees, third-party financing, contracting, and Measurement and Verification (M&V).
For example, an innovative pilot project may consist of a bundle of short and long-payback measures for
an attractive overall return on investment and deeper energy savings than shorter-payback measures,
alone. The initiative aims to encourage as many noteworthy projects as practical in the public
infrastructure, public and commercial buildings and industrial facilities sectors. All projects recognized
should have participation from both Chinese and U.S. entities.

Value Proposition for Participants

U.S. and Chinese organizations who propose an EPC project that meets the minimum pilot project
requirements will have an opportunity for recognition during the annual U.S. — China Energy Efficiency
Forum (EEF). All recognized projects will be listed in a presentation during the event on the progress of
the EPC initiative, and each pilot project will receive a certificate from the EEF. Representatives of
recognized projects will be invited to a special breakout session on the topic.

Particularly noteworthy projects that exceed the minimum requirements and that demonstrate the
greatest viability and replicability may receive added recognition in an MOU signing ceremony during
the high-profile opening plenary session of the EEF. For example, a project with a newly completed
investment-grade audit will be more compelling than another project that otherwise proposes the same
level of energy savings and meets the other minimum requirements. A description of the select projects
will be read while the parties sign an MOU formalizing their cooperation on-stage, and have their
photographs taken with lead U.S. and Chinese officials.

Additional public affairs outreach will be pursued to complement the recognition offered at the EEF.
These efforts will provide significant exposure that may foster additional networking and business
opportunities. As long as the MOU memorializes that the project meets all minimum requirements, the
project design can be tailored to satisfy the needs of the project.

Approach



The EEF will occur in October 2016, and the deadline for submitting MOUs and project summaries for
initial review is September 9'. Projects submitted prior to that date will be given prioritized review.
MOUs and project summaries should be submitted in English and Chinese to international@emca.cn,

m.evans@pnnl.gov and ging.tan@pnnl.gov. Failure to submit complete, bilingual project information

may result in ineligibility (See Appendix for the submission template). The U.S. Department of Energy
(DOE), U.S. Department of State (DOS), and China National Development and Reform Commission
(NDRC) will review the MOUs for completeness, evaluate and develop a consensus view on project
merits and jointly select projects. The ESCO Committee of China Energy Conservation Association (EMCA)
and the U.S. Pacific Northwest National Laboratory (PNNL) will provide DOE, DOS and NDRC with
assistance in reviewing the MOUs. DOE, DOS and NDRC will notify the interested parties whether the
project will be recognized at the EEF. Each project for consideration must be reviewed by both the U.S.
and China. The signing of the MOU is taken as an assurance that participating parties are doing so in
good faith. Funding is not provided by either government, as the projects are intended to demonstrate
replicable, self-sustaining models based on measured energy savings. All projects recognized at the EEF
will be asked to provide basic quarterly email updates (roughly one page on key accomplishments and
challenges) to DOE and NDRC. At subsequent EEFs, top performing, innovative projects may be offered
the opportunity for additional recognition of their progress.

Pilot projects must address all of the following minimum requirements:

e Identifies and briefly describes the specific facility that will undergo a retrofit via an Energy
Performance Contract: name, location, facility type / purpose, size (e.g., building must be at least
1,500 M?; industrial facility / plants must consume at least 5,000 metric tons of coal equivalent (TCE)
per year), and average annual energy use.

e Qutlines an integrated approach that will retrofit at least 3 systems and reduce energy consumption
relative to baseline conditions (derived from average facility energy consumption over the preceding
3 years) by at least:

= Industrial Facility / Plant or Public Infrastructure: 20% and/or 10,000 TCE energy saved
across the affected systems (state the basis for the estimated savings)

= Commercial / Public Building: 20% of the entire building’s energy use (state the basis for the
estimated savings)

e Specify the primary participants: energy management company (EMC) / energy service company
(ESCO), key vendor(s) / technology provider(s), financial institution, facility owner(s), facility
operator(s), etc.

e Each project includes participation by both U.S. and Chinese stakeholders, including EMC/ESCOs,
technology providers and finance companies (e.g., U.S. ESCO + Chinese technology provider +
Chinese bank).

'The original deadline was August 22, but was extended to September 9, 2016.
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e Utilizes financing, contracting and/or M&V with strong potential to address traditional barriers” in
the market where the project is being conducted:

=  Financing - Self-financing is typical in China, so employ a public-private partnership or other
innovative type of third-party financing. In the U.S., employ financial vehicles designed to
overcome market barriers. Ideally, innovative financing would leverage government or
industry association to reduce market risks and introduce diversified financing strategies to
fairly allocate risks and costs.

= Contracting - Use innovative contract structures (e.g. guaranteed savings contracts, energy
savings agreements, hybrid models, etc.) to address split incentives, lack of access to
financing, or other barriers that are the status quo in the host country.

=  MA&V —Include protocols consistent with the rigor and principles of the International
Performance Measurement and Verification Protocol to ensure accuracy and credibility.

Direct measurement of savings and thorough documentation are necessary, particularly if
there are adjustments to baseline conditions. M&V models should fit a range of project
situations to allow for a clear understanding of the impact of deep retrofits.

e [ndicates how the project is noteworthy relative to others pursued in that market. Also indicates any
ways that the project has benefited from the work advanced by the industry-led working group
established by EMCA and the U.S.-China Energy Cooperation Program (ECP).

e Agrees to email DOE and NDRC details on general progress (energy efficiency measures
recommended and pursued, pre / post- performance, return on investment, etc.) at least once each
quarter, which can be shared with the public.

e Specifies a project start date within 9 months after the signing of the MOU. Projects completed
prior to the date for prioritized review of pilot project proposals are not eligible unless the sponsor
demonstrates that its project has substantially benefitted from the work advanced by the industry-
led working group.

e Includes approval and signature of principals from the appropriate divisions within each
participating organization indicating that a good-faith effort will be pursued.

?See the Opportunity Analysis White Paper for more details on barriers and innovative solutions.
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Recommended Format for Incorporating Pilot Project Requirements into a Memorandum of
Understanding

Please fill in text in <...> with specific information. Additional text should be included, as needed.

INTRODUCTION

This Memorandum of Understanding (“MOU”) is entered into by and between <include at least one U.S.
and/or Chinese ESCO> and <include a host company/organization in either the U.S. or China> (“Host”).
The lead <ESCO or EMC, specify which> for this project will be <specify company>. This project will also
involve <specify companies>.

“Party” means ESCO or Host, and “Parties” means both ESCO and Host.

The Parties to this MOU agree in good faith to participate in an Energy Performance Contract (“EPC”) at
<specify facility name and type/purpose>, located in <city/town/village, province/state, country>.

TIMELINE

This MOU shall become effective upon the later date on which the authorized designee of each Party
has signed it. The EPC project specified in this MOU will enter into development phase no later than <9
months from the date of signing>.

SCOPE

The <specified facility>, located at <specified location>, is <size in M? or energy consumption in TCE> and
currently consumes <energy consumption amount> annually. The facility is primarily used for <function>.
Parties to this MOU will enter into an EPC with an integrated approach to retrofit at least 3 systems that,
tentatively, are <specify the types of systems>. The retrofits will result in reduction of facility-level
energy consumption at <specified facility> by at least <at least 20% and/or 10,000 TCE energy saved
across affected systems for industrial facility, 20% for building>, compared to baseline conditions over
the past 3 years. The estimate savings are based on <indicate how the calculation was made and
pertinent assumptions >.

This project will be financed by <specify financing institution>. Other key partners include <name and
type of organization>.

The project will use the following innovative mechanism(s) to address traditional market barriers in <U.S.
or China>. It has the following noteworthy aspects that differentiate it from other projects in the market:
<specify aspects>. Thus, the project will employ <public-private partnership, third-party, or other>
financing, < guaranteed savings, energy savings agreement, or other> contract structure, and/or M&V
through <enter description>.

REQUIREMENTS

Parties to this MOU agree to share progress following inception of the EPC via email on a quarterly basis
and during the next Energy Efficiency Forum, with the understanding that no business sensitive
information will be revealed.

Signature of authorized representatives from each participating organization indicates approval of the
project and that a good-faith effort will be pursued.
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