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ENERGY EFFICIENCY AND CONSERVATION

TUESDAY, MARCH 11, 2003

U.S. SENATE,
COMMITTEE ON ENERGY AND NATURAL RESOURCES,
Washington, DC.

The committee met, pursuant to notice, at 10 a.m. in room SD-
366, Dirksen Senate Office Building, Hon. Lisa Murkowski presid-
ing.

OPENING STATEMENT OF HON. LISA MURKOWSKI,
U.S. SENATOR FROM ALASKA

Senator MURKOWSKI. Calling to order the Committee on Energy
and Natural Resources. Good morning.

This hearing will take testimony this morning on energy effi-
ciency and conservation programs at both the Federal and State
levels. Energy efficiency and conservation are important elements
of any national energy strategy. In the past 30 years, the U.S.
economy has grown by 126 percent while our energy needs have
only grown by one-fifth that rate.

Had we not become more efficient over the past three decades,
we would need nearly 80 percent more energy to power today’s
economy than we do now. Federal Government programs and poli-
cies play an important role in making the Government more effi-
cient through the Federal Energy Management Program, setting ef-
ficiency standards for appliances and other consumer products, and
providing funding to States and local communities to improve their
efficiency and conservation efforts. And we will hear about these
programs this morning.

In last year’s energy bill conference, the conferees agreed to a
number of energy efficiency and conservation provisions. I think
the committee will also be interested in hearing from today’s wit-
nesses their thoughts on that proposed agreement.

We have five witnesses with us today: The Honorable David
Garman, the Assistant Secretary of Energy for Energy Efficiency
and Renewable Energy—and I understand you will provide an
overview of DOE’s efficiency and conservation programs—Mr. Paul
Lynch, Assistant Commissioner of Business Operations, GSA Pub-
lic Buildings, to describe how the GSA is improving energy effi-
ciency in Federal buildings and efficiencies; Dr. David Nemtzow,
president of the Alliance to Save Energy, who will provide the Alli-
ance’s priorities in the area of energy efficiency and conservation—
good morning—Mr. Joseph McGuire, president of the Alliance of
Home Appliance Manufacturers, to discuss its views on the energy
efficiency provisions agreed to in last year’s energy conference; and
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Mr. Erbin Keith, senior vice president, Sempra Energy Solutions,
to describe the Energy Savings Performance Contracting program
and its use in improving Federal energy efficiency.

I thank all of the witnesses for attending today and look forward
to your comments. I will forgo an opening statement so that we can
hear from the witnesses. And if any of my colleagues would like to
make an opening statement, you are welcome to do so as part of
your first round of questions.

Before we begin, I would like to inform members that the record
will be open until 6 p.m. today in order to allow for members to
subm(ilt questions to witnesses and provide statements for the
record.

With that, Senator Bingaman, if you would care to make some
opening remarks.

Senator BINGAMAN. Madam Chairman, I do not have opening re-
marks. I think it is an important hearing, an important set of
issues. There is a lot we can do to improve energy efficiency and
particularly in the Federal sector, and I look forward to hearing
from the witnesses about what still remains to be done.

There are a lot of things we tried to do in last year’s energy bill,
when we were working on it on a bipartisan basis, and I hope very
much we can enact those provisions that related to energy effi-
ciency. I think there was good consensus to do so last year. And
maybe we can improve on them based on this testimony.

Thank you.

Senator MURKOWSKI. Great. Thank you.

Well, with that then, we will go to the Honorable David Garman.
Mr. Garman, your testimony please. Welcome.

STATEMENT OF DAVID K. GARMAN, ASSISTANT SECRETARY,
ENERGY EFFICIENCY AND RENEWABLE ENERGY, DEPART-
MENT OF ENERGY

Mr. GARMAN. Thank you, Madam Chair, members of the commit-
tee. I appreciate this opportunity to appear today to discuss the
Federal programs for energy efficiency and conservation within the
purview of my office.

An entire chapter of the President’s National Energy Plan was
devoted to the topic of energy efficiency and conservation. We be-
lieve that the easiest and least expensive place to find new energy
resources for the Nation is to look first to areas where energy is
currently wasted.

From 1972 to 2000, the energy used per dollar of GDP in the
U.S. economy fell by roughly 40 percent. Had our energy intensity
remained at 1972 levels, the United States would have used 171
quadrillion Btus of energy in 2000, rather than the 99 quads that
we used. We estimate that 36 to 48 quads of the savings were at-
tributable to energy efficiency improvements.

My office at the Department of Energy is working to continue
this progress through a variety of approaches. For example, we
manage important research and development. In partnership with
industry, we have developed or advanced a number of important
technologies ranging from low-e glass and highly efficient refrig-
erators to fuel cells. Second, we established minimum appliance
standards. We have developed performance standards for a variety
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of products including refrigerators, washing machines, and air con-
ditioners.

Third, we promote energy-saving through the Energy Star Pro-
gram. We use that program to build consumer awareness and de-
velop technical criteria for products—a variety of products, working
jointly with the Environmental Protection Agency. Fourth, we part-
ner with States. We have established strong partnerships with the
50 States, the territories, the District of Columbia, including finan-
cial incentives and grant programs to promote the deployment of
energy efficient technologies.

And finally we are leading by example through Federal actions.
The Federal Government is the Nation’s largest single energy user.
We spend almost $8 billion annually on energy costs, and we oper-
ate over 500,000 buildings and 600,000 vehicles worldwide. There-
fore, our Federal Energy Management Program or FEMP focuses
on energy use by the Federal Government.

Between 1985 and 1999, the Federal Government as a whole re-
duced its energy use in buildings by more than 20 percent, thereby
reaching and achieving its goal for the year 2000. The Government
also saved more than $1.3 billion in 2001 in energy costs relative
to 1985 and—much of which can be attributed to energy improve-
ments.

But there is clearly more that we can and should do. For exam-
ple, when we build new Federal buildings, we want to do a better
job of incorporating smart design and energy-efficient technologies
and more cost-effective renewable energy technologies.

Second, we must continue to make improvement in the Federal
Government’s existing building stock. Because agency budgets
often have a tough time financing energy improvement projects, we
support the use of privately-financed energy savings performance
contracts and utility contracts to replace inefficient building sys-
tems with state-of-the-art equipment that will save both energy
and money.

Alternative financing through the Energy Saving Performance
Contracting, however, is in jeopardy because the statutory author-
ity for that contracting will sunset on September 30, 2003 without
legislative action. So we urge Congress in consideration of a com-
prehensive energy bill to extend this important authority.

We also need to promote greater efficiency in the products that
the Federal Government purchases. The President highlighted an
important energy saving opportunity when he personally became
aware of the potential impacts of reducing so-called standby power,
in many products that are being purchased by both consumers and
the Federal Government. As a result, he issued an Executive Order
requiring the Federal Government to purchase products that use
minimal standby power.

As a result of this order and the purchasing power of the Federal
Government, product manufacturers are subsequently introducing
significant design changes that dramatically reduce standby power
of ;{goducts used by consumers and businesses throughout the
world.

We also need to continue the progress we have made in improv-
ing the efficiency of the Federal transportation fleet and to promote
the use of alternative fuels in those fleets. Executive Order 13149
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directs the Federal agencies to reduce overall petroleum consump-
tion in fleets by 20 percent by the year 2005. Some agencies—all
agencies are taking that mandate very seriously. Some are even be-
ginning to order advanced technology vehicles and are planning to
order vehicles such as hybrids that do provide sufficient or signifi-
cant energy efficiency benefits.

We will continue and improve these efforts in the years ahead
and look forward to working with this committee and the Congress
as we develop a comprehensive energy bill that touches on these
efforts and many others.

Thank you for that opportunity, and I will be pleased to answer
any questions that the committee has either now or in the future.

Senator MURKOWSKI. Thank you, Mr. Garman.

[The prepared statement of Mr. Garman follows:]

PREPARED STATEMENT OF DAVID K. GARMAN, ASSISTANT SECRETARY,
ENERGY EFFICIENCY AND RENEWABLE ENERGY, DEPARTMENT OF ENERGY

Mr. Chairman and Members of the Committee, I appreciate the opportunity to ap-
pear today to discuss the Federal programs for energy efficiency and conservation
within the purview of the Office of Energy Efficiency and Renewable Energy at the
Department of Energy.

An entire chapter of the President’s National Energy Policy was devoted to the
topic of energy efficiency and conservation. The President has challenged us to con-
tinue the progress in improving energy efficiency in vehicles, in manufacturing and
other industries, in appliances, in buildings, and in electricity power generation and
transmission.

We have made tremendous progress in increasing the efficiency of energy used in
our economy over the past 30 years. From 1972 to 2000, the energy used per dollar
of GDP produced fell by roughly 40 percent. (In comparison, from 1949 to 1972, en-
ergy used per dollar of GDP only fell by about 10%). One-half to two-thirds of this
reduction in energy intensity was due to improvements in energy efficiency, with
the remaining one-third to one-half related to changes in the structure of the econ-
omy. Had our energy intensity remained at 1972 levels, the United States would
have used about 171 quads of energy in 2000, rather than 99 quads, with energy
efficiency improvements accounting for about 36-48 quads of the savings.

These savings are greater than the increase in energy supply since 1972, totaling
about 26 quads, including changes in domestic production of coal (+8.9 quads), natu-
ral gas (2.5 quads), oil (-7.6 quads), nuclear (+7.4 quads), and renewables (+2.2
quads); and increased imports of natural gas (+2.6 quads) and oil (+11.8 quads). As-
suming the current average energy price of $6 billion per quad remained the same,
these 36-48 quads correspond to savings of roughly $200-$300 billion per year. A
recent National Academy of Sciences report notes that the EERE programs played
a dominant or influential role in three of the technologies the considered to be
among the most important energy efficiency innovations since 1978 (low-e glass, ad-
vanced refrigerators, and electronic ballasts).

Over the years, the private sector and state and local governments have dem-
onstrated successes at improving energy efficiency on their own or with support
from the federal government. I believe this is why the President’s National Energy
Plan wisely instructs us to rely on the combined efforts of industry, consumers, and
federal, state, and local governments to improve energy efficiency, nationally.

The President’s Energy Policy envisions six general strategies to guarantee Amer-
ica’s continued growth and prosperity:

¢ First, we will aggressively reduce demand by employing energy efficiency tech-
nologies and encourage sound conservation measures as essential components
of our energy policy.

¢ Second, we accept the fact that even the most aggressive energy efficiency and
conservation programs will not, by themselves bring domestic supply and de-
mand closer into balance. We must also increase energy supply, with special
emphasis on domestic supply.

¢ Third, to enhance energy security, we must maintain a diversity of primary en-
ergy sources.

¢ Fourth, we must dramatically upgrade our national energy infrastructure to de-
liver energy from the source to the consumer.
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e Fifth, we must accomplish these strategies while simultaneously building on
our successful record of environmental protection.

¢ And sixth, we realize that our energy challenges will extend beyond 20 years.
Therefore, we need to prepare for a future that moves us beyond current think-
ing about the sources and uses of energy.

The Federal Government, including the Department of Energy, is working to do
its part. In my office, we are working to improve energy efficiency in a variety of
important areas. For instance:

e In partnership with industry, we are making significant investments in re-
search and development toward new energy efficiency products and processes.

*« We have developed appliance standards that create reasonable but challenging
efficiency guidelines for various products.

* We have worked to establish consumer awareness programs such as Energy
Star that help market, promote, and create a demand for efficient products.

* We have established strong partnerships with the states; including financial in-
centives and federal grant programs to support states and localities.

¢ And we have lead by example in striving to meet energy efficiency targets that
Congress has established for federal buildings and transportation fleets.

Today, I will elaborate on a few of our ongoing and new activities that will help
promote greater energy efficiency and conservation. Before I begin, I'd like to high-
light how the President’s Management Agenda has helped us focus our resources
and become better stewards of the taxpayers’ dollars. For example, the R&D invest-
ment criteria help us guide budget decisions to ensure we fund only activities that
can provide real public benefits and that the private sector would not undertake
without our help. And the budget-performance integration initiative, through the
Program Assessment Rating Tool (PART), has helped us to focus on continuing to
improve our performance goals, and to identify program planning and management
strengths and challenges.

Two years ago, the President’s Management Agenda pointed out that Federal gov-
ernment R&D programs in general “do not link information about performance to
our decisions about funding. Without this information, decisions about programs
tend to be made on the basis of anecdotes, last year’s funding level, and the political
clout of local interest groups.” This year, our funding request is in better alignment
with what it will take to achieve our goals.

PROMOTING EFFICIENCY IN TRANSPORTATION

A top priority of my office is to work to dramatically reduce or eventually even
end our Nation’s dependence on foreign oil. The centerpiece of this effort is, of
course, the FreedomCAR partnership and the President’s Hydrogen Fuel Initiative.
Because that was a subject of a hearing before this Committee last week I need not
repeat my testimony from last week.

As important as we believe hydrogen is for the long term, however, we are still
working, in cooperation with other federal agencies, to maintain a robust, and in
some areas growing, research and development program in non-hydrogen transpor-
tation technologies.

Under the FreedomCAR partnership we have proposed a funding increase in fiscal
year 2004 for our hybrid (gasoline-electric and diesel-electric) technology, as well as
increases in materials technology. We believe many of these technologies will deliver
fuel savings both prior to and after the introduction of fuel cell vehicles, since light-
weight materials and hybrid technologies are expected to be incorporated into fuel
cell vehicle designs. Therefore, these investments are expected to pay off in the in-
terim, as well as over the long term.

In addition, we had a number of interim strategies in mind as we established spe-
cific, measurable performance goals for our program. And our FY 2004 budget is
aligned with these goals. For example:

*« We are working to develop technologies for heavy vehicles by 2006 that will en-
able reduction of parasitic energy losses, including losses from aerodynamic
drag, from 39 percent of total engine output in 1998 to 24 percent;

e The 2006 goal for Transportation Materials Technologies R&D activities is to
reduce the production cost of carbon fiber from $12 per pound in 1998, to $3
per pound; and

e The 2010 goal for Hybrid and Electric Propulsion R&D activities is to reduce
the production cost of a high power 25kW battery for use in light vehicles from
$3,000 in 1998 to $500, with an intermediate goal of $750 in 2006. Achieving
these goals will enable hybrid vehicles to be more cost competitive with conven-
tional vehicles in the marketplace.
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Automakers are introducing technologies that have resulted in part from DOE’s
work in this area. At the recent North American International Auto Show in De-
troit, the major U.S. automakers announced that they will have a variety of new
hybrid gasoline-electric models entering the market in the 2004 to 2008 timeframe.

Of course, hybrid vehicles are still more expensive compared to conventional vehi-
cles, which is why the President proposed a tax credit for hybrid vehicles in his Na-
tional Energy Plan, and subsequent to that in his 2004 budget submission. We urge
that Congress adopt this important incentive for more efficient vehicles.

IMPROVING ENERGY USE IN OUR FEDERAL BUILDINGS

The Federal Government is the nation’s largest single energy user. We spend al-
most $8 billion annually on energy costs and operate over 500,000 facilities and al-
most 600,000 vehicles worldwide. Therefore, our Federal Energy Management Pro-
gram (FEMP) focuses on energy use in federal government buildings and complexes.

The President’s National Energy Policy recognized the role that the Federal gov-
ernment can play in helping make the United State the world leader in energy effi-
ciency in the 21st century by directing that Federal agencies to conserve energy and
ic(i{ rleduce energy use during peak hours, particularly in areas where outages are
ikely.

Federal agencies have already accomplished tremendous success in energy man-
agement. In response to Executive Order 13123, between 1985 through 1999, the
federal government as a whole reduced its energy use in its buildings by more than
20 percent thereby reaching its goal for 2000, one year early. The Government also
saved more than $1.3 billion in 2001 relative to 1985, in reduced energy bills, much
of which can be attributed to energy improvements. But there is still much we can
do. Let me highlight a few of the opportunities we have to lead by example.

It is much easier to incorporate and finance energy-saving technology in new con-
struction compared to retrofits. So with every new building we build, we should in-
corporate smart design and energy efficient and renewable technologies. These
buildings will show our commitment to saving energy, saving money, and protecting
the environment.

The Federal government’s existing building stock offers another opportunity for
tremendous energy savings. We provide Federal agencies with access to technical
assistance so that agencies can make wise choices as they consider options for retro-
fitting and upgrading their buildings. In some cases, when cost-effectiveness can be
demonstrated, FEMP may recommend private sector financing, through energy sav-
ings performance contracts and utility contracts, to pay for these upgrades. FEMP
provides agencies with easier access to these unique contracting vehicles. However,
alternative financing through Energy Saving Performance Contracting (ESPC) is in
jeopardy because the statutory authority will sunset on September 30, 2003 without
legislative action.

The Federal government can also make a difference by making smart purchasing
decisions. The Federal government spends more than $10 billion each year on en-
ergy-using equipment. According to a recent study conducted by Lawrence Berkeley
National Laboratory, the Federal government could save at least $120 million in an-
nual1 eéllergy costs by 2010 just by buying energy efficient products that are readily
available.

Executive Order 13221, issued by President Bush in July 2001, offers a compel-
ling example of how, by working with industrial partners, the federal government’s
purchasing decisions can pull the market for energy efficient products. To help im-
plement E.O. 13221, which requires the federal government to purchase products
that use minimal standby power, FEMP initiated negotiations with office product
manufacturers. As a result, office product manufacturers are introducing significant
design changes that dramatically reduce the standby power of products used by con-
sumers and businesses throughout the world. Through prudent product specifica-
tions and purchasing criteria, the federal government is encouraging the develop-
ment of more energy efficient and renewable energy products and services.

Responding to E.O. 13221 the federal government will save approximately $10
million in annual energy cost savings. U.S. consumers will save approximately $210
million in annual energy costs. The federal government will save electricity equiva-
lent to the amount needed to power approximately 18,000 homes. U.S. consumers
will save electricity equivalent to the amount needed to power approximately
270,000 homes. Savings are expected to grow as low standby products become stand-
ard in the market.

The Federal Government can also reduce energy use through a continued focus
on the supply side of the equation. Federal agencies invest in distributed energy re-
sources to provide power closer to the point of use. These distributed energy tech-
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nologies include fuel cells, microturbines, and biomass systems, to name a few.
Using distributed generation, we increase the available supply, improve reliability,
and reduce demand on our constrained power system. Many of these technologies
can be used as combined heat and power systems—in other words, they can recap-
ture heat that is otherwise wasted.

And, Mr. Chairman, we are also pursuing significant efforts to increase the en-
ergy efficiency of Federal fleet operations. One driver for this is Executive Order
13149, which directs Federal agencies to reduce overall petroleum consumption in
fleets by 20 percent by the year 2005. To meet this goal, we are working with other
agencies to improve the efficiency of fleet operations, increase the use of alternative
fuel, and encourage the purchase of energy efficiency vehicles. Some agencies are
ordering advanced technology vehicles such as hybrids. The Administration has also
requested that agencies reduce the size of their fleets. While fleets for some agencies
performing law enforcement and security activities are expected to increase, these
increases will be more than offset by decreases in other agencies’ fleets, as agencies
begin to manage their fleet resources more efficiently.

BUILDINGS FOR THE FUTURE

Energy use by residential and commercial buildings accounts for over one-third
of the Nation’s total energy consumption—including two-thirds of the electricity gen-
erated in the U.S.—and costs the Nation about $240 billion annually. Improving the
energy efficiency of buildings and equipment reduces energy consumption—espe-
cially during critical peak demand periods—which also reduces America’s vulner-
ability to energy supply disruptions, energy price spikes and constraints on the Na-
tion’s electricity infrastructure. In addition, since energy for buildings also contrib-
utes one-third of urban air pollution and roughly a third of our carbon emissions,
new energy efficiency technologies can have significant economic and environmental
benefits.

With a growing population and increased amenities that require more energy,
building energy consumption will grow from 34 to over 40 quadrillion Btu by 2020.
Therefore, we are working on technologies needed for new generations of buildings
that will be more efficient, comfortable and simpler to operate and maintain. Our
office buildings, Federal buildings, homes, and stores can be more self reliant, less
vulnerable to outages, adaptable to changing work requirements, and more respon-
sive to users needs. Many could actually produce more energy than they consume
by combining highly efficient design with solar, geothermal, and other distributed
energy and cogeneration technologies.

Our Building Technologies Program, in partnership with industry, government
agencies, universities and national laboratories, develops technologies, techniques
and tools to make residential and commercial buildings more energy efficient, pro-
ductive and affordable. Its portfolio includes improving the energy efficiency of
building components and equipment as well as developing highly-efficient, whole-
building, system-design techniques. The program also supports the development of
building energy efficiency codes and national energy efficiency standards for appli-
ances and building equipment; integrates renewable energy systems into building
design and operation; and conducts technology transfer, education and information
exchange. The program works to forge consensus on research directions and prior-
ities, and industry-wide codes and standards.

Within our buildings research portfolio we have a new focus in 2003—solid state
lighting—a new technology being developed to advance more efficient lighting sys-
tems. Consider the lights that illuminate this room. They are a major consumer of
electricity. Nationwide, lighting consumes seven quadrillion BTUs or more in a
given year, or 7 percent of all energy usage. Less efficient incandescent bulbs
produce large amounts of heat that our climate control systems must manage, so
we pay an additional energy penalty.

While modern florescent bulbs with electronic ballasts are more efficient, they re-
main glass nodules filled with gas not unlike the vacuum tubes of the last genera-
tion of electronics. The time has come to take the next step toward solid state light-
ing. The inorganic light emitting diode is to florescent lamps what transistors were
to vacuum tubes, or what the automobile was to the horse-and-buggy. It’s a revolu-
tionary technological innovation that promises to change the way we light our
homes and businesses.

APPLIANCE STANDARDS PROGRAM

Over the last year, the Department undertook a major analysis to respond to the
National Energy Policy which directed continued support and expansion of the scope
of the program for covered products, setting higher standards where technologically
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feasible and economically justified. We completed a review of the standards program
and identified residential furnaces and boilers, commercial central air conditioners
and heat pumps and electric distribution transformers as high priority standards
rulemaking activities. Further work in these areas is presently underway.

In addition, the Department identified energy savings opportunities for incandes-
cent reflector lamps, torchieres, commercial refrigerators, vending machines, and
ceiling fans and are assessing whether to expand the scope to include any of these
products in the program.

DISTRIBUTED ENERGY AND ELECTRIC RELIABILITY PROGRAM

Distributed energy involves the use of relatively small-scale and modular energy
generation devices installed onsite or near the customer’s premise. Electric reliabil-
ity involves the use of electric energy systems for addressing electricity transmission
and distribution problems, including grid congestion, outages, power quality disturb-
ances, and line losses. Technologies include industrial gas turbines, microturbines,
reciprocating engines, chillers, desiccants (for humidity control), integrated energy
systems and CHP, energy storage devices, utility interconnection equipment, trans-
mission and distribution systems, communication and control systems, and high
temperature superconducting materials and equipment.

To address regulatory and institutional barriers to the use of distributed energy
and electric reliability technologies, the program conducts analysis, and education,
and outreach activities in partnership with industry groups and Federal and State
government agencies. The aim is to streamline siting, permitting, and interconnec-
tion procedures, accelerate distributed energy project development timetables, and
lower installation costs.

The Distributed Energy and Electric Reliability Program works to strengthen
America’s electric energy infrastructure and provide utilities and consumers with a
greater array of energy efficient technology choices for the generation, transmission,
distribution, storage, and demand management of electric power and thermal en-
ergy.

The program contributes to several national energy and environmental goals. For
example, expanding the use of distributed energy and electric reliability tech-
nologies upgrades America’s aging electric power infrastructure, relieves congestion
on transmission and distribution systems, reduces the use and increases the supply
of electricity during periods of peak demand, and reduces environmental emissions,
including greenhouse gases. The program supports EERE’s strategic goal to increase
the reliability and efficiency of electricity generation, delivery, and use.

Mr. Chairman, the Grid Study published last year called for the establishment of
a new office of Electricity Reliability. We are now in the process of implementing
that recommendation, and expect to be able to provide details on the structure and
functions of this new office in the months ahead.

Mr. Chairman, I hope I have conveyed some of the elements of our vision of the
future and how our programs are working to attain that vision. I will be pleased
to answer any questions you may have.

Senator MURKOWSKI. Let us next go to Mr. Paul Lynch.
Mr. Lynch, your testimony, please.

STATEMENT OF PAUL LYNCH, ASSISTANT COMMISSIONER OF
BUSINESS OPERATIONS, PUBLIC BUILDINGS SERVICE, GEN-
ERAL SERVICES ADMINISTRATION, ACCOMPANIED BY MARK
EWING, DIRECTOR, NATIONAL ENERGY CENTER

Mr. LYNCH. Good morning. Madam Chairman, thank you for the
opportunity to present testimony regarding Federal programs for
energy efficiency and conservation.

The General Services Administration has a long history of sup-
porting Federal energy efficiency in our facilities. We also recognize
the importance of our unique leadership role as the Government’s
landlord in demonstrating energy efficiency and sound asset man-
agement. GSA’s actions in the area of efficiency closely follow man-
dates set forth in public law and numerous Executive Orders; most
recently President Bush’s Executive Order 13221, and Executive
Order 13123, Greening the Government through Energy Efficiency.
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In fact, GSA annually develops an implementation plan to ensure
that all the energy management strategies identified in the Execu-
tive Order are being pursued. Energy reduction and utility cost re-
duction goals are tracked as part of GSA’s performance evaluation
to the President on an annual basis. Results are also reported to
GSA senior management on a quarterly basis. Senior management
and regional senior management executives have energy perform-
ance included as part of their performance evaluation as well.

We believe we are making good progress. Since 1985, GSA has
reduced energy in our facilities classified as standard by about 21
percent compared with the 1985 base year. This agency achieved
this reduction by directly investing in Federal conservation oppor-
tunities with paybacks of 10 years or less. From 1990 through
2002, GSA has invested approximately $316 million in energy
projects.

GSA has also reduced energy in our energy-intensive-type build-
ings, industrial and laboratory. We have actually reduced consump-
tion by 37.2 percent compared with the 1990 baseline that was es-
tablished.

GSA also benchmarks our performance with the private sector.
We use a utility benchmark, established by the Building Owners
and Managers’ Association, and that index actually shows PBS is
operating Federal facilities 34 percent below comparable commer-
cial facilities for the same period ending fiscal year 2002.

GSA is also proud of our efforts to earn the Energy Star Building
Label. To date, GSA has earned the Energy Star Building Label for
93 of its owned facilities and 1 leased facility. That approximates
28 million square feet, which is about 19 percent of our eligible
square footage and 15 percent of our facilities agencywide.

GSA also has a well-developed strategy for providing leadership
to energy efficiency. GSA’s actions can be broken down into two key
categories, leadership and management; and, secondly, energy effi-
ciency performance and implementation strategies.

Under the management and administration piece, GSA created
an energy management infrastructure, designated a senior agency
official responsible for meeting the goals; that is me. We have also
formed a technical team to—consisting of appropriate personnel to
expedite and encourage the use of strategies identified in the var-
ious Executive orders and law.

GSA also utilizes a wide variety of management tools including
such things as award programs for our associates, performance
evaluations, training and education workshops and designation of
our buildings as showcase energy facilities.

GSA activities in energy conservation are implemented and man-
aged by a national Energy Center of Expertise. The Center, sup-
ported directly by GSA associates from all of our GSA regions
across the country, are responsible for coordinating energy activi-
ties. The Center monitors and coordinates energy usage. They de-
velop and implement energy savings projects. They leverage our
purchasing power through national contracts and buys. They estab-
lish and manage Energy Savings Performance Contracts; and they
develops annual implementation plans and strategies to achieve
our goals.
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I would like to take a minute to introduce Mark Ewing. Mark is
the Director of the National Energy Center, and he really makes
a whole lot of things happen at the Public Building Service.

The second broad category pertains to energy efficiency perform-
ance and implementation strategies. To know our portfolio and
what our needs are, GSA maintains a 10-year audit plan in which
we look at 10 percent of our space each and every year.

These audits identify energy conservation measures that may
lead to future energy conservation projects or other viable alter-
natives, in addition to an energy conservation proposal. GSA asso-
ciates have a wide array of tools to take action. They include en-
ergy projects, use of renewable energy, and sustainable building de-
sign.

Direct appropriations for energy savings projects in today’s world
are difficult to count on. I think everyone agrees with that. GSA
is maximizing the use of available alternative financing contracting
mechanisms as a strategy. To give you some sense, in 2002 GSA
awarded a total of seven alternatively financed projects, all seven,
which were ESPs. This brings the total to 23 ESPs and 19 service
savings contracts with utilities currently active and in place.

We also have an additional 13 projects in various stages that will
be awarded some time this year. The total dollars associated with
this effort are approximating $179 million of private sector money.

GSA also considers opportunities for solar and other renewable
energy in building design and retrofits. In fiscal year 2002, GSA re-
ceived an estimated 3,200 million Btus in energy use from self-gen-
erated projects. Approximately 156 megawatt hours of this coming
from 6 of our 6 Photovoltaic installations, 1,779 million Btus com-
ing from GSA’s 5 solar thermal projects.

We have also had very good success in purchasing renewable en-
ergy. In fiscal year 2002, GSA purchased a total of 24,306 mega-
watt hours of electricity from renewable energy through competi-
tive power contracts and the use of green power.

Looking toward the future in our capital program, GSA requires
all new buildings and all new major repairs and alterations of ex-
isting buildings to conform to the Leadership in Energy and Envi-
ronmental Design, the LEED, rating, Silver requirements. The
LEED, established by the Green Building Rating System, is a vol-
untary, consensus-based national standard for developing high-per-
formance, sustainable buildings.

Members of the Green Building Council, representing all seg-
ments of the building industry, developed LEED and continue to
contribute to its evolution. Our ultimate goal with the LEED pro-
gram is to bring new buildings into our inventory that are energy-
efficient, while optimizing the energy performance of our existing
building inventory.

To close, GSA is committed to providing leadership to energy effi-
ciency and conservation. Meeting the 30 percent reduction goal in
our buildings by the year 2005 and 35 percent by 2010 is definitely
hard work. We are in the process right now of issuing a national
business strategy. It contains four tenets that will help our associ-
ates across the portfolio, actually make us successful in meeting
our 2005 and 2010 goals.
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With that Madam Chair, I would be pleased to answer any ques-
tions you or other members of the committee may have on this
matter.

Senator MURKOWSKI. Thank you, Mr. Lynch.

Next, let us go to Mr. Nemtzow. Welcome.

STATEMENT OF DAVID M. NEMTZOW, PRESIDENT,
ALLIANCE TO SAVE ENERGY

Mr. NEMTZOW. Thank you. Thank you, Madam Chairman and
Senator Bingaman, and members of the committee for the oppor-
tunity for the Alliance to Save Energy to testify today.

We are a bipartisan, nonprofit coalition of business, government,
consumer, and environmental leaders who promote energy effi-
ciency.

Over 70 businesses belong to the Alliance to Save Energy be-
cause they understand that energy efficiency is the quickest, the
i:leanest, and the cheapest solution to our Nation’s energy prob-
ems.

The U.S. Congress is faced with debating another energy bill, as
you did in the last Congress, but things have certainly changed in
the 2 years that this debate started. As you meet today, Madam
Chairman, oil prices are at the highest levels we have seen since
the Persian Gulf War and are probably headed higher. Gasoline
prices have cracked $2 a gallon in most of the country for many
of your constituents. And we are facing an oil problem as we have
not seen in a decade.

And there are many reasons for that, but one of the underlying
reasons, of course, is that our Nation’s demand and supply are just
out of sync with each other. The United States uses 40 percent of
the world’s gasoline. And that kind of pressure is changing the
marketplace throughout the world.

The energy bill that the 107th Congress almost produced that
you asked us to comment on is a good bill. The provisions in that
that Senator Bingaman and that Senator, now Governor, Murkow-
ski and the other committee members worked on together are all
good provisions.

What is notable about that bill is not what is in it but, of course,
what is missing. That bill failed to deal with fuel economy, and
that failure will haunt the Nation for years to come, unless this
Congress addresses it.

Senator Dorgan and President Bush and others have called for
a major investment in hydrogen and fuel cells. That makes a lot
of sense. That bill, S. 461, deserves this committee’s attention.

But in addition to dealing with fuel cells and hydrogen, you need
to deal with the shorter term problems. In addition to the defeat
CAFE faced in the 107th Congress, the alternative approach that
Senators Carper and Specter proposed, setting a blanket goal of
saving 1 million barrels per day in the transportation sector was
also defeated. That is unfortunate.

There are a variety of ways for the Senate to improve fuel econ-
omy without changing CAFE. I recommend we change CAFE. Even
Business Week—if you have not seen this cover story from 2 weeks
ago, I highly commend it. And even Business Week writes that this
is completely doable. They write, “Raise car and truck MPGs, boost
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that fuel economy to 40 miles per gallon, and oil savings will top
2 million barrels a day.” Detroit says that is too high a goal, but
the technology already exists to get there.

Business Week is right. But if the politics are not there, if the
votes are not there, there is still a variety of measures that you can
take to improve fuel economy. You can improve the efficiency of
tires or set up a labeling system so that consumers can choose effi-
cient tires. You can mend the dual fuel loophole, so that it is not
continually abused. You can improve truth in CAFE testing, and
certainly you can close the light truck loophole.

Beyond CAFE there are a variety of provisions, the clear tax in-
centives that Senator Hatch and others have introduced. Beyond
that, there are additional tax incentives that you should consider,
the R&D that we have heard about. And on the non-vehicle side,
there are tax incentives, the Energy Star program, and let me add
program education.

We are facing a national security—a homeland security crisis
right now. And rightfully, Secretary Ridge is on TV and radio doing
public service ads educating the public about those dangers.

We are facing an oil crisis in this country, an energy crisis, but
Secretary Abraham is not doing public service ads to educate the
public. They should be doing that. They should be increasing their
public education effort to help consumers. They, consumers, al-
ready know about high oil prices. They need to know what to do
about it.

Beyond oil, there are a lot of provisions. I want to just generally
endorse the provisions that were worked out in the 107th Congress
on Federal energy management, on appliance and equipment
standards, the various new authorizations, and the tax incentives
that came from Senate Finance. There are a few provisions you
should consider this year.

I submit one is on the Federal energy side. Right now, energy
service companies, like Mr. Keith’s company, can bring in innova-
tive contracts to buildings, to improve buildings with their private
capital.

They are not authorized to do that outside the building sector.
You should allow them to do it for transportation and for high en-
ergy facilities. So, for example, a Navy ship that wants to get new
generators can use Mr. Keith’s company or the many others in that
industry, to swap that out.

They will lay out the capital. They will get paid back over time
with the savings. That reform to get beyond the building sectors to
the mobility sector deserves your attention and support.

Secondly, there is a matter on Federal energy management that
has nothing to do with legislation, Madam Chairman. It is plain
old oversight. When you are not having hearings, the managers at
the Federal facilities—and I am not referring just to GSA, but
throughout the Government, VA and Defense and Housing and
Urban Development, they like to forget about this issue.

When the Executive Order goes away, when the President goes
away, they forget about the Executive Orders. You need to have
periodic oversight, send them letters, hold hearings, hold them ac-
countable.
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Federal energy management is a war of attrition. It is not a war
that you will win with a single legislative change. So I encourage
you to do that.

Again, thank you for allowing the Alliance to Save Energy to tes-
tify. We hope that you will pass the provisions that you passed in
the 107th Congress and then add the missing provisions, particu-
larly regarding fuel economy. Thank you.

Senator MURKOWSKI. Thank you. I appreciate your testimony.

[The prepared statement of Mr. Nemtzow follows:]

PREPARED STATEMENT OF DAVID M. NEMTZOW, PRESIDENT,
ALLIANCE TO SAVE ENERGY

INTRODUCTION

Mr. Chairman, Senator Bingaman, and Members of the Committee, thank you
very much for the opportunity to testify before you today about the role of energy
efficiency in serving as the foundation of national energy policy.

My name is David Nemtzow. I am President of the Alliance to Save Energy, a
bi-partisan, non-profit coalition of business, government, environmental, and con-
sumer leaders dedicated to improving the efficiency with which our economy uses
energy. Senators Charles Percy and Hubert Humphrey founded the Alliance in
1977; it is currently chaired by Senator Byron Dorgan and former CEO of Osram
Sylvania, Dean Langford, with Senators Susan Collins and Jeff Bingaman serving
as Vice Chairs.

Over seventy companies and organizations currently belong to the Alliance to
Save Energy. If it pleases the Chairman, I would like to include for the record a
complete list of the Alliance’s Board of Directors and Associate members, which in-
cludes many of the nation’s leading energy efficiency firms, electric and gas utilities,
and other companies providing economic savings and pollution reduction to the mar-
ketplace.

The Alliance has a long history of researching and evaluating federal energy effi-
ciency efforts. We also have a long history of supporting and participating in efforts
to promote energy efficiency that rely not on mandatory federal regulations, but on
partnerships between government and business and between the federal and state
governments. Federal energy efficiency programs at the Department of Energy
(DOE), the Environmental Protection Agency (EPA), and other agencies are largely
voluntary programs that further the national goals of environmental protection, as
well as broad-based economic growth, national security and economic competitive-
ness.

Mr. Chairman, one thing that nearly everyone agrees on is that an energy bill
should be a balance between measures to increase energy supply and demand, en-
ergy production and energy efficiency. President Bush again led the energy section
of the State of the Union address with efficiency. House and Senate leaders have
been unanimous in their call for strong efficiency measures as a cornerstone of an
energy bill. There seems to be no argument.

The only problem, Mr. Chairman, is that neither the President’s Energy Plan, the
House Energy Bill of 2001, nor the Senate bill of 2002 includes adequately strong
energy efficiency measures. Each of those efforts amounted to missed opportunities
whose great failing is that they aren’t really going to change things significantly.
There were good provisions that we strongly support, such as tax incentives for effi-
cient products and practices, new products for which DOE is to set minimum stand-
ards, and better guidance for saving energy in federal facilities. But in the larger
picture, the potential of energy efficiency to help our economy, our environment, and
our national security was largely left untapped.

Mr. Chairman, my testimony will focus on what last year’s Senate energy bill did
right, and where it failed. I recognize that you are holding separate hearings on
transportation, electricity, fuel cells and other topics that I will discuss in this testi-
mony; I include them because it is impossible to discuss energy efficiency without
discussing these and other issues.

OIL DEPENDENCE AND THE ECONOMY

Mr. Chairman, last year, even if the Conference Committee had successfully fin-
ished negotiations on the energy bill, it would have failed to propose any meaningful
solution to our deadly dependence on foreign oil.
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I know that no one in the United States today needs to be reminded of the —and
growing—increase in oil prices that we’re experiencing today (nor of our stubbornly
high natural gas prices). Unfortunately, Americans may also soon be reminded of
the simple fact of economic history that every significant oil price shock in our his-
tory has been followed by a recession.

A study by Oak Ridge National Laboratory estimates losses to the United States
due to oil market turmoil—and the subsequent macroeconomic losses—at $7 trillion
as of 1998. Such an incomprehensible figure doesn’t even include the downturn that
began with the gasoline price shock of 2000, nor does it count the losses that are
mounting daily as prices at the pump and fuel oil terminals have shot to all-time
highs throughout the nation.

While the uncertainty in Iraq and the Venezuela situation are the leading imme-
diate causes of these increases, the key underlying cause is that over time U.S. and
world petroleum demand is outstripping oil supply, pushing up crude and product
prices for all oil consumers and depressing overall economic growth. That is why,
Mr. Chairman, if—as holds a basic tenet of market economics—people acted truly
in their rational economic self-interest, every CEO of a non-auto industry company
would be in Washington, D.C. lobbying hard for an increase in fuel economy stand-
ards. They would be lead by airline and petrochemical firms, and followed by all
others with a stake in our overall economic growth with the clear message that un-
necessary and excessive oil dependence leads to oil price shocks which in turn slow
the economy and send consumer confidence plummeting. They cut profits, put Amer-
icans out of work, and endanger the well-being of families and children.

The Alliance to Save Energy applauds President Bush’s initiative to accelerate re-
search into hydrogen fuel cells. It is potentially a long-term solution that can help
wean us from this cruel addiction to oil. It is not, however, a sure thing. President
Bush sounded hopeful that we would have fuel cell cars on the market in 16 years.
That may be very optimistic. Mr. Chairman, in the late 1970s, scientists told us that
large scale use of fusion energy was 40 years away. The common estimate is that
it 1s still 40 years away. We sincerely hope that widespread use of hydrogen does
not turn out to be another “fusion.” But we cannot rely on that gamble.

Just last month, Senator Dorgan introduced S.461, the Hydrogen Fuel Cell Act
of 2003 a plan that would not only invest $6.5 billion over 10 years to develop hy-
drogen fuel cells, stationary cells, and the necessary infrastructure, but also set bold
targets and timetables for bringing those vehicles to market with the tax credits to
help make that happen. Senator Dorgan’s bill offers an aggressive Apollo-like pro-
gram for a hydrogen and fuel cell future. But in the meantime, we must still ask
the tough questions: what will it take to lessen U.S. oil dependence?

How do we get the auto industry to the table in a meaningful way? Congress can’t
seem to force them to do anything meaningful on fuel economy. Do we take $50 bil-
lion out of the multi-hundred billion dollar stimulus package to make their vehicles
more efficient? Can the industry be coaxed—dare I say “bribed”—with such an in-
centive? Are there other things that can be done beyond CAFE standards to make
a dent? Are the tax credits for hybrid and fuel cells cars big enough? Should they
also promote super-high efficiency traditional internal combustion vehicles?

What will it take to solve the problem?

This great nation restructured its economy to win World War II and rebuild Eu-
rope. We built the atomic bomb and won the Cold War. We put men on the moon.
W?’re the world’s only superpower—not just militarily but in IT and medical tech-
nology.

Surely we can reduce demand for oil, and thus help to grow our economy, and
that of the entire world. Lessening pollution and our deadly dependence on Middle
East oil would seem a mere sideshow.

FUEL ECONOMY AND OIL DEPENDENCE

The fuel efficiency of America’s vehicles is at a 22-year low and slipping, while
our oil consumption continues to increase—rising 15 percent in the last decade.l
Much of our oil comes from unstable, undemocratic regimes in the Middle East,
many who have made the news lately as often as has Michael Jordan.

It has—once again—become apparent that OPEC is driving our oil dependence,
and we gave them the keys.

As you know Mr. Chairman, last year, the Senate stripped out the only section
of the energy bill that would have significantly saved oil an increase in the Cor-

11990 U.S. Oil consumption=16,988 thousand barrels per day. 1999 U.S. Oil Consump-
tion=19,519 thousand barrels per day, World Petroleum Consumption, 1980-1999, Energy Infor-
mation Administration, DOE.
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porate Average Fuel Economy (CAFE) standards. Then, when Senators Carper and
Specter introduced legislation that would have saved one million barrels a day by
2015, the Senate again denied Americans the chance to wean ourselves from our
growing dependence on oil. But rather than go back and try to tackle this problem
another way, Congress effectively chose to walk away from what is a bull’s eye on
our nation’s economic and national security. Today, the auto companies just say no
while Americans take the economic hit, despite the fact that enormous gains in fuel
economy could be made affordably and safely just by better deploying existing tech-
nologies, as documented by the National Academy Sciences (NAS). Why?

The winning opposition to fuel economy standards says that they are listening to
market forces—which consumers care more about false safety claims and onboard
entertainment than the connection between their engines and our national security.
National security and environmental protection may not be a top priority for Ameri-
can’s when purchasing a vehicle. After all, Americans elect Congress to make deci-
sions on these public issues, to make the tough decisions that will strengthen our
hand against the oil-producing nations who hold us hostage and to protect us
against the longer term problem of global climate change. Tough decisions that take
many forms—CAFE is one proven effective way of reducing our oil dependence. In
fact, the National Academy of Sciences said that the current fuel economy standards
currently save America 2.8 million barrels of oil each day.2 While some members
of the Senate are clearly loathe to ask the automakers of this country to take any
additional strides to protect this country, there are others who will. The Alliance
to Save Energy continues to respectfully urge Members of this body to increase fuel
economy standards.

Mr. Chairman, there are other means of increasing the efficiency of our fuel use
and reducing our oil dependence without touching the fuel economy standard but
by fixing the system upon which the standard runs.

One, Congress should establish standards for tires so replacement tires are as effi-
cient as the tires are on a new car that drives off the lot, or even just a tire effi-
ciency labeling system that would give consumers the information they need when
they purchase replacement tires.

Two, Congress should ensure that the fuel economy credits for dual fuel vehicles
actually represent dual fuel usage. Because these credits are currently provided to
vehicles that rarely see alternative fuels, they have increased the consumption of
oil 18.4 million barrels beyond what would have been consumed in the absence of
the credit.? That loophole should be mended, or if not, ended.

Three, Congress should require the testing procedures for the fuel economy of ve-
hicles to represent real-world driving and call for “truth in testing” of the mileage
ratings on vehicles.

Four, and perhaps most importantly, Congress should consider allowing auto-
makers greater flexibility by ending the light truck loophole, as Senators Feinstein
and Snowe and others have called for, and adopting a single standard for all of a
manufacturers’ vehicles.

Mr. Chairman, we are certainly not asking automakers to stop selling SUVs—just
put the technologies currently available into these vehicles so that consumers who
want to purchase a light truck can purchase an efficient one. It’s that simple. Manu-
facturers are currently using high efficiency technologies that could significantly
and cost-effectively increase the fuel economy of their passenger cars and light
trucks. Over the past few years, we have seen more hybrid electric vehicles on the
road, and more manufacturers are finding an increase in consumer demand. Sport
utility vehicles and other light trucks are incorporating this new technology. In Jan-
uary 2003, General Motors Corp. announced that it will offer optional hybrid
powertrains on several of its most popular models including trucks, SUVs and mid-
size sedans starting in late 2003.4 In the same month, Toyota announced the first
hybrid luxury vehicle in America, the Lexus RX SUV, will be offered in about two
years and will play a role in Toyota’s plan to “bring 300,000 new hybrid vehicles
to market annually by mid-decade”? Ford is testing their Escape hybrid, an SUV
hybrid with a fuel economy of “nearly 40 miles per gallon” that will “offer the same
functionality and performance of the base product, including ensuring that the hy-

2 Effectiveness and Impact of Corporate Average Fuel Economy Standards, National Research
Council, July, 2001

3U.S. Department of Transportation, U.S. Department of Energy, U.S. Environmental Protec-
tion Agency. "Report to Congress: Effects of the Alternative Motor Fuels Act CAFE Incentives
Policy,” March 2002, Table V-4.

4 http://www.gm.com/company/gmability/environment/road—to—future/adv—tech—vehicles/to-
morrows—hybrids

5http://129.33.47.206/about/environment/news/index.html
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brid’s unique regenerative braking system delivers the same functionality and feel
that have made Escape’s brakes best in their class,” according to Mr. Pahokee Patel,
chief engineer for the Escape hybrid.¢ With this new light truck surpassing most
passenger cars in fuel economy, there is no technological reason not to require a sig-
nificant increase in fuel economy standards for all light trucks.

Unfortunately, without higher CAFE standards such technological and market-
place progress will be intermittent at best, and will not lead to improvements across
the fleet of cars, SUVs, pickups and minivans.

There are also vehicle, engine, and transmission technologies that can boost tradi-
tional internal combustion engines fuel economy, both safely and cost-effectively.
There is a great deal of improvement that can be made to increase the energy effi-
ciency of today’s cars and light trucks. About two-thirds of fuel energy is lost in the
operation of our vehicles, much of that waste can be curtailed through efficient de-
sign and technology. In fact, the NAS report notes over two-dozen current and
emerging technologies that can help to increase vehicle fuel economy. Many of
these—such as variable valve control engines, lightweight aluminum engines, five-
speed automatic transmissions, continuously variable transmission, and light weight
materials—are being used in some cars and light trucks today. In addition, there
are other technologies, such as turbochargers,” which could make significant im-
provements in fuel economy if used more widely to increase fuel efficiency while
lowering emissions and providing more power. Turbochargers can increase fuel econ-
omy and results in emissions reductions in CO, and NOx of approximately 20 per-
cent. An engine with a turbocharger may have a power output that’s as much as
40 percent higher than it would be without a turbocharger—delivering the same
power with a smaller engine without having to reduce vehicle size.

Of course, rather than set standards for auto companies it is possible to directly
affect consumers’ calculus through price signals, such as by applying higher gasoline
taxes. A gas tax—incorporating the externalities or the cost to the environment, our
national security, and health impacts into the fuel—would force the consumer of the
fuel in question to pay the consequences of its consumption. Yet, gas taxes are far
more popular with economists than politicians, as Americans have been spoiled by
artificially low gas prices. In the U.S., a gallon of gas is still cheaper than a gallon
of milk and about half the price of a large latte in the “CUPS” coffee shop in the
basement of Russell—yet as gas prices go over $1.50 and perhaps even $2, cries are
heard around the country. And those cries will be heard this spring as retail gaso-
line prices are expected to set an all-time high with the U.S. Energy Information
Administration predicting a peak of $1.76 a gallon as a national average next month
beating the May 2001 record.

Rather than making automakers to do the right thing through standards or con-
vincing consumers through price signals, we can entice their progress through tax
credits. This is not, in anyway a replacement for standards. Unless otherwise legis-
lated, auto companies will still be taking fuel economy credits for making the vehi-
cles on which consumers get a tax break. Senator Hatch and others reintroduced
the bi-partisan CLEAR Act this year to provide tax credits for the purchase of high
efficiency, advanced technology and alternative fuel vehicles. Not only did this legis-
lation receive support from members of the environmental community and auto
companies, but it was bi-partisan legislation largely incorporated into the Senate-
passed version of H.R. 4 last year at a cost of a mere $1 billion over five years.8
Mr. Chairman, can’t we do more? With a national oil import bill of over $100 billion
dollars per year,® we seem to be sending money overseas to purchase oil rather than
putting it into the pockets of Americans to spend or invest closer to home. Mr.
Chairman, I encourage you and your colleagues to pass a tax credit for high-effi-
cient, environmentally friendly vehicles this year.

PRODUCT STANDARDS AND VARIOUS AUTHORIZATIONS

Mr. Chairman, the federal appliance energy efficiency standards program began
in 1987 and has been tremendously successful in saving energy, reducing pollution,
and saving consumers money. At a cost of roughly $10 million annually to the fed-
eral government, the standards program, through the year 2000 had reduced U.S.
electricity use by 2.5 percent (88 billion kwh annually) and reduced peak generating
demand by approximately 21,000 megawatts. Even greater energy savings potential
remains. By the year 2020, projected savings are expected to reduce U.S. electricity

6 http://www.hybridford.com/index.asp
7Honeywell’s Garrett Engine Boosting Systems, http://www.egarrett.com
8http:/www.house.pov/ict/x-44-02.pdf.
) 9I;Alliance to Save Energy estimate based U.S. Department of Energy, Monthly Energy Out-
ook.
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consumption by 7.8 percent enough to displace 240 large (500 MW) fossil fuel power
plants and reduce carbon emissions by 75 million metric tons. At the same time,
consumers will save $186 billion about $1,750 per household.

We urge the Committee to include the package of standards agreed to last year
by the House-Senate Conference Committee on H.R. 4. That package was composed
of consensus energy-efficiency standards negotiated between energy efficiency inter-
est groups, including the Alliance to Save Energy, and the manufacturers of the
products proposed for regulation. The agreement would have established standards,
in law, for: torchiere lamps, dry-type transformers, exit signs, and traffic lights. It
would also have required DOE to establish standards through rulemakings for: ceil-
ing fans, commercial refrigerators, vending machines, unit-heaters, and so-called
“vampire” or “stand-by” energy use by certain products that consume energy even
when they are turned off. It was estimated that enactment of this package would
result in cumulative energy savings from 2002-2020 of 12.8 Quads,'® making it the
single most powerful energy savings element agreed to in last year’s conference. The
annual savings in the year 2020 were estimated to be 100 Trillion Btu, and the re-
sulting reduction in carbon emissions were estimated at 21.4 million metric tonnes.

There are several additional standards that are currently under discussion with
manufacturers, such as a standard for compact fluorescent lamps. These lamps have
dramatically reduced the amount of electricity needed for lamps designed to accept
the standard screw-in incandescent bulb. However, further work may be needed to
assure that products meet acceptable quality and reliability standards. Negotiations
are underway between energy efficiency advocates and manufacturers to develop
standards to resolve these concerns on a consensus basis. We ask the Committee
to be open to including any agreement that may be reached in the coming months
s% ‘ihat consumers can be assured not only of energy savings but of quality and reli-
ability.

Finally, we fully support and urge your inclusion of the other related provisions
agreed to last year that would:

* authorize the Next Generation Lighting Initiative and the Energy Star Pro-
gram,;

* improve energy efficiency in the industrial sector by establishing voluntary re-
duction targets in industrial energy intensity;

¢ establish a program for consumer education on the benefits of air conditioning,
heating and ventilation maintenance;

¢ authorize federal support for energy efficient appliance rebate programs;

. dir%ct a rulemaking on the effectiveness of consumer product labeling by the
FTC;

¢ direct a study by the National Academy of Sciences on whether the goals of en-
ergy efficiency are best served by measurement of energy savings at the site of
energy consumption or through the full fuel-cycle; and

« encourage federal participation in state and regional demand reduction pro-
grams.

FEDERAL ENERGY MANAGEMENT

Since 1995, the Alliance to Save Energy has brought together private-sector com-
panies and organizations with an interest in cutting federal government energy
waste as the Federal Energy Productivity Task Force. I have already submitted the
full testimony of the Chairman of the Task Force, Mr. Jared Blum, for the record
and to summarize those views that also represent the position of the Alliance.lt is
important that the federal government lead the nation in energy efficiency by set-
ting an example for wise energy use in its own facilities and operations. Few federal
programs have been as cost-effective as the U.S. Department of Energy’s Federal
Energy Management Program (FEMP). At an average cost of $20 million per year,
FEMP has helped cut federal building energy waste by nearly 21 percent from Fis-
cal Year 1985 to Fiscal Year 1999 a reduction that now saves federal taxpayers
roughly $1 billion each year in reduced energy costs. Again, we urge the Committee
to include the package of provisions that were agreed to in last year’s Conference
Committee on H.R. 4 including:

1. updating agency energy reduction targets;

2. extending and expanding Energy Savings Performance Contract (ESPC)
authority and including water savings and new replacement buildings;

3. requiring cost-effective metering so that federal energy officials can know
what to measure and manage;

10 Analysis by the American Council for an Energy-Efficient Economy, Washington D.C.
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4. increasing performance standards for new federal buildings;
5. strengthening federal procurement requirements; and
6. increasing federal fleet fuel-economy requirements.

We commend Senator Bayh for his introduction of S. 1358 last Congress, the
“Federal Facility Energy Management Act” and Senator Bingaman for including
many of its provisions in the Chairman’s mark.

In addition, the Alliance and the Task Force respectfully urge the Committee to
include a provision to further expand the authority for ESPCs. Since 1992, nearly
$1.1 billion in private-sector capital has been invested in energy improvement
projects in federal government buildings. Given this success, it is now time to deter-
mine whether the ESPC model can be applied to projects outside of federal build-
ings—to transportation, where over half of federal energy use occurs, as well as to
energy-intensive operations.

There are uncertainties in how ESPC contracts would need to be modified in re-
sponse to the differences between building and transportation (or “mobility”) energy
efficiency projects. Accordingly, we urge the Committee to authorize a pilot program
that could gauge the level of interest in such expanded ESPC authority and that
would allow agencies and private-sector partners to work-through the necessary con-
tract modifications for a range of typical non-building projects. The testimony of Mr.
Blum sets forth this proposal in detail, including draft legislative language.

The potential savings and benefits of the proposal are enormous. In a recent arti-
cle, Amory Lovins, who was a member of the Department of Defense Science Board
Task Force on Increased Fuel Efficiency,!! stated that the potential for DOD fuel
savings alone are “upwards of ten billion dollars a year . . .” Given the success of
the ESPC program, and the potential benefits from its expansion, we look forward
to working with the Committee to determine its feasibility through this proposed
pilot program.

ELECTRICITY

The other big ticket area that Congress failed to incorporate energy efficiency is
in the electric sector. Senator Bingaman had a provision in his original energy bill
that could have saved upwards of 100,000 megawatts and drastically reduced the
number of new power plants that will need to be built over the next 20 years to
meet spiraling demand for power. It would have created a fund that would help
more states invest in efficiency as more than twenty are doing on their own. But
again, many utilities and others just “said no”, and huge potential savings in the
electric sector with significant reductions in carbon emissions will go unrealized be-
calilse Congress ceased to consider energy efficiency in the debate over an electricity
title.

Again we need to keep asking the question, what will it take? If we do truly be-
lieve in energy efficiency—as nearly all say they do—we must keep working to find
a mechanism that will help capture the potential saving that are available. How do
we continue to change out end use technology that is wasteful and obsolete? Would
a standard of increasing energy efficiency by 1 percent per year by utilities be un-
reasonable? How do we accelerate the adoption of new, more efficient generation
and transmission technologies? Can’t we simultaneously stimulate investments in
the grid that would make it “smarter”, more demand responsive, more energy-effi-
cient in moving electricity—and all the while more reliable? How do we capture
available efficiency gains in the electric system?

Mr. Chairman, I hope this is an oversight we can correct in the energy bill ex-
pected from your Committee.

TAX INCENTIVES

As I mentioned earlier, Mr. Chairman, the Alliance to Save Energy is strongly
supportive of the package of tax incentives for energy efficient products and prac-
tices put forward by the Senate Finance Committee last year. We commend and
thank the leadership last year of three Members of the Senate Finance Committee
in particular, Senators Bingaman, Snowe and (Frank) Murkowski. We are confident
that these provisions will help transform markets particularly in the homes sector—
to greater embrace energy efficient technologies and practices.

Tax credits for highly efficient new homes will show home builders across the na-
tion that incorporating energy-efficient technologies into homes is neither as dif-
ficult nor as expensive as they now think it is. Tax credits to upgrade the efficiency

11 More Capable Warfighting Through Reduced Fuel Burden, The Defense Science Board Task
Force, Washington D.C. January 2001.
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of existing homes will get homeowners back into the business of plugging leaky
houses and help them cope with severe volatility in natural gas and heating oil mar-
kets. Tax credits for highly efficient refrigerators and clothes washers will encourage
the manufacture and purchase of energy and water-saving appliances. The commer-
cial buildings deduction will give business owners the incentive to outfit their com-
mercial space with energy efficient equipment, and thus save money in the process.
The list goes on, including highly efficient appliances, fuel cells, combined heat and
power, advanced meters, vehicles, and others.

CONCLUSION

A comprehensive national energy policy must seize the opportunity to exploit en-
ergy efficiency in each of these critical areas. Public opinion is overwhelming that
a true effort to increase efficiency is desired by the nation. Many times, Mr. Chair-
man, I have sat in hearings and listened to Senators and Representatives say that,
despite our best efforts at energy efficiency, we still need to focus on production. I
do not now, nor have I ever said that energy-efficiency can do all that needs to be
done to provide for the energy needs of this country. I will say, however, that—as
a nation—we have not even begun to give our best effort to make our economy more
efficient.

We will need new energy production in this nation but not before improved energy
efficiency. A balanced, comprehensive energy policy must take aggressive steps to
save energy wherever it is cost-effective and feasible. Energy-efficiency is our second
largest energy resource, but it should be our first energy priority.

Thank you again for the opportunity to testify before your Committee today. And
I thank you Mr. Chairman for your career-long commitment to energy policy and
for this and the extensive series of hearings that you are holding this year. I am
happy to address any questions you might have.

Senator MURKOWSKI. Mr. McGuire.

STATEMENT OF JOSEPH M. MCGUIRE, PRESIDENT, ASSOCIA-
TION OF HOME APPLIANCE MANUFACTURERS, ON BEHALF
OF THE HIGH TECH ENERGY WORKING GROUP

Mr. McGUIRE. Thank you, Madam Chair, members of the com-
mittee.

My name is Joe McGuire, and I am president of the Association
of Home Appliance Manufacturers. We represent manufacturers of
major, portable, and floor care appliances. I am here today on be-
half of a broad-based coalition of consumer, business, and tech-
nology product manufacturing associations and companies.

Our members include AHAM, the Air-Conditioning and Refrig-
eration Institute, the American Electronics Association, the Asso-
ciation for Competitive Technology, the Consumer Electronics Asso-
ciation, the Electronic Industries Alliance, the Gas Appliance Man-
ufacturers Association, the National Electrical Manufacturers Asso-
ciation, the Information Technology Industry Council, and many of
our individual member companies.

We are here today to testify about the energy efficiency title that
the committee will consider in the emerging energy legislation. We
support strong, national energy legislation, and many of our groups
have worked hard for its enactment.

We are pleased to report that as the process moved forward last
year, the Congress developed mostly balanced and appropriate pro-
visions with a mix of voluntary, incentive and regulatory programs.
We are also pleased to report that in general, with the exceptions
I will discuss, we are supportive of the energy efficiency provisions
adopted in the House-Senate Conference last year. However, there
are important improvements which will protect the technology and
manufacturing sectors of our economy while enhancing overall en-
ergy efficiency.
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The balance to be struck is to motivate and move these sectors
to improve energy efficiency, where it can be done on a cost-effec-
tive basis and benefit consumers.

Let me specifically discuss how last year’s conference agreement
on energy efficiency met those criteria in part and where it can be
improved.

The first area concerns standby power. There are undoubtedly
opportunities for improving energy efficiency in some product appli-
cations, but the significance of standby energy use and opportuni-
ties for improvements have been grossly exaggerated. Many stand-
by modes for products are situations where the product is engaged
in a secondary but nonetheless significant function such as timing,
monitoring and recharging.

Arbitrary limitations to 1 watt or any other level threaten the
functionality, reliability, and economies of these products. The
standby provision adopted by the conference last year was essen-
tially that developed by this committee on a bipartisan basis, and
we believe that it is reasonable and useful.

Let me turn to energy standards. The appropriate level for en-
ergy regulation of products manufactured for and distributed on a
national basis should be at the Federal level, if at all. The essence
of legislation such as the National Appliance Energy Conservation
Act, EPACT, is that Federal standards were either legislated or re-
quired to be developed by DOE in exchange for virtual absolute
preemption of State standards except under extremely narrow cir-
cumstances.

The committee’s legislation last year contained a number of new
product standards and rulemakings for product standards, mostly
supported by industry as well as advocates. The Coalition proposes
to add to that list some additional products and to specify stand-
ards.

Legislation is pending in a number of States to impose stand-
ards, testing, paperwork and other requirements on those products
thereby impeding interstate commerce. It is economically disrup-
tive for manufacturers to meet diverse State standards. In order to
avoid severe ruptures or balkanization of interstate commerce, it is
necessary for the Federal Government to preempt the field.

When the Congress enacts a legislative standard, it is appro-
priate that preemption be immediate and absolute upon the date
of enactment of the legislation. Where DOE is undertaking a rule-
making and is clearly moving towards filling a regulatory vacuum,
we propose that preemption occur on the date in which an advance
notice of proposed rulemaking is issued.

In this way, national economies of scale can be maintained for
product manufacturer, distribution and sale but the benefits of en-
ergy efficiency through regulation can be achieved.

With regard to Energy Star, we support the first-time statutory
authorization and expansion of Energy Star, which has become a
powerful market force in many product segments and has been in-
corporated into Federal and State procurement, utility incentive
programs and tax credits. However, we are concerned that as En-
ergy Star has grown up, it has not enhanced its procedures for pub-
lic and partner input into decisions.
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We support language which would require the Energy Star agen-
cies, namely EPA and DOE, to develop public plans, including
those establishing criteria for expansion and program implementa-
tion, and to solicit stakeholder input on new and revised product
categories, and to respond to those comments.

We have been troubled about undue reliance on contractors and
lack of transparency and responsiveness. The program can remain
agile and flexible while allowing for more accountability. I will note
that DOE has made some important adjustments in the past year
in moving Energy Star toward a more sophisticated program that
deals with a much broader constituent base.

Let me lastly turn to energy labels. We recommend that in addi-
tion to considering what new products should use energy labels and
whether the current labels should be revised, that FTC also be
asked to consider whether the labels have become obsolete for cer-
tain product categories. Where Energy Star has become predomi-
nant in the marketplace, it may be that the yellow labels are no
longer effective or needed.

Lastly, a new, modest but potentially significant program was de-
veloped in the Senate legislation and adopted by the conferees last
Congress. Under this program, DOE would match to specified lev-
els, State funding of qualified appliance rebate programs to encour-
age the purchase of highly efficient products.

We support this market-oriented approach in light of a number
of active State programs, which could be even more effective with
Federal partnership assistance.

I thank you for your time and would be happy to answer any
questions.

Senator MURKOWSKI. Thank you. I appreciate your time this
morning.

[The prepared statement of Mr. McGuire follows:]

PREPARED STATEMENT OF JOSEPH M. MCGUIRE, PRESIDENT,
ASSOCIATION OF HOME APPLIANCE MANUFACTURERS

Mr. Chairman and Members of the Committee, thank you for providing us the op-
portunity to testify. My name is Joe McGuire and I am President of the Association
of Home Appliance Manufacturers (AHAM). We represent manufacturers of major,
portable and floor care products. I am here today on behalf of a broad-based coali-
tion of consumer, business and technology product manufacturing associations and
companies. Our members include AHAM, the Air-Conditioning and Refrigeration In-
stitute, the American Electronics Association, Association for Competitive Tech-
nology, the Consumer Electronics Association, the Electronic Industries Alliance, the
Gas Appliance Manufacturers Association, the National Electrical Manufacturers
Association, the Information Technology Industry Council and many of our member
companies.

We are here today to testify about the energy efficiency title that the Committee
will consider in the emerging energy legislation. We support strong, national energy
legislation and many of our groups have worked hard for its enactment.

Our working group was formed in 2002 when it became clear that a coordinated
product manufacturer voice was important to help develop balanced legislation. We
are pleased to report that as the process moved forward last year the Congress de-
veloped mostly balanced and appropriate provisions with a mix of voluntary, incen-
tive and regulatory programs to improve the overall energy efficiency of products
offered to American consumers and businesses without impairing product utility or
restricting developing technology. In general, with the exceptions I will discuss, we
are supportive of the energy efficiency provisions adopted in the House-Senate Con-
ference last year. However, there are important improvement, which will protect the
technology and manufacturing sectors of our economy while enhancing overall en-
ergy efficiency.
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We are guided by the principle that all sectors of the American economy should
share in improving energy efficiency. The industries and companies represented
here have been promoting energy efficiency for many decades and have invested
heavily to make dramatic improvements in their products. These improvements
have been driven by the marketplace, voluntary initiatives and incentives, Energy
Star, and, in some cases, standards. The balance to be struck is to motivate and
move these sectors to improve energy efficiency where it can be done on a cost-effec-
tive basis but not overburden sectors which already are suffering in a poor economy,
adversely impacting their economic well being, competitiveness and the critical ben-
efits that their products bring to the world and the U.S. economy today and in the
future. Let me specifically discuss how last year’s Conference agreement on energy
efficiency met those criteria in part and where it can be improved.

ENERGY STANDARDS RESTRICTING STANDBY POWER USE

Advocates and consultants, looking for fresh ideas to stimulate regulatory man-
dates as well as new consulting contracts, have promoted globally in the last three
years the idea that there are huge amounts of energy being consumed in so called
standby power mode which can be easily and without much cost eliminated. This
“one size fits all” thinking has resulted in mantra-like cries for limiting so-called
standby power losses to one Watt for literally thousands of product categories.

There are undoubtedly opportunities for improving energy efficiency in some prod-
uct applications but the significance of standby energy use and opportunities for im-
provements have been grossly exaggerated. Many standby modes for products are
situations where the product is engaged in a secondary but nonetheless significant
function such as timing, monitoring and recharging and is not actually in standby
at all. For example, an air conditioner or furnace thermostat is monitoring the tem-
perature of conditioned space when the unit is not operating.

Arbitrary limitations to one Watt or any other level, applying to everything from
baby monitors, smoke detectors to complicated computing functions, threaten the
functionality, reliability and economics of these products. A dishwasher in standby,
for example, may be waiting until non-peak load periods to initiate operation, there-
by helping to shave peak load.

This Committee is to be commended for recognizing the irrationality of the calls
for across-the-board new regulations and for developing last year a well-balanced
provision which allows DOE, in consideration of its other priorities, to evaluate ra-
tionally where there may be opportunities to reduce standby use. Any possible regu-
lation, for example, must account for the consumer interest that cordless, recharge-
able vacuum cleaners recharge quickly and maintain that charge constantly before
use. The standby provision adopted by the Conference was essentially that devel-
ope:id byftlllis Committee on a bipartisan basis, and we believe that it i1s reasonable
and useful.

NEW FEDERAL STANDARDS FOR PRODUCTS

It has been recognized in the Energy Policy and Conservation Act and in all its
revisions that the appropriate level for energy regulation of products manufactured
for and distributed on a national (usually North American or even international)
basis should be at the federal level, if at all. The essence of legislation such as the
National Appliance Energy Conservation Act of 1987 and EPACT in 1992 is that
federal standards were either legislated or required to be developed by DOE in ex-
change for virtual absolute preemption of state standards except under extremely
narrow circumstances.

The Committee’s legislation last year contained a number of new product stand-
ards and rulemakings for product standards, mostly supported by industry as well
as environmental advocacy groups. The Coalition proposes to add to that list some
additional products and to specify standards. Legislation is pending in a number of
states to impose standards, testing, paperwork and other requirements on those
products thereby impeding interstate commerce. It is economically disruptive for
manufacturers to meet diverse state standards. In order to avoid severe ruptures
or “balkanization” of interstate commerce, it is necessary for the federal government
to preempt the field.

In particular, we recommend that those commercial clotheswashers used in laun-
dromats and laundry rooms, which are similar to federally regulated residential
clotheswashers, be required in the legislation to meet the DOE standards which will
apply to residential products in 2004 and 2007. This will result in significant energy
and water savings.

Certain distribution transformers would meet legislated standards based on well-
recognized industry standards. Exit signs would be required to meet specified En-
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ergy Star levels. Torchieres would meet a legislated federal standard to consume not
more than 190 watts of power. Traffic signals would comply with standards at levels
already set by the Energy Star program. NEMA and AEEE are proposing to add
standards for medium base compact fluorescent lamps (CFL’s) based on Energy Star
levels. These CFL’s are direct replacements for incandescent “light bulbs” and con-
sume about one-fourth the electricity.

Similarly, a wide variety of commercial refrigeration products and packaged air
conditioning equipment would meet legislated standards. Commercial refrigeration
product offerings are complex and manufacturers will be offering standards for the
equipment with the highest shipment volumes and largest consumers of energy. In
the case of packaged air conditioning units equal to or exceeding twenty tons of cool-
ing capacity, products would meet the American Society of Heating, Refrigerating,
and Air Conditioning Engineers’ consensus standard, 90.1-2001. For unit heaters,
we propose that DOE undertake rulemakings rather than have Congress set the
standards.

Where the Congress enacts a legislative standard it is appropriate that preemp-
tion be immediate and absolute upon the date of enactment of the legislation. Where
DOE is undertaking a rulemaking and is clearly moving toward filling a regulatory
vacuum, we propose that preemption occur on the date in which an advance notice
of proposed rulemaking is issued. In this way, national economies of scale can be
maintained for product manufacturer, distribution and sale but the benefits of en-
ergy efficiency through regulation can be achieved.

ENERGY STAR

We support the first-time statutory authorization and expansion of Energy Star,
which has become a powerful market force in many product segments and has been
incorporated into federal and state procurement, utility incentive programs and tax
credits. However, we are concerned that as Energy Star has “grown up” it has not
enhanced its procedures for public and partner input into decisions affecting prod-
ucts into which manufacturers have collectively invested billions of dollars to de-
velop and market and that consumers have come to rely on as the most efficient.

We support language which would require the Energy Star agencies, EPA and
DOE, to develop public plans, criteria for expansion and program implementation,
solicit public comments on new and revised product categories, and respond to these
comments. The agencies should consider the cost-effectiveness of Energy Star com-
pared to other programs and whether labeling works for all product categories. They
need to become more concerned about product design and production lead times and
provide adequate notice for new programs. The agencies should take care not to
drown participants in paperwork. This is basic good government and the responsibil-
ity of any government agency and program.

Energy Star was conceived as a voluntary program and public/private partner-
ship. As such, it has achieved worldwide prominence and, according to DOE and
EPA, produced significant reductions in carbon emissions. Accordingly, we do not
want or think that the program needs all the requirements of the Administrative
Procedure Act, including judicial review, to apply to Energy Star actions. But, we
have been troubled about undo reliance on contractors and lack of transparency and
responsiveness. DOE has made some first efforts in the stakeholder consultation
that we ask be incorporated in statute. The program can remain agile and flexible
while allowing for more accountability, commensurate with its increasing power in
the marketplace and tie in with other programs.

LABELING

We support FTC revisiting the existing energy guide label and program. However,
the Congress should make clear that FTC, in addition to considering expansion and
revisions to the programs, should consider whether some of the labels serve any fur-
ther useful purpose in light of other means of communication of energy use, such
as the voluntary Energy Star label.

The FTC labeling program was developed at a time when Energy Star did not
exist. Energy Star may have supplanted the FTC label in the marketplace for cer-
tain product categories in terms of impact, and there may be no need for dual and
confusing labels. It also should be made clear that there is no preconception by the
Congress that the existing label needs to be changed but you are looking for a fresh
and unbiased review.

FEDERAL MATCHING FUNDS FOR STATE APPLIANCE REBATE PROGRAMS

A new, modest but potentially significant program was developed in the Senate
legislation and adopted by the Conferees in the last Congress. Under this program
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DOE would match to specified levels, state funding of qualified appliance rebate pro-
grams to encourage the purchase of highly efficient products. We support this mar-
ket-oriented approach in light of a number of active state programs which could be
even more effective with federal partnership assistance.

As you can see Mr. Chairman, the members of our coalition are not reflexively
anti-regulatory or opposed to all federal intrusions but rather seek to maintain an
appropriate balance so that consumer energy economics are enhanced, national se-
curity interests protected and climate change mitigated. We urge you to consider our
modest but important proposed revisions to the legislation. I would be delighted to
answer any questions.

Senator MURKOWSKI. Mr. Keith.

STATEMENT OF ERBIN KEITH, SENIOR VICE PRESIDENT,
SEMPRA ENERGY SOLUTIONS

Mr. KeiTH. Madam Chair, members of the committee, my name
is Erbin Keith. I am with Sempra Energy Solutions. Today, I am
speaking on behalf of the Federal Performance Contracting Coali-
tion. I thank you for the opportunity to discuss this and the options
ofSthCe Energy Savings Performance contracts, which are known as
ESPCs.

The program was created by Congress in 1992 in response to two
major national challenges. Conflict in the Middle East made energy
security a high——

Senator BINGAMAN. You might want to use that microphone a lit-
tle better there. If you push the button, that will work.

Mr. KEITH. Oh, I am sorry. Is this better?

Senator MURKOWSKI. Thank you.

Mr. KEITH. Okay. Conflict in the Middle East made energy secu-
rity a high priority. Congress realized that any program aimed at
reducing our energy dependence has to address the Federal Gov-
ernment’s own use of energy, as the largest energy consumer in the
Nation.

The Government has half a million buildings, whose average age
is about 50 years. And these buildings waste a lot of energy and
taxpayer money. But getting at that energy waste requires money
up front, which leads to the second problem confronting Congress
a decade ago.

The Nation in 1992 was facing an energy crisis at the time of
budget deficits and tough pressure on spending. Appropriating the
money needed to upgrade all these facilities would have been a
major drain on the Federal budget. Congress came up with an an-
swer in the Energy Policy Act of 1992 that allowed the Government
to tap private expertise and private capital through these ESPCs.

In an ESPC contract, the private contractor analyzes and designs
the systems for a Federal facility, and then finances and imple-
ments the work. The ESPC contractor gets repaid out of the energy
savings they generate. No savings, no repayment.

The Agency gets modern energy-efficient facilities at no up-front
cost and gets a share of the savings over the life of the contract.
Once the contract is over, the Agency gets all the savings and own-
ership of all the improvements.

To date, over $1.2 billion in private capital has been leveraged
to upgrade Federal facilities through ESPCs. In fiscal year 2001,
every dollar spent by DOE to manage its own super ESPC program
resulted in $16 in private investment, and $33 in operating sav-
ings.
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This program has proven its effectiveness and value. Let me
show you some quick examples on these charts that detail the ben-
efits of the facilities. For the sake of time, I will just focus on the
cost savings.

The first project, Hill Air Force Base, is a Sempra Energy Solu-
tions project covering over 1,400 buildings at the base. We financed
$22 million in upgrades, and the Air Force base is seeing $2.3 mil-
lion a year in energy savings.

Hill is the largest energy consumer in Utah. And this project re-
duced energy consumption by over 20 percent. The savings for this
project and other projects are not in the margins. They are typi-
cally in the range of 10 to 30 percent at these facilities.

The second project, Fort Bragg—Honeywell, another FPCC mem-
ber, has a project covering 6,000 buildings. They have financed
$51.6 million to date, and are—we are seeing annual energy sav-
ings of $8.4 million per year at the Fort.

The next project is Twenty-Nine Palms Marine Base. FPCC
member Johnson Controls has financed $62 million in upgrades
that are showing $6.9 million in savings per year for the Marines.

The final project is the Veterans Administration Medical Centers
project for Ameresco, another FPCC member. It covers eight medi-
cal facilities in four States. The $28 million investment is produc-
ing $2.3 million in energy savings a year.

These are just a few examples of projects that are providing hun-
dreds of millions of dollars in taxpayer savings annually. And they
are providing substantial improvements in working and living con-
ditions for the personnel in the facilities.

But the program authorization is set to sunset in just 7 months.
Given the lengthy process involved in these contracts, this has
meant the program is effectively ending already. And we are seeing
a drop in contracting activity.

Recently, Congress acted on an appropriations bill to extend the
sunset. Last year, both Houses of Congress included language in
the energy bill to eliminate the sunset. That language must be
added now. And if the energy bill’s passage is delayed, then that
language should be pulled out and moved independently.

Last June, you also went a step further and added language to
expand the reach of the program by including water savings
projects. For many facilities, these added savings can make the
project workable, and they can open up yet more savings for Fed-
eral agencies.

The crises confronting you this year echo those in 1992 when the
program was created. These projects are just as important this
year as they were then for much of the same reasons.

Taking these actions will keep the program alive and also send
a clear signal to the agencies that Congress continues to see this
as a critical program for them to pursue.

Thank you, and I am pleased to answer any questions.

Senator MURKOWSKI. Thank you, Mr. Keith.

[The prepared statement of Mr. Keith follows:]
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PREPARED STATEMENT OF ERBIN KEITH, SENIOR VICE PRESIDENT,
SEMPRA ENERGY SOLUTIONS

I. INTRODUCTION

Mr. Chairman and members of the Subcommittee, thank you for inviting me to
address the Committee today on energy efficiency policy. I am Erbin Keith, Senior
Vice President of Sempra Energy Solutions, overseeing operations. I also serve as
a member of the Secretary of Energy’s Federal Energy Management Advisory Com-
mittee. I am here to testify on behalf of the Federal Performance Contracting Coali-
tion (FPCC), which is composed of Energy Savings Performance Contractors who
provide the capital and expertise to upgrade federal facilities.! After a brief review
of the Federal Government’s Energy Savings Performance Contract program, I will
concentrate my remarks on potential legislative proposals that affect private sector
financing of energy improvements in federal government facilities.

Based in San Diego, Sempra Energy is a Fortune 500 company with more than
12,000 employees. My part of the company, Sempra Energy Solutions, offers com-
mercial and industrial businesses outsourcing services that help them thrive in the
changing energy environment. The company provides its customers an integrated
mix of services such as facility management, supply and price risk management, en-
ergy efficiency, energy asset management, performance contracting, infrastructure
ownership, energy information and billing management.

Like other energy service companies that are members of the FPCC, we design,
install and service new energy efficient equipment, such as monitoring and control
systems, HVAC systems, chillers and lighting—all done so that buildings use less
energy. Included in our service offering is energy savings performance contracting.

II. THE FEDERAL ENERGY SAVINGS PERFORMANCE CONTRACTING PROGRAM

The largest single consumer of energy in the United States is the federal govern-
ment, spending $4 billion a year for energy use in its 500,000 buildings. The federal
government’s three billion square-feet of floor space consumes over 60 billion kilo-
watt-hours of electricity each year. A significant amount of this is wasted money.
The average age of these buildings is around 50 years, and being older, makes many
of them substantial energy wasters. Addressing this problem in a meaningful and
a lasting manner cannot be done by fiddling with the thermostat, but rather re-
quires retrofitting existing buildings with energy-efficient equipment. That requires
up-front capital spending.

In 1992, Congress and then-President Bush recognized that the nation was facing
a dual challenge. Conflict in the Middle East heightened our awareness of the need
for energy security. Since the government was using the largest share of energy,
this meant that it must find ways to use energy more efficiently. At the same time,
the federal government was facing the problem of budget deficits that diminished
its ability to finance the needed facility upgrades. The solution was to create a
mechanism that could leverage private capital and private expertise to upgrade fa-
cilities and enhance government operations in a manner that would protect and ben-
efit the taxpayer. That is where the Energy Savings Performance Contracting
(ESPC) process really began.

Under an ESPC, an energy services company (ESCO) like Sempra Energy Solu-
tions, Johnson Controls, Honeywell, Ameresco, and others, privately finance the in-
vestment of installing energy efficient equipment with no up-front costs to the gov-
ernment agency. The investment includes identifying a building’s energy require-
ments and then financing, acquiring, installing, operating, and maintaining the en-
ergy-efficient improvements to the facility. The ESCO is repaid for these improve-
ments, over time, from a portion of the dollars saved by the agency on its energy
and maintenance bills. This means that for the duration of the contract, the agency
does not pay any more for utility costs than they would have paid without the ESPC
and the new equipment. The agency, and ultimately the taxpayer, is protected since
the ESCO only is repaid if they produce the promised energy savings. After the in-
vestment is paid off, the agency gets ownership of the improvements and all of the
subsequent savings—without having spent federal dollars to achieve these improve-
ments. It’s a win-win situation.

Essentially, a federal agency has two choices. The agency can continue routinely
paying its utility bill, and in the end, all it will have is a paid-up, current account.
Or the agency can go with an ESPC, and in the end, have a rebuilt infrastructure

1Members of the Federal Performance Contracting Coalition include Sempra Energy Solu-
tions, Johnson Controls, Honeywell, and Ameresco.
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as a part of comprehensive energy upgrade—all paid for by the savings actually re-
alized by the agency. This result is guaranteed by the ESCO.

III. THE ESPC SUCCESS STORY

The creation of ESPC’s by Congress has been a unique success story. Energy serv-
ice companies are helping federal agencies all over the country save hundreds of
millions of dollars per year in reduced energy costs through ESPC’s. These federal
facilities now have critically needed infrastructure improvements, without having to
seek direct appropriations from Congress. In the so-called DOE “Super ESPC” re-
gional contracts, alone, private contractors have invested over $325 million in fed-
eral facilities—money that has not been drained from the federal budget. These
Super ESPC projects have life cycle cost savings for the government of nearly $1
billion. A summary of the ESPC program is set forth in the table below.
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Let me provide you with a few specific examples that show how these projects ac-
tually work.

1. Hill Air Force Base

FPCC member Sempra Energy Solutions implemented the first base-wide, ESPC
at Hill Air Force Base. The base houses 1,400 buildings and is home to many oper-
ational and support Air Force missions. Sempra implemented base-wide retrofits
and replacements to lighting systems, chillers, boilers, cooling towers, motors, steam
system components, and irrigation controls. The total investment by Sempra in this
federal facility was approximately $22 million. The annual savings realized by Hill
Air Force Base are approximately $2.3 million per year.

2. Fort Bragg Army Post

FPCC member Honeywell has an ESPC covering one of the largest Army bases
in the world, with over 6,000 buildings. The total contract amount to date is
$51,600,000, and the annual energy savings are $8,400,000 per year, with ancillary
savings of $2,900,000 per year. The project involved installation of a new natural
gas distribution system, central plant upgrades with full system maintenance, new
steam and hot water boilers, base energy metering, and post-wide high-efficiency
lighting technology, among other technologies. The project has increased comfort
and security for base personnel, and provided greater energy security to the base.

3. Twenty-Nine Palms Marine Base

FPCC member Johnson Controls has an ESPC with the Twenty-Nine Palms Ma-
rine Base in California. The $62 million private sector investment in this project
produces $6.9 million in annual savings to the Marines. Included in the benefits are
three chilled water plants and air conditioning upgrades to 30 buildings, improving
the quality of life on base; a seven megawatt, dual fuel cogeneration plant to in-
crease power reliability and security for the base; solar photo-voltaic arrays, and an
energy management system and day lighting to reduce on-peak energy demand.

4. Veterans Administration Medical Centers

FPCC member Ameresco has an ESPC with eight VA medical centers in four
states. The $28 million private sector investment produces $2.3 million in savings
per year, reducing energy use by over 41 million BTUs per year. The project in-
cludes a broad spectrum of technologies, including separate water meter and service,
new boilers, boiler economizers, laundry equipment replacement, heat pipe recovery,
steam trap replacement, chiller plant upgrades, lighting system upgrades, and en-
ergy efficient motors upgrades, among other items.

IV. THESE ARE THE KINDS OF PROJECTS THAT WORK—WHY AREN’T WE DOING MORE?

There is no debate about whether the ESPC program is producing meaningful re-
sults. As these examples demonstrate clearly, ESPC is a great tool for the federal
government. Yet our companies are seeing a noticeable drop-off in contracting activ-
ity by federal agencies. The last two or three years have seen reductions in the use
of ESPC and other alternative financing options across the federal government.
From 2001 to 2002 we saw the number of ESPC projects reduced by almost half
while the cumulative investment was reduced by more than 25 percent. This does
not reflect a shift to direct financing through appropriations, the alternative option,
since it comes at a time when direct appropriations for energy upgrades are not
available.

We believe a number of factors are at work:

¢ Lack of adequate agency funding for the management of ESPC implementation.
As noted in the chart above, in the last five years of the DOE’s Super ESPC
program every dollar spent by the agency on the management of the ESPC pro-
gram has resulted in nearly $9 in private investment in federal facilities and
nearly $21 in energy and operating savings to the federal government. In FY
2001 every dollar spent by DOE on management of the ESPC program resulted
in nearly $16 in private investment in federal facilities and nearly $33 in en-
ergy and operating savings to the federal government. (Query: where does the
federal government receive a better, more verifiable, return on its appropriated
dollars?) DOE funding of ESPC has been largely flat over the last few years.
Funding for ESPC management activities by most other federal agencies has
declined. This has resulted in a significant reduction in ESPC activity for most
agencies along with the resulting reduction in private sector investment in fed-
eral facilities.
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o Alternative financing is just that: alternative. It is different from the way
things are usually done within the federal bureaucracy, and therefore needs
extra support and encouragement from a high level.

¢ The change in leadership at a high level in the various agencies with a new
Administration, however, has meant a reduction in the institutional knowledge
about these innovative programs. And that has been reflected in less support
from the top of the government.

¢ Federal energy managers are losing their jobs in an effort to tighten our fiscal
belts; therefore, the managers with institutional memory on how to do ESPCs
are not present, in many cases.

¢ Ironically, the pressure to reduce costs to the government, in the absence of
such clear signals of support, has had a perverse impact on the use of third
party financing. Since they are being pushed to demonstrate reduced costs,
some within the agencies feel that the “cost” of financing projects with the pri-
vate sector is more than the “cost” of directly appropriating dollars. This has
led to a de-emphasis on private financing—even though those directly appro-
priated dollars are not actually available.

This unfortunate loss of momentum on this important program is happening at
a time when the need for ESPCs is just as clear and significant as it was in 1992
when the program was created. We are, again, confronting the need to address en-
ergy security, as your focus on an energy bill makes clear, and we must do it under
tough federal fiscal constraints. Indeed, in the past several years as energy supply
problems visited parts of our country, we also learned the additional value of reduc-
ing energy consumption in many of these facilities as a mean of helping address re-
gional infrastructure adequacy and reliability.

V. FPCC RECOMMENDATIONS

Your committee advocated important provisions related to ESPCs in the energy
bill last year; provisions that won consensus approval in the Conference Committee.
With enactment of these provisions we can continue to provide the important bene-
fits that flow from ESPCs. The most obvious and urgent need, of course, is to ad-
dress the impending sunset of the program. Without action by Congress, this pro-
gram is in its final months. Other steps that were taken by the committee last year
would go beyond preserving the program, and seek to help expand its potential
reach. Your action on these provisions will send a clear signal to the agencies that
will help reverse the recent erosion of contract activity. Let me highlight two of
these provisions, which we feel are critical:

1. Remove the sunset to ESPC contractual authority

ESPC authority in the federal government ceases at the end of this fiscal year,
less than seven months from now. Extension of authority needs to happen imme-
diately. Experience has shown that when the sunset date approaches, some agencies
become concerned to begin developing projects for fear the authority may not last
long enough to process the project.

When the program was created it was a bold experiment in addressing federal en-
ergy use while avoiding a drain on available appropriations. Experience has shown
clearly, and without question, the value of these projects. ESPCs are a proven, reli-
able method to save energy, reduce operations and maintenance costs, provide new
equipment for federal agencies and reduce pollution. For the program to continue
providing its benefits, it 1s essential that any comprehensive energy bill include lan-
guage similar to that agreed to by both the House and Senate last year that re-
moved the sunset provision from the law altogether. Given the extremely time-sen-
sitive nature of this problem, we also urge this committee to support separate ESPC
legislation that, at a minimum, extends or repeals the sunset provisions. We believe
other improvements to the program can be made, but none is more important that
simply extending the program’s statutory authority.

2. Expand the authority of ESPCs to include water conservation, in addition to en-
ergy

Currently water saving projects are not available to civilian agency ESPC pro-
grams. Consequently, many federal facilities miss out on tremendous potential cost
savings and water resources continue to be wasted by the government. DOE Gen-
eral Counsel has ruled that water savings are limited under the statute governing
ESPCs at civilian agencies (42 USC 8287).

In contrast, water savings have been allowed for years at DOD facilities. A dif-
ferent defense statute (Title 10, Sections 2865 & 2866) authorizes ESPCs for DOD
facilities and it allows water savings. When the Defense Department originally
passed Section 2865, it quickly realized that water savings were not allowed under
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the legislation. One year later Congress, through the Armed Services Committees,
approved DOD’s request to add water cost savings to ESPC under Section 2866.

In some areas of the country, such as the southwest where my company is
headquartered, water savings are as significant, if not more important, than energy
savings and contribute greatly to the facility’s monetary savings.

3. FPCC recommended enhancements to ESPC legislation

In addition to the language in last year’s Conference Committee, there are other
steps Congress should consider to boost this important program. Examples of such
steps would include:

a. Allow replacement and new construction facilities to be eligible for ESPCs.

We support the expansion of ESPC authority to allow application of ESPC to re-
placement facilities and new construction. Having this new authority could open
new opportunities for energy savings. This option was included in the Senate pro-
posals last year, and is in the House this year. However, there were concerns about
the baseline energy data that would be used for comparison. We still believe the ob-
stacles can be worked out to everyone’s satisfaction and the potential energy and
cost savings to the federal government are significant.

b. Mandate that federal agencies report on reasons they do not use alter-
native financing.

Currently, agencies must report to DOE on the number and value of the alter-
native financing projects they complete. They should also be accounting for the fa-
cilities in which they opt not to use alternative financing and enumerate the reasons
why. This type of reporting was requested by the VA Subcommittee on Appropria-
tions for VA facilities and led to a great increase in the number of ESPCs completed.

c. Require that agencies report alternative financing activities to Congress.

Currently, agencies must report ESPC and alternative financing use to the Office
of Management and Budget. They should also be required to report to Congress, in-
cluding their individual appropriations subcommittee. Additionally, they should be
reporting on the buildings in which they opt not to use alternative financing. This
will encourage greater accountability than currently exists.

d. Stabilize the term of Army and Air Force contracts.

Due to the way the military has set up their contracting system, what began as
a 25-year term for individual projects has shrunk over the last eight years to only
17 years. Unlike the DOE contracting approach, under the Army and Air Force ap-
proach, each year their authority continues, a year is taken off the potential term
of projects that can be negotiated. Fairly soon, this will lead to missed opportunities
for large scale energy reductions based on central power, space conditioning and
other expensive, yet high value energy improvements. The legislation or regulation
should be made clear that ESPC projects can last for a term of up to 25 years, no
matter when they are executed during the term of the overall contracting mecha-
nism.

e. Encourage interagency cooperation and confirm ordering authority between
agency ESPC contracts.

The Energy Policy Act of 1992 designated the DOE as the lead agency for ESPC.
The DOE has developed efficient contracting mechanisms, staffing and expertise in
implementing ESPC projects. Many agencies, civilian and DOD, make use of the
DOE’s expertise and contracts in implementing ESPC projects. However, one DOD
agency has made a determination that the Economy Act (31 U.S.C. 1535) precludes
the agency from ordering ESPC services off the DOE’s Super ESPC contract. No
other DOD agency reached this conclusion and most use the DOE “Super ESPC”
contract. Nevertheless, Congress can remedy this concern by clarifying that the
Economy Act does not preclude any DOD agency from ordering off another agency’s
ESPC contract.

f. ESPC’s should be expanded to include transportation and power generation
applications.

ESPCs could be expanded to include shipboard energy improvements and other
transportation applications. Some of the FPCC members participate in the Alliance
to Save Energy and support their efforts to have ESPCs expanded to both transpor-
tation and power generation applications.
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VI. CONCLUSION

We commend the Committee for its efforts to illuminate the issues that will be
discussed today. It is critical that the government supports a sustained effort in
meeting its energy conservation goals, if these efforts are to continue to have a posi-
tive impact. In the private sector, through the ESPC program, we have dem-
onstrated our willingness to invest in the government’s effort. Indeed, the private
sector has already invested over $1.2 billion in the federal ESPC program. However,
we cannot continue to engage our best people in these endeavors without the com-
mitment of the federal government to: (i) remove the sunset to ESPC contracting
authority, (ii) provide “top-down” executive and legislative support for the ESPC
program, and (1ii) provide adequate agency funding to manage the governments obli-
gations under the ESPC program. We seek your support in securing this commit-
ment.

This concludes my testimony. Thank you for the opportunity to testify today and
I would be happy to answer any questions.

Senator MURKOWSKI. And I thank you to all of you this morning
for appearing and giving your testimony before the committee.

As Mr. Keith has pointed out, this energy savings performance
contract has been a very useful mechanism for improving the Fed-
eral energy efficiency. And I—apparently, there has been a sugges-
tion that it be expanded—the authority be expanded to include the
non-building uses.

And I would ask you, Secretary Garman: Does the Department
supp‘;)rt the expansion of the ESPC authority to the non-building
uses?

Mr. GARMAN. We are very intrigued by the concept and would
welcome some method of a pilot program on a limited basis to ex-
plore it further. There are some interesting procurement issues and
some other issues. And it might involve a completely different set
of players that would need to be educated, but it is something that
we would enjoy exploring with both the committee and the Con-
gress, were we to be given that kind of authority, and the stake-
holders and potential participants in such a program.

Senator MURKOWSKI. And when you suggest a pilot program, do
you have anything in mind that you might be able to

Mr. GARMAN. A limited number of projects, say 10, that could be
tried and evaluated as a potential model for whether or not the au-
thority should be fully expanded. It is a new and innovative idea,
and I would not want to close the door to it.

Senator MURKOWSKI. What about the Department’s position on a
permanent extension of the ESPC program?

Mr. GARMAN. We do support an extension. We might quibble over
whether it is a 5-year extension or a permanent extension. But we
would like to have an extension that gives some certainty in the
ESPC market among the energy service companies, so that they
can have the confidence that this is authority that is going to be
in place for some time.

Senator MURKOWSKI. How do you determine which programs
then—and this is still these energy service companies. How does
the Department determine who is eligible for them?

Mr. GARMAN. There are a couple of different ways that a Federal
agency can approach the use of an energy savings performance con-
tract. They can either go it alone and do their own procurement
and open the door to a number of energy service companies to come
in and do this kind of work for them. Or they can use something
we call super ESPCs or super energy savings performance con-
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tracts. And what we have tried to do to make it easier for Federal
procurement officials to come in and use this tool is to make it as
absolutely simple for them as we can. And so we have on a regional
basis set up these, what we call, super ESPCs where the Agency
really does not have to do much other than sign up. And this eases
their load.

Currently, any energy service company is free to team up with
an agency if they are doing it alone. If they are going it on one of
these established super ESPC programs, they need to use an en-
ergy service company on the list of approved energy service compa-
nies that were given authority to do this work when the super
ESPC was first set up.

For us to expand the list of service companies eligible for super
ESPCs, it would, frankly, eat up some—we would have to recom-
pete. And so we are hesitant to do that, because that could take
away a lot of resources that could otherwise be used to actually
perform these contracts and get the work done.

But today any Federal agency is free to sign up with—for
ESPCs—the energy services company of their choice.

Senator MURKOWSKI. Now, are you adding more energy service
companies, recognizing that the statutory authority is due to sun-
set this year? Are more companies being added?

Mr. GARMAN. We are not envisioning adding more companies to
what we call the super ESPCs. But we are not constraining compa-
nies from participating outside of that arrangement.

Senator MURKOWSKI. Okay. All right.

And then this would be a question to you, Mr. Lynch. As the
ESPC projects relate to the Department of Veterans Affairs, I un-
derstand that Veterans Affairs has cancelled some of the pending
ESPC projects at apparently costs of hundreds of millions of dollars
to the participating companies. Do you know what Veterans Affairs
plans to do about these projects for which notices of intent to
award have been issued?

Mr. LYNCH. Madam Chair, I am not aware of that situation at
the Veterans Administration, and I would actually defer to my good
friend David from the Department of Energy.

Senator MURKOWSKI. Thank you.

Mr. GARMAN. This is an issue that has arisen, I think, when the
Veterans Affairs Department determined that they had special au-
thority under their law, and their law alone, called Extended Serv-
ice Lease Contracting, or something like that. They cancelled a
number of ESPCs they had in the pipeline. I was concerned enough
about this to go and actually seek a meeting with the Deputy Sec-
retary of Veterans Affairs to encourage them to be fair to those
that they had in the pipeline.

It is something that I think they still have under some consider-
ation, but they have a special authority that, once they discovered
it, they found that they could probably achieve some energy sav-
ings at lower costs than going outside to the energy service compa-
nies. So they have a balance they are trying to strike there.

Senator MURKOWSKI. Well, I will probably have some more ques-
tions on that, but I would like to at this point in time go to Senator
Bingaman.

Senator BINGAMAN. Well, I thank you very much.
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Let me ask Mr. Nemtzow if he would just elaborate on this idea
of expanding the authority for using ESPCs so that they could be
applicable to things other than buildings. If you could, just elabo-
rate on what you would intend there. You mentioned one example.
If you could give us any others, that would be great.

Mr. NEMTZOW. Certainly, Senator. As you know so well, the U.S.
Federal Government is the largest energy consumer on planet
Earth. The Federal Government spends $8 billion per year on en-
ergy. That is before the recent price increases, so we will shudder
to think what the new tab is.

Of that $8 billion, a little under half is spent on stationary ob-
jects. Most of those are buildings, as Assistant Secretary Garman
said, the Social Security Office and all of these, this building, all
of the others.

The next category are high-energy-use facilities that are not reg-
ular office buildings, but have special uses, perhaps irrigation and
other uses.

But the bigger piece, more than half, a little over $4 billion is
transportation, that fleet of vehicles from F16 fighters all the way
to the cars around town. Currently, ESPC authority is only for that
first category, only for regular buildings. That covers a wide range,
military housing to Social Security offices, but that total misses
well over half of the total bill.

And so it is to get those next two categories, the high energy fa-
cilities and transportation. The example I gave is auxiliary power.
Every Navy ship of any size has auxiliary power when they are not
running their main propulsion, so that they have power throughout
the ship. Those are old facilities. They are not part of the actual
military use of it, so they do not keep them up-to-date. So we can
switch those out.

I do not know who those players are. I would imagine companies
like G.E. or Siemens, the ones who made them in the first place—
lighting onboard ships. Think how many light bulbs there are on
them, on a modern huge ship. That can be swapped out, just as
lighting in a building like this, on an ESPC basis.

We could even perhaps go further, and this, as Assistant Sec-
retary has said, has not been tested, but think how old the engines
are. Senator Dorgan, you have a pretty large fleet of B52s, I be-
lieve, in your home State, and, as you know, some of those—that
fleet is aging and some components such as the engines, perhaps,
could be swapped out for better performance and better fuel effi-
ciency.

For the military, the military spends 60 gallons of fuel for—to
get a gallon of fuel into a combat zone, because of the logistical
pipeline. So the efficiency of the actual aircraft has enormous posi-
tive implications.

So that is why we want to experiment. I support Assistant Sec-
retary Garman’s suggestion that this be a pilot program. I think
that is fair and fine for a new idea. And we would support that.

Senator BINGAMAN. Let me ask you, Secretary GARMAN. I think
Mr. Keith said in his testimony the number of ESPC projects has
been reduced by almost half from 2001 to 2002. What explains
that?
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Mr. GARMAN. I think there is probably a variety of factors. First
of all, a lot of the low-hanging fruit has been plucked, meaning that
a lot of the clear energy savings opportunities, for instance, chang-
ing T12s lamps to T8s and other types of things that you do with
fluorescence, changing old ballast to new, a lot of that work has
been done in many Federal buildings. That is one constraint. I am
not saying there is not a lot more that can be done.

Another constraint is the low price of energy that the Federal
Government often pays for energy. The Department of Energy’s
electricity purchase price is remarkably low. In some facilities, it
is 3 cents, 4 cents a kilowatt hour.

I think even at headquarters, we are paying around 5 cents a kil-
owatt hour and managing to get 17 percent renewable energy at
that low cost. I do not want to take anything away from the folks
we have that negotiate these power purchase contracts because
they do a very good job, but when energy prices are low, it is often
difficult to get a lot of these deals—using the alternative financing.
So it is a combination of factors.

Senator BINGAMAN. Let me ask one other question. The Energy
Star program, I think each of you on the panel have talked about
that and how useful that program has been. Why is the adminis-
tration proposing to cut that budget by 40 percent?

Mr. GARMAN. Well, actually, we are not proposing to cut the
budget by 40 percent. Energy Star is a shared program between
the Department of Energy and the Environmental Protection Agen-
cy. Between the two agencies last year, the appropriated amount
was $53.9 million. This year the requested amount is $52 million,
so there is a slight decrease.

I think the 40 percent you are referring to is in the Department
of Energy’s part of that budget. We received last year a little over
$4 million after the final appropriation reductions were done. And
we have asked for $3.7 million.

In the division of responsibility between DOE and EPA, EPA
does most of the promotional work. We do some of the criteria set-
ting. And we have a sufficient amount of money with our request
this year for the criteria that we have outlined for the coming year.
We want to finish up work on residential windows and we want to
undertake what I think will be a pretty daunting challenge with
residential water heaters on Energy Star.

Senator BINGAMAN. Thank you very much.

Senator MURKOWSKI. Senator Dorgan.

Senator DORGAN. Madam Chairman, thank you very much.

Mr. Nemtzow, let me ask you to talk just for a moment about the
SEER standards for air conditioners. As you know, we had some
work in Congress on that issue, and some disagreement on it, as
a matter of fact. Talk to me about that, if you would.

Mr. NEMTZOW. That was also one of the great missing pieces of
the bill that came through the 107th Congress. Air conditioners
represent an enormous part of electricity load in certain parts of
the country.

In California, in summertime, air conditioning represents 30 per-
cent of peak load. In Texas, it is closer to 70 percent. In North Da-
kota and Alaska it is obviously considerably less, but for most of
the country, including parts of the country that have the greatest
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stress on their grid, air conditioning is a big part of the action on
those hot, sweaty days, when the grid is having the most trouble.
This is why the SEER 13 standards proposed under the Clinton ad-
ministration was the right answer.

If you look at the calculus of this and you look at the energy sav-
ings, the improvement to the environment, and, of course, the im-
provement to the reliability of the grid, it would call for the 13
standard.

When the Bush administration came in, they redid the numbers.
They did not sufficiently, I think, account for the role of the liabil-
ity, and they have proposed a SEER 12 standard, a lower standard,
losing almost half the savings from the current baseline. The mat-
ter is now in the courts, for the courts to settle.

Senator DORGAN. Now, for someone that does not understand
much about SEER standards that might be listening in to your an-
swer, they say, “Well, what is the difference between 12 and 13?
It does not sound very significant.” Tell us the energy savings that
would result.

Mr. NEMTZOW. The savings are significant. I do not have those
numbers available, Senator. I would be happy to provide that for
you and for the committee. But the reason the savings are signifi-
cant is the current legislative standard that was adopted by this
committee in legislation is SEER 10. But that standard might have
been aggressive at the time in the early nineties, but now all the
manufacturers beat it. The national average—even though the
standard is 10, the national average is almost 11. It is about 10.9.

Senator DORGAN. Were there some manufacturers that supported
the 13 standard?

Mr. NEMTZOW. The number two manufacturer, Goodman, who
sells under the Amana air conditioning label supported it, as well
as some smaller ones. So the industry was divided, because they
all make these higher products. This is not some out-there tech-
nology. They all make them. They are all capable of it. They just
do not want to.

Senator DORGAN. Mr. Garman, what is your impression of the
SEER 13 standard debate we had last year in Congress?

Mr. GARMAN. Well, of course, I did take note of the fact that the
Senate opted for the 12 when it did come for a vote in the bill.

Senator DORGAN. What was your position on it?

Mr. GARMAN. Our position was that—and just to clarify, the ad-
ministration raised the SEER 10 to a SEER 12, as our proposal.
David and some of the other advocates were, of course, favoring
that we raise it to a 13. But we opted that using the criteria that
we are told to use in the law, the Energy Policy Act—12 was the
right number from a cost effectiveness point of view.

Senator DORGAN. Without respect to the law in terms of what
you were told to use, do you personally believe that moving to a
SEER 13 would be advantageous from an efficiency standpoint?

Mr. GARMAN. What we try to do is to try to differentiate between
the minimum national standard that has to be applied nationwide
and the opportunity that other consumers have to go beyond that.
And I think that is the magic of the Energy Star program.

Senator DORGAN. I do not understand that answer.

Mr. GARMAN. Well—
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Senator DORGAN. Tell me, I mean——

Mr. GARMAN [continuing]. What we do is we said

Senator DORGAN. My direct question is: Notwithstanding all the
other issues, would you think—the technology exists. Would you
think going to the higher standard would make sense?

Mr. GARMAN. It would not make sense for every consumer. If you
are a consumer——

Senator DORGAN. But we are talking about public policy. I am
asking your opinion on public policy in terms of the efficiency and
the national savings that result from it.

Mr. GARMAN. If the only relevant criteria that we were to use
were the energy savings, and we were not to concern ourselves
with cost-effectiveness for the consumer, or the price that a con-
sumer was going to pay or whether the consumer would ever get
a payback from the use of the technology—if energy efficiency were
the only criteria, then a higher standard would be better.

Senator DORGAN. Mr. Nemtzow, the point that Mr. Garman just
made is the point that those who opposed, particularly the air con-
ditioning manufacturers who opposed the SEER 13 standards, this
is the point they made last year. Respond, if you will, to that ques-
tion of the effect on the consumer.

Mr. NEmMTZOW. Well, Mr. Garman is right. There are examples
where it is not cost-effective. If you have a vacation home in Ver-
mont that you use a few days in the summer, that air conditioning
may have a very long payback. But those are the exceptions.

The bulk of the U.S. population uses air conditioning. In fact, 83
percent of new homes in this country now have central air condi-
tioners in them, so this is prevalent, and especially in the parts of
the country, Texas, California, Florida, where there is growth in
population, there is strain on the grid.

And so this program is a national program, just as the grid is
becoming increasingly a national grid as the administration sup-
ports. So you have to take a national answer to it.

The number of “losers” who will have a longer payback is minus-
cule compared to the number of winners. And even people who do
not have air conditioners, Senator, especially the elderly, will bene-
fit the most, because they are the—at the greatest health risk
when there is a blackout.

Senator DORGAN. Yes. I did not intend to use most of my time
talking about efficiency of air conditioners. We have had precious
little need for air conditioners in recent months in my State, but
because of the debate we had last year, both on this committee and
on the floor of the Senate, this is one of those pieces of efficiency
standards that I think is important.

Let me ask one additional question, if I might, perhaps of any
on the panel that wish to respond, and of Mr. Garman first.

As you look at the major areas of accomplishment with respect
to improving energy efficiency, I notice that 19 percent of the Gov-
ernment’s eligible square footage, as you indicate in your testi-
mony, has earned the Energy Star award. That seems low. I am
wondering what can be done to increase that.

And second, you mention that low-hanging fruit has been
plucked, but there must be many other promising areas of effi-
ciency. What do you assess those to be?
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Mr. GARMAN. I agree with you that 18 or 19 percent of Federal
building square footage under the Energy Star label is not enough,
and we would like to raise that. And I think it is going to take a
concerted effort on all of our parts, Congress and the executive
branch and the public to try to change the culture, if you will, of
a Federal procurement official and underscore the fact that this is
important, this is part of their jobs, to do what they can, whether
they are designing a new building or retrofitting an existing one,
to incorporate energy efficiency into their thinking.

We are trying to do that. In fact, as an example, we had a meet-
ing scheduled—it had been scheduled for the day of the big snow,
but of all of the agencies, senior agency officials to come to the
White House and essentially receive their report card on how well
they are doing—and some are doing better than others—and to
have administration officials and officials from the Office of Man-
agement and Budget and others kind of say, “Listen, here is how
you are doing. Here is how you need to do better” and to try to en-
courage from within.

I think David’s suggestion of continued congressional oversight
on the agencies to underscore the fact that this is very important
is something else that the Congress can do as well.

Senator DORGAN. I am wondering whether it might not be valu-
able for you to do a scorecard, or a grading sheet on the agencies,
since you are the one who would be able to take a look at agencies
and tell the public and us which agencies are not doing well with
respect to efficiency.

After all, we are the largest purchaser of energy in the world, as
the Federal Government, so it might be helpful to all of us if you
would give us a scorecard; which agencies should we compliment
when they come up here, and which agencies should we light a fire
under.

Mr. GARMAN. I will take that as a question that you are asking
us for the scorecard that we are providing the agencies, and we will
do that just as soon as we provide them to the agencies.

Senator DORGAN. I think that would be very helpful.

Anyone else want to respond to the question of where the obvious
early additional targets are for efficiency?

Mr. MCGUIRE. Senator, you mentioned the low-hanging fruit that
has been plucked. It is true that in the equipment

Senator DORGAN. Well, I was simply quoting Mr. Garman. I do
not necessarily subscribe to that.

Mr. McGUIRE. Well, let me associate myself with his remarks
then. Most of it was in terms of appliances, and products, and
equipment. One of the areas where, I think, manufacturers and ad-
vocates have come together to try to go to the next step is to com-
bine the national minimum standards with incentives.

And there are two examples I would point out. One is in the
State of Maryland. Sales tax was waived on products that meet the
Energy Star designation and has been successful in moving more
of those products into a consumer’s home.

The second is legislation that was included in the energy bill last
Congress, introduced in the Senate by Senators Lincoln and Grass-
ley, which would provide a tax credit to manufacturers of super-ef-
ficient appliances, appliances that go beyond the national mini-
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mums and Energy Star to get those products stimulated into the
marketplace. So I think there is a lot of agreement among advo-
cates and industry on those types of things.

Senator DORGAN. Do you have something?

Mr. KeITH. Mr. Dorgan—oh, go ahead.

Mr. NEMTZOW. May I respond? Let me agree with Mr. Garman
and Mr. McGuire for that list, and add three items of low-hanging
fruit that are out there. One is new cars and light trucks. This is
mature technology that needs to be deployed throughout the fleet.

Two is existing homes, that stock of over 100 million residences
in this country, some of which is quite old, Joe just talked about
getting newer appliances into them through incentives. That is
right. We need Energy Star. We need tax incentives. In addition to
that one, we need tax incentives to upgrade existing homes and we
need public education, so that consumers will know what to do.

The third area is powerplants. The powerplants fleet in this
country is embarrassing. Even with the new independent power
projects, the new combined cycle gas turbines, it is still a very inef-
ficient fleet. And there is no legislative or Federal pressure on
them right now, direct pressure to be more efficient.

Powerplants in this country waste more energy—just the power-
plants waste more energy than the entire country of Japan uses in
a year for all purposes. And that waste can be cut, and that is low-
hanging, cost-effective fruit.

Senator DORGAN. Mr. Keith.

Mr. KEITH. Perhaps, I can also address the low-hanging fruit
issue. As representing the groups of folks that go out and look at
Federal facilities to identify these opportunities, we feel certainly
there is much more out there that we can harvest. We are—this
program is somewhat unique in that we take a lot of that develop-
ment risk as an ESCO. So we are tasked with going out at our ex-
pense and locating these opportunities at Federal facilities.

What we are looking for is repeal of the sunset, so that we can
continue to do this and provide adequate funding for agencies to
manage this ESPC program.

One of the issues that was raised earlier is: Why is there a de-
cline in the program? Part of that is the reduced funding to man-
age these programs, particularly at the Department of Defense
area.

Secondly, we need top-down support from Congress and the exec-
utive branch, too, for this program. And then finally, we need ac-
countability. And I do support reporting to Congress as to ESPC
activities as well as OMB and the Department of Energy.

When folks are coming to you all seeking appropriations to do en-
ergy efficiency improvements, I think it begs the question: Have
you explored other opportunities? And then why have you not
taken advantage of them prior to appropriating that money?

Senator DORGAN. Mr. Lynch.

Mr. LYNCH. Senator, I think I was the one that first said the
word that you called into question. I guess I would like to say a
couple of points. We really took it seriously in the first year I think,
when EPA first came up with the Energy Star label. I think we
constituted something like 25 percent of all the buildings in that
portfolio.
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One of the things that we are doing—and I guess I would caution
everyone not to look at buildings, because we have 1,800 buildings
in our portfolio. Some of them are cow sheds. I would encourage
folks to look at square footage. And basically, what we are doing
is we are trying to key in on 61 key buildings in our portfolio that
have the most square footage at stake. And I think it is probably
half the square footage. It is almost the 80/20 rule. So I think you
are going to see some dramatic changes, at least from the public
building service in the future in the Energy Star perspective.

Again, the other thing that we are focusing on, these new court-
houses we are bringing online, we need to make sure that they are
attaining Energy Star consensus as well. So I mean we are working
at it, and we do have a plan to really get those numbers up from
a square footage——

Senator DORGAN. I think what we are paying for these new
courthouses that are being built, if they are not complying with ev-
erything in the free world, there is something wrong. I would like
to know if there is a problem with complying with these matters,
because these courthouses are enormously expensive.

I have overstayed my time for questions. Thank you very much.

Senator MURKOWSKI. Thank you, Senator Dorgan.

Well, thanks to all of you on the panel this morning. I think the
issues that have been raised, the suggestions that have been
brought up have been helpful. Certainly, the ideas of a scorecard,
greater oversight, and accountability, and just the education, as
you have noted, Mr. Nemtzow, I mean, all of this is critical. All of
this is important as we must work towards greater efficiencies. So
I appreciate your input this morning.

And if there are those that have questions that need to be sub-
mitted, we will make sure that you receive them, so that we can
enter those into the records.

So with that, we will close for the day, and thank you.

[Whereupon, at 11:10 a.m., the hearing was adjourned.]

[Subsequent to the hearing, the following statement was received
for the record:]

PREPARED STATEMENT OF JARED O. BLUM, CHAIR, FEDERAL ENERGY PRODUCTIVITY
TASK FORCE

I am Jared O. Blum, President of the Polyisocyanurate Insulation Manufacturers
Association (PIMA) and current Chair of the Alliance to Save Energy’s Federal En-
ergy Productivity Task Force. Since 1995, the Task Force has brought together pri-
vate-sector companies and organizations with an interest in cutting Federal govern-
ment energy waste (list of members attending the past two Task Force meetings at-
tached). The Task Force:

¢ monitors the status of DOE’s Federal Energy Management Program (FEMP);

¢ develops and articulates positions on Federal energy management policies;

e provides guidance and input to the FEW program and the Federal Energy Man-
agement Advisory Committee (FEMAC); and

¢ encourages and Federal agencies to meet the energy reduction requirements set
forth in Federal law, regulations, and executive orders.

In 1998, the Task Force and the Alliance published, Leading By Example, (copy
enclosed) which discussed many of the current issues and problems related to Fed-
eral energy management and outlined a series of recommendations from the Task
Force for improvements. As a direct result of these recommendations, Executive
Order 13123 was issued, setting new goals for Federal agencies to reduce energy
use. Over the past two years, our Task Force has worked with members of Congress
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and their staffs to develop legislation to revise the Federal government’s energy
management objectives and to strengthen the ability of agencies to meet those goals.

We appreciate this opportunity to provide our views to the Committee as you
gather input for developing comprehensive energy legislation. As the largest coali-
tion of private-sector advocates for improved Federal energy management, and in
recognition of the economic, environmental and energy security benefits of cutting
Federal energy waste, we urge the Committee to include the provisions regarding
Federal energy management that were agreed to during last year’s Conference Com-
mittee on H.R. 4. In addition, we urge the Committee to include language (draft at-
tached) that would expand authority, on a pilot basis, for Federal agencies to enter
into Energy Savings Performance Contracts to include non-building energy savings
projects.

H.R. 4 CONFERENCE COMMITTEE AGREEMENT

Last Fall, the House and Senate conferees on H.R. 4 agreed to a package of Fed-
eral energy management provisions that would have:

1. Updated agency energy reduction targets. Established each agency’s energy
reduction goal at 2 percent per year from 2003 thru 2012, as compared to en-
ergy use in 2000; and required DOE to recommend, in 2011, the percentage re-
duction goals for 2013 thru 2022.

2. Extended and expanded Energy Savings Performance Contract (ESPC) au-
thority. Repealed the October 1, 2003 “sunset” on ESPC authority. Expanded
the definition of the benefits under an ESPC to include savings resulting from:
improvements in operations and maintenance, increased use of cogeneration, a
reduction in the cost of water, and replacement buildings. Required DOE, with-
in 180 days, to review the ESPC program to identify obstacles that prevent Fed-
eral agencies from fully utilizing the program.

3. Required cost-effective metering. By 2010, all Federal buildings shall be
metered or submetered and, to the maximum extent practicable, each agency
shall use advanced meters. Within 180 days, DOE shall, in consultation with
DOD, GSA, and representatives of the metering industry and others, issue me-
tering guidelines based on cost-effectiveness criteria. Required agencies to sub-
mit a Metering Plan to DOE within 6 months of enactment.

4. Increased Federal building performance standards. Directed DOE to revise
Federal building energy performance standards within 1 year to 30 percent
below consumption in ASHRAE 90.1 for commercial buildings, or 30 percent
below IECC for new residential buildings, if cost-effective. It further directed
DOE to determine, within one year, whether amendments to these codes should
trigger further revision of the Federal standards. Required that agencies, in
their annual budget requests, Include lists of new buildings and a statement on
whether they meet the revised standards.

5. Strengthened Federal procurement requirements. Required procurement of
Energy Star or FEMP designated products unless they are not cost-effective or
are not reasonably available. Required GSA and DLA to clearly display Energy
Star and FEMP designated products in their catalogs and, after existing inven-
tories are exhausted, shall only replace with Energy Star or FEMP designated
products. Within 120 days, DOE shall designate electric motors of 1 to 500
horsepower for use by agencies.

6. Increased Federal fleet fuel economy requirements. Each agency shall de-
termine its baseline fuel economy based on automobiles purchased in 1999 and
shall manage procurement to increase average fuel economy by 1 mpg by Sep-
tember 30, 2003; and by 3 mpg by September 30, 2005.

While last year’s agreement does not represent anyone’s ideal legislative package,
it is a strong and balanced set of provisions which deserves the consensus support
it gained last year. Enactment of these provisions is vitally important to the contin-
ued, successful efforts of the FEMP program to reduce Federal energy use and save
taxpayer dollars. For example, DOE would be better able to monitor agency progress
toward energy savings targets and agencies would be less able to “game” the meas-
urement of their performance if energy reduction targets are updated from the fiscal
year 1985 to the fiscal year 2000 baseline. Federal procurement of energy consum-
ing products and the construction of energy-efficient buildings will be strengthened
by updating these Federal standards to reflect the most recent energy-efficient tech-
nologies, and the most recent industry and government consensus efficiency stand-
ards. Finally, advances in metering and a commitment to energy savings demands
that the Federal government require metering where it is cost-effective. After all,
how can agencies manage something they cannot measure?
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Enactment of these provisions would revitalize a program that has a remarkable
history of success. DOE’s most recent report to Congress on Federal energy manage-
ment, dated January 11, 2001, stated that energy consumption per gross square foot
in Federal buildings had declined 20.7 percent from Fiscal Year 1985 to Fiscal Year
1999. This reduction in energy intensity saves the federal government on the order
of $1 billion every year in reduced utility costs. Additional savings of this magnitude
remain achievable if Congress enacts the provisions that were carefully negotiated
last year. Enactment of these provisions would also demonstrate Congress’s continu-
ing commitment to Federal energy savings, and would send a powerful message to
government managers that cutting energy waste remains a national priority.

REPEALING THE ESPC “SUNSET”

One essential factor in reducing Federal energy use is obtaining the funding need-
ed to implement energy savings projects. This funding may be available from three
sources: direct appropriations, through utility programs, and from private-sector
sources under ESPCs. In recent years, ESPC funding has become increasingly im-
portant because less funding is available from direct appropriations and utility pro-
grams. Appropriations have been curtailed as a result of overall pressure on Federal
spending, and utility funding has been reduced as a consequence of electricity mar-
ket restructuring. The ESPC program has been extraordinarily successful in tapping

rivate-sector funding and expertise to achieve energy savings. Since 1992, nearly
51.1 billion in private-sector capital has been invested in Federal energy improve-
ment projects under ESPCs, resulting in hundreds of millions of dollars in perma-
nent savings to the U.S. taxpayer—and the creation of private-sector jobs.

With the “sunset” date of October 1 approaching, Federal agencies, and their po-
tential private-sector partners, are beginning to lose the incentive to negotiate new
ESPCs. If the authorization extending ESPC authority is not enacted before October
1, then Federal agencies will lose the ability to tap into a stream of investment that
currently averages over $200 million per year. We not only urge that you include
this provision in the Committee’s energy bill, but that you remain open to working
with us to explore other ways to enact this provision if it appears the bill cannot
be enacted by the October 1, 2003 deadline.

ESPC EXPANSION

Given the tremendous success of ESPCs in attracting private-sector investment in
energy efficiency projects in Federal buildings, it is now appropriate to determine
whether ESPCs can be applied to non-building projects—where most Federal energy
consumption occurs.

Thirty-three percent of the Federal government’s energy consumption occurs in
Federal buildings and 60 percent occurs in government vehicles such as cars, trucks,
ships and aircraft (so-called “mobility” fuel use). The other 7 percent occurs in “en-
ergy intensive operations” such as irrigation, energy intensive government manufac-
turing operations, and research and development activities.

While no specific estimates are available of the potential energy savings from such
“non-building” ESPC projects, a recent article by Amory Lovins, stated that the po-
tential for DOD fuel savings alone are “upwards of ten billion dollars a year, be-
cause the few billion dollars of direct annual fuel savings can trigger far larger
avoided fuel delivery costs.”! He also states that, “The Army uses about $0.2 billion
worth of fuel a year, but pays about 16 times as much, $3.2 billion a year, just to
maintain 20,000 active and 40,000 reserve personnel to move that fuel.”

A recent Department of Defense Science Board Task Force report2 found that
“Ten years after the Cold war, over 70 percent of the tonnage required to position
today’s U.S. Army into battle is fuel”; and that, “The Air Force . . . spends approxi-
mately 85 percent of its fuel budget to deliver, by airborne tankers, just 6 percent
of its annual jet fuel usage.” The Task Force further found that “High payoff, fuel-
efficient technologies are available now,” and recommended that DOD, “specifically
target fuel efficiency improvements . . .”

The expansion of ESPC authority we propose would create opportunities for pri-
vate-sector investment in Federal energy efficiency projects, create jobs, reduce oil
demand, save taxpayer dollars, and reduce pollution. As stated in the DOD report,
increased fuel efficiency would “also improve military capability by reducing the size
of the fuel logistics system, reducing the burden of high fuel consumption on agility,
reducing costs and dampening the budget impact from volatile oil prices.”

1Battling Fuel Waste in the Military, Amory B. Lovins, www.rmi.org, 2002.
2The Defense Science Board Task Force on Improving Fuel Efficiency of Weapons Platforms,
More Capable Warfighting Through Reduced Fuel Burden, January 2001.
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There are uncertainties in how ESPC contracts would need to be modified to re-
spond to the differences that exist between building and non-building energy effi-
ciency projects. For example, there are differences in how energy savings would be
measured and verified, and how payments to private-sector partners would be made.
While most of these potential uncertainties appear resolvable, agencies and their po-
tential energy service company partners cannot be expected to work-through these
issues and negotiate ESPCs for non-building projects unless they can eventually
enter into contracts. Accordingly, we urge the Committee to authorize a pilot pro-
gram. Authorization for 10 pilot projects should be adequate to gauge the level of
interest in such expanded authority by Federal agencies and the private sector, and
for them to work-through contract modifications for a range of typical non-building
projects. The results from those 10 projects could then be reported to the Congress
along with recommendations on whether to extend the authority. Attached is draft
language that would:

« authorize DOD and the heads of other Federal agencies to enter into up to ten
non-building ESPC projects;

* require the Secretary of Energy, in consultation with the heads of Federal agen-
cies, to select up to 10 ESPCs projects to demonstrate the applicability and ben-
efit of energy savings performance contracting to a range of non-building energy
efficiency improvement projects; and

e require the Secretary to report to Congress, by December 31, 2005, on the re-
sults of the pilot program, including the energy and cost savings resulting from
the projects, their cost effectiveness, and recommendations as to whether the
authority to enter into such contracts should be continued.

Energy efficiency has direct benefits for the Federal government. It reduces costs
and environmental impact, saves taxpayer dollars and enhances energy security. As
representatives of the private-sector, the Alliance’s Federal Energy Productivity
Task Force supports Improved Federal energy efficiency because it also creates jobs
and opportunities for Federal/private-sector partnerships. While the Federal govern-
ment uses only 1 percent of the nation’s energy, its’ actions have a substantial im-
pact on the attitudes and behavior of others in recognizing and acting to gain the
benefits of increased efficiency.

We urge you to include last year’s Conference Committee agreement on Federal
energy management, and our proposal for a pilot program to expand ESPC author-
ity to non-building projects, not only for the direct economic, environmental and se-
curity benefits to the Federal government, but also to demonstrate—by example—
the continuing commitment of Congress and the Federal government to achieving
the benefits that energy efficiency offers to the nation.

Thank you again for the opportunity to contribute to the Committee’s delibera-
tions on national energy legislation.

SEC.——. PILOT PROJECT TO EXPAND ENERGY SAVINGS PERFORMANCE
CONTRACTING TO NON-BUILDING INVESTMENTS.

(a) Title VIII of the National Energy Conservation Policy Act (42 USC 8287) is
amended by adding the following new section at the end:

“SEC. 805. PILOT PROGRAM FOR ENERGY SAVINGS PERFORMANCE CON-
TRACT INVESTMENTS IN NON-BUILDING ENERGY SAVINGS PROJECTS.

“(a) Authorization. The Secretary of Defense and the heads of other interested
Federal agencies are authorized, on a pilot basis, to enter into up to ten energy sav-
ings performance contracts under this Title for the purpose of achieving savings,
secondary savings, and benefits incidental to those purposes, in non-building energy
efficiency improvement projects.

“(b) Selection of Projects. The Secretary of Energy, in consultation with the Sec-
retary of Defense and the heads of other interested Federal agencies, shall select
up to ten contract projects for this pilot program. The projects shall be selected to
demonstrate the applicability and benefit of energy savings performance contracting
to a range of non-building energy efficiency improvement projects.

“(c) Definitions. For the purposes of this section,

“(1) the term ‘non-building’ means any vehicle, device, or equipment that is
transportable under its own power by land, sea, or air and consumes energy
from any fuel source for the purpose of such transportability, or to maintain a
controlled environment within such vehicle, device or equipment; or any Feder-
ally owned equipment used to generate electricity or transport water.”

“(2) the term ‘secondary savings’ means additional energy or cost savings that
are a direct consequence of the energy savings that result from the energy effi-
ciency improvements that were financed and implemented pursuant to the en-
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ergy savings performance contract. Such ‘secondary savings’ may include, but
are not limited to, energy and cost savings that result from a reduction in the
need for fuel delivery and logistical support. In the case of electric generation
equipment, secondary savings may include the benefits of increased efficiency
in the production of electricity.

“(d) Report. No later than three years after the enactment of this section, the Sec-
retary of Energy shall report to the Congress on the progress and results of this
program. Such report shall include: a description of all projects undertaken; the en-
ergy and cost savings, secondary savings, other benefits and problems resulting
from such projects; and the overall cost-benefit of such projects. The report shall
also include recommendations, developed in consultation with those agencies that
undertook projects under the program, as to whether the authorization to enter into
energy savings performance contract for non-building projects should be extended,
expanded, or otherwise modified.”

(b) Section 547(c)(3) of the National Energy Conservation Policy Act (42 USC
8256) is amended by striking the word “facilities”, and inserting the words “facili-
ties, equipment and vehicles”, in lieu thereof.






APPENDIX

RESPONSES TO ADDITIONAL QUESTIONS

ALLIANCE TO SAVE ENERGY,
Washington, DC, April 25, 2003.
Hon. PETE V. DOMENICI,
Chairman, Senate Committee on Energy and Natural Resources, Dirksen Senate Of-
fice Building, Washington, DC.

DEAR MR. CHAIRMAN: Please find attached my replies to questions submitted for
the record from the March 11, 2003 hearing of the Senate Committee on Energy
and Natural Resources. Thank you again for giving the Alliance to Save Energy this
opportunity to contribute as you consider this important legislation.

Sincerely,
Davip M. NEMTZOW,
President.

RESPONSES TO QUESTIONS FROM SENATOR DOMENICI
APPLIANCE STANDARDS

Question 1. Is it your sense that the participants in last year’s negotiations on
efficiency standards still support the package placed before the energy bill con-
ference?

Answer. Yes, the package of efficiency standards agreed to in the conference com-
mittee last year was a good package that we continue to support. We remain hope-
ful, and urge, that additional consensus agreements that have been made, and that
are expected to be made in the coming weeks or months, will be added to the Sen-
ate’s energy bill before its final passage and that they will be enacted.

Question 2. What new products have been discussed for legislated standards, and
where have you found consensus?

Answer. Consensus has been reached with respect to standards for unit heaters
and for compact fluorescent lamps, and I'm pleased that those agreements have
since been adopted by the Committee. Negotiations are ongoing with respect to com-
mercial clothes washers, and commercial refrigerators/freezers and freezers and
large packaged HVAC equipment.

Question 3. Should new Federal standards enacted by legislation “pre-empt” State
standards on those same products that may exist as of the date of enactment.

Answer. No, we believe that pre-emption of state standards should occur upon the
effective date of the new federal standard. There is always the possibility that an
administrative or legal issue could delay the federal effective date. In that case, the
state standard would be pre-empted without the federal standard actually coming
into effect.

Question 4. How should we handle those products for which a rulemaking process
is ordered by statute? Should Federal preemption extend to the period between the
enactment of the law and the conclusion of the rulemaking?

Answer. We believe that preemption should occur when the federal standard actu-
ally becomes effective, not before, because there is always the possibility that an ad-
ministrative or legal issue could delay the federal effective date. In that case, the
state standard would be preempted without the federal standard actually coming
into effect.

ENERGY SAVINGS PERFORMANCE CONTRACTS

Question 1. What are the major impediments to the expanded use of ESPCs? Are
those addressed by the provisions in last year’s energy conference agreement?

(47)
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Answer. We believe that the most immediate impediment to the expanded use of
ESPCs is the looming “sunset” date of September 2, 2003. Last year’s bill agreement
would solve this problem by repealing that date.

Beyond that, ESPCs cannot now be used for non-building projects, where two-
thirds of federal energy use occurs, because of the limitation of the existing author-
ity to projects in federal buildings. It is for this reason that we have proposed that
the authority be expanded to non-building projects, such as air conditioning systems
on Navy ships, on a pilot basis, in order to determine whether the ESPC model can
be adapted to non-building projects. Such a pilot program was not included in either
the House or Senate bill last year, but we urge its consideration and inclusion this
year.

Question 2. How do other alternative financing programs such as Utility area-
wide contracts and Enhanced Use Leasing Compare to ESPCs?

Answer. Utility area-wide contracts, Enhanced-use leasing and ESPCs all serve
specific markets for private financing of energy efficiency projects in the Federal
government that, for the most part, do not overlap. ESPCs are the most flexible ap-
proach with several pre-selected vendors available to competitively serve all federal
agencies’ energy efficiency project financing needs. Utility area-wides can only be
used in those cases where there are utilities with active demand management pro-
grams that offer this service to their non-federal customers. Moreover, the exact
structure of these programs differs among the utilities that offer the service. En-
hanced-use leases can only be used in those cases where two conditions are met.
One, the federal agency is authorized to use such leases; two where there are energy
savings opportunities under such a lease, such as the installation or improvement
in co-generation facilities.

Question 3. How would expiration of the ESPC authority affect pending contracts
and contract negotiations? How has the impending expiration affected your ESPC
opportunities?

Answer. The impending expiration date has caused a sharp drop in ESPC invest-
ment. ESPC contracts typically take over a year to negotiate, the approaching expi-
ration date is increasing the risk of, and therefore is undermining, pending con-
tracts. It has effectively stopped the initiation of new contracts that are unlikely to
be concluded before the deadline.

CORPORATE AVERAGE FUEL ECONOMY (CAFE)

Question 1. Given the Administration’s effort of hydrogen vehicles, should we con-
sider CAFE credits for these vehicles as a way to encourage their manufacture and
sale?

Answer. It may be appropriate to offer CAFE credits for vehicles that use hydro-
gen for fuel. However, these credits should be applied for vehicles going onto the
roads and available to consumers that are using hydrogen.

Question 2. How would you propose to fix the problems you see with the “dual-
fuel” vehicle credits?

Answer. We oppose the extension of the dual-fuel vehicle incentives as currently
written because it will not benefit America’s oil dependence, national security, con-
sumers, or the environment. It is our judgment that the current program design,
which provides a bonus formula for rating vehicles for CAFE credits when they are
capable of running on alternative fuels, offers an incentive for vehicle manufacturers
to add dual-fuel capabilities in lieu of further increasing the efficiency of their fleet
in order to meet fuel economy requirements.

For this program to succeed, the amount of CAFE credits must be linked to the
actual amount of alternative fuel used. We urge that the dual fuel CAFE credit pro-
gram be modified in this manner, in the interest of both improved fuel economy and
reduced gasoline consumption.

The dual-fuel vehicle incentive established by the Alternative Motor Fuels Act of
1988, has resulted in consequences counter to the original laudable intent of the
law. While AMFA was successful in bringing more vehicles that had alternative fuel
capabilities onto the roads, the lack of alternative fueling stations meant that most
of these vehicles never used these fuels—though their manufacturers used the
AMFA credits to meet their fuel economy requirements. In fact, the National Acad-
emy of Sciences 2001 report on fuel economy standards addresses this issue and rec-
ommends the eliminations of the dual-fuel program because the program failed to
produce the intended benefits.!

1National Research Council, Effectiveness and Impact of the Corporate Average Fuel Economy
Standards, July 2001.
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The AMFA program does not reduce oil consumption nor help protect national se-
curity. According to a joint report to Congress by DOT, DOE, and EPA, there are
only 5,236 alternative refueling sites (121 that offer E85) of the 176,000 gasoline
stations nationwide although there are currently some 1.2 million dual-fuel vehicles
on the road.2 Furthermore, the joint report notes extending the program through
2008 will increase petroleum use by an additional 1.2 billion gallons a year, further
increasing our dependence on foreign oil.

Modifications to the program could help increase the consumption of alternative
fuels. Highlights of these modifications include:

* A new vehicle labeling requirement to ensure that consumers are fully aware
of the dual fuel capabilities of their vehicle at the time of sale.

¢ A new requirement for the permanent marking of vehicles to ensure that opera-
tors of the vehicles are aware of the dual fuel capabilities when refueling.

¢ A requirement that any fueling of dual fuel vehicles at or prior to time of sale
be exclusively with E85—potentially tripling E-85 sales by the end of MY 2005.

¢ A stable, multi-year program.

Question 3. Is “miles per gallon of gasoline” an appropriate efficiency metric if we
are using hydrogen instead of gasoline in the future?

Answer. Yes, it is appropriate.

Question 4. Is the CAFE program “broken”? Do you recommend replacement with
a gasoline tax or other similar measure?

Answer. CAFE standards are a proven means of increasing the fuel economy of
the fleet of vehicles on America’s roads. The National Academy of Sciences report,
issued in July of 2001, concludes that the current CAFE standards save 2.8 million
barrels of oil a day.3

In fact, increasing vehicle fuel economy standards would decrease oil consump-
tion, help consumers, and protect the environment. The Alliance to Save Energy rec-
ommends a significant increase in vehicle fuel economy as numerous studies have
shown that America’s fleet could reach 40 miles per gallon in the next decade by
using current and emerging technologies. This would not only save Americans bil-
lions of dollars annually, but also help protect the environment and stem global
warming pollution.

While politically difficult, a gasoline or carbon tax on fuel would make the most
polluting fuels more expensive, thus making alternative fuels and high fuel economy
more attractive to consumers. The Alliance to Save Energy has been a long-sup-
porter of including externalities—national security, environmental, health impacts—
into the cost of energy. In 1998, the Alliance called for a phased-in carbon tax in
the study Price It Right, Energy Pricing and Fundamental Tax Reform. The 1993
Alliance to Save Energy Study, Federal Energy Subsidies: Energy, Environmental,
and Fiscal Impacts, documented that the federal government provided $35 in sub-
sidies to traditional energy supplies (coal, petroleum, natural gas, and nuclear) for
every $1 provided energy-efficient and renewable energy sources. The 1994 Alliance
study, State and Local Taxation: Energy Policy by Accident, showed that 80 percent
of the states effectively tax energy at rates below the tax rate they apply to sales
of goods and services. Subsidizing fossil energy and taxing energy at lower rates
than other goods makes little economic sense in light of fossil energy’s environ-
mental externalities.

RESPONSES TO QUESTIONS FROM SENATOR BINGAMAN
ENERGY SAVINGS PERFORMANCE CONTRACTS

Question 1. In response to testimony that the agency activity on ESPCs is declin-
ing, DOE attributed the fall off to the probability that the “low hanging fruit” has
been picked by the agencies already. Do you agree with that assessment?

2U.S. Department of Transportation, U.S. Department of Energy, U.S. Environmental Protec-
tion Agency. Report to Congress: Effects of the Alternative Motor Fuels Act CAFE Incentives Pol-
icy, March 2002, Table V-4. A new path for alternative fuels is needed. As the AMFA credits
and dual-fuel vehicles have not successfully encouraged a significant increase in alternative fuel-
ing stations, the Alliance suggests fixing the program so that it provides credits for vehicles
which actually run on alternative fuels. Additional focus on programs that help develop the in-
frastructure for alternative fuels may be necessary. This would prevent auto manufacturers
from using these credits to circumvent increasing vehicle fuel efficiency, and prevent the desire
for alternative and renewable fuels to compete with the need for increased energy efficiency.

3 National Research Council, Effectiveness and Impact of the Corporate Average Fuel Economy
Standards, July 2001.
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Answer. We do not believe that this is the reason ESPC investment is declining.
Rather, we see the looming “sunset” date of September 30, 2003 as the cause of the
slowdown. The typical ESPC takes over a year to negotiate and we are now well
within a year of that termination date. Therefore, it is now unlikely that companies
or agencies for that matter can initiate new contracts and have them enter into
force before the deadline. The program is, in effect, shutting down.

Question 2. Questions were raised in the hearing as to the current level of activity
on ESPCs by the Veterans Administration. Have your member companies seen a de-
cline in VA activity?

Answer. Companies tell us that the VA has terminated processing all ESPCs,
even those for which there were letters of intent to proceed. We have inquired with
the DOE, as the federal coordinating agency for ESPCs, whether they know the rea-
sons for the VA’s apparent new policy not to enter into ESPCs. We have been told
by DOE that the VA has suspended ESPC activity while they conduct an internal
review. While requests have been made to be involved in this process, the VA is un-
responsive.

Question 3. What is your reaction to DOE’s mention of a 5-year extension of the
sunset on ESPCs, as opposed to a repeal of the sunset as both Houses of Congress
proposed in last year’s energy bill?

Answer. We support repeal of the sunset, not an extension, because DOE has not
given any reason why there should not be a full repeal. After ten years, the ESPC
program has grown to be very successful, tapping over $1 billion in private-sector
investment for federal energy efficiency projects. At this time, its greatest problem
is the looming sunset date that is cutting off new investment. To us, it does not
make sense to establish another relatively short termination date that would, in
several years, again undermine the incentive for private-sector partners to initiate
new contracts.

RESPONSES TO QUESTIONS FROM SENATOR BUNNING

Question 1. Why has the DOE stated a preference for a change to the program
which appears to stifle competition and lessens choices for consumers? Does the
DOE believe that its preference for a 3-zone map will ultimately lead to loss of jobs
for workers in the industry?

Answer. We cannot speak for DOE, but we can give you the reasons why the Alli-
ance to Save Energy supports the 3-zone map. This alternative offers the potential
to reduce cooling demand—and consequently to reduce greenhouse gas emissions
and to provide summer peak energy savings. In addition, the simplicity of the 3-
zone alternative is beneficial for consumers. We believe that the 3-zone alternative
will promote low solar heat gain window products in cooling-dominated climate
zones where reducing air-conditioning load is important.

It is important to note that Energy Star is a voluntary program, so that pyrolitic
technology can continue to compete throughout the U.S. Additionally, there are
other government-sponsored programs working to create demand for pyrolitic coat-
ings and other efficient window technologies. One of these programs is the Efficient
Windows Collaborative which educates consumers about all of the different energy-
efficient technologies available in the market, and helps consumers to make the best
choice based on a host of considerations including climate, design, energy prices, etc.

Question 2. What criteria will DOE be using as it makes its selection?

Answer. This question can only be answered by the DOE.

Question 3. Given the current surplus in peak energy supply, high price of natural
gas and its impact on home heating costs, is DOE rethinking its decision to support
the 3-zone alternative?

Answer. We continue to support the 3-zone alternative. Although there are a
number of benefits for consumers of Energy Star products—such as saving money
through energy savings—the purpose of the Energy Star program as stated on the
program’s web site is to provide a “voluntary labeling program designed to identify
and promote energy-efficient products to reduce greenhouse gas emissions.” The 3-
zone alternative offers the potential to reduce cooling demand which depends on
electricity, while the 4-zone proposal provides potentially greater heating savings
which depends primarily on natural gas. Consequently, the 3-zone proposal has
greater potential to reduce greenhouse gas emissions and to provide summer peak
energy savings. Support for the 3-zone alternative is consistent with the Alliance to
Save Energy’s goals of working to achieve a cleaner environment and energy secu-
rity through energy efficiency.
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SEMPRA ENERGY SOLUTIONS,
San Diego, CA, April 25, 2003.
Hon. PETE V. DOMENICI,
Chairman, Senate Committee on Energy and Natural Resources, Dirksen Senate Of-
fice Building, Washington, DC.

DEAR MR. CHAIRMAN: Please find attached my replies to questions submitted for
the record from the March 11, 2003 hearing of the Senate Committee on Energy
and Natural Resources. Thank you again for giving the Federal Performance Con-
tracting Coalition this opportunity to contribute as you consider this important leg-
islation.

Sincerely,
ERBIN B. KEITH,
Senior Vice President,
Operations & Commercial Pricing.
[Enclosure]

RESPONSES TO COMMITTEE QUESTIONS

Question 1. Can ESPCs be used by the Department of Defense? What are the
issues involved in doing so?

Answer. Yes, the Department of Defense (DOD) has the statutory authority to
enter into ESPCs. In addition to using Department of Energy, Indefinite Delivery
Indefinite Quantity (IDIQ), ESPC contracts (“Super ESPCs”), the DOD has the au-
thority to enter into its own stand-alone ESPC or IDIQ ESPC contracts. Early on
in the ESPC program, the DOD generated considerable ESPC activity [in compari-
son to other Federal agencies]. In recent years the DOD ESPC activity has signifi-
cantly diminished. In my written testimony, I cited a number of factors for this, in-
cluding, lack of funding for the management of ESPC programs and the lack of sup-
port and encouragement from high levels within the Department of Defense and the
executive branch.

Question 2. What are the major impediments to the expanded use of ESPCs? Are
these addressed by the provisions in last year’s energy conference agreement?

Answer. The provisions of last year’s energy conference agreement addressed
some of the specific impediments. For example, the conference agreement dealt with
the repeal of ESPC sunset provisions and the addition of water conservation to civil-
ian ESPC projects. However, significant impediments and untapped ESPC opportu-
nities remain that could be addressed. In my written testimony I recommended a
number for additional measures that will serve to preserve and reinvigorate the pro-
gram as well as expand its potential reach. In summary, those recommendations
were:

i. Allow replacement and new construction facilities to be eligible for ESPCs;

ii. Mandate that Federal agencies report reasons they do not use alternative
financing for capital improvement projects;

iii. Require that agencies report alternative financing activities to Congress;

iv. Stabilize the term of Army and Air Force ESPC contracts;

v. Encourage interagency cooperation and confirm ordering authority between
agency ESPC contracts;

vi. Expand ESPC to include transportation and power generation applica-
tions.

Question 3. How do other alternative financing programs such as Utility area
wide contracts and Enhanced Use Leasing compare to ESPCs?

Answer. The implementation of capital improvement projects under utility area
wide contracts is often referred to as a utility energy services contract (UESC). Set-
ting aside the fact that there is no explicit authority for implementing capital im-
provement projects under UESC, UESC and ESPC programs have several common
characteristics, yet differ in important ways. Under both programs, a Federal agen-
cy contracts with the private sector to implement projects that reduce energy de-
mand and consumption at the agency’s facility. Under the UESC, the private sector
entity is the local utility company. Under ESPC, the private sector entity is an en-
ergy services company (ESCO) that has been pre-qualified to perform energy serv-
ices by the Department of Energy. Under both programs, the private sector entity
provides the funding for the project.

The differences between UESC and ESPC programs become more significant in
the details. First, ESPC program management services are competitively procured.
UESC program services are not. The legislation and rules governing ESPC require
competitive procurement of ESPC services. Under UESC, an agency contracts di-
rectly with the local utility company. The UESC contract is procured without com-
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petition from ESCOs or other private sector entities that have the capability and
interest in performing the services.

Second, energy savings resulting from ESPC services are guaranteed by the
ESCO. Energy savings resulting from UESC services are not. The legislation and
rules governing ESPC require the ESCO to guarantee the agency that the realized
energy savings will pay for the project. There is no legislation or rule requiring that
energy savings resulting from a UESC pay for the project.

Third, if guaranteed energy savings resulting from the ESPC are not realized by
the agency, the agency is not obligated to pay (dollar-for-dollar) the ESCO for the
project. Under UESC, there is no legislation or rule that allows to government to
withhold payment for services that do not generate expected savings.

Fourth, ESPCs have contract terms of up to 25 years. UESC contract terms may
not exceed ten years. In some cases, longer contract terms enhance the project scope
and energy-savings opportunities. It is the risk that is transferred from the govern-
ment to the ESCO, through the energy savings guarantee and other ESPC require-
ments, that justifies longer contract terms for ESPC projects.

Enhanced-use leasing (EUL) is a venture arrangement for the development of gov-
ernment property, under which that property is made available to a public or pri-
vate entity through a long-term lease. The leased property may be developed for
non-agency and/or agency uses, and in return for the lease, the agency receives con-
sideration for the use of the property. Consideration may be revenue or consider-
ation in-kind. Consideration in-kind may include the provision of goods or services
of benefit to the agency, including construction, repair, remodeling, or other physical
improvements of agency facilities, maintenance of agency facilities, or the provision
of office, storage, or other usable space.

EULs can involve energy or non-energy related leases. For example, a commercial
storage firm decides to lease a former warehouse located at an agency installation.
The parties could enter into an ESL that leases the warehouse to the storage firm.
The lease generates rental income for the agency and provides use of an otherwise
unneeded facility. Energy related leases involve cogeneration opportunities at agen-
cy facilities. Such an example is when a developer and agency enter into a EUL,
in which the agency leases land to the developer for the installation oft he devel-
oper’s cogeneration system. In consideration for the lease, the developer provides
output (electricity, hot water, steam) from the cogeneration system to the agency.
Under the lease the developer may also provide energy conservation services to the
agency as part of the in-kind consideration for the lease. The cogeneration system
also may sell output to third parties. The availability of a third-party purchaser of
the output is often critical to the viability of a EUL involving cogeneration.

The EUL is more closely related to ESPC than UESC. The EUL shares the
ESPC’s characteristics of competitive procurement, risk shifting and guaranteed re-
sults. However, the viability of energy related EULs are limited by the viability of
cogeneration or some other supply side opportunity (e.g., district cooling and/or heat-
ing plants). ESPC does not have this constraint, thus, has much broader application
to Federal facilities.

Question 4. How would expiration of the ESPC authority affect pending contracts
and contract negotiations? How has the impending expiration affected your ESPC
opportunities?

The looming expiration of ESPC authority already is having an impact on ESPC
opportunities. ESPC projects take a number of months to implement. Due to the
sunset of ESPC, some agencies are reluctant to commence projects that may not
come to conclusion before the sunset deadline.

ESPC projects already under a “notice of intent to award” that are not awarded
prior to the sunset likely will result in contractual claims for the abandoned ESPC
services. ESPC projects under way that have not received a notice of intent to award
may result in equitable claims for the abandoned services.

Question 5. In response to testimony that the agency activity on ESPCs is declin-
ing, DOE attributed the fall off to the probability that the “low hanging fruit” has
been picked by the agencies already. Do you agree with that assessment?

Answer. No. DOE’s own analysis demonstrates that the opportunity for additional
ESPC activity and investment to be between $2 and $3 billion. In September of
2000, Pacific Northwest National Laboratory (PNNL) issued the report, “Economic
Energy Savings Potential in Federal Buildings.” The report was prepared for the
DOE to estimate the available economic energy savings potential in Federal facili-
ties. Among other things, the report concluded that the potential annual energy sav-
ings were estimated to be 25 MBtuwksf/yr or 0.066 Quads/yr. The report estimated
that the capital investment required to achieve the energy savings to be $5.2 billion,
and the annual dollar savings to be $0.95 billion. The report goes on to state that
between 0.040 and 0.048 Quads/yr of the 0.066 Quads/yr in annual energy savings
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could be achieved through cost-effective alternative financing [ESPC] through pri-
vate investment of $2 and $3 billion. In summary, the drop in ESPC activity is re-
lated to the factors cited in my testimony, the potential for a robust ESPC remains.

Question 6. Questions were raised in the hearing as to the current level of activity
on ESPCs by the Veterans Administration. Have your member companies seen a de-
cline in VA activity?

Answer. Yes, this past year the Veterans Administration placed a hold on ongoing
ESPC activity pending an internal review of the ESPC program. The VA retained
a consultant to prepare a report critical of the VA’s ESPC program. Notably, the
report did not receive critical input or commentary from ESCOs or the Department
of Energy. The report has not been widely distributed outside the VA and has not
been officially shared with ESCOs. It is alleged that the report is baseless and full
of rhetoric bent on reaching an unfavorable conclusion of ESPC. We would look for-
ward to the opportunity to review and comment on the VA report.

Question 7. What is your reaction to DOE’s mention of a 5-year extension of the
sunset oil ESPCS, as opposed to a repeal of the sunset as both Houses of Congress
proposed in last year’s energy bill?

Answer. We are surprised and disappointed. The ESPC program has dem-
onstrated that it can make a substantial and cost-effective contribution to meeting
the Federal government’s energy goals and infrastructure improvement needs. The
ESPC program is no longer the pilot program that was contemplated by EPACT.
Indeed, despite a slow start through the rulemaking process, private sector invest-
ment in the DOE’s Super ESPC program alone exceeded $360 million from 1998-
2002. This will lead to a total energy savings to the government of over $836 million
in energy costs. Total private sector investment in the Federal ESPC program ex-
ceeds $1.2 billion. The DOE’s position on ESPC is inexplicably inconsistent with its
involvement in the UESC program. UESC authority does not provide for competitive
procurement of services or guaranteed results that exist under ESPC authority.
However, UESC “enjoys” perpetual, albeit dubious, authority. It is illogical to sug-
gest that ESPC should remain under a sunset while UESC remains a perpetual pro-
gram.

ASSOCIATION OF HOME APPLIANCE MANUFACTURERS,
Washington, DC, April 29, 2003.
Hon. PETE V. DOMENICI,

Chairman, Committee on Energy and Natural Resources, U.S. Senate, Washington,
DC.

DEAR CHAIRMAN DOMENICI: Enclosed are answers to questions from the Commit-
tee on Energy and Natural Resources generated from my testimony on Tuesday,
March 11, 2003. Thank you for this opportunity to respond to the Committee.

Sincerely,
JOSEPH M. MCGUIRE,
President.

RESPONSES TO COMMITTEE QUESTIONS
APPLIANCE ENERGY EFFICIENCY STANDARDS

Question 1. Is it your sense that the participants in last year’s negotiations and
?fﬁciengy standards still support the package placed before the Energy Bill con-
erence’

Answer. In general, AHAM and industry support last year’s conference agreement
on energy efficiency. However, since that time, events have developed which require
some revisions. For example, there has been state activity on regulating the energy
efficiency of commercial, residential-style clotheswashers used in laundromats and
multi-family housing. There is an effort under way to develop a proposal to be con-
tained in this Congress’ energy bill.

Question 2. What new products have been discussed for legislative standards and
where have you found consensus?

Answer. Since the hearing, the Committee’s markup of the energy bill has added
specified standards for several products. There are still discussions under way and
efl')forts to add additional products, such as commercial clotheswashers, mentioned
above.

Question 3. Should new federal standards in legislation preempt state standards
on those same products that may exist as of the date of enactment?

Answer. Preemption should occur as early as possible. Where there are legislative
standards, preemption should occur on date of enactment and where standards are
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set by regulation, preemption should occur as early as possible after a concrete step
of the regulatory process.

APPLIANCE STANDARDS

Question 1. You have made a number of suggestions for changes and additions
of provisions on appliance efficiency. Please provide the record of separate summary
and justification of those changes and suggestive legislative language.

Answer. AHAM and its industry coalition allies suggest several changes to last
year’s conference agreement.

First, we believe that the authorization of the Energy Star Program should in-
clude strong and clear language requiring justification of EPA or DOE proposals for
new or revised categories and opportunities for stakeholder comment. The agencies
should be required to respond to issues raised by stakeholders and justify different
views. These should be sufficient lead-in when qualification levels change.

This proposal to add procedural and due process provisions Energy Star recog-
nizes that although it is not strictly a mandatory program it has such substantial
and direct linkage and impact on federal and state procurement and public and pri-
vate incentive programs as well as the marketplace in general that agencies must
show a higher level of responsibility in developing and revising programs. Too much
work in Energy Star is delegated to contractors and decisions are made arbitrarily
and without consideration of proper lead times before categories are added and
changed. We do not seek Administrative Procedure Act application, or OMB or judi-
cial review for Energy Star program actions but transparency and responsiveness.

AHAM and the coalition also recommended a number of legislated product stand-
ards to be added to the bill, most of which have been added by the Committee in
subsequent markup. There are still some products, such as commercial
clotheswashers, for which industry requests the legislative standard, hopefully on
a consensus basis.

May 5, 2003.
SHANE PERKINS,

Staff Assistant, Committee on Energy and Natural Resources, U.S. Senate, Washing-
ton, DC.

DEAR SHANE: Please find attached below the responses to the questions submitted
to Paul Lynch, Assistant Commission, Office of Business Performance, Public Build-
ings Service, from the hearing held on March 11 regarding Federal Program for En-
ergy Efficiency and Conservation.

If you need additional information, please contact me on 202-501-3956.

Thanks,
WANDA SIMMS.

RESPONSES TO COMMITTEE QUESTIONS FROM PAUL LYNCH, ASSISTANT
COMMISSIONER, OFFICE OF BUSINESS PERFORMANCE, PUBLIC BUILDINGS SERVICE

Question. What is your overall budget this year for federal energy management?
How does that compare with GSA’s total budget?

Answer. GSA’s budget in Fiscal Year 2003 for energy efficiency projects is $3.457
million. That money is divided among training ($49,000), Energy Savings Perform-
ance Contracts and/or Utility Energy Service Contracts negotiation/administration
($650,000), and “green power” purchases ($2.758 million).

Even including the salaries for the staff members of GSA’s Energy Center of Ex-
pertise, the total budget for energy management in comparison with GSA’s overall
budget of over $18 billion, federal energy management programs account for a very
small amount of the overall agency budget.

Question. GSA is the landlord for many federal agencies. You either own the
buildings and lease them to the agencies or you lease them from the private sector
and sublease to the agency. I understand the split is about 55% owned to 45%
leased. I have a chart from FEMP that indicates GSA controls 6% of the square foot-
age of federal facilities. Does that include the buildings leased from the private sec-
tor?

Answer. No, this does not include buildings leased from the private sector. The
6% figure accounts for the percentage of federally-owned space that GSA oversees
(approximately 182 million square feet of GSA-owned space out of the 3 billion
square feet of total federal-owned space).
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GSA actions account for approximately 44% of all federally leased space from the
private sector (153 million square feet of GSA leased space out of the 347 million
square feet of total federal leased space).

If the leased and owned properties by GSA were combined on a square foot basis,
then GSA would control approximately 10% of the square footage of federal facilities
(335 million square feet of GSA feet out of the 3.3 billion square feet of total federal
space).

Question. Can you explain to the committee how the Federal Energy Management
Program works in the case of a privately owned building leased to GSA? Are some
of those buildings built specifically to be leased to GSA? Are there any efficiency
goals or requirements with respect to any of your leases? If not, why not?

Answer. The guidance issued by DOE for reporting progress toward EO 13123
states that if an agency controls its Federally-owned building space or directly pays
the utilities in its leased space then the agency must report its aggregate energy
consumption for the site. The majority of GSA’s leases are fully serviced leases in
which the lessor is responsible for utility costs. Consequently, the energy usage of
these sites is not included in our annual report to Congress and does not count to-
ward our reduction goals mandated under EO 13123.

There are some privately owned buildings that are specifically built to be leased
to federal agencies. However, it depends on who is responsible for the payment of
the energy costs as to whether or not the consumption would be included in agency
consumption figures. If GSA were responsible for the utility costs then the efficiency
goals under EO 13123 would apply.

EO 13123 guidance does not include any goals for leased locations where the les-
sor is responsible for the utilities because the tenant agency has little control in
managing the costs at the site and does not see a return on investment (i.e. lower
utility costs from implementing an efficiency project for the site). Often these sites
are locations where the federal agency does not occupy the entire building and if
the energy is not submetered, monitoring the energy usage is difficult.

Question. How about the buildings that you own and lease to other agencies? Who
is responsible for meeting the goals of Executive Order 13123 or the FEMP statute?

Answer. GSA is responsible for reporting energy data for all space that we own
that is leased to other agencies and is also responsible for meeting the goals of EO
13123 for these sites. However, if an agency has been delegated responsibility by
GSA for operation and maintenance of the building it occupies, then that agency is
responsible for reporting its energy consumption and for meeting the appropriate ef-
ficiency goals under EO 13123.

Question. How do you track savings when agencies move or reorganize? For exam-
ple, how will the energy efficiency of the buildings occupied by the agencies that are
now part of the Department of Homeland Security be accounted for?

Answer. Most of the sites GSA deals with are office buildings. GSA manages a
portfolio of buildings in which it strives to minimize vacancy rates. GSA tracks the
energy usage of the entire building and is responsible for all of the energy costs.
When one agency vacates a space, it is generally backfilled with another tenant
agency very quickly. Unless the new tenant has very different hours of operation,
the overall energy usage of the building will not vary much. There are justifications
for moving a site to energy-intensive category under EO 13123 or even for exemp-
tions from the goals.

Question. (FEMP Baseline) The energy conference agreement on federal energy
management would amend current law to establish energy reduction goals at 2 per-
cent a year from 2003 through 2012 as compared to energy use in 2000. Would it
make sense to move the baseline to 2002 or 2003 in order to improve the accuracy
of the data on energy use?

Answer. The selected baseline year should be one for which a reasonably complete
set of energy consumption data is already available. Selection of a different baseline
yeardother than the year 2000 would have no impact on the accuracy of the energy
use data.

Question. (Alternative Financing/ESPCs) Are there other alternative financing
programs for funding energy efficiency available to federal agencies (Utility
AreaWide Contracts or Enhanced use Leasing)? How do they compare with ESPCs
in terms of energy savings and cost?

Answer. The primary difference/benefit with Utility Financing is that Utility Com-
panies typically are willing to finance a smaller project. Most contractors under the
1Super ESPC program are not interested in projects that are not at least $1.5 mil-
ion.

Question. (Equipment Procurement) The federal government spends over $10 bil-
lion/year for energy-related products. Is non-defense procurement centralized at
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GSA? How does GSA ensure that these are the most energy efficient products avail-
able? What is the Department of Energy role?

Answer. Yes—non-defense procurement is centralized at GSA. GSA’s Federal Sup-
ply Service has various contracting centers that contract for energy-related products.
These contracts and products are made available to the entire Federal community.

The Department of Energy and EPA (Energy Star) determine the criteria for en-
ergy efficiency. GSA’s Federal Supply Service implements the criteria into its con-
tracting language to ensure contractors are aware of the minimum criteria which
their respective products must meet to qualify.

A number of factors go into the awarding of contracts: In the multiple award situ-
ation—which is the scenario for these energy related items—a number of contracts
are awarded and the customer agencies determine the item(s) that best meet their
needs with energy efficiency being only one among other best value factors.

Question. (Energy Star Buildings) I note that GSA has earned the Energy Star
building label for 15% of its buildings. Can you explain for the record what that des-
ignation means in terms of energy performance? How does that compare with the
rest of the government? Is this a goal we should establish for the rest of the federal
government?

Answer. EPA and DOE have established criteria for commercial office buildings,
hospitals, grocery stores and K-12 school buildings. The basis for these criteria is
benchmarking building energy consumption on a 1 to 100 scale. Buildings that are
among the top 25% nationwide in terms of energy performance (earning a bench-
mark score of 75 or greater) and maintain an indoor environment that conforms to
industry standards can qualify to receive the Energy Star label for buildings.

There are also some eligibility requirements that have kept some GSA locations
ineligible for applying for the Energy Star label. Many of these criteria, which are
listed below, would also prohibit other facilities owned by other Federal Agencies
from applying for the label as well:

1. Gross building area greater than or equal to 5,000 square feet;

2. Building must have been occupied for 11 or more of the last 12 months;

3. Building has 50% or more gross square feet designated as primary office
space (This sometimes eliminates courthouses from being eligible);

4. Building has 10% or less of its gross square feet as secondary space des-
ignated as computer data center space. (Data centers are often eliminated with
this requirement);

5. The average annual vacancy rate of the primary space is less than 20%.

Applying for the Energy Star label is probably the least expensive of the options
(ASHRAE standard, LEED rating system, Energy Star) and certainly is more user
friendly. Searching the Energy Star website for labeled federal buildings, the only
other Federal agency listed other than GSA was the Department of Veterans Af-
fairs. Since the Energy Star label is currently only available for offices, hospitals,
schools and grocery stores, this would probably prohibit federal buildings such as
courthouses, labs and DoD sites from being eligible for the label.

Question. (New Federal Buildings) One of the provisions in the energy bill con-
ference agreement requires that new federal buildings mee4rg building energy-per-
formance requirements that are 30% more efficient that the ASHRAE 90.1 building
code energy consumption levels. How does this ASHRAE based standard compare
with the Energy Star rating or the LEED rating system? Which standard will result
in the most energy efficient federal buildings?

Answer. ASHRAE Standard 90.1—1999 establishes minimum requirements for
the energy efficient design of buildings. This standard sets out design criteria for
energy efficiency.

The Energy Star rating for buildings is a relative rating among other existing
buildings in the national building market. Energy Star candidates are benchmarked
against other properties’ energy performance in existing buildings; being rated on
the history of energy bills while factoring out local climatic differences that bias en-
ergy use data for certain locations.

The LEED Green Building Rating System focuses on energy efficiency in the En-
ergy & Atmosphere section of its scorecard. As a prerequisite to earning LEED
points in this section, the ASHRAE standard must be met. Within the LEED 2.1
rating system, points are only awarded to those building projects that exceed
ASHRAE Standard 90.1—1999 for energy efficiency.

ASHRAE is a building standard. The Energy Star rating and the LEED rating
system are both voluntary programs; there is no requirement to use either of these
systems in building design or construction.

Within the LEED rating system, it is the project team’s choice as to how efficient
to make the building. Once the ASHRAE standard is met, LEED points are awarded
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for efficiency levels above the ASHRAE standard. The following chart shows the
number of LEED 2.1 points that can be earned by exceeding the ASHRAE standard
for both new buildings and existing buildings:

Exceed ASHRAE standard by:
LEED 2.1 Points
New buildings Existing buildings
20% 10% 2
30% 20% 4
40% 30% 6
50% 40% 8
60% 50% 10

The new LEED for Existing Buildings pilot is offering an option for earning en-
ergy performance points; the building can either exceed the ASHRAE standard by
a certain percentage (as above), or it can achieve a particular Energy Star label.

If new federal buildings are to meet building energy performance requirements
that are 30% more efficient than the ASHRAE 90.1 Standard, then the conference
agreement provision will be the most stringent. Both LEED and Energy Star have
the flexibility to go above this 30% target, but neither of these is a building design
requirement.

Question. (Metering) The Energy conference agreement requires that all federal
buildings be metered, with advanced meters if possible, by 2010. The bill that
passed the Senate included a provision that would have required metering by 2004.
It seems logical to me that an energy manager for a federal agency should know
how much energy his buildings are using so that he can understand his costs and
design the most effective energy efficiency improvements. Is there any reason we
can’t expedite the metering process so that the end date is 2004 instead of 20107

Answer. Accelerating the installation of advanced meters in this manner would
likely create concerns regarding the added costs of installation that may result and
the practicability of meeting such a requirement, given the actual time and re-
sources available to carry out installation.
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