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The Purchase of Energy Savings (PES) is one of several
retrofit ac ~vities currently being conducted
Administration (SPA) in Pacific Nor The
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the ROR cal on, the sum of the value of the energy savings plus
\Ie p ents SPA provide the sponsor with his negotiated ROR,

project provides the estimated savings at the expected COStS6 Central
calcula on is iable energy audit info ation on the costs and

energy savings available in the building. Using this information, and ·the
sponsorls ROR, the present value of the energy savings and the project costs
are calculatede The BPA incentive necessary for the sponsor to meet it's ROR
can then be calculated by subtracting the present value of the energy savings
from the present value of the project costSe This single up-front payment can
then be converted into an incentive payment per kWh saved- over a number of
years@
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In reviewing the information submitted by potential sponsors on ROR for
the PES pil at program, it was apparent that the methodology needed some
adjustment. It was also apparent that most potential sponsors did not
adequately consider BPAls. ROR methodology in identifying the ROR they required
to participate in the pilot program. Instead, they presented the ROR in terms
they were used to dealing with. Some critical aspects of BPA's methodology
were not considered, such as that it applies to a project, from which the
sponsor does not usually receive all the benefits, or that there are certain
overhead costs associated with completing a transaction which are not covered
by the methodology. Some potential sponsors didn't recognize that the BPA ROR
methodology is a pre-tax calculation, and that tax considerations must be
taken into account if they need to achieve a post-tax ROR figure.

A letter was sent adjusting the methodology, ghlighting it's cal
aspects and requ ing potential sponsors to reconsider e ROR gures
previously submit d$ The result was pas; ve, w. most potential sponsors
submitting much more accurate figures$ The rate of return on investment
negotiated with participating sponsors varied between sponsors, with the
average about a 25% ROR. Those sponsors be; ng pai d ed on measured
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~ Wh i 1e fti ng all ri sk to the sponsor sounds very
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e to part; pate in the program * Many of the transactions
proposed so far are financed by banks0 These banks, as well as

buil owners, are willing to finance the retrofit of a commercial
when BPA payments are based on estimated say; ngs because then they

that the 1 ng owner has the cash ow to repay the
loan~ Under e ngs, the banks and 1 ng owners are
less willi to finance the on because BPA are not assured@
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As one can readily see, the incentive structure and level contained within
a conservati on program as desi gn can have a dramatic impact on the program I s
effectiveness. A utility's objectives must be considered carefully because
these design features determine the types of sponsors, financing and buildings
able to participatee For SPA's PES effort, it is important to test the
capabilities of a variety of sponsors that can deliver the energy savings from
significant segments of the commercial markete However, this objective must
be balenced against BPA's desire to use private sector financing, rather than
U.S~ Treasury borrowings, to produce the up-front capi necessary to
retrofit a buildinge




