CONTRACT NO. COR61431 ¥ RESPONSE TO REQUEST FOR PROPOSAL

WEST VIRGINIA DiviSiON oF CORRECTIONS

CHARLESTON, WEST VIRGINIA
ENERGY SAVINGS PERFORMANCE CONTRACT
RESPONSE TO REQUEST FOR PROPOSAL

NORESCO, LLC
One Research Drive
Westborough, MA 01581

Tel: (508)614-1000
Fax: {508} 836-9988

Regional Offices: ORIGINAL - CoST PROPOSAL

Amaritlo, TX

Atianta, GA JANUARY 25,2011

Baltimore, MD

Boston, MA Y A .

Cary, NC ?s 'y Q ‘ 5@

Chicago, IL ﬂ@'ﬂ !d i
50% Recycled Pape

Dallas, TX Avciilablef');)PDF Fapm:a:

Denver, CO

Edison, NJ

Fairfax, VA .

Honolulu, Hi Submitted By:

Irvine, CA

Mt Laurel, Ni
New York, NY S B
Orlando, FL y

Phoenix, AZ Four Penn Center West @ Suite 220 e Pittshurgh, PA 15276 e (412) 788-4044
Pittsburgh, PA !

Rochester, NY
Shelton, CT

ENERGY SAVINGS PERFORMANCE CONTRACT # WEST VIRGINIA DIVISION OF CORRECTIONS ¥ JANUARY 25, 2011



CONTRACT N0.COR61431
ENERGY SAVINGS PERFORMANCE CONTRACT

WEST VIRGINIA
DIVISION OF CORRECTIONS
CHARLESTON, WEST VIRGINIA

RESPONSE TO
REQUEST FOR PROPOSAL

& .
; SARTRERAL,

Sy

SUBMITTED: JANUARY 25,2011

All sections of this proposal contain sensitive information which is confidential and proprietary to NORESCO,
LLC (NORESCO). This information contains or reflects processes, procedures, and approaches unique to
NORESCO that have commercial value, give NORESCO a business advantage over competitors, and are known
only to certain individuals who use the information for the purpose of providing NORESCO's services, The
reader is authorized to use this information solely for the purpose of evaluating a business relationship with
NORESCO, acknowledges that release of this information to other parties could be damaging to NORESCO, and
is not to divulge or distribute the information contained herein to any other party, except appropriate State of
West Virginia personnel on a need-to-know basis, without written permission of NORESCO.

West Virginia Division of Corrections
Responise to Request for Proposal — January 25, 2011



West Virginia Division of Corrections
Cost Proposal * Table of Contents

General Terms and Conditions

Notice (on front of Cost Proposal BOX}....c s e e s e senssssrsssmsiesasns

Section 5. Financial Analysis

A FINANCIAE ANGIYSISceien e ittt et serars veaseeer sas sescae s s st s s shanss st sss ses sinses sr srsvessrasenssnsesnisstssss &
- ESCOs Prefiminary Annual Cash Flow Analysis Form, Base Project (Attachment B-1)
— ESCOs Preliminary Annual Cash Flow Analysis Form, Combined Project (Attachment B-1)
B, O R Er COSES ettt rt st s st er e e ras s s d R Sh s e RS S8R SR SRS TR e R PR SRS s a8
C. FINANCHIE DD IONS 1 vt oot Casteteses st s sa st ers s s s ses soe s i ssaessnn et nrsasesas serassens seseensnssenenssrnrs =0
D. Cost of the INvestmMent Grade AUt et crese e e s e s ssisrsasesinse O
E. Attachments for Financial Analysis SECHION.. ... e s servm e e s st saeneaas

West Virginia Department of Military Affairs and Public Safety Cost Proposal, Table of Contents
Division of Corrections - Energy Savings Performance Contract January 25, 2011
Response to Reguest for Proposal » RFQ# COR61431 Page i



NORESCO

West Virginia Division of Corrections

Cost Proposal

‘ Confidential
Use or disclosure of this information is subject to the restrictions on the title page of this document.

West Virginia Division of Corrections — Charleston, WV
Response to Request for Proposal — January 25, 2011




5. FINANCIAL ANALYSIS (COST PROPOSAL)

An in depth financial analysis is a vital component of an energy savings performance contract. Like
many of our current customers, WV DOC has received an ARRA grant and can use the grant for this
project. As we described in our Technical Proposal, NORESCO has extensive experience
implementing ARRA funded projects and we fully understand the timing and other essential
requirements.

From conversations we have had with the WV Energy Office, we understand that WV DOC received
$7,194,880 of the total $32 million allocation to the WV ARRA State Energy Program from the

" Recovery Act Grant. We also understand that West Virginia has implemented several projects using
some of the ARRA money. These projects include $1,700,000 to run six to seven miles of 6” gas line
to the Huttonsville facility and $400,000 for new windows at the Greenbrier facility. Based on these
project amounts, there is approximately $5,095,000 remaining for this ESCO project. According to
the RFP, the ARRA grant can only be used for ECMs at the Huttonsville, Mount Olive, and
Pruntytown facilities.

The Base Project

Due to the time sensitivity of using the ARRA grant, NORESCO has prepared a simple base proposal
package that can be funded solely from the remaining grant money and can be designed,
implemented and accepted within the timeframe required by the ARRA program. This project will
be paid for completely by the grant funds and will not require a loan from an outside financial
institution. The list of ECMs as part of the base project includes:

able 5 1- Base Project Summary

: Savmgs :

2 Water Conservatfon (Grant) 548,057
"3 |- Water:Conservation & Controls (Grant) 51 $154,100

4 | EMS Control Opt:mlzatlon (Grant) $462,036 $216,999 2.1years
-5 %| Heating Control iImprovements (Grar

6 Kltchen Hood Controls (Grant) $158,396 $13,584 11.7 years

g

10 | Steam System Repalr/ Upgrades (Grant) $265,414 $102,293 2.6 years
“TOTAL ARRA GRANT PROJECT

West Virginia Department of Military Affairs and Public Safety Cost Proposal
Division of Corrections -Energy Savings Performance Contract January 25, 2011
Response to Request for Proposal - RFO# COR61431 Page 1 0f 8



The base project cash flow found on the B-1 form is based on the following criteria:
e The entire project is paid for by the ARRA grant and will not require a loan from a financing
institute. '

¢ The savings are escalated at the rates shown on the B-1 form as provided by WV DOC in the
RFP document.

s The construction period for the base project will be 12 months.

The cash flow table for the Base Project may be found on the following page.

Anticipated Potential Implementation Approaches

At this juncture, we anticipate three potential implementation strategies that may be employed by
WV DOC under this single procurement. NORESCO is comfortable with either of these approaches
and would welcome the opportunity to discuss the benefits of each.

1. Base Project Only - Implement a fast-tracked project solely to capture ARRA grant funds.

2. Phased Project - Fast track the Base Project ECMs under an initial contract, then execute an
amendment to incorporate the balance of ECMs as soon as they are ready. From a DOE record
keeping perspective, this creates a clear contractual distinction between ARRA grant funded
ECMs and financed ECMs.

3. Expanded Project (including Base Project ECMs) - Proceed with the comprehensive set of
ECMs all at one time while contractually segregating ARRA grant funded ECMs from the

financed ECMs.
West Virginia Department of Military Affairs and Public Safety Cost Proposal
Division of Corrections -Energy Savings Performance Contract January 25, 2011
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NORESCO

Clearly, there are benefits to doing a project that is funded solely from the ARRA grant monies. Yet,
the number and value of the building improvements is limited to available funds. NORESCO
recommends that WV DOC consider leveraging both the ARRA grant allocation and the annual
energy cost savings to make building infrastructure improvements in all four sites listed in this RFP
document. By using the savings from the ARRA project, the $791,566 of annual savings (shown
above in the base project)}, can be used to fund other much needed improvements to the facilities.
The additional work can be funded using the typical performance contracting model where the
annual savings cover the financial obligation to the bank.

The Expanded Project

Table 5.2 below lists both the Base Project ECMs and the additional ECMs that may be funded by
utilizing the annual energy cost savings as well as the ARRA funds. Please note that the base ARRA
project ECMs has a value of $5,094,880 and the additional savings-funded ECMs have a value of
$15,034,410 for a total project of $20,129,290.

Table 5.2 ~Expanded Project Summary

Simple
Price Savings Payback
{Years)

2 .Water Conservation (Grant) $335,440 $48,057 7.0

$462,036 $216,999

$68,637

$265,414 $102,293

$71,746

$1,023,257

$403,309

21| New Make Up .
22 | New Ozone Laundry System (Funded)
23| Kitchen Hood Cont
24 | Oil Tank Replacement (Funded)
25| ‘Water Tank Upgrade {Funded)

West Virginia Department of Military Affairs and Public Safety Cost Proposal
Division of Corrections - Energy Savings Performance Contract January 25, 2011
Response to Reguest for Proposai - RFQ#H CORG1431 Page 4 of 8



— : Slmpie :

i Price . _Sai.r'in'g.s i 'Payba_c'k
: RN . (Years)

7. | NewShowers (Funde
nded) $4,144,019 |  $20,768
T

To fund the non-ARRA project cost, we propose utilizing Qualified Energy Conservation Bonds
(QECBs). NORESCO understands that WV DOC has more than $18 million in QECB allocation that
has not been used. NORESCO has extensive experience with implementing projects that utilize
QECBs as the funding mechanism and we have a number of financing institutions who are happy to
work with WV DOC to implement these bonds.

In conversations with one of these finance institutions, NORESCO obtained an indicative rate of
1.75% as the net interest rate that may be applied to this project. Form B-1 on the next page is
modeled using this rate. This rate, of course, is subject to change due to future financial market
conditions, and we are confident that our experts will be able to assist WV DOC in obtaining the
most favorable available rate. Of note, the expanded project cash flow generates over $100,000 per
year in net savings, or $1,935,860 over the 15 year term. This provides WV DOC with a significant
buffer against rising interest rates, or this positive cash flow could alternately be used to fund an
additional $1.3 million in building improvements (NPV of $1,935,860).

The combined project cash flow found on the B-1 form is based on the following criteria:

e The ARRA grant money is used to fund ECMs 1 to 10 as shown in Table 5.1.
e The QECBs are used to fund ECMs 11 to 33 as shown in Table 5.2.
e The QECBs are modeled at 1.75%.

¢ Cash flow based on a gross funding arrangement. For this arrangement, the funded amount is
borrowed and placed in escrow at the lease inception. As progress payments are required
during construction, draws will be made against the escrow account to pay NORESCO on a
percent complete basis. The interest during construction is capitalized and added to the project
amount to give the total financed amount.

e Cash flow is based on a 180-month repayment period and an 18-month construction period.

e Upon completion of construction, the repayment period will begin. We have assumed that
payments will be made monthly in arrears.

The cash flow table for the Expanded Project is on the following page.

West Virginia Department of Military Affoirs and Public Safety Cost Proposal
Division of Corrections -Energy Savings Performance Contract January 25, 2011
Response to Reguest for Proposal - RFQ# COR61431 Page 5cf 8
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NGORESCO

- required.

NORESCO offers a variety of maintenance services customized to fit our client’s needs and desires.
The scope of services varies greatly from regular preventative maintenance through
comprehensive maintenance and supervision to full plant ownership and operation. WV DOC may
wish to augment current maintenance practices with any level of service NORESCO offers, yet WV

~ DOC already has a very qualified and capable service team in action. NORESCO will not require
maintenance service agreements in order to provide guaranteed savings to WV DOC. The cash flows
for both the base project and the combined project do not include any ongoing maintenance costs.
The only ongoing cost that is included in the cash flows shown above are for annual measurement
and verification (M&V) services and is shown under the heading “Annual Service Fees” in the B-1
form. This cost is to provide the services as outlined in the M&V Plan as shown in the Technical
Proposal. The costs of these services are paid to NORESCO on an annual basis. The M&V plan can be
canceled at any point during the performance period if WV DOC is comfortable that the savings are
being achieved.

One of the most important values NORESCO brings to this partnership is extensive experience and
expertise in developing and securing substantial low-cost financing awards to maximize the project
term cash-flow performance of the energy conservation solutions and the program overall. We will
search and develop the most financially attractive incentives, grants, and financing options for the
Agency. For the non-ARRA project, NORESCO is proposing to utilize Qualified Energy Conservation
Bonds (QECBs) to fund this work. QECBs provide low-interest financing to promote the use of
alternative energy and energy efficiency. QECBs are designed to provide the bond purchaser with a
70% interest subsidy by the United States government. The full subsidy is set daily by the U.S.
Treasury Department. NORESCO has already demonstrated the ability to secure $60 million in
QECB allocations for the following customers.

*.: ‘NORESCO Secured QECB *© " S
‘QECB Allocation Awards

S Allocation Awards for: R

5Cl, Huntingdon and Smithfield $10 million

Torrance State Hospital $1.5 million

Westmoreland County $3.7 million
West Virginia Department of Military Affairs and Public Safety Cost Proposal
Division of Corrections - Energy Savings Performance Contract ) January 25, 2011
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NGORESCO

e 'NoiRESCO Secured QECB S © . Amount of
" Allocation Awards fo . “QFCB Allocation Awards

515 million

Lehigh County $2.4 million

NORESCO obtained a net interest rate for the WV DOC project of 1.75% from a financial institution
that is experienced in funding performance contracting projects that utilize QECBs as the funding
mechanism.

NORESCO’s cost for the Investment Grade Audit will be $225,000 which equates to a cost of
$0.20/sq ft. To expedite the construction phase of the project, NORESCO will also begin the
necessary design engineering that is not typically included in an Investment Grade Audit. The cost
for this design engineering work will be rolled into the overall project price along with the
Investment Grade Audit cost. Please be assured that, if WV DOC chooses not to proceed with the
construction, the cost to WV DOC for the Investment Grade Audit will not exceed $225,000.

Attachment B1, ESCOs Preliminary Annual Cash Flow Analysis Form for the Base Project may be
found on page 2 of this Cost Proposal.

Attachment B1, ESCOs Preliminary Annual Cash Flow Analysis Form for the Combined Project may
be found on page 6 of this Cost Proposal.

West Virginia Department of Military Affairs and Public Safety Cost Proposal
Division of Corrections - Energy Savings Performance Contract January 25, 2011
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