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ENERGY SAVINGS - ICING OR CAKE?

by Jeff Ross

Ask anyone why they should im-
plement and energy management
program and you'll probably get
this answer: "To save energy and
utility expenses.” Ask an energy-
saving product manufacturer or
vendor why anyone should buy
his product, and he'll probably
say the same thing. However, as
performance contractors, and
thus investors in energy manage-
ment programs, we found that
saving energy is only the icing on
the cake. Anyone who has
bought or sold it as the cake itself
didn't take a good, hard look.

In the private commercial real
estate market, utility costs and
poor building performance are
two of the worst areas for wast-
ing money. And to make matters
worse, resolving problems in
these areas is often a very low
priority. Ask property owners or
managers, "What 1s your greatest
concern? Your second greatest
concern’! How about your third
greatest concern?' Better yet,
don’t even bother. Most likely,
utility costs and improved build-
ing performance won't even be in
their top ten concerns and defi-
nitely not in the top five. What
are their most pressing concems?
How about (and not necessarily
in this order) tenant comfort, im-
proved net operating income, a
better proforma, optimum build-
ing performance, lower mainte-

nance and operating expenses,
and fewer tenant complaints just
to name a few, The irony is that
a thorough energy management
program brings improvements in
all their areas of concern!

Even in a triple-net lease situation
where the utility expenses are
passed through to the tenants, a
property owner can make a lot of
money when he sells the building
- assuming he has improved his
net operating income since pur-
chase. That is exactly what an
energy management program
does, especially if it is a perfor-
mance-based program where the
owner does not invest any money
for the improvements!

If the greatest opportunity for
making money in commercial real
estate is to turn the building over,
then why would owners turn
down an opportunity to make an
additional 15% to 20%? But
that's exactly what happens when
they decide not to take time to
discuss a performance contract.

Performance contractors guaran-
tee performance that shows up on
the bottom line, in real dollars,
dollars that improve the net oper-
ating income, the proforma, the
value of the building and its at-
tractiveness as an investment. An
example of a scenario will help il-
lustrate the effect an energy man-
agement program has on the val-
ue of a building upon resale.

The NESA NEWSLETTER *

APPRAISED BUILDING VAIUE:
$15,000,000.00
INSTALLED IMPROVEMENTS:
$500,000.00
INSURED SAVINGS:  $200,000.00
EXPENSES/YEAR ON PROJECT: -
£25,000.00
SAVINGS AFTER EXPENSES:
$175,000.00
DEPRECIATION (%): 12%
DEPRECIATION (33 $60,000,00
TAXABLE CASH SAVINGS:
$115,000.00
TAXES AT 34%: $39,100.00
AFTER TAX CASH SAVINGS:
§75,900.00
CAPITALIZATION RATE:
12%
CAPITALIZATION IN DOLLARS:
$632,500.00
BUILDING VALUE INCREASE YEAR
ONE: $15,632,500.00
ROL 26%

As you can see, using a perfor-
mance contract instead of money
can make the return on an invest-
ment infinite! And this scenario
only illustrates the economic ben-
efits. A successful performance
contract (success being guaran-
teed by the contractor) improves
tenant comfort and the mechani-
cal integrity of a facility. In other
words, by using a performance
contract to enhance the value and
performance of a building, an
owner, at no expense or risk,
gets happier tenants, fewer head-
aches, and far more wvaluable
building - which results in more
money at re-sale.
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