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APPROVAL TO PROCEED WITH A SECOND ENERGY 

SERVICES AGREEMENT

A Recommendation

Introduction

As a result of the presentation and discussion of the need for a second Energy Services Agreement at the September 9, 2005 Finance, Audit and Investment Committee meeting, and the October 25, 2005 Finance, Audit and Investment Committee meeting, along with additional discussions with Board leadership, this proposal is brought forward for approval at this Special Formal Board of Trustees meeting prior to the expiration of the Energy Services Agreement bids on October 31, 2005.

Summary
In February, 1997, the Board of Trustees authorized $8.6 million for our first Energy Services Agreement which: 

· provided air-conditioning for South Foundation Hall and Hannah Hall of Science;

· replaced several failing chillers;

· addressed various code, reliability and comfort issues; and

· continues to save over $400,000 per year in energy and other      operational costs (as verified by Oakland University staff).

In July, 2004, proposals were solicited for a second campus-wide energy audit and review of related deferred maintenance items.  Chevron Energy Solutions (Chevron ES) was chosen to perform this audit and assist us with resultant projects.  

Chevron ES surveyed each building, collected data, reviewed building and system plans, energy usage, interviewed occupants and operators, and identified potential projects.  They looked at the age of equipment and systems, where the University would be at risk (reliability and age), code issues, comfort and potential energy savings.  The energy savings, cost avoidance, rate of return on investment and internal rate of return with cost avoidance have been determined.  

Seventy-five (75) projects were evaluated, totaling $49 million with annual savings of $844,000.  Oakland’s Facilities Management staff scrutinized each item, and engaged a third party, Platinum Energy, Inc., to review this project.  They were very helpful in challenging the scope of work, trends, practicality, feasibility and economics of this project.  

Consequently, the list of projects was reduced to fifty (50) items totaling $27,169,865 with annual savings of $674,185.  These are listed and described in the attachments and include:
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· Energy and Water Conservation – including improved lighting systems and water conservation devices.

· Primary Power to the East Campus – lower cost, reliable power from the new substation on the West Campus will be routed to the East      Campus.  The East Campus has serious reliability issues, as well as   

     receiving energy at a lower voltage and hence higher unit cost.
· Deferred Maintenance Backlog Reduction – several major systems are in urgent need of replacement.  Most critical is a high temperature heating water pipe projected to fail in 2006-2007.  The oldest air handling units in Oakland Center and North Foundation Hall will be replaced, the oldest cooling towers will be replaced in Varner Hall, Oakland Center, North Foundation Hall and Dodge Ha of Engineering, and new entry doors will be installed at Dodge Hall of Engineering. 

· Cogeneration System – a natural gas fired turbine installed at the Central Heating Plant would generate half of the University’s peak electrical demand.  The waste heat off the turbine would be captured and utilized to heat and cool the West Campus.

Chevron ES would serve as the project manager for forty-eight (48) items totaling $11,868,188, as was our intent within the bidding process.  A full-time on-site construction manager would be provided by Chevron ES to oversee the project.  They would design and competitively bid assigned measures on a “Turnkey fixed price” basis with standard fees as provided for on similar federal government projects.  Savings would be guaranteed for one year; if the savings target is not met, Chevron ES will install additional energy conservation measures until the savings target is met at Chevron ES expense.
We believe that bidding the High Temperature Hot Water Trench to the Biomedical Research Support Facility and Hannah Hall of Science separate from the Chevron agreement would result in a more competitive solution.

The Cogeneration Project for $9,501,677 is an important project for Oakland University.  However, due to the present utility rates of gas and electricity, this would be placed on hold.  We are anticipating rate changes will occur in the next 2-3 years, at which time cogeneration would be reconsidered.  

Without cogeneration, the project totals $17,668,188 with estimated total annual cost savings of $344,569.  Labor savings were not quantified; however, this project will replace some aging problematic equipment (e.g. cooling towers, air handling units, chillers, boiler controls), allowing maintenance personnel to concentrate on other systems, prolonging their life while improving their efficiency.  This project can be broken down further in three categories:
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· Urgent:  Failure projected soon which would seriously disrupt operation of the University and/or require much higher cost to replace/repair

· Critical:  If not corrected expeditiously, deterioration is expected to accelerate, incurring much higher cost to replace/repair

· Needed:  Improves reliability and/or performance of facilities in a cost-effective manner, reducing life-cycle costs

We previously identified $10,403,800 in Facilities Deferred Maintenance items compared to the project costs of $17,668,188.  The additional costs are a result of energy saving opportunities, new identified needs, inflation, and premature failures.

Recommendation


RESOLVED, that the Board of Trustees authorizes the Vice President for Finance and Administration to negotiate and execute a contract(s) with Chevron Energy Services and/or other designers and contractors for energy-related projects; and, be it further

RESOLVED, that the contract(s) shall not exceed $17,668,188 in total; and, be it further

RESOLVED, that the contract(s) shall be reviewed by the Office of the General Counsel prior to execution, and shall be in compliance with the law and university policies and regulations and shall conform to the legal standards and policies of the Board of Trustees; and, be it further

RESOLVED, that the Vice President for Finance and Administration will evaluate and execute a debt plan to finance this project with an amortization period of not more than twenty years, serviced by redirecting energy savings and existing debt service budgets; and, be it further

RESOLVED, that the project begin immediately by utilizing bridge funding for the project, which shall be borrowed from existing internal University resources (without financing costs) to be repaid upon issuance of external debt approved by the Board of Trustees.
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Budgetary Implication:
Continuing existing debt service payments, and redirecting energy cost savings to debt service payments the University will more than cover debt service for this project with no increase in tuition and fees.  These steps are estimated to produce an overall budget savings of approximately $190,321 per year.  There will be no additional General Fund implications.
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on______________________, 2005 by






____________________________
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and Treasurer to the Board of Trustees
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to the Board for approval by

______________________________

Gary D. Russi
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