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C MHC recently completed a study, entitled “Energy Performance
property owners to reduce the energy consumption of their building
maintenance and are repaid based on the client’'s energy savings. Operatingagjdusccess Of

Contracting and the Residential Sector.” Energy Performance
through customized energy —efficiency upgrades. Energy Service Compan
can be reduced and energy efficiency improved with no up-front costs and

Contracting (EPC) allows private firms to enter into arrangements Wi
(ESCo’s) provide a range of services including audits, financing, installation
limited risks to the facility owner.

Despite the success of EPC in non-residential markets, virtually no applicat

in the housing sector have been achieved in Canada. To date ESCo’s have|

focused almost exclusively on commercial, office and institutional buildings

EPC in non-
Jresidential
 markets,

as hospitals and schools. ESCo’s have targeted these types of projects beg
they are sufficiently large scale, have simplified approval processes, and ar
to replicate. The residential market has been viewed as high risk, diffuse an
difficult to manage. The objective of CMHC'’s study was to determine if the §

Airtually no
‘applications in

industry could successfully enter the residential market.
Study Findings

A mature EPC industry currently exists
in virtually every region of Canada.

EPC services in Canada are currently offered by 40 to 50 registered ESCo’
These companies typically have total revenues from all services ranging fro
million to over $1 billion. Much of the

the housing
sector have
been achieved
L in Canada
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Cette publication est aussi disponible en frangais sous leditreervices éconergétiques et le secteur résidentiel



industry’s success non-residentiasectords attributedto organizational
supportfrom governmentsandutilities. For examplethe industry’s growth
overthepastten yearshasbeenstimulatedoy two majorinterventionsthe
GuaranteednergyPerformancdrogramaunchedy OntarioHydroto
stimulatebuilding retrofitsthroughEPC; andtheFederaBuildings Initiative
(FBI), launchedby NaturalResource€anadgNRCan)to reducethe
operatingcostsoffederalbuildingsby improving energyefficiency.

Theindustryhasalsoimprovedits succesyy offering performance
guaranteesandthrougheffectivemarketingandinnovativerisk management
arrangementsuchasrepaymenbasedon monthlyenergysavingsand
energysavingsinsuranceackages.

The EPC industry has successfully entered the
The total US residential sector

; In the UnitedStates,aboutthreemillion dwellings— mostlylow-rise
mveStment buildings_ havebeerretrofittedunderEPCcontractsUtility sponsored

; programgnitially attractedeSCo’sto the residentialnarketwheremost

pOtentlal for the retrofitswerebeingdonein singledetachedomes As the US marketshifts

h- h . k awayfromutility programssocialhousingis becomingavery attractive
|g [se market submarketor EPC:thescaleof theprojectdss large,the housingis in poor

. . conditionandthereis aneedto cutoperatingcosts.

s estimated at

. There is a market for EPC in Canada’s residential sector
$550 million to

Thisstudyincludedan industrysurveyof CanadiarESCo’sto determine
$650 mi”ion theirlevel of interesin enteringCanada’gesidentiakector. ESCo’s
identified highriseapartmentandhighriseandmedium-risesocialhousing
asthemarketsegmentsvith greatespotential. Thesesegment®ffer larger
investmenteturnsandgreatercontrol of day-to-dayenergyusein the
buildings.

Overall, thereis asubstantiaenergysavingpotentialin theresidential
market,particularlyin light of theagingconditionof the housingstock.The
total investmenpotentialfor the highrisemarkets estimatedat $550 million
to $650million. Sinceabout10-16percenfthe housingstockis in need
ofmajorrepair,energymanagementanbeeffectively combinedwith
renovationwork, representing cost-effectivepiggybackopportunity.

Barriers to EPC entry into the residential market
can be overcome

ESCo’'salsoidentifiedthe following barriersto EPCentryin theresidential
sectorandpossibleresponseto overcominghesebarriers:

« Theinability of ESCo’sto controloccupanbehavior(e.g. heatevels,
window openingsill reduceheeffectivenes®of upgradesparticularlyin
arentalcontextwheremosttenantshaveno financialincentiveto
conserveTo overcomethis, ESCo’scouldeducatenoccupantand
maintenancgersonneto gaintheircooperation;
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« Thecomplexity of decision-makingauthority complicateghe approval
processln responseESCo’swould haveto customizecontractstructures
andservicego addressherangeof ownershipanddecision-making
authorityin theresidentialsector,(e.g.low-rise freeholdhousing,
cooperativesandcondominiums);

« Rentcontrolrestrictsthe returnon energyupgradanvestment.This can
only beovercomethroughchangesn legislation;and

« ESCo’sin Canadareferto dealwith largecontractsover$500,000,which
couldbe aproblemfor mostsegmentsf theresidentialsector.In response
to this,ESCo’sarewilling to consideismallerprojectsizes(assmall as
$3,000t0 $5,000),andwould encouragehe groupingofbuildingsto
achieveeconomiesof scaleandan acceptabldevel of investment.

ESCoinitiatives to minimizerisk include:

« targetingpriority marketssuchas highriserentalapartmentand
socialhousing;

 usingenergymanagemenineasureshatareprovenand offerreasonably
fastpay-backsand

« customizingcontractstructuregandserviceso meetspecific
residentiaheeds.

Institutional intervention particularly government/utilitypartnershipsyasalso
consideredo be animportantprerequisitdor enteringthe residentiamarket.
The mostappropriatethird party initiatives include:

+ facilitatingaccesf ESCo’sto socialhousing;

+ briefingthefinancialandrisk assurancendustryaboutEPC andresidential
marketopportunities;

+ organizingdemonstratiomprojectsor the industryandfor building
owners/managersgnd

+ providingendorsementw lendcredibility to ESCo'’s.

Conclusion

Thestudy concludedby recommendinghat furtherresearcibeconducted,

including:

+ ananalysisof thepotentialfor residentiatenovationcontractorsith no
EPC experiencé¢o beginoffering EPC servicesn theresidentialector;

« anexaminatiorofthe succes®fESCo’sin theUS residentialsectorand

+ athoroughreviewof the investmenpotentialin theresidentiakector,
focusingon medium-riseandhighrisehousing.

Thestudy alsorecommendethatgovernmentsiitilities, ESCo’sandthe
financialandinsurancesectorgdevelopa strategyo facilitateEPCentryinto
theresidentiakector.The strategywould focuson increasingmarketaccess
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andreducingtherisk to alevel Recent Research and Development
comparabléo otherEPCmarketsectors. Highlights

It would alsotargethigh priority markets

(highriserentalapartment&ndmedium- Issuel9 I';|A0lthingl|\_Iteenc'JIAi\n Cagggfl’sp "

: i : : etropolitanAreas,1991- Par
rise andhighrisesocialhousing)and Issue20 Resettingities: Canadian
build onthe successf existing services, ssueol ﬁesudentl\llalnotlenﬂfucatuonll_n|t|at|ves
i i i ssue ousingNeedin Metropolitan
flnanc_lngpackage@nd.promotlt.)nal Areas,1991: Canada’é\boriginal
techniqueslf possible,it would include Peoples
ademonstratiomprojectthatwould Issue22 TeleworkandHome-Based

h : . h h Employmenin Canadian
showcasennovativeapproachesuchas Communities

financingarrangementsisk management Issue23 HousingtheNew Family:

; ReinventingHousingForFamilies
techniquesandenergymanagement Issue24 The MigrationandMobility

measures)-inally, promotionaklnd Eattelrns_;)f Canada’'#boriginal
educationaproductscouldbe developed opulation ,
forbuilding managerandowners,the Issue25 ggﬁr;ﬁbm%ggjﬁs’ﬁ%%?g{ﬂg
financialandinsurancesectorsandother Developmenbf HealthySustainable

Conununities

decisionmakers. Issue26  InfrastructureCostsAssociatedwith
CMIHC offersawide rangeof housing- Sg{,‘gﬂ%g%’gﬁgg&é'}ﬁgnaﬂve
relatednformation.Fordetails,contact Issue27 The HousingConditionsof

i Aboriginal Peoplen Canada
yourlocal CMHC office orcall Issue28 TheLong-TermHousingOutlook:
1-800-668-2642. HouseholdSrowth, 1991-2016

Visit usonthelnternet:
www.cmhce-schl.gc.ca

The Corporation assumesno liability for anydamage,injury orexpensethat mayhappenasa result ofthis publication.
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