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Greening State Government: “Lead by Example” Initiatives

Executive Summary

In response to rising concerns about energy prices, reliance on imported oil, and greenhouse gas
(GHG) emissions, many governors are instituting “lead by example” measures that help their states
achieve replicable cost and energy savings and that demonstrate their commitment to greener,
cleaner state government. Given that state and local governments spend more than $11 billion a
year on building-related energy costs’ and more than $2.5 billion a year on operations and
maintenance for some 500,000 state-owned vehicles,? the opportunities for savings are significant.
Lead by example clean energy initiatives can decrease state building and fleet operations costs,
educate state employees and the public, and provide other benefits, such as lower GHG emissions,
that can inspire and inform citizens and the private sector alike.

Governors are leading by example through the following types of actions:

e Procuring energy efficient appliances and equipment for public facilities, such as advanced
lighting and energy efficient computers that use less power;

o Establishing energy efficiency performance standards for new and existing public
buildings, setting energy consumption goals, and implementing design standards for
building energy performance;

e Purchasing clean energy for public facilities or increasing the use of onsite generation from
renewable energy systems;

o Implementing “green fleets” programs by setting alternative fuel standards for state
government vehicles and establishing alternative fuel or energy efficient vehicle
purchasing requirements; and

e Setting overall GHG emissions reduction targets for state operations.

The executive branch, the state legislature, state energy offices, transportation departments, and
energy service companies (ESCOs), as well as school districts, community colleges, and
universities, can all play important roles in designing and implementing lead by example programs.
Government can also use a variety of financing mechanisms, including energy savings performance
contracts, aggregated purchasing contracts, public benefits funds, revolving loan funds, and
pension fund investments.
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The Opportunity

Currently, state and local governments spend more than $11 billion annually on building-related
energy costs® and more than $2.5 billion annually on operations and maintenance for some 500,000
state-owned vehicles.* In many cases, energy consumption can account for up to 10 percent of a
state’s operating budget, but inefficiencies and untapped savings persist, much as they do in the
larger economy. As a result, state operations present a number of opportunities to reduce
operational costs, spur clean energy markets, and demonstrate environmental leadership.

Appliances and equipment can provide an easily accessible starting point for lead by example
initiatives. Replacing appliances and equipment with more energy efficient models at the end of
their useful life can lead to energy and cost savings across state facilities. For example, standard
computers and data servers waste between 30 and 50 percent of their power demand in the form of
heat. According to U.S. Environmental Protection Agency (U.S. EPA) estimates, purchasing 100
ENERGY STAR qualified computers and using power management settings can save a state as
much as 180,000 kilowatt-hours (kWh) of electricity over approximately three and a half years.
This amounts to total cost savings of more than $15,000 compared to typical units and usage.’

Many states own and operate millions of square feet of building space. Setting energy efficient
performance standards for state facilities is frequently the next element in instituting a
comprehensive lead by example policy. The opportunity for cost savings from reducing energy use
in the state building sector, which accounts for approximately 5 percent of total nonresidential floor
space in the United States, is significant. One study estimates that, if an average state (with a
population between 5 and 6 million) were to reduce its facility energy use by 20 percent, the result
could d%crease the state’s nonresidential energy use by 1 percent and reduce operating costs by $16
million.

Lead by example measures can help to spur clean energy markets by leveraging state governments’
vast purchasing power. In many cases, public facilities and vehicle fleets are the largest energy
consumers in the state. By establishing clean electricity purchase requirements and procurement
standards for alternative fuels and government vehicle fleets, states are providing a guaranteed
clean power market and sending a strong signal to producers of renewable energy, alternative fuel
vehicles, and alternative fuels. With clean energy goals and “green” purchasing rules for state-
owned fleets and facilities, states have the opportunity to encourage future investment and promote
environmental stewardship in the public and the private sector alike.

Many states explicitly cite climate change concerns as one rationale for taking lead by example
clean energy actions. In working to achieve energy savings and promote the deployment of clean
energy resources and technology, states also can reduce GHG emissions. By setting an example for
citizens, local governments, and businesses, states can spread the environmental benefits of lead by
example policies far beyond its own government agencies.

States have fostered the opportunities discussed above by implementing a variety of policies
concerning state government operations. The following sections of this Issue Brief further examine
cases in which states have led by example through using energy efficient appliances and
equipment, implementing energy efficiency performance standards, procuring clean electricity,
purchasing alternative fuels and vehicles, and supporting GHG emissions reductions.
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Enerqy Efficient Appliances and Equipment

Energy efficient appliances incorporate advanced technologies that use 10 to 50 percent less energy
and water than standard models. Generally, the money saved on electricity bills over the life of the
appliance covers the increased cost of a more efficient model. More than 20 states have established
energy efficiency appliance and equipment purchase requirements for state facilities. Many states
require procurement of ENERGY STAR—or similarly rated—appliances and products.
California’s 2004 Executive Order S-20-04 and Virginia’s 2007 Executive Order 48 are just two
examples of directives that require ENERGY STAR purchases. Hawaii’s lead by example
appliance goal mandates that state agencies increase the availability of “environmentally preferable
products” by 12 percent over 2005 numbers by 2015.’

Equipment, such as computers and data servers, also provides a valuable opportunity for states to
save energy. Between 1984 and 2003, the number of individuals using computers in the workplace
increased from 25 percent to 57 percent, including users throughout state governments.® While
technology-related energy use has grown, a large portion of that increase is in the form of waste
heat or other inefficient practices that can be addressed relatively easily and cost-effectively. In an
average computer, 30 to 50 percent of the electricity delivered to the system is dispersed as heat.’
Altering power-management settings to a reduced load when a computer is inactive can save 600
kwWh of electricity per year for an average computer, a cost savings of approximately $60.
Additional savings can come from higher efficiency computers and data servers.

As part of their lead by example efforts and through a partnership between the National Governors
Association and the Climate Savers Computing Initiative (CSCI), Colorado, Kansas, Michigan,
Minnesota, and Oregon have pledged to purchase high-efficiency computer equipment and
optimize existing computer systems by educating employees on power-management strategies. If
all states were to make a similar commitment, the expected savings could reach $5.5 billion.*
CSCl—created in 2007 by Intel Corp. and Google Inc.—seeks to speed adoption of power-
management practices and energy efficient computer and server procurement. CSCI aims to
decrease global carbon dioxide emissions from computers by 54 million tons per year by 2010.*

Further energy savings in public operations can be achieved through a variety of more efficient
technologies such as higher performance heating, ventilation, and air conditioning (HVAC)
systems and advanced lighting. For example, the Arkansas Highway and Transportation
Department installed nearly 3,000 light-emitting diode (LED) traffic lights in small communities
across the state, which, over a 10-year life-cycle cost assessment, saved the state more than 53
million kWh of electricity, $500,000 per year, and prevented more than 85 million pounds of
carbon dioxide emissions.*?

Energy Efficiency Performance Standards

In addition to utilizing energy efficient appliances and office products, states can achieve energy
savings through building-wide reductions in energy use by implementing energy efficiency
requirements for new construction or retrofit projects. The first step in this process often includes
setting an energy consumption reduction goal for state government or public buildings. Discrete
energy savings targets—which may apply to state agencies and other public facilities, as well as to
public housing, schools, and state university systems—have helped state agencies move toward
decreasing electricity consumption.
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In launching its 20 x 10 initiative, Montana is seeking to achieve a 20 percent reduction in each
executive branch facility’s energy requirements by 2010. To achieve the goal, state agencies can
improve operations and maintenance, implement purchasing practices, and encourage energy-
saving actions from state employees. Agencies also are permitted to undertake cost-effective
capital improvements to help reduce energy use. In addition, other offices and the university
system have been challenged to meet the 20 x 10 requirements under the initiative. The Montana
Department of Environmental Quality is charged with establishing the base energy use data (based
on 2007 figures) and with providing regular updates to agencies so that the state can accurately
measure progress.

States Requiring Energy Efficiency in Public Facilities
(As of January 15, 2008)
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Pennsylvania’s Executive Order 2004-12 required that the Department of General Services
coordinate conservation measures in state facilities and track the results. As a result of this
executive order, Management Directive 720.5 was implemented with the goal of reducing state
government energy consumption 10 percent by 2010. The executive order also required life-cycle
cost analysis and made the Department of General Services the centralized authority for all energy
service company (ESCO) projects undertaken by state executive agencies. Pennsylvania’s ESCO
requirements incorporate the federal ENERGY STAR program to help the state meet targeted
performance goals and set the standard for benchmarked decision-making and performance
contracting. At a minimum, state facilities were charged with reducing energy usage through
specific low- and no-cost options such as:

Turning off lighting systems during non-operating hours;

Ensuring that HVAC systems operate at reduced levels during non-operating hours;
Converting to more energy efficient lighting systems and bulbs;

Utilizing natural lighting whenever possible;
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¢ Removing lighting from vending machines and reducing non-essential lighting; and
o Designating facilities managers whose primary responsibility is to ensure the development
of, and compliance with, energy efficiency measures.

Clean Energy Rating Programs for Buildings

EPA’s ENERGY STAR program provides free Web-based tools, calculators, resources, and training to measure, track,
and improve building energy performance. These assessment and guidance tools can help organizations, including state
government agencies, improve building operations in ways that can dramatically reduce both energy consumption and
costs. Through the program, the energy performance of commercial and industrial facilities is scored on a scale that
ranges from one to 100. Facilities that achieve a score of 75 or higher are eligible for the ENERGY STAR rating, which
indicates that they are among the top 25 percent of facilities in the country for energy performance. Commercial buildings
that have earned the ENERGY STAR rating use, on average, 35 percent less energy than similar buildings and emit one-
third less carbon dioxide.

Other programs, such as Leadership in Energy and Environmental Design (LEED) and Green Globes, can also be valuable
tools in promoting building energy efficiency. LEED, a program designed by the U.S. Green Buildings Council
(USGBC), provides a benchmark for the design, construction, and operations of sustainable buildings that includes an
energy component, for instance. However, because these types of broad rating programs include other factors, such as
sustainability and land use, they do not necessarily guarantee that a building is maximizing energy efficiency. Therefore,
some states have combined broad sustainability ratings with targeted energy efficiency provisions to ensure energy
savings across state facilities along with other environmental benefits.

The LEED rating system focuses on the following areas of human and environmental health:

Sustainable sites;

Water efficiency;

Energy and atmosphere;
Materials and resources;

Indoor environmental quality; and
Innovation in design.

States often use LEED for New Construction (LEED-NC) and LEED for Existing Buildings (LEED-EB) to certify public
facilities. Registered buildings are given points for items in each of the categories listed above, and, based on the number
of points accumulated, receive one of four ratings: Certified, Silver, Gold, or Platinum.

Green Globes is a third-party certification program that uses a Web-based tool to rate commercial buildings according to
environmental performance in seven areas. A building qualifies for a Green Globes rating based on the total number of
points it receives.

Massachusetts’ Executive Order 484, issued April 18, 2007, requires state agencies to meet the
Massachusetts LEED Plus green building performance standard for all new construction or major
renovation projects that exceed 20,000 square feet. Massachusetts has modified the LEED standard
to require agencies to take additional steps, including exceeding the Massachusetts Energy Code
requirements by a minimum of 20 percent and meeting certain smart growth and water-use
reduction requirements. While states have frequently mandated LEED requirements for state
facilities, some also have specified other alternatives or designed legislation to be certification-
program-neutral. For example, Arkansas House Bill 2445, enacted March 28, 2005, encourages
state agencies to pursue either the LEED or Green Globes certification.™
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Other tools and technologies are available to assist states in implementing lead by example goals.
Wisconsin calls for an adjustment in the building temperatures of all executive branch state
agencies, encourages the use of automated temperature set-back systems, and requires increased
maintenance checks on system controls. The state hopes to reduce energy use in state agencies and
at University of Wisconsin campuses 20 percent by fiscal year 2010. Data from 2007 showed that
the state government and the university system had already achieved more than an 8 percent
decrease in energy consumption compared with 2005 levels. The state Department of
Administration is currently working with_business partners and other state agencies to develop a set
of guidelines and standards for architects, engineers, and contractors to follow in carrying out
design and construction Building Information Model (BIM) deliverables on certain projects. BIM
is a digital representation of all aspects of a facility and can assist state agencies in assessing energy
use within a particular facility. New Hampshire’s lead by example initiative requires state
agencies to reduce energy use in its facilities by 10 percent and charges the Department of
Administrative Services with implementing an energy information system to measure progress
toward the goal. Establishing an energy use baseline and a benchmarking system are important
steps in measuring progress towards meeting lead by example goals.

States also can set their own building standards to achieve specific energy efficiency goals. For
example, North Carolina requires that new buildings larger than 20,000 square feet owned by the
state, the University of North Carolina, and the North Carolina Community College system be built
30 percent more efficient than the energy efficiency requirements of the commercial building
standard—the American Society of Heating, Refrigerating and Air-Conditioning Engineers
(ASHRAE) 90.1-2004—and be renovated 20 percent more efficient than ASHRAE 90.1-2004.
The state’s overall goal is to reduce public facility energy consumption per square foot by 30
percent over the 2003-2004 fiscal year by 2015." Setting a goal in relation to square footage is one
way to account for growth in state agency workforce, expanding school systems, and economic
development.

Additionally, states have other opportunities to set requirements for buildings that are not state-
owned but are financed in part through state funds. Some states require a building to maintain a
certain energy efficiency standard or certification contingent upon receipt of a given percentage or
dollar amount of financing from the state. For example, legislation introduced in Pennsylvania
would require that all state-owned buildings meet certain levels of high-performance building
standards. Privately owned buildings that receive state funds that are either new construction
projects larger than 10,000 square feet or renovation projects receiving in excess of $500,000 from
the state—or 50 percent of the total cost of the work—would be required to meet certain levels of
high-performance building standards.

High-performance or “green” schools can be another significant component of state lead by
example initiatives. State and local governments spend billions of dollars every year on new
facilities.’® Because many high-performance measures involve increased upfront costs that may
take one or more years to recover, efficiency efforts are often difficult to pursue without accounting
for lifetime operational cost savings. Consequently, life-cycle costing is an important tool for
determining the overall costs and benefits of any high-performance measure. Life-cycle costing
calculates the long-term expense of operating and maintaining a facility over its useful life. The
U.S. EPA estimates that school districts that implement energy efficiency measures can save 20 to
40 percent on annual utility costs for new buildings and between 20 and 30 percent for renovated
buildings.” However, it must be noted that some benefits associated with high-performance
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buildings, such as the positive externalities of improved health and higher test scores for students,
cannot be captured in a purely financial cost-benefit model.

Funding for these programs can be generated in a variety of ways. Utah created a $5 million
revolving loan fund dedicated to providing low-interest loans for energy efficiency projects in
schools that exceed building code standards.”® In Massachusetts, the Massachusetts Technology
Collaborative and the Massachusetts School Building Authority (MSBA) administer the
distribution of $15 million in funding for the Green Schools Initiative through the state’s public
benefits fund, the Renewable Energy Trust. Twenty schools participated in the initiative’s pilot
phase, committing to designs that were, on average, 30 percent more efficient than state
requirements. Each school was expected to save between $50,000 and $100,000 in annual utility
expenses. The success of the initiative led to the adoption of new state regulations requiring that all
new schools or major renovation projects approved for an MSBA grant after July 1, 2007, adopt
numerous green design measures.

In Pennsylvania, the High Performance Green Schools Planning Grant (HPGSPG) program helps
public schools seeking LEED for Schools Silver or higher certification offset some of the “soft”
costs associated with achieving their performance targets. These upfront soft costs, such as
additional design and consultant fees, energy modeling, day-lighting studies, and administrative
fees, are often the primary barrier to certification program implementation. The state Department of
Education will reimburse schools for up to 10 percent of the costs related to new construction,
additions, and renovation projects that achieve LEED for Schools certification at the Silver level or
higher.

Clean Electricity Requirements

Many states are helping to create a stronger market for green power by requiring that facilities such
as public buildings, schools, and universities purchase a certain percentage of green power. The
term “green power” refers to electricity products derived from sources that are renewable and low
or no emission—solar, wind, biomass, geothermal, hydroelectric power, etc.? There are three
primary means for state government green power purchasing: renewable electricity procurement,
renewable energy certificates, and onsite renewable generation.

Renewable Electricity Procurement

A state government can contract with a utility or the power marketer to purchase renewable
electricity in a fixed quantity block (100 percent renewable energy at a fixed price) or as a fixed
percentage (renewable electricity that supplies a certain percentage of monthly use). lowa’s
Executive Order 41, issued April 22, 2005, required that state agencies ensure that 10 percent of
their electricity comes from alternate energy sources (i.e., green power) by 2010. The order
outlined that if the facility’s or agency’s utility already produced a certain percentage of energy
from renewable sources, the facility or agency would only have to purchase the remaining
percentage to equal the required 10 percent.?

The Pennsylvania state government purchases nearly 30 percent of its electricity from clean
sources by contracting with Community Energy, Inc. to purchase more than 270,000 megawatt
hours (MWh) of electricity annually from wind and hydroelectric sources.?? In June 2008,
Governor Edward Rendell announced that the state government would increase its renewable
electricity purchase to 40 percent by June 30, 2009, and to 50 percent by June 30, 2010. This lead
by example action contributes to Pennsylvania’s statewide alternative energy portfolio standard
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(AEPS). Such large clean power purchases by state government not only help to diversify the
energy mix, they signal to the market that there is stable demand for alternative energy, which
creates an attractive business environment for future clean energy investments.

Aggregated purchasing by state governments also can save money and increase the amount of
green power used throughout state agencies and facilities. In 1999, the state of New Jersey
aggregated the power purchases of 178 public agencies, including the New Jersey Highway
Authority, New Jersey Transit, the Palisades Interstate Park Commission, Rutgers University, and
many others. The state then entered into a competitive bidding process for the provision of low-
cost electricity that would also help meet New Jersey’s goal of acquiring a minimum of 10 percent
green power purchases. The resulting contract provided 500 kWh of green power over
approximately four years and met 12 percent of the demand for the aggregated facilities. This
yielded a state cost savings of $200,000 from November 2000 through April 2002. The program is
estimated to have prevented the release of nearly 170,000 metric tons of carbon dioxide
emissions.”®

In 2007, Connecticut auctioned the provision of the state government’s total electric load, which
was more than 600 million kWh. The resulting contract included a provision that the supply would
be 25 percent above the state’s renewable portfolio standard requirements. Consequently,
approximately one-third of the state government’s electricity load is coming from renewable
energy.

Renewable Energy Certificates

Some states include the purchase of renewable energy certificates (RECs) as part of their green
power purchase efforts. RECs, also known as green tags or green certificates, are used to assign a
value to renewable energy—a tradeable “currency” that accounts for the environmental attributes
of power produced from renewable energy projects (e.g., lower emissions, local generation, etc.)
and that can be sold independently from electricity service. The funds generated from the sale of
RECs make renewable energy less expensive than it would be otherwise, allowing it to compete
with other traditional sources for electricity generation. Renewable energy certificates also allow
states to pay for green power without being locked into a supply contract. In 2004, Rhode Island
Governor Donald Carcieri announced that the State Energy Office would purchase enough
renewable energy certificates to equal 100 percent of the electricity used at the State House for the
next five years. The five-year commitment, awarded through competitive solicitation, had an
estimated cost of $210,000 that was scheduled to be funded through the Rhode Island Renewable
Energy 2ljund, the state’s public benefits fund. The cost supported the equivalent of one large wind
turbine.

Onsite Renewable Generation

States are also achieving green power purchase goals through onsite renewable electricity
generation, or electricity generated at the location it serves. To help satisfy the requirements of
Executive Order 41, the lowa Department of Human Services is installing a biomass combined
heat and power (CHP) system at its Woodward Resource Center.> Under Hawaii’s lead by
example initiative, the state Department of Transportation Airports Division is soliciting proposals
from private companies for the development of photovoltaic systems at 12 state sites. The 12
systems are expected to generate 34 megawatts (MW) of electricity, displacing the equivalent of
130,000 barrels of fuel oil or enough conventional electricity generation to power approximately
9,000 homes.?
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In addition, some states provide financial assistance for the installation of onsite renewable systems
at public facilities. For example, Indiana’s Alternative Power and Energy (APE) Grant Program
provides matching grants to nonprofit, public and commercial entities—including state and local
governments— to support the purchase and installation of alternative energy systems that offset
fossil fuel usage.”” Onsite generation can provide significant energy cost savings when the cost of
generating electricity is less than purchasing electricity from the utility. While onsite generation
can require considerable upfront capital costs, states can size, structure, and finance such systems
in a variety of ways to meet their specific needs. Capital budget funding, state-issued revenue
bonds, financing leases, lease/purchase arrangements, conditional sales contracts, and third-party
financing are just some of the options available to state governments.?®

Alternative Fuels and State Vehicle Fleets

U.S. gasoline prices have risen steadily since the 1990s, recently averaging more than $4.00 per
gallon.” Diesel prices also reached record highs in 2008, increasing up to 130 percent over certain
periods in the previous year.*® As prices continue to rise, the operational costs of state fleets also
have increased. In California’s North County Transit District, for every 10 cent increase in fuel
prices, the district spends an additional $280,000 per year;*" and in Nevada, the Department of
Transportation’s fuel costs are expected to reach $6.3 million in fiscal year 2008—$1.7 million
more than the budgeted amount.* These cost increases provide strong motivation for states to
explore lead by example policies that promote the purchase of more fuel efficient vehicles and the
use of alternative fuels.

Lead by example initiatives in state vehicle fleets can include demand-side measures—vehicle
procurement requirements—as well as supply-side measures—setting alternative fuel consumption
targets or conventional fuel displacement requirements.

Through leading by example with their own fleets, states are in a favorable position to address the
challenges that have prevented the wider use of use of biofuels, such as limited infrastructure
development and consumer reluctance. As alternative fuel distributors seek an initial market for
their fuels, which might be priced higher than conventional fuels, state fleets can provide a
guaranteed buyer. State policymakers may decide that the price premium is worth the potential
benefits of creating an initial market for the alternative fuel. More than 63,000 alternative fuel
vehicles (AFVs) were operated by state agencies in 2005, a 73 percent increase over AFV use in
2003 (see graph).
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States maintain vehicle fleets that range in size, purpose, and fuel consumption and therefore can
choose from a variety of measures to achieve financial and environmental benefits. Procurement
guidelines can be used to accomplish broad objectives in the areas of emissions reduction,
alternative fuels production, or increased fuel efficiency. For instance, in Arizona, 75 percent of
new light-duty vehicles purchased by the state fleet must be capable of operating on alternative or
clean-burning fuel. Alternatively, states can mandate the purchase of low-emissions vehicles
(California, Massachusetts, and New Hampshire) or vehicles that meet a certain miles-per-gallon
rating (Connecticut and Maine) through legislation, executive order, or the rulemaking process.
The state procurement officer and/or fleet manager plays an important role in ensuring compliance.
Policies can also be extended to vehicles operated by the state. For example, in Michigan, 33
percent of the leased fleet is considered “green.”

Alternative fuel vehicles can include cars and trucks that operate using a blend of ethanol or
biodiesel, hybrid electric vehicles (HEVs), plug-in hybrid electric vehicles (PHEVS), or vehicles
that run on fuel cell or hydrogen technology. By requiring the state to purchase AFVs, lead by
example initiatives can serve as an important market indicator for automobile manufacturers,
helping to spur research and development into advanced technology. The state of Oregon recently
announced a pilot program in which state agencies will convert state-owned hybrid vehicles into
PHEVs to make the state fleet cleaner and safer. Thirty percent of Oregon’s estimated 11,500-
vehicle fleet is already made up of alternative fuels or hybrid vehicles.**

Similarly, Minnesota requires its State Department of Administration to facilitate the purchase and
deployment of renewable hydrogen and fuel cell technology in order to help the state move to
hydrogen to provide an increasing portion of its electrical power, heating, and transportation needs.
Under state law, the Department of Commerce is required to identify opportunities for deploying
renewable hydrogen, fuel cells, and related technologies in state-owned facilities, vehicle fleets,
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and operations.®* This effort includes partnering with local governments and other states in the
region to construct hydrogen-fueling stations linking major urban centers along key trade corridors.

Accompanying the rise in AFV purchases, state governments are also setting goals regarding the
amount or type of alternative fuels and alternative fuel blends consumed by government fleets. In
many states, particularly in ethanol-producing regions of the United States, AFV procurement
requirements are paired with alternative fuel requirements, creating a comprehensive state fleet
operating policy. As this has become increasingly common among states—over half of the states
now have a lead by example state fleet policy—the purchase of alternative fuels, such as ethanol
and biodiesel, has increased dramatically (see graph). Producers and consumers in the broader
market are, as a result, taking notice.

Gallons of Biodiesel Purchased by State Fleets

2,500,000

2,000,000 Vad

1,500,000 -

1,000,000 -

500,000 /
0 o

1999 2000 2001 2002 2003 2004 2005 2006

Source; U.S. DOE®

In lowa, all state agency non-law enforcement, light-duty vehicles must be AVFs or HEVs and
must operate on a blend of 85 percent ethanol (E85) whenever possible. The state requires that 60
percent of the fuel purchases for these vehicles be able to use E85 by June 30, 2009. In addition, all
bulk diesel purchased by state agencies must contain at least 20 percent renewable content by 2010
(i.e., B20). Under a 2003 executive order, the Director of the Office of Energy Independence was
charged with coordinating with the Director of the Office of Administrative Services to submit a
“State37Government E85 Use Plan” to provide information on how to meet the state’s ethanol
goals.

lowa’s plan, released on December 31, 2007, includes policy recommendations such as:

e Implementing a universal E85 sales code to track product sales;

e Establishing a task force to discuss increasing E85 and biodiesel use in state government
and reducing any usage barriers;

e Including an E85 station finder in every state AFV, which is updated every three months
by the Department of Administrative Services;

o Developing a Web-based trip planner application that highlights E85 stations along the
route; and
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e Issuing awards to state employees for best practices in alternative fuels use.*®

By promoting the use of biofuels in state fleets, lowa is creating a demand for an alternative fuel
infrastructure and helping meet its Renewable Fuel Standard goal, which is to replace 25 percent of
gasoline in the state with biofuels (ethanol or biodiesel) by 2020.

Decreasing dependence on expensive petroleum products is an increasingly common priority for
states, which are turning to alternative fuels and other advanced technology vehicles. In
California, the Secretary of State and Consumer Services is required to develop and implement a
plan to reduce or displace the state fleet’s consumption of petroleum products on or before July 1,
2009. The state has set a target of in-state production of renewable fuels at a minimum of 20
percent by 2010, 40 percent by 2020, and 75 percent by 2050.%

Greenhouse Gas Emissions Reduction Targets

All of the lead by example clean energy strategies mentioned to this point—energy efficiency,
clean electricity purchasing, and alternative fuels in state vehicle fleets—can reduce GHG
emissions. Many states explicitly cite climate change concerns as one rationale for taking lead by
example clean energy actions. Some states are going even further by seeking specific GHG
emissions reductions from state government operations.

In 2005, Vermont updated its 1993 Energy Plan for State Government, which set forth a goal of
cutting energy use by 15 percent across all sectors of government operations. The objectives
outlined in the updated plan were threefold: to save energy, conserve resources, and reduce
pollution. The 2005 plan, noting the correlation between energy consumption and the environment,
as well as the “significant” financial savings that conservation efforts had achieved since the 1993
plan was released, urged state government to move forward with more energy efficiency
measures.*’

Vermont’s updated Energy Plan for State Government also grew out of Governor Jim Douglas’s
2003 Executive Order 14-03 directing the reduction of GHG emissions from state government
buildings and operations 25 percent from 1990 levels by 2012, 50 percent by 2018, and 75 percent
by 2050.** The plan required the development of Agency Implementation Plans, which included
the following activities:

¢ A commitment by the Vermont Agency of Transportation to upgrade its garages with more
efficient lighting systems, which would save an estimated 110,000 kWh of electricity and
55 tons of carbon dioxide emissions per year;

e A pledge to prevent unnecessary idling in state vehicles;

e A promise to install meters to track energy use; and

e Arequirement to enter into conservation or energy performance contracts.

Similarly, Florida Executive Order 07-126 set out GHG emissions reduction targets for state
government of 10 percent (below 2007 levels) by 2012, 25 percent by 2017, and 40 percent by
2025. The order mandated the following actions to mitigate GHG emissions:

e FEach state agency and department must conduct an assessment of facility- and
transportation-related energy used and GHG emissions from its own facilities;
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o LEED-NC (preferably Platinum) standards must be in place for all new buildings and
LEED-EB standards must be in place for all buildings owned and operated by the
Department of Management Services;

e State agencies and departments are precluded from entering into new leasing agreements
for office spaces that do not meet federal ENERGY STAR building standards;

e Conservation measures must be developed for new and existing office spaces where state
agencies occupy more than 20,000 square feet;

o All vehicles must meet minimum maintenance schedules (tire pressure and tread, fuel
filters, and emissions filters, etc.), which conserve fuel; and

e The Department of Management Services must procure only those vehicles with the
greatest fuel efficiency rating in a given class.

As the Florida executive order illustrates, setting a state government GHG emissions reduction
target effectively encompasses other lead by example actions previously discussed and that are
already underway in many states—from more energy efficient state buildings to fuel efficient state
vehicles with lower emissions ratings. Such broader emissions reduction targets can be useful
umbrella policies that promote a coherent approach to achieving clean and efficient energy
operations in state government.

Under California’s Executive Order S-20-04, state agencies and departments are required to
reduce grid-based energy purchases for state-owned buildings 20 percent by 2015 and to increase
efficiency 20 percent by 2015.*? By reducing grid-based energy purchases in state buildings, the
state’s Green Building Initiative also aims to reduce GHG emissions associated with grid-based
electricity use. It is estimated that the state’s lead by example Green Buildings program reduce
carbon emissions by 500,000 metric tons by 2010 and by 1.8 million metric tons by 2020.* In
California’s case, setting a lead by example energy efficiency target is also helping the state to
achieve substantial reductions in carbon dioxide emissions.

How States Can Finance Lead By Example Initiatives

While many lead by example initiatives are cost effective in the long run, these measures may
require upfront capital or maintenance expenses. States may jumpstart these activities in a variety
of ways, including—nbut not limited to—the following mechanisms, which are explained in greater
detail below:

e Energy savings performance contracts—An ESCO finances an energy savings project to
increase the energy efficiency of a state building, and the state agrees to pay the ESCO a
share of the energy efficiency savings; *

e Aggregated purchasing contracts—Lower rate contracts for energy efficient products
and/or renewable electricity that combine the purchasing power of several agencies or
facilities (such as New Jersey’s aggregated clean electricity purchasing contract, discussed
previously);

e Public benefits funds (PBFs)—Funds typically created by small per-kWh charges on
customers’ utility bills;

e Revolving loan funds—Low-interest long-term loans that can come from a variety of
sources, such as PBFs;

e Pension fund investments—State pension fund investments in clean energy, which can
generate a strong return; and
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e Financing agreements—Tax-exempt lease—purchase agreements between the state and a
financial institution.

Energy Service Companies

ESCOs are private companies that provide energy efficiency or load-reduction services to
individuals, companies, and organizations that own or operate commercial buildings. ESCOs help
states develop and execute energy efficiency strategies through energy audits, project management,
and engineering design. These companies often offer guarantees that the project’s energy cost
savings will recoup the initial capital cost of the project, thereby paying for itself in a certain
amount of time.*

ESCO projects can be performance based or comprehensive. In performance-based projects,
compensation is tied to the amount of energy saved. Conversely, the goal of a comprehensive
project is to achieve energy savings from the largest possible variety of cost-effective measures in a
given building or facility. Most states employ the performance-contracting model through which
ESCOs identify, design, and finance the project. In Kansas, for example, the Facility Conservation
Improvement Program (FCIP) helps state agencies, municipalities, counties, and schools expedite
conservation projects through 10 preapproved ESCOs.*

Aggregated Purchasing

States also can use aggregated purchasing to secure energy efficient products or clean electricity
across state agencies and facilities. By combining its purchasing power, the state can often obtain
more favorable costs and terms. In Massachusetts, the Environmentally Preferable Purchasing
initiative allows the state Operational Services Division to identify and offer environmentally
preferable products that can be obtained from more than three-dozen statewide contracts.
Municipal departments, state colleges and universities, public schools/districts, and other eligible
participants take advantage of the program by contacting the vendor and placing orders under
approved contracts. Prices are generally defined in the contract, and environmentally preferable
products can include products made with recycled content, products that increase energy
conservation, or products with reduced toxins.*’

Public Benefits Funds

PBFs—also called system benefits charges (SBCs)—are used in many states to provide financing
through grants, loans, and rebates for energy efficiency, renewable energy, and low-income energy
assistance programs. The funds are supported either by a negligible per-kWh charge on each
customer’s utility bill or through dedicated contributions from participating utilities. The U.S. EPA
estimates that by 2015, PBFs will generate more than $4 billion for clean energy.* States can
leverage these funds towards clean energy programs, including lead by example initiatives, where
permitted and when other sources of funding are unavailable.

PBFs can be administered in a variety of ways, including through the state energy office, quasi-
public agencies, public regulatory agencies, nonprofit organizations, or utilities. In Wisconsin, the
state’s public benefits fund is administered by the Wisconsin Public Service Commission. The fund
supports the Focus on Energy and the Home Energy Assistance programs and is financed by
electric and natural gas utility ratepayers. The Focus on Energy program is a public-private
partnership whose mission is to develop and operate a range of sustainable energy efficiency and
renewable energy programs. For example, the Wisconsin Schools and Local Government program
provides financial assistance to help public and private schools make informed purchasing choices.
In the first three years of the program, more than 500 schools implemented projects that included
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lighting retrofits, increasing use of sensors and multilevel switching in gymnasiums, and
implementing the Energy Watchdog program to track energy use. In addition, the Focus on Energy
Renewable Energy program provides funding to increase renewable energy adoption in all sectors
of the economy. The funds allotted in 2003—2004 helped support 27 wind projects, 55 photovoltaic
projects, 7 bioenergy electric projects, and 6 bioenergy thermal projects.*

Revolving Loan Funds

Revolving loan funds have an established pool of money and issue new loans as existing loans are
repaid.® Utah’s Energy Efficiency Fund was allocated $5 million for 2007-2008 to retrofit or
improve energy efficiency in existing schools or to improve energy efficiency beyond code in new
schools. Loans are limited to a term of 2 to 12 years, and the administering board may approve a
loan request, contingent on assurances that the proceeds of the loan will be used to pay the cost of
the project and that the project will be completed.™

Pension Fund Investments

State pension fund investments can also be directed toward clean energy projects. The California
Public Employees’ Retirement System (CalPERS)® and the California State Teachers’ Retirement
System (CalSTRS) have collective assets worth more than $250 billion.® In 2004, the State
Treasurer launched the Green Wave initiative, which leveraged $1.5 billion in CalPERS and
CalSTRS assets toward cutting-edge technologies and environmentally responsible companies to
achieve positive returns on investments in emerging clean technology.

Financing Agreements

Minnesota’s Energy Improvement Financing program allows the Commissioner of the Department
of Administration to solicit proposals from private financial institutions for competitive terms on
tax-exempt lease-purchasing financing assigned to the state agency operating or managing a state
building or facility that is in need of energy improvements. Proceeds from the financing agreement
are appropriated to the commissioner, who credits them for the following types of energy
improvement projects:

e Energy efficiency improvements, including the design, acquisition, installation,
construction, and commissioning of equipment or improvements; and

e Projects to design, acquire, install, construct, and commission equipment or products that
use alternative energy sources (solar, wind, geothermal, biomass, etc.) in heating, cooling,
or for providing electricity used by a state-owned or -operated building or facility.
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Conclusion

Energy costs are rapidly increasing, and state operating budgets—of which energy expenses may
be up to 10 percent—are growing accordingly. Through setting state lead by example policies for
state buildings and fleets, governors and state legislatures can reduce the operations budget for
government buildings and vehicle fleets. Lead by example programs also serve as an important
market driver in many states. Through leading by example, state governments play a role in
contributing both to consumer demand and to the policy support necessary to drive burgeoning
markets for energy efficiency measures, clean electricity generation, and the production of
alternative fuels.

While there is no “silver bullet” to meeting the nation’s energy needs, lead by example actions are
frequently used as an effective first step in designing a comprehensive statewide clean energy
policy. Lead by example initiatives range in complexity and cost, but can be tailored to fit a state’s
goals and resources and can ultimately pave the way to achieve cost savings, increased clean
energy investment in the state, and broader statewide clean energy and environmental goals.



Page 17—Greening State Government: “Lead by Example” Initiatives

*Acknowledgments: This Issue Brief was authored by Alison Partin of the National Governors Association
Center for Best Practices (NGA Center). Additional writing and research support was provided by Darren
Springer and Tom Dermody of the NGA Center. Erika Fitzpatrick of Church Street Editorial provided editing
assistance. This material is based upon work supported by the U.S. Department of Energy under Award
Number DE-FC26-08NT04390.

Disclaimer: This report was prepared as an account of work sponsored by an agency of the United States
Government. Neither the United States Government nor any agency thereof, nor any of their employees,
makes any warranty, express or implied, or assumes any legal liability or responsibility for the accuracy,
completeness, or usefulness of any information, apparatus, product, or process disclosed, or represents that its
use would not infringe privately owned rights. Reference herein to any specific commercial product, process,
or service by trade name, trademark, manufacturer, or otherwise does not necessarily constitute or imply its
endorsement, recommendation, or favoring by the United States Government or any agency thereof. The
views and opinions of authors expressed herein do not necessarily state or reflect those of the United States
Government or any agency thereof.

ENDNOTES

! Energy Efficiency and Renewable Energy, U.S. Department of Energy. Energy Solutions for Your Building.
http://www.eere.energy.gov/buildings/info/government. Accessed June 25, 2008.

2 National Conference of State Fleet Administrators. 2007 NCSFA Target Membership Estimated Fleet
Totals and Dollars (reported by state fleets).
http://www.ncsfa.net/PUBLICATIONS/Conference/2007%20NCSFA%20Est.%20Target%20Fleet$.pdf.
Accessed June 25, 2008.

® Energy Efficiency and Renewable Energy, U.S. Department of Energy. Energy Solutions for Your Building.
http://www.eere.energy.gov/buildings/info/government. Accessed June 25, 2008.

* National Conference of State Fleet Administrators. 2007 NCSFA Target Membership Estimated Fleet
Totals and Dollars (reported by state fleets).
http://www.ncsfa.net/PUBLICATIONS/Conference/2007%20NCSFA%20Est.%20Target%20Fleet$.pdf.
Accessed June 25, 2008.

> ENERGY STAR, U.S. Environmental Protection Agency. Computers and Monitors: Savings Calculator.
http://www.energystar.gov/index.cfm?c=bulk_purchasing.bus_purchasing#elect. Accessed July 2, 2008.

® Prindle, W., Dietsch, N., Elliott, R. N., Kushler, M., Langer, T., and Nadel, S. Energy Efficiency’s Next
Generation: Innovation at the State Level. American Council for an Energy-Efficient Economy, Washington,
DC, 2003.

" Economic Development & Tourism, Hawaii Department of Business. Report to the 2008 Hawaii State
Legislature. Lead by Example: State of Hawaii Agencies’ Energy Initiatives FY 2006-2007.
http://hawaii.gov/dbedt/info/energy/publications/L BE-all-07.pdf. Accessed June 25, 2008.

8 Valetta, R. G. Computer Use and the U.S. Wage Distribution, 1984-2003. Federal Reserve Bank of San
Francisco Working Paper Series, Working Paper 2006-34. Federal Reserve Bank of San Francisco, San
Francisco, CA, 2006.

% Climate Savers Smart Computing. Climate Savers Computing Initiative Announces Energy Efficiency
Collaboration with the State of Oregon. http://www.climatesaverscomputing.org/news/press-
releases/january-24-2008. Accessed June 25, 2008.

10 Climate Savers Smart Computing. What Exactly is the Climate Savers Computing Initiative?
http://www.climatesaverscomputing.org/about. Accessed June 25, 2008.

1 Climate Savers Smart Computing. What Exactly is the Climate Savers Computing Initiative?
http://www.climatesaverscomputing.org/about. Accessed June 25, 2008.

12 State Energy Program and Activity Update, Winter 2008. National Association of State Energy Officials,
Alexandria, VA, 2008.




Page 18—Greening State Government: “Lead by Example” Initiatives

3 Clean Energy, U.S. Environmental Protection Agency. State Planning and Incentive Structures.
http://www.epa.gov/cleanenergy/energy-programs/state-and-local/state _planning.html#ceg. Accessed June
25, 2006.

4 Arkansas, An Act to Promote the Conservation of Energy and Natural Resources in the Design of State
Building Projects (2005), House Bill No. 2445.

15 Database of State Incentives for Renewables and Efficiency. North Carolina Incentives for Renewables
and Efficiency: Conservation of Energy and Water in State Buildings.
http://www.dsireusa.org/library/includes/incentive2.cfm?Incentive_Code=NC10R&state=NC&CurrentPagel
D=1&RE=1&EE=1. Accessed June 25, 2008.

181 AQ Design Tools for Schools, U.S. Environmental Protection Agency. High Performance Schools:
Financing High Performance Schools (The California Experience).
http://www.epa.gov/iag/schooldesign/highperformance.html#Financing%20High%20Performance%20Schoo
1s%20(The%20California%20Experience). Accessed June 25, 2008.

7| AQ Design Tools for Schools, U.S. Environmental Protection Agency. High Performance Schools.
http://www.epa.gov/iag/schooldesign/highperformance.html. Accessed June 25, 2008.

18 Database of State Incentives for Renewables and Efficiency. Utah Incentives for Renewables and
Efficiency: Revolving Loan Fund for Energy Efficiency Projects in School District Buildings.
http://www.dsireusa.org/library/includes/incentive2.cfm?Incentive_Code=UT23F&state=UT&CurrentPagel
D=1&RE=1&EE=1. Accessed June 25, 2008.

1% Green Schools Initiative. Massachusetts Technology Collaborative.
http://masstech.org/renewableenergy/green_schools.htm. Accessed June 25, 2008.

% Energy Efficiency and Renewable Energy, U.S. Department of Energy, U.S. Environmental Protection
Agency, Green Power Partnership, World Resources Institute Sustainable Enterprise Program, and Center for
Resource Solutions Green-e Renewable Energy Certification Program. Guide to Purchasing Green Power:
Renewable Electricity, Renewable Energy Certificates and On-Site Renewable Generation. U.S. Department
of Energy, Washington, D.C., 2004.

2! Jowa Department of Natural Resources. Executive Order 41 Guidance and Implementation.
http://www.iowadnr.gov/energy/eo41.html. Accessed June 25, 2008.

22 Database of State Incentives for Renewables and Efficiency. Pennsylvania—Green Power Purchasing.
http://www.dsireusa.org/library/includes/incentivesearch.cfm?Incentive_Code=PA05R&Search=TableType
&type=Purchase&CurrentPagelD=7&EE=1&RE=1. Accessed June 25, 2008.

28 U.S. Environmental Protection Agency Case Study. Renewable Energy: New Jersey’s Green Power
Purchasing Program. EPA Case Studies, November 2003.

% Rhode Island, Office of the Governor. Carcieri Announces Renewable Energy to Power the State House,
March 31, 2004.

% |owa Department of Natural Resources. Executive Order 41 Guidance and Implementation.
http://www.iowadnr.gov/energy/eo41.html. Accessed June 25, 2008.

%6 Hawaii, Office of the Governor. Governor Lingle Announces Historic Plan to Utilize Solar Power at 12
Locations Around State, January 9, 2008.

%" Indiana Office of Energy and Defense Development. Alternative Power and Energy (APE) Programs.
http://www.in.gov/oed/2376.htm. Accessed June 25, 2008.

% Bloomquist, R. G., Nimmons, J., and Spurr, M. Combined Heat & Power: Legal, Institutional, Regulatory.
Cooperative Extension, Washington State University Energy Program, Olympia, WA, March 2001.

2% Energy Information Administration, U.S. Department of Energy. Weekly U.S. Retail Gasoline Prices,
Regular Grade. http://www.eia.doe.gov/oil_gas/petroleum/data_publications/wrgp/mogas_home_page.html.
Accessed June 25, 2008.

% Energy Information Administration, U.S. Department of Energy. This Week in Petroleum. April 23, 2008.
http://tonto.eia.doe.gov/oog/info/twip/twiparch/080423/twipprint.html. Accessed June 25, 2008.

®! California State Budget Crunch, Worsening Economy and Rising Fuel Prices Threaten North County
Public Transportation. PR Newswire, April 17, 2008. http://www.prnewswire.com/cgi-
bin/stories.pl?ACCT=109&STORY =/www/story/04-17-2008/0004795392& EDATE=.

% State of Nevada Feeling Pinch of Higher Gas Prices, Too. Associated Press, April 6, 2008.
http://www.ktnv.com/Global/story.asp?S=8125981.




Page 19—Greening State Government: “Lead by Example” Initiatives

% Alternative Fuels & Advanced Vehicles Data Center, U.S. Department of Energy. State Fleet EPAct AFV
Acquisition History (graph). http://www.eere.energy.gov/afdc/data/docs/epact_state_vehicle_history.xls.

% National Conference of State Fleet Administrators. 2007 NCSFA Target Membership Estimated Fleet
Totals and Dollars (reported by state fleets).
http://www.ncsfa.net/PUBLICATIONS/Conference/2007%20NCSFA%20Est.%20Target%20Fleet$.pdf.
Accessed June 25, 2008.

* Minnesota, Fostering Use of Hydrogen Energy (2007), Statute 216B.812.

% Alternative Fuels & Advanced Vehicles Data Center, U.S. Department of Energy. State EPAct Biodiesel
History (graph). http://www.eere.energy.gov/afdc/data/docs/epact state biodiesel_history.xls.

%7 lowa. Executive Order No. 3, June 21, 2007.

% |owa Office of Energy Independence. State Government E85 Use Plan, December 31, 2007.

% Office of Energy Efficiency and Renewable Energy, U.S. Department of Energy. State and Federal
Incentives and Laws: California Acquisition Requirements.
http://www.eere.energy.gov/afdc/progs/view_ind_mtx.php/reg/REQ/CA/O. Accessed June 25, 2008.

% Agency of Administration, Vermont Department of Buildings & General Services. Vermont State Agency
Energy Plan for State Government, July 2005.

*1 \VVermont, Office of the Governor. Climate Change Action Plan. Executive Order No. 14-03, September
16, 2003.

%2 California. Energy Conservation Program. Executive Order No. S-20-04, July 27, 2004.

*® California Department of General Services. Fact Sheet “Green Building Initiative”—Action &
Accomplishments. http://www.green.ca.gov/factsheets/GBI-Factsheet.htm. Accessed June 25, 2008.

“ Greening EPA, U.S. Environmental Protection Agency. ESPCs.
http://www.epa.gov/oaintrnt/energy/espc.htm. Accessed June 25, 2008.

** Lew, V., Brewster, J., Sugar, J., Hall, V., and Therkelsen, R. California Energy Commission Staff Report:
Summary of Energy Services Companies, Summary of Responses, CEC-400-2005-001, January 2005.

% Kansas Corporation Commission. Facility Conservation Improvement Program.
http://www.kcc.state.ks.us/energy/fcip/index.htm. Accessed June 25, 2008.

4" Massachusetts Operational Services Division. Guides to EPPs on Massachusetts State Contracts. Recycled
and Environmentally Preferable Products and Services Guide, Vol. 23, October 30, 2007.

“8 U.S. Environmental Protection Agency. EPA Clean Energy-Environment Guide to Action: Section 5.2
Public Benefits Funds for State Clean Energy Supply Programs, April 2006.

* Division of Energy, Wisconsin Department of Administration. Wisconsin Public Benefits Programs
Annual Report: July 1, 2003 to June 30, 2004. Madison, W1, 2004.

%0 U.S. Department of Agriculture. Are Revolving Loan Funds a Better Way to Finance Rural Development?
Agriculture Information Bulletin No. 724-05, October 1996.

> Utah. Revolving Loan Fund for Certain Energy Efficient Projects. 2007 General Session, House Bill No.
351, March 16, 2007.

52 California Public Employees’ Retirement System, Office of Public Affairs. Facts at a Glance: General.
Sacramento, CA, 2008.

> How Will You Spend Your Future? California State Teachers’ Retirement System. Investments.
http://www.calstrs.com/Investments/index.aspx. Accessed June 25, 2008.




