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About Energy Solutions

Energy Solutions creates large-scale environmental impacts by
providing cost effective, market-driven carbon, energy, and
water management solutions.

* Foundedin 1995

» Mission-driven

e Employee-owned

* Nationwide reach with offices in NY, CA, M|, MA & OR
e Clients received 13 national program awards

e 20+ years of Midstream experience across Lighting, HVAC,
Water Heaters, and Foodservice - currently active in 18 states
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Strategies - COVID Supply Chain Analysis

National Trade Ally Management team
reached out to manufacturers and
distributors nationwide to collect data on
C&l lighting, foodservice, HVAC, water
heating, cold storage, and pumps markets

Compiled feedback and sales trends to
inform program forecasts and inform
outreach strategy

Evolved into publicly available resource
listed on Energy Solutions’ website:
energy-solution.com/covid-192-supply-chain-
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Wiekomme to Yiolame 2. Al the start of 2 new year, the p-and-down trend we s in 2030 conmtinoes intn
2o, As the country races 1o distribine the COVID-19 vaceine, Life Sclences programs ane experiencing
historie sales volumes, while other technolngies sre hiting supply chuin slow downs. Figh demand ot
the end of 2020 spurned by promotions may be suppressing demand in earty 2021 for some programs.
Additionally, customers continue to munge oosts tightly o4 many hunker down to survive umil the
waccine brings relief. Contractors, hoving been sustained somewhas s they worked through the backlog
of projects in the keer pan of last year, are secing pipelines decline which may mean fewer projecss an
the smmasdiate hortzin

It promises to be anather unpredictable vear - ot keast in the beginming and we ook forward v lsumching
Bew progrims 0 ot suppor the market and koep savings on track, We'll ahare news of those in
the coming issues and we encourage our readers to give feedback for what they 1ike about this series and
what other things they want o sce.

Wi huowpr o' oo un fie cuur sevand Comme cial Market Roundiabie on February 1o, a0t sosm Pacific
whiem well discusy “Midstream in the Cold Chain: Meeting the COVID-1g Challenge,” Register here.

Findings

For these updates, e Trade Aliy Team ha i1
Product Availab commumnicated with the following mumbsar
1 ct Ilb‘ of markst actors per technalogy area
m. VAL | Water Heating — A distributor reporied Commmeniciions
supply chain lssses are impacting materials, This lasse ) Dk Vol 2
production, and shipment of units. For example,  HWAC ® L]
one order placed In October 3230 bs expected to  Foodservice 8 18
be filled in March 363i; and otlier orders e still | Virier Heating z 7
pending a fulliliment date, Pumgs : 5
Lighting —
b. Life Sciemces — Manufncturers of cold sorage Total a5 a5

equipsment conlinue o oxperience historie sl
volume, Demond s predicied 1o hold srong
throwgh 30y, though not all veccine types will require speclaliied freesers, Currently, any
unins ordered in Q4 of 2000 will not be delivered unsil April 201, To increase produsction, some
manufacturens are rannkng two 13-hotr shifts instead of 8-hour shifts

2. Equipment Sales

n. Foodservice — Multiple dealers repont stromg sales ai the end of 200o, thanks 1o reghonal
promotions. Across the honrd, sales in the new year sne tracking far below nommal velume, as
comaned to this time last ypear, as imuch as 66% lower I some reghors. Diealers have noted
demend is down as some customers have permanently shut down and athers are focused on
kseping vizsts low, deferring nen-eritieal eiqul pment purchase and ofsrating on slimmer masging
duoe o dining restrictions. Many are bracing for another potential shut down in enricipation of
aplie in infictions as a resul of the hollday gatherings. Dealers expect the next few months to be
uneertain bt are hopeful for government relic,

e 1



https://energy-solution.com/covid-19-supply-chain-updates/

COVID Supply Chain Analysis

National Trade Ally Relationships

e Trade Ally Management team regularly surveys manufacturers and
distributors across 22 states to help update forecasts

 Monthly market assessment is compiled for our clients with estimated
sales impacts on major technologies

e To compile Supply Chain Assessment data, Energy Solutions has
surveyed >590 market actors since March 2020

Midstream Perspective

o All Energy Solutions-implemented midstream programs have continued
operations across technologies

* Energy Solutions launched new programs in the height of the
pandemic

 Many equipment dealers/distributors were “essential businesses”

* Midstream participants are in the middle of these supply chains, helped
provide insights into the fluid supply chain constraints

Visit www.energy-solution.com/covid-19-supply-chain-updates/ for more information
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Big Picture Supply Chain Trends

Long Lead Times

o "Chip" related supply chain delays are impacting multiple industries
from cars to water heaters

* White House announced that the Port of Los Angeles will remain
open 24/7

e The hot tub example: Parts come from 7 countries and 14 states and
travel a cumulative 887,776 miles to make one

» Chemical materials, motors, trucking, ports, chips*

" https://www.wsj.com/articles/why-is-the-supply-chain-still-so-snarled-we-explain-with-a-hot-tub-11629987531



https://www.wsj.com/articles/why-is-the-supply-chain-still-so-snarled-we-explain-with-a-hot-tub-11629987531?st=dtj755dnb0oz2wc&reflink=desktopwebshare_permalink

Big Picture Supply Chain Trends

Price Increases

* A major HVAC distributor recently reported a 13% raise in costs,
impacting all markets,

e Many organizations can no longer guarantee previously quoted
projects

» Distributors were only giving seven-day turnaround on quotes
because of pricing volatility.

* Some manufacturers are not quoting equipment until it is made
because of uncertainty about how much it will cost to assemble

e Some manufacturers are building and selling equipment at losses
just to maintain relationships and take market share

* Prices are expected to continue to increase into 2022

COVID-19 Supply Chain Assessment @e




Big Picture Supply Chain Trends
Uncertainty Leads to Delays

e In 2020 the big sales had already been financed so those were going
to get built.

e 2021 was more challenging due to uncertainty

* Fewer initial 2021 commitments, so manufacturers were not seeing
the demand.

 When sales started back, they came back quickly, and
manufacturers could not keep up with the demand.

 Manufacturers may have solved their own labor shortage issues
at first, components manufacturer also had labor and materials
shortage

o Competing priorities - Example: Distributors are reusing warehouse
space and cash flow to buy copper to turnaround and sell it all in a
week to a competitor for a huge margin.

COVID-19 Supply Chain Assessment




Supply Chain Assessment Highlights - Foodservice

Product Availability
* Nov 2020 - Manufacturer’s report supply chain issues, resulting in production delays up to a few months
 Sept 2021 - Supply chain delays affecting all equipment types; fryer lead times from 8-28 weeks

 Ongoing - Smaller dealers are struggling to bring in stock since they don’t order in bulk, but potential glut of
used equipment in the market due to restaurant closures

 Ongoing - Chains are going to get their equipment, although difficult to get traction with them

Equipment Sales

o Apr 2020 - Sales are down by at least 50% and “business is horrible”

e Oct 2020 - Increase in refrigeration sales, reflecting customer trends to buy in bulk and freeze
 Ongoing - Dealers across the country are reporting difficulty keeping up with customer demand

Service Providers & Contractors
e Jan 2021 - Project backlogs sustained contractors in 2020, but surplus is gone with fewer projects for bid

Administrative and Application Submittal
e April 2020 - A top 100 foodservice dealer based in New York has gone out of business

COVID-19 Supply Chain Assessment @:)




Supply Chain Assessment Highlights - \Water Heating

Product Availability

 Jun 2020 - Manufacturers report that factories in Mexico were impacted by COVID outbreaks, some closed
e Mar 2021 - Texas storm further delays shipment timeline and rising commodity prices drive up prices

e Jun 2021 - Distributors report historically long lead times, some reported 40 days from order to fulfillment
e Sept 2021 - Low inventory across product types, except HPWHs. Chip shortage will impact HPWHs.

Equipment Sales
 May 2020 - Market starting to report that sales are significantly down
 Apr 2021 - One distributor noted that water heater product prices are up ~37%, multiple price increases

* Ongoing - Sales are more about shift than total volume, as hot water is the end goal for emergency
replacements (whether it is tankless, storage, indirect, etc.). Often more work for contractor or higher cost.

Service Providers & Contractors

 Ongoing - Additional safety measures on job sites, project completion times are extended

o July 2021 - Distributors report that contractors are requesting fixed pricing to hedge against future
Administrative and Application Submittal

 Ongoing - Limits on face-to-face equipment upselling opportunities impact high efficiency sales

COVID-19 Supply Chain Assessment @o




Supply Chain Assessment Highlights - HVAC

Product Availability

e Mar 2020 - North American factories are operational, Asian factories (mini splits, VRF) down 20-40%
o July 2020 - Limited availability of parts such as coils, motors, compressors, |IAQ components

o July 2021 - Distributors report that product availability is largely dependent on the manufacturer

Equipment Sales

o Apr 2020 - Major distributor reports 20% decline in sales

e Sept 2021 - Manufacturers report material shortages; HVAC prices could increase 7-8%, parts up to 20%
e Ongoing - Manufacturers are reporting record breaking sales for Indoor Air Quality (IAQ) products

Service Providers & Contractors

* Aug 2020 - Contractor’s report increasing residential sales due to more people working from home, with
greater sales of high-end equipment to support better IAQ

o July 2021 - Contractors are extremely busy but logistical and trucking shortages are impacting the
availability of thermostats and other parts

COVID-19 Supply Chain Assessment @:)




Supply Chain Assessment Highlights - Lighting

Product Availability

o Apr 2021 - Manufacturers report the increased cost of copper, brass and other required materials are
driving up prices

o Aug 2021 - Lead times range from 2 - 8 weeks, driven by logistical delays and raw material shortages
e Sept 2021 - LED products are taking the brunt of supply chain woes

Equipment Sales

o Sept 2021 - Increased lead times for controlled products have caused customers to opt for non-controlled
products

Administrative and Application Submittal
e July 2020 - Program promotions have largely driven program engagement and application submittals
 Ongoing - Dealers report application backlogs as staff struggle to cover sales and back-end operations

COVID-19 Supply Chain Assessment @o




New Jersey Insights

Foodservice
A few large dealers are heavily involved in the market

e Product availability is strong overall due to prevalence of major dealers and
their overall purchasing power

e Strong interest in program support as in other markets

Water Heating
e Similarly, a few large national dealers have significant positions in the market

 Most dealers impacted by regional considerations - Several major distributor
have bigger distribution facilities in NJ or are headquartered in NJ

e During the pandemic branches are fighting with each other for who gets the
product because of such shortages

HVAC

* One of the largest heat pump manufacturers in the world is opening their
largest US facility in NJ because of the expected demand in the region

e Similar distribution concerns and considerations as for water heaters



Mitigation Approaches

Identifying New Opportunities
 Emphasis on IAQ results in more HVAC opportunities

* Increased demand for lab grade equipment of all types

» Significant growth in potential planned replacements in the residential sector due
to rise in home renovations

Working with the Market
* Helping dealers bring in similar equipment with shorter lead times

o Streamlining program participation requirements and supporting application
submission with short-staffed dealers

e Targeting segments that have relief funding (schools, restaurants, etc.)

Working with the Programs
» Updating forecasting frequently as circumstances change

* Providing local market intelligence based on supply-chain interviews
* Proposing revised measure mixes to meet savings shortfalls

* Increasing incentives and promotions to help in the worst times




George M. Chapman
Senior Manager, National Codes and Standards
Energy Solutions

gchapman@energy-solution.com
(617) 245-4105
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