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Maximizing Your Energy Dollars

A Strategic Approach to
Energy Management

Statoil Energy, Inc.

Editor's Note: This article, which originated as a “White Paper”
by Statoil Energy, is aimed at energy managers. For newer entries into
the energy field, it gives the basics of how energy management can be
planned. For those with experience, it summaries the ways to keep up
with, or help direct, corporate leadership’s expanding awareness of
the need for better energy management. And consultants or ESCOs
can gain insight into customer/prospect awareness of the changing
energy marketplace.

ENERGY MANAGEMENT DEFINED

Energy management is a comprehensive approach to the overall energy
requirements of an organization. An energy management program is de-
signed to minimize energy costs, obtain reliable energy supply, reduce inter-
nal resource requirements, identify opportunities for efficiency and apply en-
ergy expertise to business challenges—all under one umbrella strategy.

INTRODUCTION

Energy management pays. And it pays considerably. Companies
with comprehensive energy plans report 20% savings. Historically,
most company executives left the energy decisions in the hands of the
plant managers or procurement departments. But as the financial



stakes rise and the energy issues become more complex, corporate ex-
ecutives are beginning to engage in the decision-making process. Two
years ago, research indicated that only 32% of the energy decisions
were made at the corporate level. Recent research reveals that the
number has increased to 48%. In addition, another 8% expected the
decision to move to corporate within the next three years.

Since energy is a new area of focus, many executives are just
starting to familiarize themselves with the critical components of an
energy management program. Time is of the essence. If your company
is failing to address energy from a strategic perspective, it risks end-
ing up with a cost disadvantage against its competition. Organizations
have long embraced strategic planning in other areas of the com-
pany—now is the time to address energy strategically as well.

Embarking down the path of strategic energy management, how-
ever, can be overwhelming. Many people have significant questions
about this burgeoning trend. In this article, we answer some critical
questions concerning energy management. Are the choices too endless
and complex to have real benefit? Are large companies the only ones
with the time and resources to devote to energy management? Do
small companies really gain from adopting a total energy manage-
ment plan?

This report is designed to walk you through the initial steps of
an energy management program. It can serve as a guide for your
company as you develop your strategic direction in a changing energy
marketplace. Before you set your objectives, however, you need to
determine your company’s current energy management IQ. The fol-
lowing quiz will help you assess how well your company is posi-
tioned relative to other large energy users. Once you know your start-
ing point, the rest of the report can help you reach your ultimate des-
tination: unprecedented savings.

ENERGY MANAGEMENT IQ QUIZ™
Check all that apply

— My company purchases its natural gas and electricity for 12
months or more at a time.
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My company understands and utilizes risk management prod-
ucts to take advantage of market movements.

My company knows what percentage of its operating budget is
spent on energy.

My company has a strategic energy plan.

If electric choice is available, my company is participating.

My plant has undergone a thorough energy review within the
past two years.

My boilers and chillers are compliant with the Clean Air Act.
My company has had a lighting study performed within the past
two years.

My company has reviewed the economics of cogeneration based
on current market conditions.

My company understands the advantages of having alternate
fuel capabilities.

My company has been taking proactive steps to prepare for elec-
tric deregulation.

My company uses advanced metering technology and control
devices to monitor usage.

My company has considered consolidating its energy purchasing
across all of its facilities.

My company is monitoring and influencing the electric deregula-
tion process.

My company has investigated outsourcing some or all of its en-
ergy management to reduce its energy expense.

SCORE: 1 point for each checked item.

14-15

11-13

6-10

0-5

Your company is very advanced from an energy perspective
and well positioned for the future. There may still be a few la-
tent opportunities for savings.

Your company is ahead of most companies, with room for im-
provement to ensure a competitive advantage in your industry.
Your company falls in the same range as most other companies.
Scores in this range typically reflect the tack of a comprehen-
sive strategic energy plan. Lack of attention in this area could
result in higher operating expenses than your competitors.

If your company falls in this range, it may be very tactical and
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short-term focused in its approach to energy. It is time to take
a step back and identify your goals for energy management
within your company. You are most likely missing out on sig-
nificant savings opportunities.

METHODOLOGY

It is often advantageous to divide a challenge into easy-to-man-
age components rather than tackling all elements at once. Because en-
ergy management is complex, developing a customized energy solu-
tion can seem daunting. A systematic approach makes the challenge
far less intimidating.

Rather than offer a uniform narrative of energy management,
this report will identify each vital component of the process sepa-
rately. As the discussion progresses, you will begin to see synergies
develop among the parts.

The following list contains the key items to consider and a rec-
ommended order of approach that considers both the short- and long-
term payoffs. These issues will form the basis of the discussion in the
pages to follow.

e  Establish a strategic plan

N Review your purchasing strategy

e Analyze current utility tariffs

e  Perform an energy review for efficiency opportunities
¢  Review consumption patterns

. Evaluate on-site generation

e  Consider alternate fuels

e Investigate advanced technologies

e  Analyze consolidated billing data

e Monitor electric deregulation

i Explore partnering for energy management

STEP-BY-STEP GUIDE

Establish a Strategic Plan
Most companies are just beginning to think about energy in stra-
tegic terms. To ensure success, you should approach your energy de-
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cisions with the same strategic thought that you devote to other key
business decisions such as information systems and raw materials ac-
quisition. As a first step, you must identify goals for energy. Since,
like most companies, you may not have thought of energy in strategic
terms before, a few questions may help to bring some clarity to this
point.

. How does your energy bill impact your bottom line?

¢ Do you have a fixed dollar amount allocated to energy?

e Do you want to achieve a certain percentage of cost of goods
sold?

*  How does your energy bill reflect your operations?

*  Does your capital plan include money for energy conservation
projects?

While these are very basic questions, many companies—large
and small—have yet to consider them. These questions should not be
answered in a vacuum. Information and participation is needed from
all levels of your organization from the executive suite to the manu-
facturing plant. For example, a plant manager may be focused on
beating last year’s annual energy expense, while the chief financial
officer may be more concerned with achieving a consistent monthly
outflow of cash. An energy strategy developed for only one of these
stakeholders would differ from that developed for the other. By un-
derstanding all parties’ objectives, a plan can be developed to achieve
everyone’s goals.

Review your Purchasing Strategy
Natural Gas

Your company can often achieve a quick victory by reviewing
how it purchases natural gas. Although it has been shown time and
time again that a long-term purchasing strategy outperforms month-
to-month purchasing, some companies continue to purchase monthly
or purchase annually with month-to-month pricing. Why would your
company purchase monthly? The answer may lie in the appeal of
playing the market. Yet, even for the experienced, this can be a risky
proposition requiring both expertise and constant attention—resources
that would be better spent on more productive endeavors in the
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company’s core business efforts.

Purchasing a commodity for the long term requires setting finan-
cial objectives (e.g., my company never wants to pay more than $3.50
per decatherm for natural gas). It also requires understanding your
company’s tolerance for risk. Once these are identified, customized
products, services and pricing can be developed accordingly.

The most common pricing arrangements are fixed and index.
Fixed pricing provides one price for an agreed upon length of time.
Index pricing ties the purchase price to a published index such as the
New York Mercantile Exchange (NYMEX) or an industry publication
pricing report (e.g., Inside FERC).

A new pricing strategy gaining in popularity is “triggering.”
Under this pricing arrangement a company agrees to purchase its en-
ergy commodity for an extended period (e.g., two years) in order to
capture low prices in the market. The company selects pricing targets
during the term of the contract. If the market price hits the targets
during the specified time frame, the triggered prices become the con-
tracted prices; if not, the price defaults to an agreed upon published
index. One thing is certain about the natural gas market—it will go
up and it will go down. This pricing method takes advantage of mar-
ket volatility by allowing customers to purchase when the market
dips.

Electricity

Today, there are only a handful of states where companies can
choose their electricity supplier. In those states, companies are report-
ing being approached by an average of 15 different electric suppliers.
A frustration cited by many early market participants is the inability
to compare offers on an apples-to-apples basis. Identifying an energy
company whom you can trust to sort out the issues and help navigate
this turbulent environment will be essential.

If your company is not fortunate enough to have customer
choice, there are some steps that can be taken to prepare for the new,
. deregulated world. Keeping up to speed on the deregulation process
for your area will help you prepare. Another primary form of prepa-
ration is gathering detailed energy usage information. Understanding
usage patterns will be critical to maximizing savings. It is not too
early to begin preparing to gain a competitive edge.
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Analyze Current Utility Tariffs

Each utility has its own pricing schedules (tariffs) that are as-
signed based on a variety of factors including type of customer (e.g.,
residential, commercial, industrial) and amount of usage. The tariffs
are often very difficult to understand for individuals who do not deal
with them as part of their day-to-day job. As businesses evolve, little
attention typically is paid to reviewing the tariffs to ensure they are
still appropriate. Your company could be on a tariff that is no longer
the most advantageous for you. This is an often-overlooked savings
opportunity.

Perform an Energy Review for Efficiency Opportunities

Like all other products, your energy costs are a function of your
consumption and your price. Lowering prices is only half of the equa-
tion. To identify opportunities for reducing energy consumption,
plants should undergo an energy review and a site visit by a quali-
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fied energy engineer. The review will examine energy-use patterns
and energy-related equipment such as boilers, chillers and lighting fix-
tures in order to recommend areas for cost improvements. A review
of the equipment manufacturer, age and physical condition can high-
light some quick opportunities for savings.

Review Consumption Patterns

A review of the electric bills will determine a customer’s usage
profile. A flat profile indicates that a customer uses approximately the
same amount of electricity all of the time. A peak profile indicates the
customer has usage spikes that can result in a premium charge ap-
plied to its account. If usage spikes are identified, your company
should investigate the processes that led to the spike. By making
some minor changes, you can keep from experiencing premium
charges. At the most basic level, your company may be able to stag-
ger the time that some of its equipment comes on line, thereby mini-
mizing the chance of hitting a peak demand level. In addition, the
actual processes can be reviewed for alterations that would minimize
energy consumption—and save money.

Evaluate On-site Generation

An alternative to purchasing your power from a utility or energy
supplier is to generate it yourself.On-site power generation for all, or
part, of your company’s energy requirements can result in per unit
energy costs that are below even the best offers from a supplier.
Many companies investigated this option during the energy crises of
the 1970s. The economics of energy have changed dramatically since
that time.

There are three main drivers in the economic equation that will
determine if on-site generation makes sense for a company: usage
profile, overall consumption and types of energy used. Your company
might consider working with an energy supplier to identify require-
ments and perform a feasibility study. (Most utilities do not view on-
site generation favorably, as it results in a large loss of income.)

While some companies are embarking on the construction of on-
site generation facilities, others are now choosing to divest themselves
of their existing facilities. These companies are typically satisfied with
their significantly reduced energy rates, but are no longer interested
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in the day-to-day management of the facility. The divestiture of these
assets is consistent with the business trend of focusing on core compe-
tencies. Energy companies view the ability to acquire or manage these
facilities as an opportunity to leverage their intimate knowledge of the
energy market. They can provide all of the required supply to the di-
vesting company at a guaranteed low rate and sell the excess capacity
in the marketplace. The two most common arrangements are: 1) the
outright purchase of the facility and; 2) a long-term agreement to
manage the generation asset. The first is particularly attractive to
many companies as they can remove a depreciating asset from their
balance sheet and reinvest the capital into their core business.

Consider Alternate Fuels

Alternate fuel capabilities are very important for many compa-
nies. For some facilities they can provide the energy for normal opera-
tions while for others they serve as a back-up energy source. If your
company has the ability to use multiple fuels to run its operations,
you may be able to choose which fuel you want to consume based on
comparative market pricing.

Alternate fuel as a back-up system is particularly prevalent in
the northeast U.S., where natural gas curtailments are part of a typical
winter. Without an alternate fuel supply, company operations could
be in jeopardy. Another major benefit of installing an alternate fuel
source lies in your company’s ability to purchase its commodity on an
interruptible (vs. guaranteed) delivery basis, which yields notable sav-
ings to the company. Additionally, an alternate fuel supply could al-
low your company to participate in an energy recall program offered
by many energy suppliers. In times of escalating natural gas prices,
you could choose to sell your contracted supply of natural gas into
the market for a substantial profit, while using alternate fuel as a
back-up power supply.

Investigate Advanced Technologies

Energy professionals agree that one of the most critical elements
to a successful energy program is a thorough understanding of energy
usage patterns. If you are able to provide energy suppliers with de-
tailed usage data, they will be able to develop tailored products and
services to maximize your savings opportunity. Most companies today
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rely on standard meters to provide their usage data. As in all indus-
tries, technology has been rapidly developing in the energy world.

Advanced technologies can review real-time usage patterns and
identify when your company is getting close to passing a pre-deter-
mined usage threshold. Instead of allowing your company to exceed
the threshold, the device will automatically instruct certain, previously
identified pieces of equipment to shut down temporarily for a few
minutes. This “smart meter,” or advanced control device, will also in-
struct the equipment to turn on again in a few minutes. It continues
this monitoring constantly. It is an intelligent device and can predict
when your company is approaching a threshold based on historical
usage patterns, weather conditions, day of the week, time of day and
other metrics that you provide. The application of this data can result
in substantial savings.

Analyze Consolidated Billing Data

One challenge facing many companies with multiple facilities is
how to understand, in aggregate, how energy is being used through-
out the organization. In response to this need, invoice management
has emerged as a new product offering. You direct your company’s
utility to send all invoices to your energy company. The energy com-
pany, in turn, puts all of the information onto one bill and performs
individual and combined usage analysis for your company.

In addition to eliminating some of the nuisance associated with
reviewing bills from multiple utilities for multiple facilities, your com-
pany also could reduce some of the accounts payable expenses associ-
ated with processing many invoices. The energy company pays all of
the suppliers, while your company writes one check to the energy
supplier.

Another major benefit of consolidating billing and usage infor-
mation in one location is the ability to analyze energy consumption in
any way your company deems appropriate. For example, your com-
pany can compare the energy efficiency of its plants against one an-
other. By examining the amount of energy used by each plant to gen-
erate the same level of output, you could identify possible inefficien-
cies in operations at a specific plant. The example on the next page
highlights such a situation. (Note the inconsistency demonstrated by
Plant A.)
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Monitor Electric Deregulation

It is vitally important that your company be aware of the status
of electric deregulation in the states where it operates. Your company
must understand how the proposed legislation will impact its busi-
ness. If your company is not participating as the new rules for compe-
tition are being written, it could be left out and left behind in savings
opportunities.

The business implications of deregulation are large. For instance,
two competitive companies can be just across the state line from one
another. Both companies may be earning the same return on their in-
vestment. If one of the states adopts an aggressive strategy for the
implementation of electric deregulation while the other takes a more
conservative approach, the company in the deregulated state suddenly
has a cost advantage over its competitor. This scenario is not hypo-
thetical—it is happening today.

If your company is making decisions about new plants, it should
also be sure to consider the state’s progress toward open market com-
petition before choosing a site. Most energy companies are actively
involved in state deregulation activity and can advise you on the cur-
rent deregulation landscape for states in which you are considering
operating a new facility. Many companies are also consolidating facili-
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ties. Clearly, energy deregulation should be considered here, too.

If your company has a government or regulatory affairs depart-
ment, it should already be spending resources on this issue. If your
company does not, it should rely on its energy supplier to help get
up to speed. Energy companies also can provide advice on the best
way to get your voice heard, whether it is through submitting com-
ments to the regulatory body or writing a letter to state legislators.

Explore Partnering for Energy Management

A review of the many facets of energy presented in this docu-
ment highlights the myriad issues and considerations facing the per-
son responsible for managing energy in today’s complex environment.
This complicated circumstance has led some companies to investigate
the outsourcing of some or all of these functions. They are finding
that their resources are better spent on functions core to the success of
their business and not learning new terminology and rules of a con-
stantly evolving industry. This is particularly true for organizations
examining their energy across multiple facilities—as the issues are
only compounded. Companies involved in the energy business have
the expertise, efficiencies, and economies of scale that allow them to
perform the energy management functions better than companies that
attempt to perform this function in-house.

Summary

Comprehensive energy management is a smart new way of look-
ing at a very old budget line item. Companies with an eye on oppor-
tunity and an edge on the competition are changing the way they
view energy purchasing. You have the opportunity to do the same.

Some of the items in this report may be on your list of priorities right
now, but some may not. Those issues that you have not yet addressed
could be having an unnecessary and undesirable impact on your bottom
line. The good news is that investing the managerial time in smart energy
management today can result in immediate savings.

This article is part of a special Statoil Energy Education Series, de-
signed to help the marketplace stay abreast of current issues and
trends that can help companies be more successful.
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ABOUT STATOIL ENERGY, INC.

Statoil Energy, Inc., with annual revenues over $3 billion, is one
of the fastest-growing energy companies in North America. It is the
largest owner of proven natural gas reserves in the Northeast; owns
and operates power plants throughout the Northeast and Mid-Atlan-
tic; and is one of the nation’s leading traders of wholesale electricity.
The company delivers natural gas, electricity and alternate fuels to
more than 1,000 large industrial, institutional and commercial custom-
ers, adding value through a host of financial and consulting products
and services, from energy use analysis to price risk management.
Statoil Energy is part of the Statoil Group, one of the world’s largest
energy companies.

STATOIL ENERGY, Inc., 2800 Eisenhower Ave., Alexandria, VA 22314;
Phone 703-317-2300, Fax 703-317-2301; www.statoilenergy.com



