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The key indicat or of profitable production is cos t per unit of ou tp u t
as show n in the following ge ne ralized eq uation:

Cost \ Iaterials .;- ENERGY+ Labor + Maintenance+ Capital +Ove rhead
Unit Units of Production

Co st red uc tion ha s often been focuse d on reducin g the number of
wor ke rs per unit. Whil e layoffs and down sizin g have been a quick way
to cu t costs. the near- and lun g-term con sequences-su ch as reduced at­
tenti on to maint en ance and improv em ent progr ams-are making som e
en ligh tened management teams search for better wa ys to lower unit
cos ts, Utility ra te negot iati on is proving ben eficial for a gro w ing number
of pl an ts and , in so me cases, a lso for their utility suppliers .

Th e in ten se con tes t for profitability now faced by many manufac­
tu rers is no lon ger local. It is nation al and even int ernat ion al. Competi ­
tion for ind us tr ia ls has been a con tinuous, overriding concern for many
years, Co mpeti tion :'~) r ut ilities is just be ginning. The winds of change ar e
blow ing s trongly for electri c and gas util ities. The m assive der egulation
progr,l m offers an exce p tional oppo rtun ity to restructure plant relation­
sh ips wi th thei r utility supp liers.

i\uw is the time to star t negoti ating with your ut ility com pany for
,111 im proved pac kage of rat es and other ben efits. The pressures of the
coming dereg ula tion make m ost of them much m ore wi lling to talk. If
yo u can d evelop some benefit s that you can offer to them, yo u sig nifi­
can tly increase yo ur negot iat ing power. Table 1 lists se veral exam p les of
successfu l recen t utility con trac t re-n egoti at ion s.



Table 1. Negotiations Equal Results

Ne gotiations

Midwest Manufacturer

Midwes t Cem ent Plan t

Northeas t Steel Compa ny

Northeast Metals Firm

Northwest Manufacturer
(com pu ter parts)

Res ults

25'X, electric ra te red uction

22'};, electric rate red uction

25-30% red uctio n translates in to
"millions per year"

20')'0 sav ings-provides expansion
possi bilities

$250,000 per year saved with
"customer choice"

The steps in the negot iat ing process wi th your utilit ies ar e de ­
scribed in the following sections.

DOING YOUR HOMEWORK

Ad vance Work Carefully Done Make s the Differen ce
Pro bab ly the single mos t importan t piece of advice is con tained in

this title. Keep in mind that the ut ility companies spec ialize in negot iat­
ing utility con trac ts of all types, wi th all types of con sum ers. Howeve r,
negoti ating ma y be a one-time effor t for mos t of their customers.

You need to develop a thorou gh un derstan ding of:
• Your ow n power and energy use patterns
• Future change in these patt erns
• Possi bili ties of in ternal flexibilities in the way power is used
• Wha t does the util ity company really wa n t?
• Wha t are yo u rea lly willing to give?
• Wha t have they given to other simi lar customers ?

Take the time to do homew ork right and lay the proper foundation
for the negot iation process. Tryin g to shift directions in mid-negot iat ion s
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ma:' be qu ite d ifficult .
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Gather Information on Your Utility Company
All util ity companies hav e web pages on the Int ernet that con ta in a

weal th o f inform ati on, In addition, yo u can download se lected portions
of their 10K's fro m the SEC web page. It wi ll p ro vide more de tai led and
less marke t-orien ted informa tion ,

M uc h more help ful, but potentiall y m or e expens ive, is in formation

on ge nera tion and transm ission cos ts, rat es, comparative financ ia l cond i­
tion an d po ten tia l stran ded inv estment cos ts. Thi s specific information is
a vai lab le from a few selected utility data bases, The cost of thi s info rm a­
tion is in the se vera l thou sand d ollar ran ge, but is well worth the ex pense.

Determine Your State's Legislative Climate on Deregulation
Many s ta tes or ig ina lly took a negative positi on on d eregulat ion ,

However , that is rapidl y changing to a willingn ess to ha ve test p ro g rams
in o rd er to ga in more underst and ing of the effects of ret ail wheeling on
both cons umers and thei r util ity com pan ies . Some utilities are recognizing
that the tid e is beginning to turn awa y from the lon g-effective ut ility com ­
pan y legi sla tiv e efforts, sh ifting to a posit ion that is mor e balanced for a ll.

Industria ls typ ica lly leave these legislative m atter s to others, As a
con seque nce, the defau lt position has fav ored the util ity com pan ies ' po­
sition. All sta tes have a g ro up that ad van ces the in teres ts of ind ustrials
and relat ed groups of users, Your particip ati on is extremely im portant
and va luab le,

Talk to State Regulatory Staff
Sim ila rly , most sta te regulat or y agencies receive m ore a tte n tio n

from utility representati ves than from their cus tomers , We have often
see n ,1 s trong exchange of staffers between the tw o groups , This p resents
a cha llenge to prevent bia s in regulatory act ions,

Th e staff may be awar e of some initiative that is planned that will
be helpful in yo ur negotiation s, It is importan t to establish a good work­
ing relation ship with them without being ex treme in your advocac y.

Mandated Rate Changes or Rollbacks
Ar e there any mandated rate cha nges or rollbacks proposed ? In on e

recen t negot iati on , we were aware of a pending rollback in rat es man­
da ted by the sta te regulat or y agency , Th is need s to be included in your
p lann ing for the rat es that yo u requ est.
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Do Not Blindl y Accept Their Numbers
Th e easy thing to do is to accep t the utility com pany' s estima te of a

new rat e 's im pact on your operations. They will not kn ow all the plans
for util ity man agem en t to op timi ze power an d ene rgy us,lge , and the ir

mod el just mi ght be erroneous . Ca tching an er ro r p u ts them furthe r on
no tice tha t yo u are a se rio us nego tia to r w ho knows vvhat to do.

Build a Comp uter Model of Your System to Test Prop osal s
One of the most important step s in your negotia tion p rocess is the

p repara tion of a comp uter mod el of your p lan t op era tion. Th is w ill he lp
yo u test va rious com bina tions of rat es an d procedures suc h as load man­
agemen t, load sh ifting, rea l-t ime p ricing or sim ilar a ltomati ves . Fo r
maximum effectiveness. the model shou ld be cons truc ted on an hou rly
basis. Much of the dat a can be ob ta ine d from the util ity com pan y. Ot her s
m ust be estimated fro m dai ly or even mon th ly data.

Ben chmark the model agains t the most recen t year of o pe ra tion (a t
least ), and adjus t unti l yo u have an acceptable match . Sometimes th e
negoti ati on s w ill move ra ther quick ly and yo u mu st be able to de te rm ine
the impact of the latest offer on your opera tion in a short pe riod of tim e.

Have a Knowledgeable Utility Attorney in Your Pock e t
Chances are th at yo ur con trac t w ill become much more com p li­

ca ted th an those of se ve ra l years ago. It shou ld a lso be much less one ­
side d than the olde r one. The new con tra cts ra ise q uestions as to acce p t­
ability to the regulat or y agencies, O ften, a utilit y negot i,ltor w ill say th at
a clause that yo u want is not legall y po ss ible or accep table to the regu] ,l­
tor s. Your a tto rney can be a big help in a limi ted ro le, a lthoug h they do
not un derstan d yo ur utilit y req u ire me nts and m igh t not be as effec tive in
a d irec t nego tia ting posture.

Coordi na te Carefu lly wi th In-P lant Change s
As you determ ine the d irection of the nego tiat ions. you can evalu­

a te modificati on s to yo ur ut ility man agem ent stra tegy to tak e advan tage
of th e new situa tions . O ften, thi s can be a powe rful means of reducin g

utili ty cos ts in your facilit y.

DEVELOP YOU R NECOTIATING ALTERNATIVES

Man y alterna tives exis t that should be cons ide red for spec ific situ­
a tions. Exam ine all of you r op tions; elim ina te the ones tha t ar e impos-
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sible: ev a lua te the possible; and develop a pl an of action that bes t su its
,1101/1' need s,

Relocating Your Load
1) Pldnt Shut -Down

Discu ss .1 shu t-down of yo ur plan t. The only th ing tha t would be
wo rse to a ut ili ty com pany than reducing yo ur rat es would be to
lose yo ur tot al load, If yo u can make thi s argument rea lly stick, it is
a \'er y po we rful one . Blllffillg will be tougl: to do.

2) Plan t Relocati on
Disc uss a relocat ion of yo ur plant. Thi s is a variat ion of the previ ­
nus technique, which works best if you have plants in othe r areas
that mi ght pick up your manufacturing op er ati on ,

3) Shif t Curre n t Product ion Site
Discu ss a sh ift of p roduction to a remote site. Th is is ano the r varia­
tion which m ight reflect a severe reduction of manu facturing p lan t
op erat ion w ith a conseq uen t reduction in ut ility loa d ,

-1 ) Shi ft Ne w Prod uction Site
Discu ss p u tting ne w product ion at a remote si te. Th is is a \'e ry
powerful argumen t, because yo u are offe ring a new load to the util­
itv in return for ra te relief.

Look at Different Power Sources
1) COl1\'e rt to a Municip al Sys tem

Convert your local utility sys tem to a municipal sy ste m , Some cities
are taking over the electrical di stribution sys tem of the investor­
ow ned company supplying pow er to yo ur area , This app roa ch al­
lows them to purchase pow er from altern a tive so urces, An alter na ­
tive av ailable to plants ad jacen t to a city with municipal power is to
hav e their plant annexed without property tax being included , The
ci ty can then sup ply them power purchased from o the r so urces ,
Th is req ui res careful negoti ation, because the p ow er costs in many
m un icipal sys tems may be high er than from yo ur utility co m pany.

2, REA Co -opera tive
Purchase yo ur po we r from an REA co-opera tive. Some co-ops are
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now willing to wo rk throu gh the legal , regulator y and political
hu rdl es to star t supplying power to ut ility conlpan y custome rs.
Th is won 't be easy to accomplish, however.

3) Pow er Marketl'r
Purchase your power throu gh a povver marketer. One of the best
wa ys to make the above two alternatives reall y be valua ble to yo u
is to have a marketer supply cheaper power to yo ur new source. At
presen t, this would have to be done on a wh olesale basis to the
municipalit y or co-op . However, with full deregulat ion yo u may be
able to pu rchase dir ectly from the ma rketer.

4) Sell Your Contract
Sell the con trac t yo u ha ve with your utility compa ny to a mar keter
or broker. Some are willin g to take over your existing ut ility com­
pan y con tract in return for the right to supply pow er to yo u when
deregul ation comes .

Local Generation
1) On-site Base Load Gene ration

Install on-site base load generation. Add a genera ting unit (often a
more efficien t gas turbine-d riven gene rator ) that wi ll run cons tan tly
to supply all, or a significan t part , of the power requ irem ents of
your facility. This op tion is tou gh to justify unl ess you can use the
waste heat in yo ur processes. Man y do not want to have the re­
spo nsibility of opera ting a power plant. It might be possible to turn
it over to a thi rd part y to run .

2. Peak Sha \' ing
Use the on-site genera tion for peak shavin g. The varia ble op era ting
requiremen ts of a peak shav ing approach allows cons ideration of a
d iesel-fired recip rocating unit driving a gene ra tor. First costs are
less than for a turbin e gen erator, but the ope rating costs are high er.
Shav ing the peaks off of the plant dem and pattern can be qu ite ef­
fective in low erin g the demand port ion of your ut ility costs.

3) Emergency On-Site Genera tion for Utility
Dedicate the on-site generation for the utility compa ny's use in an
eme rgency. If you have a back-up genera tor, or choose to add one,
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some ut ilities will contrac t with you to conside r it an eme rge ncy
so urce of power for them if they can d ispatch it. They may pay yo u
handsom ely for this privilege.

-l ) Purcha se Power from Fellow-Ind us trial
Purcha se yo ur power form another nearby industria l who has sur­
p lus generation. Depending on the regulations in your area and the
attitude of yo ur ut ility compa ny, th is arra ngement m ight work. You
would have to be assured that this supply would be very reliab le.

Doe s It Make Sense to Buy Your Substation?
Are you metered on the high-sid e or low -sid e of your subs tation? If

yo u own the substation, you probably can ge t a low er transmi ssion vo lt­
age rate. The offse tting cost of ownership and ma intenance mu st be con­
sidered. Typically, most utility companies will now allow you to pur­
chase the substation on reasonable terms. Remember-the utility compa­
nies usually depreciate their di st ribut ion equipme nt on a 30-yea r basis,
so go for the depreciated valu e.

Most ut ility compa n ies will provide maintenan ce sen 'ices for a fee.
Thi s is well wo rth the cos t to have expert s take this hassle.

An importan t lon g-ran ge factor is re tai l wheeling. Ownership of
your own substation could give you adde d flexibili ty to take advan tage
of wh eeling from others in the fu ture .

Look Inside Your Plant
1) Internal Peak Shaving

Red ucing peak demands is one of the most beneficial me,U1S of re­
d ucing power costs. After an initial reacti on of " there are no oppor­
tun ities to cut an y operating load s during peak period s," the staff
can usu ally make some \'ery significan t cost reduction s with th is
approach . Let the staff be crea tive with this one .

2) Internal Ene rgy Use Reduction
Most peopl e think abo ut reducing internal ene rgy use wh en they
are tryin g to cut power cos ts. Usually, there are some significan t
opportunities in shutting off unnecessar y equipmen t or reducing
the load on some of the equipment. Again , the workers will ha ve
the best ideas in this catego ry.
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3) Utility Technical Help
Ask your uti lity to provide yo u techn ical help from the Elec tr ic
Power Research Inst itute, (EPRI) or othe r so urces. Look a t the big
p icture. As k for every th ing th at yo u th ink might be a possib ility.
Mo st util ities can use their membersh ip in EPRI to provide yo u
some technical assis tance from one of their trade organi za tions or
from int ernal so urces . Don' t be bash ful!

Consid er Joining with Others
To m ultip ly your nego tia ting effo rts, consi der team ing w ith other

cus tom er s. The gr ea ter the load yo u rep resen t, the more attention you
can ge t from your ut ility company.

Aggrega ting , or pooling loads, may not ye t be poss ible in your
area . If not , just negoti ate together for separa te contrac ts.

Look for No n-Elec trical Wa ys to Mutually Benefit
Utility companies are diversifying in to many new areas th at may

be of benefit to your company . Energy cons ulting, test ing, performan ce
con trac ting and comm unica tion sys tems are bein g offered .

Be carefu l of the qualit y of these se rv ices. Star t-up effor ts some­
tim es ar e lacking in experienced staff ing. Co nsider selling them some of
your prod uct, or bu ying some th ing other than elec trici ty fro m them. One
of our clien ts buys ash that is prod uced by their utility company power
p lan t. They use the as h for raw materials in their own process, and also
provide wa ste di sposa l sites for so me of the ash .

Another clien t is joining w ith an unregulat ed subsi diary of th eir
ut ility company to p u t in a cogenera tion unit and so me plant im prove­
merits. Ow nershi p and opera tion of these project s must be carefu lly de­
lineated in the con tract to p revent misunder standings.

DECIDE WHAT YOU ARE WILLING TO OFFE R

Contract Length
The impending massive cha nges brou ght by re tai l wheeling se ts up

stro ng co nflicts on term of the con trac ts. User s wa n t as sho rt a term as
poss ible, whi le utilities want as lon g a term as p ossibl e. Give n n ormal
conditions, yo u sho uld op t for no more than a three year len gth in yo ur
con tract. However, if you can ex trac t suff icien t con cessions to p rovide



Str.ueg ic Pl.um ing for Energy .md the Envi ron ment

flexibili ty to take advant age of retai l wh eel ing when it comes , a lon ger
len gth contrac t can be a significan t attraction to your ut ility company.

Load Managemen t to Match Their Needs
Utility companies with few reserves of power wa n t the high est

possib le load factor in their cus tomers. This provides the most revenue
for them , wi th the least amount of gene ra tion equipmen t. Serious efforts
to smo oth out peak demands ma y be \'ery attrac tive to them.

Purch ase Other Ser vices from Th em
Utilities are tryin g d esp erately to di ver sify , and a re looking for

o ther sources of revenue beyond their high -p riced genera ting faci lities.
i\b ny Me oiiering various specialties such as security, heavy equ ipmen t
test ing, engineering services or performance contrac ting on some of your
in-p lan t equ ip ment upgrades. This makes good sense, if yo u can tak e
ad van tage of their speci alized expertise. O therwise, be \'er y cautious
about I,Kk of experience and high overhea d factors.

CHOOSING PRICING AN D TERMS

Pu sh Your Utili ty Compan y for New Rates
Carefully eva lua te yo ur facil ity's need s, then consider these op­

tions. You must be willing to weigh the risks against the benefits and
find the rate that best fits your situation.

1) Tim e of Day
Use a Time of Day rate for spec ial applica tions. Ca refu lly examine
yo ur man ufacturing proc ess to evaluate sh ifting part of yo ur load
to off-peak period s. This req uires strong coordina tion wi th man u­
Iact uring, bu t w ill cause little objections from the ut ility companies.
The benefi ts can be qui te a ttrac tiv e,

2) Rl',11-Time Pricing
Use Real-Time Pricing, combined wit h red uction in peak d emand s.
If yo u have sup pleme ntal generation or can sh ift load s to off-pe ak
pe riod s, the new er Real-Time Pricing rates can be beneficial. You
must be aggre ssive in managing your peak load s.
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3) Interruptible Rate
Use an Interruptible ra te to low er dem and costs. Man y plants can
allow a part of their load to be cur tailed in return for a ttrac tive re­
duction s in the dem and cha rges . Prod uction staff often are relu ctant
to agree, so careful study, follow ed by some int ernal "give and
take" will help reach a bal ance that will op timize the profits to the
plan ts.

4) In terrup tible Rate with Buy-Thru
Use an Interruptible rate with a buy-thru to eliminate any int errup­
tion s to plant ope ra tion . If you like the ad vantages of an interrupt­
ible ra te without the interruptions, conside r a bu y-thru clau se in
your con trac t. This wo uld allow yo ur ut ility, during a cur tailmen t,
to purchase your power requireme n ts from the grid and pa ss it on
to you. This temporar y pow er source will be more expens ive than
your norm al po we r, but its short durat ion sho uld still make it quite
attrac tive .

5) Interruptible Rate with Buy-Th ru and Limit ed Interruption s
Another alterna tive is to usc an Interruptible rate w ith a buy-thru
and limit ed interrupt ion s. Combin ing the two previou s recomme n­
d ation s might work for some manufacturer s- a favor ite of a Wis­
consin utilitv.

Consider Index Pricing
It is impossible to p red ict exactly wha t changes will occur in the

p ricing of power and ene rgy. Similarly , during peri od s of high profi ts it
may be easier to pa y higher prices than during those cyclical periods
when produ ct p ricing drops. Some times it is appropr iate to tie fu tur e
rate s to some ind ex, such as the price of product in order to better ba l­
ance p lant profitability.

In orde r to increase the liqu idity of pow er marketin g, the New
York Mercan tile Exchange has es tablished a ver y ac tive mar ket in po wer
fu tur es con trac ts-an activity destined to have a growing impact on the
pri ce and availability of power across the coun try . A tabulation of recent
p rices for on-pea k and off-pea k power across the nati on is show n in
Tab le 2.
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Table 2. Recent Prices of Spot Electricity

Weekly Range Weekl y Index

(On-Peak) (O n-Peak)

Weekly Ran ge

(Oif-Pea k)

West ern Markets
CO B/NOB
lvlid -Columbia
Midwav
Mead
Four Corners
Pa lo Verde

511.00 to 515.00
511.00 to $14.50
510.00 to 513.00
511.00 to $15.00
511.00 to 517.00
$11.00 to $17.00

513.80
512.75
511.00
$11.00
512.00
$12.00

55.75 to 58.00
54.75 to 57.50
56.00 to 56.50
55.00 to 57.00
56.00 to 59.00
55.00 to 59.00

North eastern Markets
NEPOOL 523.20 to $28.00
NYPP 521.00 to 526.00
PJM 519.00 to 525.00

Midwestern Marke ts
ECAR 516.00 to 525.00
MAI N 516.00 to 528.00
l\,IAPP 515.00 to 521.00

526.00
523.25
522.70

519.75
519.45
517.75

517.00 to 518.00
514.75 to 518.00
516.50 to 518.00

512.00 to 517.00
511.00 to 514.50
510.00 to 512.50

Southe rn Markets
SERC
SPP
ERCOT

516.00 to 522.00
516.00 to 519.50
519.00 to 521.00

519.50
$17.50
519.30

514.00 to 515.00
512.00 to 514.00
512.00 to 5aOO

Look at both of these inde xing possibi lities for provi di ng future
flexibility. Kec p in mind that this market is quite yo ung and may evolve
sign ifican tly in the coming months.

Change the Energy Price Components
Take a look a t your curren t ra te struc ture. There may be certain

compon ent s that are very rest rictive for the wa y tha t you ar c d oin g busi­
ness. The d emand char ge ma y be hurting your opportuni ties to optimize
production . Try shifting more of the cost to the hou rly kWh char ge. The
Tim e of Day rate that once wa s sui table may now be harmfu l to yo u in
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yo ur pr esent me thod of ope ra tion. A more balanced rat e m ight be ac­
cep table to yo ur utility com pa ny.

Choose Your Terms before Beginning Negotiations
Ca refully eva lua te all ra te alternatives and choose the one best

sui ted for yo ur opera tion. Use it as your opening negoti ating posit ion .
Do not let the ut ility company set the playing field for the negotiat ion s.

Risk Management
The old ap proach of a standard rate for eve ryo ne provided manu­

factu rers a cocoo n of prot ection from choice and responsibility for utility
rate man agem ent. It was also qu ite restrictive and expensive. With rate
rel ief there are man y more cho ices and the possib ility of making wrong
decision s. Typically, the grea ter ra te relief will com e from assuming
grea ter responsibility for man agin g yo ur utilities, and taking more risks
that yo ur best guess might not do as well as expected .

A significan t qu estion to be answered concerns the am ount of risk
of utility pri ce variation, and management 's acceptance of it in the fu­
ture. Cons ide rable ed ucation may be required to ge t them to see that
norm al bu siness risks now extend to man agin g utilities; however , the
po ten tial benefits grea tly outweig h the potential hazards.

Be Sure to Have Wheeling Rights
Even thou gh re tail whee ling may not be available in your area, yo u

sho uld include provisions for yo ur utility company to wheel power to
you fro m an outside source. FERC Order 888 says that they must charge
yo u no more for this service than they charge them selves in ternally. This
prevents th em from hitt ing yo u with an unreal ist icall y h igh fee for
wh eelin g services .

PLANNING FOR FUTURE CHANGES

Anticipating Deregulation
Some peopl e think that no negotiations with their ut ility compa ny

can be successful until retail wh eeling is available in their area. On the
con tra ry, the best time to negotiate a utility con tract is BEFORE the avail­
ability of retail whee ling. The ut ility compan ies are an ticipa ting the com­
ing cha nges and are more willing to conside r concessions now .
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Contract Terms
Be sure to incl ude adequa te protec tio n for the changes in bot h

pO\\'er sup ply an d transmission that wi ll occur in the future. Provide for
the ma ximum degree of flexibility.

SUlvlMARY

PREPARE, PREPARE, PREPA RE. Know your situation and their
situa tion. This hard wo rk will pay off!!
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