
-l6 Strategic Planning for Energy and the Environment

Eggs, Lettuce, and Kilowatts

An Allegory for Energy Purchasing Managers

Robert W. Chat/will, P.E.
Principal
Precision Strategies, Inc.

The purchasing manager for Evergreen Uni versity has the job of
bu yin g food and beverage supplies for all cafeterias and snack bars lo
cated on the main uni versity campus and its branch campuses. Her job
also en tails bu ying food and beverage supplies for all facult y lounges,
fraternity houses, the university hospital, and for the concession stands
for all athletic events of Evergreen Un iversity. Food and beverage pur
chases for these resp onsibility areas amount to about $20 million per
yea r. She has a staff of five people.

She uses computer software for inventory maintenance, to flag eco
nom ic order quantities, and to interface with accounts payabl e at the
university. With this degree of sophistication it would appear the pur
chasing manager could institute some major economie s in the wa y she
bu ys food and beverage supplies for the uni versity complex.

There is one problem. Evergreen University is a state uni versity
complex (the un iversity, the branches, the hospital, etc.). By state law the
purchasing manager is required to bu y all food and beverage supplies
thr ough a wholesa le food supplier based in the "State of Jefferson ."

Many years earlier Bailey Wholesale Food and Beverage d id a good
job of lobbyin g in the Jefferson state legislature. The state legislature,
wanting to promote home-grown businesses, passed a law that required
all state agencies to do business with a state-based food and bev erage
wh olesaler. Over time Bailey had purchased all of their meaningful com
petitors . A few very small ones remained . However, Bailey wa s the only
one large eno ugh to handle the busine ss of the un iversity and othe r
sizable state facilities.
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A VERY RELIABLE SUPPLIER

Bailey Wholesale is dependable. If the university purchasing de
partment called for 400 dozen eggs, 150 cases of lettuce, or whatever,
they were promptly delivered to the locations specified by the purchaser.
There had been some times of crisis that Bailey had come through for the
university. There was the unexpected visit by the Japanese ambassador 's
group last year when several of the faculty lounge/restaurants needed
gourmet foods on a moment's notice. Bailey delivered on time . Bailey
even hired a gourmet chef at their own expense and sent him along to
help Evergreen's people through the crisis for the ambassador's group.
Bailey's sales reps call on the purchaser and her staff on a regular basis.
The purchaser and some of her staff often play golf with the Bailey reps.

The purchaser often brought up the issue of price on some of the
products Bailey supplied. From time to time a small price break has been
given to the university. Mainly though, Bailey's people told the univer
sity purchaser that since she was getting always getting prompt service,
few (if any) billing errors and, their expertise during crises she should be
satisfied with the excellent prices she was getting. So the purchaser, try
as she might, couldn't get any significant price breaks from Bailey
Wholesale, essentially the only supplier of food and beverage available
to Evergreen University.

In a neighboring state (the "State of Madison") after last year's
election, a new governor and a new state auditor came into office. It was
found that purchasing for state-owned institutions in the State of Madi
son was in the dark ages. Various state agencies were tied to antiquated
purchasing laws on everything from bulldozers, to writing pens-even
food and beverage service. New laws were passed that began to phase
in competitive purchasing. These happenings were not lost on the gov
ernor and legislature in the State of Jefferson where Evergreen Univer
sity is located.

A NEW PERSPECTIVE ON PURCHASING

The major political happenings in the state next door weren 't lost
on Bailey Wholesale either. They knew that sooner or later that purchas
ing reforms would be brought up and likely passed in the State of
Jefferson. Recently executives of Bailey paid a call on the purchasing
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man ager at Evergreen University. They offered a d iscou n t of 5''i;' (abou t
51 million pe r year) on all food and beverage purchases and a seve n day
a week delivery to Everg reen University if the purchaser wo uld sign a
new ten year purchasing agreemen t with them.

Bailey knew that in the neighb oring state, even though the purc has
ing law s had changed d rastically, the laws d idn 't void an y existing con 
tra cts. The new laws on purcha sing in the neighboring sta te wen t int o
effect as existing con trac ts expi red .

Evergreen 's food and beverage purchasing man ager had been a t
tending professional asso ciation meetings. She knew food and beverage
cos ts in those states wh ere open purchasing competit ion was permitted
we re running a grea t deal less than wha t Evergreen was paying Bailey.
For exam ple, she had priced soft drink syru p and found whe re she was
paying Bailey about 53.25 per gallon, state un iversities in states with
open purchasing competition were getting the same syrup for around
52.60 pe r gallon.

WHAT SHOULD SHE DO?

Should she sign the new ten year agreem ent ? She knew the Bailey
people really we ll. They had alw ays come through wh en she wa s in a
bin d . (Remember the un expected visit by the Jap an ese ambassador")
They had almost alwa ys delivered on time and had ver y few billin g
errors . They had low ered pri ces a few times on some items. Their p rices
had alwa ys scented to be fair but now she was beginn ing to wonder. The
uni versity had a valid contract wi th Bailey. Its exp iration date wa s abou t
1-1 m onths away. The purchaser didn 't know when or if the legislature
in the State of Jefferson wo uld act on an open purcha sing law. Wha t
uwutd she do?

WHA T SHOULD ENERGY PURCHASING MANA GERS DO?

If all th is sounds fam iliar, it sho uld . Change the title of the food
purchasing manager to plan t manager or energ y purchasing man ager
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and you have a scenario that is similar to many situations today involv
ing large electric power users and electric utilities.

Many traditional electric utilities are trying to marry their larger
customers to them for an additional five to ten years with rat e discounts,
customized summary billing, and other incentives. The utilities feel that
a new piece of paper will help secure their rights to continue electric
serv ice when retail competition is permitted in their state. It will on ly be
a matter of time before your company is approached with some sort of
a bu siness proposal from your local electric utility in their effort to ex
tend their contract with you.

1£ you operate several facilities, e.g., chain stores, you can likely
expect to be contacted by electric utility company marketers from outside
your immed iate area. These non-local utilities usually will offer to audit
your electric bills and offer to be your negotiator for utility purchases.
All the y want in exchange is to have the right of first refusal to serve
electric power to all your facilities when the state law permits reta il
electric compe tition.

Too much is unsettled about the electric utility industr y today to
simply sign a long-term electric power contract for some immed iate
dollar savings. It ma y be very tempting to sign an agre ement to have an
electric utility company do your utility bill auditing and contract /rate
negotiations. As the story about the university food and beverage pur
chaser goes- be careful.

HERE'S WHAT YOU SHOULD DO

Be attentive to what is going on in your state, in neighboring
states, and at the national level with regard to retail electricity compe
tition. Stay in communication with your trade association and partici
pate in public input sessions regarding retail electricity competition.
Read very carefully everything an electric utility submits to you, check
with others in your industry (or trade association). Ask competent
utility consultants and your legal staff to give you an op inion. Then be
prepared to negotiate firmly and carefully with the utility. By follow
ing this approach you may be able to structure a win/win arrangement
without compromising your choices for the future.
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