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A IO-Step Program to
Successful Utility Deregulation
For Building Owners and Managers

George R. OWf'IlS , V E., C.E.M.
The Rouse Compnlly

With the passage of the Energy Policy Act of 1992, the process of
deregulating the electric industry was begun. Because of this historic
change toward a competitive arena, the utilities, their customers, and
energy service providers have begun to ree xamine their relationships.

How will building owners, each with varying degrees of sophis
tication, choose their suppliers of these services? Who will supply
them? What will it cost? How will it impact the tenants/occupants?
How will the successful players bring forward the right product to the
marketplace to stay profitable? And how will more and better energy
purchases, commissioning, O&M, and energy services improve the
bottom line?

This article reviews the historic relationships between utilities,
their customers, and energy service providers, and the tremendous
possibilities for doing business in new and different ways. Of particu
lar concern to building owners is who will be best able to supply these
services in the future and if they will improve quality and reduce
costs.

BACKGROUN D

The pa ssage of the Ene rgy Policy Act (EPACT) of 1992 began the
process of d rast ically cha ng ing the way that u tilities, their customers,
and the energy services sector dea l (or not deal ) with each other . Regu
lated mon opolies are out and customer choice is in . The fu tur e will re
quire know ledge, flexibility, and ma ybe even size to parlay th is cha nging
environmen t int o profit and cost sav ing oppo rtunities.
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One of the provIsIOns of EPACT mandates open access on the
transmission system to "wholesale" customers. It also provides for open
access to "exempt wholesale generators" to provide power in direct com
petition with the regulated utilities. This provision is fostering bilateral
contracts (those directly between a generator and a customer) in the
wholesale power market. The regulated utilities then continue to trans
port the power over the transmission grid and ultimately, through the
distribution grid, directly to the customer.

What EPACT did not do was to allow for "retail" open access.
Unless you are a wholesale customer, power can only be purchased from
the regulated utility. However, EPACT made provisions for the states to
investigate retail wheeling ( "wheeling" and "open access" are other
terms used to describe deregulation). Many states have held or are cur
rently holding hearings. Several states either have or will soon have pilot
programs for retail wheeling. The model being used is that the electric
generation component (typically 60-70% of the total bill) will be deregu
lated and subject to full competition. The transmission and distribution
systems will remain regulated and subject to Public Commission control.

ELECTRIC INDUSTRY DEREGULATION TIME LINE

Deregulation will affect large industrial users, then large commer
cial users, and eventually be applied to small commercial and residential
users over the following time line:

1992 Passage of EPACT and the start of the debate.

1995 & 1996 The first pilot projects and the start of special deals . Ex
amples are : The auto makers in Detroit; New Hampshire
programs for direct purchase including industrial, com
mercial and residential; and large user pilots in Illinois
and Massachusetts.

1997 Continuation of more pilots in many states and almost
every state has deregulation on the legislative and regu
latory commission agenda.

1998 Full deregulation in a few states for large users (i.e., Cali
fornia and Massachusetts). Many states have converged
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upon 1/1/98 as the start of their deregulation efforts
with more pilots and the first 5% roll-in of users, such as
Pennsylvania, New York.

2000 Deregulation of electricity will be common for most in
dustrial and commercial users and begin to penetrate the
residential market.

2002 We will all be getting calls at home disturbing our din
ner for the next best deal on power.

THE IMPACT OF RETAIL WHEELING

The Rouse Company has been making energy supply choices on
both new building construction and existing building operations since
the first building was built. This has included negotiations with utilities
for primary service, business recovery rates, economic de velopment
rates, interruptible and other rates advantageous to ourselves and our
tenants. We also have participated in the deregulated gas industry and
have directly purchased natural gas from marketers and brokers on the
open market.

With an annual utility bill of more than $85,000,000, The Rouse
Company and its subsidiaries and affiliates, are customers of 45 electric
utilities. The cost of electricity varies from 3.5 cents to more than 12 cents
per kWh. The price for electricity is markedly different in neighboring
regions, states, and even across adjacent property lines.

Many believe that electric deregulation will even out this difference
and bring down the total average price through competition. Data from
other industries support many of my colleagues as well as my own be
liefs that deregulation will result in a reduction in electricity costs from
a minimum of 10% to 20% or greater.

Figure 1, which was taken from a research project report by Mercer
Management Consulting, Inc. Copyright Edison Electric Institute, details
the cost experiences of five industries after deregulation. The reduction
in cost for those industries has ranged from 35 to 65 percent. The first
year reduction ranged from almost no change to a 15 percent reduction.
Most utilities are already taking actions to reduce costs . Consolidations,
layoffs , and mergers are occurring faster than I can keep up with them.
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As part of the tran sition to deregulation, many utilities are request
ing and receivin g rate freezes and reductions. One ut ility in the northeast
has req ues ted a 25''i:, rate reduction for industrial cus tome rs and a 10%
reduct ion in the large commercia l sector.

All of thi s provid es for interesting background and statistic s. But
wh at does it mean to those of us interested in providing and procuring
utilities, comm issionin g, O&M (operations and maintenance), and the
othe r ene rgy se rvices required to build and operate buildings effective ly?

Just as almost every business en terprise ha s expe rienced changes in
the way that they ope ra te in the '90s, the electric utilities, their customers
and the ene rgy ser vice sector must also transform. Only the well-pre
pared compa nies will be in a position to take ad vantage of the opportu
n ities that wi ll present themselves after deregulation . By January 1, 1998,
buildi ng owners and manager s need to be in a position to activ ely par
ticipate in the early opening states. The following questions will have to
be an sw ered by eve ry company if the y are to be pr ep ared:

•

•

•

•

\Vill yo u part icipate in the deregulated electric market ?

Is it be tter to do a national account style supply arr angement or
d ivide the pr op erti es by region and / or by bu ilding typ e?

How will electric deregulation affect our relationships with our ten
ants?

Ma jor cha ins may want to partake in purcha sing pow er on their
ow n.

• Should the ana lysis and opera tion of electric deregulation efforts be
in-h ou se or by cons ultan ts or a combination?

• Whel t are the criter ia to use to select the ene rgy supp liers when the
future is un certain?

TH E TEN-STEP PROGRAM TO SUCCESSFUL UTILITY

DEREGU LATIO N FOR BUILDING OWNERS AND MAN AGERS

In orde r for the bu ild ing sector to get ready for the ne w orde r and
answ er the ques tions raised abo ve, I ha ve de velop ed thi s ten step pro
gram to ease the tran sition and take ad vant age of the new oppo rtunities .
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Step #l-Know Thyself
• When do you use the power ?
• Summer vs. win ter, night vs. day?
• Wha t load can you con trol/change?
• What $$$ goal does your bu sine ss have?
• Wha t is yo ur 24 hr . load profile?
• Wha t are your eng inee ring, mon itoring and financia l streng ths in

hou se?

Step #2-Keep Informed
• Read , read, read-netw ork, network, network
• Profession al organizations
• Vendors, con sultants, and con tractors
• Sub scribe to trade publicat ions
• Attend seminars and conferences
• Internet resources-news groups, WWW, E-mail
• Investigate Buyer 's Gro ups

Step #3- Talk to Your Utilities (all energy types)
• Cus tomer relat ions are improv ing
• Discuss alte rna te con tract terms or othe r energy services
• Find ou t are they "for" or "agin" deregul at ion
• Obtain improved service item s (i.e., reliab ility)
• Tell them your position and what you wan t, now is not the time to

be bash ful
• It is possible to renegotiate exis ting con trac ts

Step #4- Talk to Your Future Utili tyties)
• See Step #3
• Find out wh o is actively pu rsuing yo ur market
• Check the neighb orhood , check the region, look nat ion ally
• Develop your future relat ionships
• Develop ESCO, power market ing, finan cial, vendor and othe r part

ners for yo ur ene rgy services need s

Step #5-Explore Energy Services Now (Why Wait for Deregulat ion)
• "Standard" ene rgy projects such as lighting, HVAC, etc.
• Distri ct cooling / hea ting
• Sell your cen tral plant
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• Squa re foot pricing
• Buy comfort, BTUs or GPMs not kWhs
• Outsource your Operations and Maintenance
• Othe r work on the customer side of the meter

Step #6-Understand the Risks
• Tim es will be more complicated in the future
• Len gth of a con tract term in uncertain times
• Do yo u want immediate reductions now, larger reductions later or

prices tied to some other index?
• Do you wan t a flat price for utilities?
• Losing control of your de stin y-turning over some of the ope rational

con trols of yo ur energy sys tems
• Some companies will not be around in a few years
• How mu ch risk are you willin g to take in order to achieve higher

rewa rds?

Step #7-Solicit Proposals
• Meet with the bidders prior to the Request For Proposal (RFP)
• Prepare the RFP for the services you need
• Ident ify qu alified players
• Make commissioning a requirement to achieve the results

Step #8-Evaluate Options
• Enlist the aid of in ternal resources and outside consultants
• Narrow the pla ying field and inte rview the finalists prior to award

ing
• Prepar e a financ ial ana lysis of the results over the life of the

p roject-ROl and Ne t Present Value
• Rem ember that the least first cost ma yor ma y not be the best value
• Pick someone that has the financi al and technical strengths for the

lon g term
• Evalua te financ ial op tions such as leasing or shared

Step #9-Negotiate Contracts
• The lon ger the contract, the more imp ortant the escala tion clauses

d ue to compo und ing
• Since yo u may be losing some control, the contract document is

yo ur only p rotection
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• Remember, the supplying of energy is not regul ated like the sup-
plying of kWhs are now

• The "Who Struck JoOO" clauses are often the hardest
• Include monitoring and evaluation of results
• How do you get out of the contract and what does it cos t?

Step #lG-Sit Back and Reap the Rewards
• Monitor, mea sure, and compare
• Don 't forget Operations & Maintenance for the long term
• Keep looking, there are more opportunities ou t there
• Get off your duff and go to Step #1 for the next round of reductions

IN-HOUSE VS. OUTSOURCING ENERGY SERVICES

The building sector has always used a combination of in-hou se and
outsourced energy ser vices. Many large managers and owne rs have a
talent ed and capable staff to anal yze energy costs, develop capi tal pro
grams, and ope rate and maintain the in-place ene rgy sys tems . Others
(particularly the smaller pla yers who cannot justify an in-hou se staff)
hav e outsourced these functions to a team of cons ultan ts, con trac tors,
and utilities. These relati onsh ips have evo lved recentl y due to downsiz
ing and returning to the core businesses. In the new era of deregulat ion ,
the complexion of how energy services are deli vered will evo lve fur ther.

Cu stomers and energy serv ices companies are already get ting in to
the ut ility bu siness of generating and delivering po wer. Utilities are also
getting in to the act by going beyond the meter and supplying chilled /
hot water, condi tioned air, and comfort. In doing so, milny utilities are
se tting up unregulated subsid iaries to pr ovide commiss ioning , O&M,
and many other ene rgy serv ices to customers located w ithin their terri
tor y, and nati onwide as well. Figure 2 illustrates the various models that
exist now and in the future for cus tomers, uti lities, and energy services
companies.

CONCLUSION

Deregulation of the electric utilit y industr y is here. Compe tition, cus
tomer choice, and generally lower costs for kWh s and end uses of ene rgy
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will prevail. The electric industry, their customers, and the energy ser
vices sector will ha ve to reexamine their methods of operating their
businesses. Utilities, cus tome rs, and energy service companies will try to
get in to each othe r's area of bu siness. Energy efficiency projects w ill
multiply trem endou sly an d the emphasis wi ll move from providing
kWh s to prov id ing comfo rt.

Only the bu ilding owne rs and managers that are ready for the new
era of electric de reg ulation will achieve improved com fort and reliability
a t a lower cos t. The "Ten-Step Program to Electri c Deregulation for
Building Owne rs and Managers " provides a step-by-s tep methodology
for embracing, conquering, and takin g ad vantage of the new era.
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