Energy Issues

SCOTT LEWIS

How competitive energy suppliers are delivering a range of options designed to belp small and large
businesses better manage risk in energy purchasing and shield exposure to volatile market prices

anufacturers have traditional-

ly viewed energy costs as a

significant and unpredictable
line item on their budget. Today’s
volatile energy markets and fuel
prices make it nearly impossible to
budget accurately, leaving business-
es dangerously vulnerable as they
face erratic price swings. In Illinois
and states across the country, manu-
facturers and businesses have an
alternative. Competitive energy sup-
pliers are offering and continuing to
develop new products and programs
to meet a wide variety of consumers
needs, namely stabilizing energy
costs and providing budget certainty.

As we know, energy costs are
among the most volatile in the com-
modity market. Anything from severe
weather to political uprisings half
way across the world to an oil spill
can directly affect your daily prices.
When faced with this type of uncer-
tainty, it's necessary for energy con-
sumers to take measures to reduce
their risk of exposure and establish a
predictable energy delivery and pric-
ing strategy. Suppliers such as Con-
stellation NewEnergy are working
with manufacturers in Illinois and
businesses throughout North America
to do just that by offering a range of
energy solutions with varying
degrees of risk tolerance.

Let’s take a look at some of the
basic energy purchasing strategies
available today. In order to better
understand the available options,
one can generally distinguish two
components that make up a cus-
tomers’ electricity bill — the energy
itself (i.e. electricity) and all other
related charges, such as charges for

delivering the energy to the cus-
tomer, the cost for making energy
available, and taxes. Energy charges
usually constitute the largest piece of
a customer’s invoice and are subject
to much greater volatility.

We'll begin with an energy solu-
tion designed particularly for the cus-
tomer that requires the security of
predictable monthly electricity
expenses. A fixed price energy agree-
ment can guarantee 100 percent sta-

bility in energy costs, which in turn
alleviates any concerns of variable
energy charges, fluctuating utility
rates, or market price spikes for the
length of the contract. Fixed pricing
agreements can be customized to
meet both short and long-term
requirements, can be combined with
locking in the price for some or all
non-energy components, and most
importantly, allow customers to more
accurately budget and forecast future
electricity spending.

see page 10
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One step down from the total
cost stability delivered by a fixed
pricing agreement is a flexible index
solution. A customer can purchase a
percentage of their daily energy con-
sumption (or for example their on-
peak hourly usage) at a fixed price,
and float the remaining usage on
the daily index market. Businesses
that choose this approach maintain a
hedge against volatile price swings
and also open the door to potential
savings. By accepting some risk to
purchase on the spot market for a
short period during the day, busi-
nesses gain the advantage of poten-
tially securing lower market prices
during such hours. If the daily mar-
ket price is below the contracted
fixed price, customers can spend
less than they would have with a
100 percent fixed price agreement.

Manufacturers with greater con-
trol over their energy consumption
needs are well positioned to benefit
from a flexible index pricing option.

For businesses that closely watch
energy consumption, shifting load to
more favorable hours under this
model can significantly lower energy
spending.

For manufacturers willing to take
even slightly more risk, a block plus
index solution is available, which
enables consumers to lock in a
more specific portion of their elec-
tricity demands or tailor their supply
to meet a particular need.
Businesses that actively monitor and
manage electricity consumption pat-
terns are well suited to explore this
option. Similar to flexible index
solutions, block plus index pricing
goes beyond distinguishing solely
between on and off peak demand.

Block plus index solutions allow
a customer to further narrow down
their primary consumption parame-
ters and select a block of time for
which they choose to lock in a fixed
energy price. Blocks can be pur-
chased at any time for standard mar-
ket periods or for a period of
months. The duration of time and
amount of electricity within a block
is determined by the customers’
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individual needs. Any electricity con-
sumption that falls outside the block
index pricing is billed at the variable
index price. If the customer uses
less than the block purchase, the
excess energy will be sold back into
the spot market and the customer
will be credited with such amount.
Each electricity pricing option
gives customers the ability to further
specify components of their agree-
ment, including the choice to bun-
dle all non-energy charges such as
ancillaries, line losses, distribution,
and transmission into a fixed price
charge. This action can further
reduce exposure to risk and help
avoid unexpected charges on the
monthly bills. Constellation New-
Energy customers in Illinois and
North America also gain free access
to the NewEnergy Online (NEO)
web-based energy management and
budget tracking tool. NEO is provid-
ing customers of all sizes with
detailed electricity market informa-
tion, customized energy tracking and
usage history, comparison features
that can help identify efficient or
see page 11
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inefficient equipment, and an overall
better understanding of the factors
that drive market prices, as well as
impact budgeting activities and the
bottom line.

Lastly, for large-scale energy con-
sumers looking to set more aggres-
sive budget targets beyond the capa-
bilities of the above mentioned risk
management purchasing strategies,
Constellation NewEnergy offers a
sophisticated energy hedging pro-
gram entitled i2i (information to
implementation). Modeled after
financial risk management strategies,
the i2i program analyzes a cus-
tomer’s risk profile and designs an
optimal energy procurement strategy
to meet each customer’s budgetary
requirements. The company’s i2i
patent-pending analytic model
assesses budget goals, risk tolerance,
and the global market factors
impacting each customer to aid in
the development of a roadmap,
which guides the energy purchases

made on behalf of the customer.

i2i customers are free to take as
little or as much risk as they’d like.
The tradeoff remains the same:
those willing to accept a wider mar-
gin of risk also position themselves
for greater rewards, as well as the
potential to meet or exceed more
aggressive budget targets. Constel-
lation NewEnergy provides the
expertise necessary to help cus-
tomers navigate the treacherous
landscape of energy markets to
make calculated and informed ener-
gy purchases. The i2i program is
structured around a long-term
approach (3-5 years), which is nec-
essary to leverage market volatility
by taking advantage of market lows
to shield against market highs. This
strategy has proven effective in
bringing energy costs back under
control and helping customers
achieve long-term budgetary goals.

Here in Illinois, CB Richard Ellis
(CBRE) enrolled in the i2i program
in 2005 and has since seen measura-
ble results. Budget expectations
have been surpassed and in compar-
ison-based studies, CBRE has out-
performed its peers by significantly
reducing its energy costs. With the

i2i program, CBRE is able to com-
bine the energy procurement and
expenses for 16 of its facilities to
improve efficiencies and manage
costs at a corporate level rather than
at a facility level. Most notably,
CBRE was able to achieve these
impressive results and manage
through the volatile price spikes dur-
ing Hurricanes Katrina and Rita to
achieve long-term price stability and
meet its budget targets.

Illinois manufacturers and energy
consumers have the advantage of
operating in a competitive energy
market where suppliers such as
Constellation NewEnergy have rolled
out a range of energy purchasing
and risk management programs.
CNE’s programs are designed to
help customers stabilize energy costs
and bring more certainty to the
budgeting process. Regardless of the
size, scope, or energy needs of a
manufacturer, implementing some
form of hedging strategy or risk
management approach towards the
purchase of electricity will undoubt-
edly make a positive impact on the
bottom line.
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