The Energy Wolf is at the Door
By Wayne Robertson

Energy Awareness is coming back in style. In today's difficult economy, facility owners
are looking for more ways to reduce operating costs, and energy is a good place to look.
Why? Because a typical office building in Atlanta Georgia spends $1.30-1.40 per square
foot per year for electricity; gas adds 10-15¢ and water 5-10¢ per square foot to that
figure. Utilities are the biggest single line item in the annual survey of operating
expenses conducted by BOMA; greater than cleaning, maintenance or administration.
Consequently, investments in energy efficiency are among the best an Owner can make.

“Electricity costs near 20-year highs” was the headline in USA Today in June. The story
went on to say that retail electric prices may rise 4% this year nationwide. Here in South
our electric rates are generally lower than the national averages and have been declining
but some rates are starting to creep up; Georgia’s biggest electric utility has filed for a
rate increase. Natural Gas prices too are at very high levels and likely to remain so,
according Fed chairman Alan Greenspan. Rising energy costs mean energy conservation
is coming back in fashion.
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Investments in energy efficiency are among the best an Owner can make and now even
more so. As Energy User News just said, “Conservation Always Reduces Cost...even in
turbulent times.” There are two aspects to good energy management: managing energy
consumption and managing energy prices. To get the biggest bang for your buck, you
must integrate both into your project planning.

© Energy Ace, Inc. 2003 Wwww.energyace.com



Understanding Electric Rates: Dull but Profitable

Typical electric rate tariffs may appear mysterious and impenetrable but a little effort to
understand the rules can payoff with savings. Knowing how rates work help the Owner

make better and more informed operational and facility investment decisions. For

example, if your buildings are on a typical Power & Light tariff, which is commonly the
case for office buildings, your costs are made up of two components: electric demand
(kW) and electric consumption (kWh). The billing demand portion could make up half
your bill and most of that could be set during just one thirty-minute period in the summer.

Observe the chart below:
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Instead she will focus on summer demand and on reducing consumption all year-round.
“Your mileage may vary” so analyze your own rate structures with the help of your
Energy Manager and your electric utility rep to make sure your energy conservation
efforts will be effective.

Average Costs versus Marginal Costs

A common mistake is to use average costs to compute the savings from proposed energy
projects and not marginal or incremental costs. Observe the data from Ima Lert’s electric
utility.

It contains average cost information — her average cost of electricity for this building is
about $4.8¢/kwh; however, the electric rate schedule is a “declining block” type which
means the unit prices decline as the consumption increases. The marginal cost is the cost
of the last kWh purchased; i.e., in the highest consumption category and is therefore the
lowest priced electricity - about 2.5¢. This is the amount that would be saved from
saving 1 kWh off the top so the marginal costs are the only numbers that should be used
in energy-savings calculations.

A lighting salesman gives her a proposal which shows savings with a three year payback;
he used average costs for his savings projections. Ima Lert knows the difference and
pays no attention to average cost information. She recomputes the project payback to be
5.75 years and can now compare this project with competing projects on an equal basis.

What to Do?

Work closely with your electric utility rep to identify rate options, riders and alternatives
that may benefit you. Certain plant-side changes, either operational or functional, could
qualify you for a new and better rate tariff. Some utilities offer standby generator rates,
peak shaving rates, economic development rates, jobs creation riders, not to mention
rebates and incentives for investing in new technologies. Make an ally of your utility rep
to help you find advantageous options.

Also work closely with your peers and/or your trade organization. Find out what others
in your situation are doing. One company we know is in an industrial park and is asking
its fellows to share information in hopes of getting better deals for all.

Wayne Robertson, Energy Ace, Inc.
Energy Cost Reduction Programs for Owners
wayne(@energyace.com, 404/277-1590
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