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When asked to do an update article on utility deregulation several alternative titles jumped to mind:  “The Good, the Bad and the Ugly of Utility Deregulation”, “You Need to Be Careful What You Wish For”, “Opportunities Still Exist for Shopping Centers” or “Utility Deregulation - What’s Next?”.  First the good news.  Utility deregulation has generated a significant savings to savvy shopping center owners with savings as high as 10 to 20% in some locations.  However, as we saw in southern California this summer, where the price for electricity skyrocketed and many budgets were busted (see sidebar), utility deregulation needs to be approached with caution.  As you can see, utility deregulation has been a mixed bag of successes and disappointments.

What Can I do to Get Ready for Utility Deregulation?
The flip side of the problems coming out of California’s electricity deregulation is that utility deregulation can bring rewards as well as risks.  I have heard of savings reports from large users of 10-20% and in the millions of dollars in certain states.  This was particularly true in the early programs.  However, it is becoming more difficult to maintain those levels of savings as the power prices have increased over the short term.  It takes more expertise and effort than ever to get savings out of deregulation.  By getting ready for deregulation the customer can take advantage of the savings opportunities that are available now and mitigate future risks of the marketplace.

Two approaches are recommended for a successful deregulation program.  The first deals with the supply side of the electricity equation.  By implementing a utility deregulation program, your existing utility use and costs can be analyzed and a procurement of electricity and other fuels can be undertaken to your advantage.  A 10-step approach was developed to aid building owners and managers to get ready for utility deregulation.  These steps have a track record of success.  They are presented in outline form below and the full version can be viewed at the EESIenergy website address listed at the end of this article.

The Ten Step Program to Successful Utility Deregulation 

For Building Owners and Managers

  Step #1‑Know Thyself, electric profile, how much you use, when, etc.

  Step #2‑Keep Informed

  Step #3‑Talk to Your Utilities (all energy types)

  Step #4‑Talk to Your Future Utility(s) 

  Step #5‑Explore Energy Services Now - (Why Wait for Deregulation)

  Step #6‑Understand the Risks

  Step #7‑Solicit Proposals

  Step #8‑Evaluate Options

  Step #9‑Negotiate Contracts

  Step #10‑Measure Results and Sit Back and Reap the Rewards

Another possibility for tackling the deregulation fray is to join or form an aggregation group.  An aggregation group bands together customers to ease the burden of procurement and to provide a larger load to go to the market.  This larger load can sometimes result in better pricing than what could be obtained by individual buildings.  Just like everything else in life, there are advantages and disadvantages to aggregation.

Advantages of Aggregation

•Reduce Internal Administration Expense

•Share Consulting Expense

•A Bigger Bid will result in More Supplier Attention

•A Bigger Bid may result in Lower Rates

•Dissimilar User Profiles may result in Lower Average Rates

Disadvantages of Aggregation

•If You are Big Enough, You are Your Own Aggregation

•Good Load Factor Customers may Subsidize Poor Load Factor Customers

•The Average Price of an Aggregation may be Lower than Your Unique Price

•An Aggregation has difficulty meeting “Unique” Customer Requirements

See the website listed at the end of this article for a listing of aggregation groups.
Even if you get a long-term contract with an attractive discount, you will not be protected forever.  And if California is an example, you may be in for a rude awakening in the future. This leads to the ultimate solution to high electricity prices.    

The Can’t Lose Solution to High Utility Prices
In a “back to basics” kind of way, many shopping center owners and developers are rediscovering a solution to high utility prices.  Utility costs are composed of two components:  How much does it cost? and How much do you use and when do you use it?  The deregulation plan discussed in the previous section deals primarily with reducing the rate you pay and should be pursued.  In this section, I will give you some ideas of reducing utility costs through energy management.

Energy management has been around for many years.  In all the initial hoopla of utility deregulation, energy management has sometimes taken a back seat.  Why spend time and money managing energy when utilities will be cheaper through deregulation?  As has been seen in California, utilities may or may not be always cheaper after deregulation.  

The start of any energy management program is to gather energy information.  Information is power and you can’t manage what you can’t measure.  Once the information is gathered, it can be analyzed to identify opportunities for savings.  This same database is a necessary element to measure and track the results of savings programs.   

An assessment of the existing energy using equipment and systems would then follow.  This assessment could be as simple as a “walk-through” energy audit to decide early on if a more detailed audit is warranted.  I have found many savings opportunities that are low cost or no cost just by spending a day reviewing a building’s energy system and interviewing the operators and maintenance personnel.  Prior to undertaking an extensive energy program, a more detailed audit is warranted.

Next, a Strategic Energy Plan would be developed to identify areas of improvement and guide the energy management and utility procurement efforts in the future.  The strategic plan should include information on the use and cost of utilities, how utilities are procured, the energy using systems, operations, maintenance and recommendations for improvements.   

A list of potential energy management projects has been developed that have been successfully applied to shopping centers.

Potential Energy Conservation Measure (ECM) Projects
1.  
Operations and Maintenance Program Review

2.
Lighting retrofits
A. 
Fluorescent lighting

B.  
Electronic ballasts

C. 
LED exit signs


D. 
Reflectors

E. 
Motion sensors

F.  
Daylighting control

G. 
PL lamps

3.  
Energy Management Systems and Controls
A.
Energy Management Systems

B.
Load Reset/Setback

C.
Direct digital controls

D.
Demand controls

E.
Electric deregulation monitoring and control

F.
HVAC and lighting controls

G.
Management information tool

H.  
Software:


Scheduled start/stop


Optimized start/stop


Temperature compensated duty cycle


Temperature compensated demand shed


Night setback


Temperature reset:

a.  chilled water

b.  hot water

c.  condenser water

d.  supply temperature

4.  Mechanical and Electrical Retrofits/Installations
A. 
Economizers (Air/Fluid)

B.  
HVAC controls

  
C. 
HVAC Unit Changeouts (including CFC management)

D.  
Variable Frequency Drives

· Chilled water pumping

· Condenser water pumping

· Cooling tower fans

· Variable air volume (VAV) fan systems

· Chillers

E.
Boiler/Steam Equipment


F.
Fuel Conversion and Dual Fuel Systems


G.
Cogeneration and Waste Heat Recovery Systems


H.
Peak-Shaving and Distributed Generation

I. Thermal Storage Systems

L. High Efficiency Motors

M. Steam Traps Replacement

N. Domestic Hot Water System Retrofits

O. Power Factor Correction

The deregulated electricity market rewards customers with attractive load profiles.  A sound energy management program cannot only save money outright, it can complement deregulation efforts by managing when electricity is used.  For example, an Energy Management System can sense the electricity usage in real time defer non-essential loads to a lower cost time period or begin to cycle HVAC units where space temperatures will allow.  Another example of this technique is to employ any emergency already in place or install distributed generation to shave peak loads.         

Conclusion

Utility deregulation is here and we all have to learn how to take advantage of the opportunities.  As seen in California, there are risks associated with utility deregulation.  A well informed shopping center owner and manager will be in a better position to understand those risks and to take advantage of any opportunities available.  To lower utility costs, both the unit cost and the use of utilities have to be managed.  A Strategic Energy Plan is a useful tool to guide the shopping center owner and manager’s future energy decisions.  And remember, traditional energy management projects are still effective in reducing a shopping center’s utility bite.

Resources
Some good resources includes:  1) Your inhouse engineering and maintenance personnel, 2) Both existing utilities and the new suppliers entering the market, 3) Consultants that specialize in utility deregulation and energy management, 4) Other engineering consultants, 5) Contractors and equipment suppliers and 6) Trade organizations like the International Council of Shopping Centers (ICSC).  ICSC has formed an Ad Hoc Committee on Utility Deregulation for the purpose of monitoring the situation as it affects shopping centers and keeping its members informed.  This has included utility deregulation sessions at ICSC events and periodic updates to its members.

Some Useful Internet Sites for Utility Deregulation

· 10 Step paper - www.EESIenergy.com

· State activities - www.eia.doe.gov/cneaf/electricity/chg_str/

· State regulatory commissions www.naruc.org

· Utilities - www.utilityconnection.com

· Aggregation groups – www.energybuyer.org

· Maillist – AESP-NET.org 
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1st sidebar:

Utility Deregulation 101

Historically, utilities have been fully regulated by state utility commissions and the Federal Energy Regulatory Commission (FERC).  Beginning in the late 80’s, individual states took actions to deregulate natural gas.  With the passage of the Energy Policy Act (EPACT) of 1992, the process of deregulating the electric industry was begun.  For the first time, customers can choose their supplier of electricity from a variety of sources.  Electricity supply can be broken down into three major components:  generation, transmission and distribution.  

The generation of electricity includes the power plants that produce electricity and the fuels (coal, natural gas, fuel oil, nuclear and renewable sources) that power them.  Only the generation portion of the electric bill is being deregulated.  The transmission system consists of large towers with cables that deliver bulk power and continues to be regulated by the Federal Energy Regulatory Commission.  The end use customer (i.e. shopping center) receives electricity from the distribution company, which continues to be regulated by the individual states.  

The regulated distribution utility will still be responsible for the delivery of electricity to the end user regardless of who generates the electricity.   If you have a power outage or need a new service, they will still be the one to call.      

While EPACT mandated that wholesale power be deregulated, it enabled the states to deregulate retail power but did not require the states to do so.  Therefore, each state has taken independent actions to decide if they will deregulate and to establish their own schedules and rules.  This is one of the aspects of deregulation that makes it difficult for multi-site users to keep track of each state’s activity.  Go to the State Activities website sponsored by the Department of Energy listed at the end of this article for more information on the status of your state. 

2nd Sidebar

What Went Wrong in California’s Electricity Deregulation

Can it Happen Elsewhere?
California’s electricity deregulation efforts have been in the national news lately.  Unfortunately the news has not been good.  Prices have skyrocket in one utility’s territory and there have been power curtailments throughout the state.  How did this happen and can it happen in other states where deregulation has been implemented or is being considered?  And more importantly, what can shopping centers do to anticipate and mitigate these risks?

California was one of the first states to deregulate electricity.  Like the other states that have followed, California imposed rate caps for any customer that stayed with the deregulated utility.  This protected the consumer for a period of time and allowed the utilities to recover their stranded costs.  In the case of San Diego Gas and Electric, the rate caps were removed this past summer.  Unfortunately, a series of events caused the price of electricity to skyrocket.  

First of all, California had a hot summer.  Secondly, there have been very few new generators of electricity built over recent history.  Thirdly, the load growth has been high in California, all causing the margin of available power to be slim.  Add to that allegations of market manipulation by the generators and it all resulted in a volatile situation.  The results were utility bills increasing 30% to doubling for some of the peak load months.  And they continue to be high.

You say, “That’s only one utility in California, it can’t happen to me”.  Unfortunately, the potential for similar situations exists in other states.  For example, in Maryland rate caps are scheduled to be removed from one rate class in two years from the start of deregulation (which is only approximately 16 months from the date of this publication).  Other rate classes have the rate cap removed in four or five years.  If the cost of wholesale electricity continues to increase, customers that are not prepared will face their own “budget buster”.

Understanding the risks and preparing for deregulation are the solutions to the problem.  See the accompanying article for some positive steps to get ready for the coming opportunities and challenges of utility deregulation.
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