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Erin's Energy Plan

The discussion was getting heated. A brightly colored
chart at the front of the room told the story all too well.
At Waylan Industries sales were up, profits down.
“Larry, there’s no way we can hit our profit ob-
jective with your high cost of production. You've got
to cut back.”
“Why pick on me? We're running bare bones as

it is. Last winter’s energy prices replly killed us. How
can you cut costs with @ 250% increase in energy

ricese” :
3 Everyone stared at Erin. Erml swcllowee;lwt;artg
and spoke up. “You know, weve never

i : e how far we

stockpile fuel before and I’'m not sur

can go in managing demand, but I've been collect
ing data on purchase options. . . ."

“Well, let’s see it then.”

“Although it's not how we purchase energy, I've
converted the prices to millions of BTUs for compari-
son. Coal costs $8 per million BTUs, but we can
only burn 500 million per quarter to stay within our
environmental air standards. Natural gas costs $32
per million BTUs, and petroleum $46. We can burn
1000 million BTUs of each per quarter. Coal and
natural gas can be stored for later use at a holding
cost of 30 percent of purchase price per quarter.
The holding cost for petroleum is 20 percent. Elec-
tricity cannot be stored, but it can be reserved in




advance. The cost of electricity also varies consider-
ably by season of the year, as do our energy
needs. The cost of electricity from the local utility is
$20 per million BTUs in the spring, $40 in the sum-
mer, $24 in the fall, and $70 in the winter. These
are averages from last year. A nearby utility quotes
slightly higher prices at $22, $44, $26, and $75
for spring, summer, fall, and winter. As far as avail-
ability is concerned, 4000 million BTUs of electricity
are available in the spring and fall, 5000 in the
summer and winter. We can save some money by

contracting with the utilities in advance of the sec
son. I've summarized the options in the table here
along with our energy needs. What | need now i:
some help analyzing the data. Larry, could you . . -
Before Erin could finish, Tom spoke up. “Yes,
Larry—you and Erin work up an energy plan—like
those aggregate production plans you're always
bringing in. And have it ready by Thursday.”

Source: This case was developed with the help of Richard Hirsh,
Professor of Science and Technology at Virginia Tech.
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Use Erin’s data to develop an aggregate energy plan for Waylan Industries.
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