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Introduction 
When businesses set out to reduce energy costs, they tend to focus solely on improving  

efficiency and eliminating waste, two very fruitful approaches. Yet many overlook the very basis  

of their energy cost—the price they pay for energy. Although this is the rate that determines their 

monthly energy bill, few businesses know why they’re paying at the rates that they do, and fewer 

still know what they can do about it.

Until recently, most businesses had little choice in what they paid for energy (electricity or natural 

gas); utilities provided the power and the businesses paid the monthly bill. But in today’s world, 

businesses—both in regulated and deregulated markets—are faced with an unprecedented level  

of choice and flexibility when it comes to how they purchase energy. Regardless of how you choose 

to navigate this changing landscape—whether you trust the purchasing decision to a broker or you 

manage it yourself—you need to be able to answer two basic questions when your manager or 

executive team starts looking into costs:

1. Did we get the best price on energy?

2. Can you prove it?

So before your next energy purchase, make sure you have the knowledge and resources  

to make more informed energy procurement decisions. Keep reading to learn: 

■  How different types of energy procurement partners work with your business

■  What market knowledge you need to identify and capitalize on purchasing opportunities

■  How to develop a pricing strategy that fits your business’ needs

■  How new technology-enabled energy procurement tools can ensure that you got  

the best price possible
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Part 1: What Energy Procurement Partner is Right for My Business? 

With so many complex factors involved in the energy buying process, many businesses turn to a partner to make sure they follow through on the 

approach that best fits their needs.

Before choosing a partner to work with, It’s important to understand how the different kinds of partners operate in the market. All third-party vendors 

will have their own abilities and incentives. If you work with a partner, you should know how their interests and the tools at their disposal align with your 

risk management, operational flexibility, and organizational strategy. Moreover, you should understand exactly how they help you obtain the best price 

for your energy.

Aggregators
Aggregators combine several similar customers into groups 

and seek agreements from suppliers based on the aggregate 

load. By bunching smaller customers with procurement needs 

into one larger customer for the supplier, the aggregator seeks 

to elicit a more competitive offer than each customer would 

get individually. They often offer subsidized credit and a lower 

risk premium, and seamlessly transition your organization be-

tween agreements. But if you don’t like the offer that the agg-

regator finds, you are not contractually obligated to accept it.

Typically, when working with an aggregator, you’ll be locked 

into a long-term contract at a fixed rate, which means you 

could miss out on opportunities for savings when energy 

prices drop. Few aggregators offer customer service or 

account management. In some cases, you’ll have to forfeit 

power of attorney regarding your procurement agreement.

Brokers
Brokers act as “agents” that generally contract with one to 

three suppliers, connecting them with customers that need a 

new supply agreement. Brokers will be devoted to establish-

ing the agreement, and leverage their network of suppliers 

to get you an offer when you ask for it.

One aspect businesses need to consider is the scope of 

suppliers that brokers have available to them. If a broker only 

gets three suppliers to bid for your business, how can you be 

sure that they actually obtained the best price available on  

the market? Other suppliers may offer better prices and terms, 

but you may be missing out on them simply because your 

broker doesn’t work with them.

Fees are another issue that you should be aware of. Typically, 

broker fees are linked with your energy consumption. So, 

in addition to the increased energy costs when your usage 

spikes, you’ll also pay more in broker fees.
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Part 1: What Energy Procurement Partner is Right for My Business? 

Consultants
Consultants are not directly tied to suppliers, but work on 

behalf of your organization to weigh the available options. 

That means their interests aren’t tied to those of anyone  

else in the market. 

Working with a consultant means bringing in a neutral  

source with independent advice and qualitative research, 

with the expectation that their process will be transparent.

However, small- and medium-sized enterprises may not  

be able to justify paying consulting fees, considering that 

they’re likely buying energy in smaller volumes.

Suppliers
Some consider working directly with the suppliers themselves. 

Suppliers—such as utilities or retailers—own the generation 

and supply the power, and if you connect with them directly, 

you can procure your energy without relying on or paying 

a third party. There’s also the possibility that the suppliers 

will subsidize other offerings for your organization, such as 

demand response.

Suppliers are only really interested in large-volume deals, 

and do not necessarily benefit from getting their customers 

the best price for energy, particularly without competing 

offers. If they don’t have to beat another price, they have 

no incentive to offer you a better price. They’ll supply your 

energy, but they’re not likely to be transparent about the 

process. Supply costs can also get high, and fees tend to 

rise with your energy consumption.

Technology Solution Providers
A solution provider combines the independent expert ser-

vices of a consultant with advanced software tools. The soft-

ware opens up the reverse auction to hundreds of suppliers, 

who drive the price for your energy lower as they compete 

for your business. The technology gathers the data to identi-

fy your procurement needs based on year-round operations 

and market availability, and the professional services provide 

an independent partner to evaluate the opportunities in the 

market with your organization’s interests in mind and ensure 

you get the best price for your energy.

Working with a solution provider requires re-evaluating how 

your organization and staff think about energy procurement. 

Typically, businesses don’t give energy procurement the same 

level of attention as other parts of the enterprise. The experts 

can watch the markets for opportunities, and the software can  

provide a more transparent auction process. But your organi-

zation will need to approach energy procurement the same 

way it procures other valuable resources.

PART 1INTRO PART 2 PART 3 PART 4 CONCLUSION



Part 2:

When is the Best Time to Buy Energy?

PART 1INTRO PART 2 PART 3 PART 4 CONCLUSION



Four Key Questions to Ask Before Your Next Energy Purchase  8

Part 2: When is the Best Time to Buy Energy?

Without the right tools and knowledge, your business is simply not capable of buying energy  

at the best time possible.

So what happens instead? Without a sense of how to “time” the market, most businesses simply 

sign a new supply agreement when their existing contract is close to expiring. Others rely on a 

basic understanding of how energy markets work in an attempt to keep prices low. 

However, the simple fact is that energy markets are fluid and can be affected by a litany of exter-

nal factors. More often than not, there is no “best time to buy energy” that you can plan ahead for. 

Instead, the best time to buy energy could arise at any time. Knowing how to stay informed of and 

capable of capitalizing on these opportunities could have an immense impact on your energy costs.

What Drives Energy Prices?

Weather is one of the most important factors affecting energy markets. 

Hotter temperatures in the summer drive demand for air conditioning 

and cooling load, usually causing electric demand to spike and prices 

to rise. Similarly, cold snaps in the winter drive demand for heating load, 

which drives up prices for natural gas. Since most energy providers in 

the US rely on natural gas to generate electricity, a spike in natural gas 

prices can lead to higher electricity prices.

But seasonal weather changes aren’t the only reason energy prices 

fluctuate. Other factors, like natural disasters, infrastructure develop-

ments, plant closures, geopolitical events, and regulatory changes,  

can all have a wide-reaching impact on energy prices. An explosion  

on a natural gas pipeline, for example, could have a sudden impact  

on supply or demand, and can ultimately drive up electricity prices.

Buying energy poses 

a challenge for most 

businesses because 

energy markets are 

traditionally volatile. 

Prices can fluctuate 

hour-to-hour, day-to-

day, or week-to-week, 

based on any number 

of factors.
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Part 2: When is the Best Time to Buy Energy?

Another common misconception is that weather patterns will follow seasonal expectations. Some 

businesses will buy energy in the spring and fall “shoulder seasons,” when moderate temperatures 

would logically lead to less heating and air conditioning usage, which would reduce demand on 

natural gas and bring electricity prices down. However, unusual weather can strike at any time and 

create buying opportunities (and sometimes risks) at random.

An Example of an Unexpected Low-Price Opportunity
The chart below tracks how New York City electricity prices for delivery in 2017 have traded  

over the past year. You’ll notice that the lowest point on the chart above appears in February  

2016, when prices hit roughly $36 per MWh. Why did prices hit a low in the dead of winter?  

In short, unseasonably high temperatures stunted demand for natural gas, causing gas prices  

to fall to historic lows, which in turn drove electricity prices down.

New York City 2017 12-Month Calendar Year Forwards 2017 Around the Clock (ATC)
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Part 2: When is the Best Time to Buy Energy?

If you’re only paying attention to energy markets right before your contract expires, or once  

or twice per year during the shoulder seasons, you would have missed out on this opportunity. 

However, if you are keeping frequent (i.e., monthly or quarterly) tabs on the market for your  

next energy contract (even if it starts in a year or more), you can act when opportunities arise. 

These savings aren’t just temporary, either. Even if your business is locked into a long-term  

contract, you can buy energy at low prices and apply it to future supply agreements. Let’s say, 

hypothetically, that your business is locked into a 36-month contract. If you had bought energy 

when prices dropped this past February, the low prices you secured would kick in when your  

next supply contract begins in 36 months. Your business would pay for energy at these  

unusually low rates regardless of what the market offers at the time.

Who Has Time to Watch Energy Markets Around the Clock?
So you may not have the time to monitor the markets’ ups and downs, but with the right tools, 

you can put your organization in position to capitalize on sudden pricing opportunities without 

disrupting your day job.

Alerts and notifications set up through energy intelligence software (EIS) can inform you of the 

best times to seize an opportunity to secure a good energy price. You can set thresholds specified 

to your budget requirements, so you are made aware if prices drop below the level at which you 

could start to reap significant savings.
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Part 3: What Energy Pricing Strategy is Right for My Business?

Whether you approach 

the energy market on  

your own or you work  

with a broker, it’s important 

to know how the terms 

of your procurement 

agreement align with your 

organization’s goals and 

risk management needs.

Ask yourself: does your organization value a steady budget? 

Are you interested in saving money by capitalizing when energy 

prices drop? Is there a way you can do a little bit of both?

To choose the energy pricing strategy that best fits your business, 

you need to evaluate two aspects: how your business manages 

risk, and how flexible you can be with your operations. To better 

understand risk, it’s important to understand both market risk  

and budget risk. One easy way to understand the differences  

is by looking at different kinds of mortgages.

How Buying Energy is Like Choosing a Mortgage
Variable rate mortgages, for example, are subject to interest rate fluctuations—which can be  

both a benefit when rates fall and a disadvantage when they spike. This is similar to a fully indexed 

pricing model for energy buying, through which businesses buy energy at market rates on frequent 

occasions. These businesses are accepting more budget risk, with higher potential that they will 

exceed budget when energy prices spike and drive up their costs, but justifying the risk with the 

savings they incur when prices drop.

On the other end of the spectrum, an energy buying approach with high market risk is similar to 

a fixed-rate mortgage. Those who would prefer a consistent, predictable mortgage payment will 

pay a premium for a fixed rate so they won’t be subjected to fluctuating interest rates. Similarly, 

businesses often pay a risk premium for the fixed price model in their energy supply contract to 

protect themselves from sharp increases in prices on the market. Inherently,  this approach takes 

more market risk, in that these businesses risk paying more for energy than they could have if  

they used an indexed approach when energy prices are low.
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Part 3: What Energy Pricing Strategy is Right for My Business?

This is where factors like your business’ operational flexibility become relevant. At times when 

energy prices are higher, those that can reduce energy consumption until prices drop again— 

by adjusting their operations and/or production schedules through a pre-established energy 

reduction plan—will be able to limit their exposure to budget risk. Those that aren’t able to  

adjust operations in accordance with market fluctuations might prefer a more fixed approach.

Fortunately, you don’t need to pick between these two extremes of the spectrum. Let’s take a look 

at the most common energy pricing strategies and how they align with different business priorities.

HIGH BUDGET RISK HIGH MARKET RISKRISK SPECTRUM

Index Plus 100% 
Pass Through

Daily Spot Market
or Monthly Settle

Basis Plus 80%
NYMEX Hedges

Basis Plus 50%
NYMEX Hedges

Index Plus Fixed Adder

Basis Plus Monthly Settle

Index and Blocks Index and 80% Block Fixed Price

Fixed Price

Fixed vs. Floating Contract Risk

ELECTRIC CONTRACTS

NATURAL GAS CONTRACTS

Fixed vs. Floating Contract Risk
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Part 3: What Energy Pricing Strategy is Right for My Business?

Indexed
In these arrangements, the supplier passes all energy (and potentially 

non-energy) charges at market rates through to the customer. Typically, 

these deals are based on the Day Ahead index for the customer’s region. 

Often, buyers will bundle their non-energy costs into what is known as 

an index adder, the price of which you will be able to negotiate with the 

supplier. As Day Ahead prices may be set every 5, 15, 30, or 60 minutes, 

it is difficult to predict the final delivered costs for any given month, so 

setting budgets with this approach can be challenging.

The benefit of this sort of agreement is that buyers avoid the premiums 

associated with fixed price deals. This approach also helps buyers avoid 

paying more for their energy over the long term, preventing them from 

being locked into premium prices for futures contracts. Organizations 

with the flexibility to curb their energy use when market prices rise—so 

as to avoid buying more energy at higher prices—can save money when 

market prices drop. This, however, makes it less appealing to those that 

need a predictable energy budget, or may have difficulty reducing their 

energy consumption when rates spike.

Hybrid Block and Index
A block-and-index strategy allows buyers to hedge a portion of their load 

at fixed prices, then turn to the spot markets when they need to buy more 

energy on-demand. The hybrid approach blends the high- and low-risk 

attributes of fixed and indexed contracts. Buyers purchase a set amount—

or “block”—of energy supply at a fixed rate. When energy needs exceed 

the amount in the block, the business turns to spot markets to buy what  

it will need at index prices.

This approach allows end users to vary their market exposure to capture 

seasonality in pricing—that is, maintaining more market exposure when 

hourly pricing is typically low, and more hedge coverage during peak 

pricing periods. Buyers can even choose to hedge only their On-Peak  

or Off-Peak hours, or can lock them together (Around the Clock, or ATC).

Power markets are complex, and there are a lot of different options 

available. Having the right tools and access to market intelligence is 

critical to developing an energy procurement strategy that will best fit 

your business.

Market priceMarket price Customer priceCustomer price
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Part 3: What Energy Pricing Strategy is Right for My Business?

Market price Customer price

Fixed Price
Fixed price contracts are ideal for businesses that value a steady, 

predictable budget to the point that they are willing to pay a premium 

for the certainty. This approach removes all budget risk from the buyer. 

Should market prices spike during the term of the agreement, the buyer 

pays the same price they had set ahead of time, making it easier to 

calculate what your business will spend on energy.

The supplier takes the risk of procuring additional supplies or liquidating 

excesses, if need be, when the market declines. To account for the risk, 

suppliers will typically include a risk premium as well as a retail premium 

(that is, the premium the marketer pays to its wholesaler, or transaction 

costs) in their price. 

While fixed price contracts do allow for budget certainty on a unit-level 

basis, they do present inherent mark-to-market risk for the buyer. In 

these contracts, all aspects of the supply costs are locked in when the 

agreement is established, including energy and non-energy components.

At a fixed rate, you could pay more for energy at times than if you were 

able to capitalize on short-term price drops, but you’ll know your energy 

prices ahead of time.

Market price Customer price

Fixed Price with Capacity Pass-Through
Capacity costs are determined by a combination of the energy price and 

the customer’s peak demand on the grid. Suppliers apply a “capacity tag” 

based on how much energy your buildings use when the grid is under the 

most pressure overall. Capacity costs can make up 30% of a total fixed 

price, and they can be much higher when energy commodity prices are 

low. Since the suppliers set the price of the actual energy, the only aspect 

you can control to keep prices low is your peak demand on the grid.

Through the fixed-price with capacity pass-through model, the supplier 

locks in all of the components of the energy price at agreed-upon rates 

ahead of time, but passes the cost set by the capacity tag through to the 

buyer. Since buyers can decrease their load on the grid through internal 

energy management practices, this creates an opportunity to establish  

a lower capacity obligation.

It should be noted that limiting capacity charges is a complex process. 

Different suppliers measure system peak in different ways—some measure 

it on the one day of highest demand on the grid, others take an average 

of your system peak over several days. However, with energy intelligence 

software, businesses can automate the process of predicting system peak, 

receive notifications when suppliers may measure for the capacity tag,  

and temporarily reduce energy to keep the tag low.
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Part 4: What Kinds of Tools Will Help My Business Get the Best Price?

In the past, businesses lacked the tools and expertise to overhaul their energy buying capabilities, leaving them little recourse than to pay at the  

rates provided to them. Unaware of alternative approaches, many organizations still follow these methods.

Contrast that with other parts of the business, where technology has completely transformed long-standing practices. It’s up to you to take advantage 

of the tools available to ensure you get the best price for your energy. 

Access to Suppliers
More competition for your business means better prices  

and terms in the offers. EnerNOC’s reverse auction platform 

has access to hundreds of suppliers, maximizing the potential 

for bidders in the auction process. 

Next-Level Auction Tools
The auction platform is designed to drive suppliers to  

offer their best price. Suppliers can see the lowest bid in the 

auction at any given time, and each supplier is encouraged 

to provide their best and final offer in the final seconds of  

the auction. In many cases, that leads suppliers to out-bid 

their own offers, leaving you with an even better price.

Market Intelligence
EnerNOC’s procurement platform provides frequent market 

intelligence updates to keep your business connected to 

developments in the market, so you don’t miss out when 

opportunities arise.

Price Notifications
Your staff doesn’t have time to monitor energy markets 

around the clock. With EnerNOC’s procurement platform,  

you can set buying parameters for your business and  

receive alerts when index prices reach the ideal buying 

levels for your organization.

Centralized Contract Management
Store all of your energy supply contracts in one centralized 

location, with tools to help you visualize and keep track of 

when each expires.

Professional Services
Expert energy intelligence advisors provide guidance  

on new developments in energy markets to help develop 

a strategy that aligns with your business’ budgeting and 

energy needs.
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Conclusion
Businesses can no longer afford to ignore energy procurement until it’s time to renew their 

contract. Cost-saving opportunities can emerge at any time, and with the technology and expertise 

available, it’s never been easier for businesses to stay plugged into the market and develop an 

energy buying process that aligns with their goals.

EnerNOC’s procurement platform blends market intelligence with a next-generation reverse auction 

format designed to get you the best price on your energy. Expert energy intelligence advisors work 

directly with your business to ensure the terms of your supply agreement fit your business’ needs.

The world of energy management is constantly evolving. Stay updated on the latest industry news 

and best practices on our EnergySMART blog (energysmart.enernoc.com).

Interested in speaking 
with an EnerNOC 
representative? 

Contact us at  

www.enernoc.com/contact-us
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About EnerNOC
EnerNOC, Inc. is a leading provider of energy intelligence software 

(EIS). EnerNOC unlocks the full value of energy management for 

thousands of customers worldwide by delivering a comprehensive 

suite of software applications and professional services that help users 

buy energy better, manage utility bills, optimize energy consumption, 

participate in demand response, and manage peak demand.

For more information, visit www.enernoc.com.
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