Energy Efficiency From
The Business Perspective

Energy Efficiency

Increases Profit!

The information included herein provides what we believe is the proper perspective for
considering the implementation of energy cost reduction related projects. These projects
can include anything that utilizes and affects the use of energy in your facility. Review the
information and provide us with your feedback. When given proper business consideration
we believe you can'’t afford not to implement these types of projects.

Why should energy saving projects be
considered seriously?

They increase bottom line profitability

» All companies can benefit from increased
profitability or increased competitiveness.

» Energy savings go directly to the bottom line
to increase net earnings.

» Delaying the implementation of energy pro-
jects costs money in missed opportunities
which can never be recovered.

» Unlike the inherent risk of production expan-
sions, energy projects do not rely on in-
creased sales to produce a return on invest-
ment.

How does your company utilize its
money?

The fact is, you are already spending
the money and it’s your choice to
make.

* Monies are already being allocated to pay the
utility bills.

* This money is typically considered a hard
cost and a normal and necessary part of
business operations.

* The money that is currently set aside to pay
utility bills is the money that provides the jus-
tification for energy cost reduction projects.

“Should you continue to give your money to
the utility company or use it to upgrade your
facilities and increase your company’s long
term profitability?
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The financial impact of energy savings
projects.

Energy savings can bave a large impact
on net earnings.

The following is a sample of typical company finan-
cials, the numbers will be different for your company
but the example demonstrates the bottom line impact.
Perform a quick calculation with your company’s ac-
tual numbers to see the real benefits to you.

- XYZ Company Revenues = $500,000,000
- Cost of Goods Sold = $400,000,000
- Net Earnings if they are at

5% of revenue = $25,000,000
- If annual energy spending is

5% of cost (typical industrial) = $20,000,000
- Reduce energy spent by 15% = $3,000,000

This adds 83,000,000 to the net earnings of
the company. That is a 12% increase in net
earnings!

How much more sales would be needed
to produce the same results?

If net earnings are 5% of revenue then $3,000,000
equates to an increase in sales revenue of
$60,000,000. In most cases it is far easier to predict,
and more reliable to achieve and maintain an energy
cost reduction opportunity as compared to an equiva-
lent sales goal increase.
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Project funding options - Choose what
works for you

The capital budgeting process often pro-
vides obstacles to energy cost reduction
Pprojects.

» Energy projects often get put into the normal
capital expenditure funding process and com-
pete against other production and process
related projects for the same limited capital
pool

» Production related projects are normally con-
sidered to be the highest priority

» This often leads to energy projects not getting
funding and not getting implemented

» Delaying implementation of energy cost reduc-
tion projects cost money.

Because of the energy savings justification,
third party financing can be used to provide an
immediate and lasting positive cash flow to the
company’s bottom line.

Increase bottom line profitability

Cash flow example for capitalizing the project:

- Energy spend reduction = $3,000,000
- Project capital required with

a 3.3 year simple payback = $10,000,000
- Internal rate of return (IRR)

on invested project capital = 27 %
- NPV of project’s life (10 yrs) = $9,379,856

Cash flow example from a leased project:

- Energy spend reduction = $3,000,000
- Annual lease payment

(for a 7-yr term) = $1,816,828
- Annual net positive cash

flow after lease payment = $1,183,172
- NPV of project’s life (10 yrs) = $9,610,572

In the project lease example the net positive cash flow
to the bottom line profitability of the company is
$1,183,172 per year with no internal capital outlay.
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The net effect of utilizing a leasing mechanism for
energy projects is that of simply swapping a utility
expense for a lesser expense in the form of a lease
payment. This will create a net positive cash flow
while at the same time upgrade your facilities with
more modern equipment and enhanced controls.

In most cases the benefits of reducing the facility en-
ergy costs through immediate implementation will far
outweigh the cost of money and to delay is to con-
tinue wasting money.

Don’t spend your valuable capital budget on
energy projects with comparatively longer
paybacks. Allocate your money to those pro-
Jects which give the highest return.

Common business practice allocates money to those
projects which give the highest return. Use of third
party funding lets energy projects achieve a very high
return:

» Utilizing a leasing mechanism can preserve
your internal capital and line of credit for use
in those areas which produce the highest
returns.

* Because there is no internal capital outlay the
IRR is infinite and the simple payback is
instant!

» The interest portion of the payment may be
tax deductible and there may be other real
tax advantages associated with depreciation
and the installation of new equipment.

WHEN CONSIDERED FROM A BUSINESS PERSPECTIVE, IT MAKES SENSE
TO CAPTURE THE ADDITIONAL PROFITS RESULTING FROM THE IMPLE-
MENTATION OF ENERGY COST REDUCTION OPPORTUNITIES.
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