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Case Study in Energy: How STE Forecasts Saved One Company Mega-Money 
 
 
Philippe is the Energy Manager for a European 
chemical company. The company consumes 
huge amounts of gas at two production sites, 
one in the UK and the other in Belgium.  
Energy costs, at 130 million Euros/year are 10 
percent of the company’s revenue of 1.2 
billion.  The volatility of energy costs can make 
or break the company’s profitability.  

When Philippe took on his job in 2002, he 
came to two conclusions:  
 
1. Available forecasts failed to predict price 

swings. In fact, it appeared that doing 
exactly the opposite of what energy experts 
recommended would have been better than 
following their advice. 

2. Energy purchasing offered large 
opportunities for earning savings as well as 
risks of losing money.  Depending on the 
type of purchasing contract, the gas 
contract price for a given month can vary 
from the spot price by more than 100%.  

Philippe believed that there must be patterns in 
gas pricing which, if he could understand them, 
would allow him to lower his natural gas 
purchasing costs significantly. Knowing STE 
from a previous job, he commissioned a 
feasibility study.  

The first step was to get a better fact-based,  
systematic  understanding  of the energy 
markets in Europe.  The study uncovered 
dynamic market rules that indicated a potential 
for savings over the cycle of more than 15%. 
The findings were so compelling that Philippe 
commissioned a full-scale predictive model 
and, in April 2004, the company started using 
STE predictions to purchase natural gas.  
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A major opportunity for the model to make (or 
lose!) the company significant money arrived in 
the fall of 2004. In September and October, oil 
prices had shot to over $50 per barrel.  Gas 
prices in the UK followed oil up. Speculation on 
potential shortage of gas in the UK drove 
prices even higher: in early October, some gas 
futures reached 80 pence per therm (Figure 2).  
 
Using STE’s predictions and the strong 
reasoning behind them, Philippe stayed out of 
the market. Pressure from management and 
energy experts to buy before prices went up 
further grew stronger. 

STE had predicted that market conditions in 
the summer and fall would lead to a steep run-
up of prices but that prices would decline again 
by the beginning of the year. If STE proved to 
be right, the company stood to save millions. If, 
however, prices stayed high, the company 
could have lost even more.  
 
Just before the end of 2004, gas prices started 
dropping. They dropped quickly, as STE had 
predicted. Philippe went back into the market 
in January and, in one month alone, saved his 
company 7 million euros.  

 
 

 
Figure 1. NBP Gas Price in the UK.  This is the same type of market follow-up with which  

Philippe was impressed enough to commission a full-scale predictive model. 
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Figure 2. STE’s forecast for January 2005 of the NBP Gas futures. Price for NBP January 

delivery is plotted against the evolving market actuals.  This helps in e.g. market 
follow-up and tracking the forecast performance.  The October panic peak for 
the winter months is clearly seen above.  When speculation ended, gas price 
plummeted, supported by the drop of crude oil price (predicted by STE), and 
went to quite a low level. 

 
 
Systems Thinking Europe, Inc. (STE) is a 
management consulting company that was 
founded in January 1997. STE’s focus is on 
solving complex business problems by 
applying system dynamics. 

 
 
For further information contact: 
Tel  +358  9  4124 0410 
Fax  +358  9  4124 0412 
Mobile  +358  50  528 7682 
 
E-mail markku.perkola@steoy.com 
URL www.steoy.com 

Price evolution for consumption month January 2005
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