CHANGING TIMES AT CENTRICA

ENERGY

By Constantine Vaitsas, Atlas Transformation Director of

Centrica Energy

How do you go about transforming a large and well-
established business, without destroying everything
you've built up in the process? When you're a start-up or
a relatively new organisation, you can take an
immediate, down-and-dirty approach. Quick wins are
easier and immediate pay-back can usually quieten the
sceptics.

But once organisations reach a certain critical mass, the
uick fix is no longer an option. You reach a point where
you need to take a step back, reflect on where you are,
what you are aiming for and take a more strategic view
across the whole business. This was the situation we
found ourselves in at Centrica Energy back in 2005.
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Enemies at the gate

The company was facing three separate, but equally
pressing dilemmas. First, after some years of relative
calm, there was an explosion of volatility in wholesale
gas and oil prices. The general price trend was up, but
within that trajectory were a number of extreme dips
and spikes. Managing that market complexity was critical
to our business.

Secondly, by that stage Centrica Energy was contributing
more than 50 per cent of the global operating profit to
our parent group, Centrica plc. Our ability to maintain
this level of contribution to the group's operating profit
was critical for the rest of the organisation. And finally,
after years of good and loyal service, our business
processes and IS estate were beginning to creak and
show their age in the face of dramatic market changes.
Neither the internal controls nor the processes
surrounding our business solutions were up to managing
the new and harsher operating conditions.

We had a challenge on our hands and it was clear that
sweeping change was on the cards. We couldn't carry on
bolting on systems, people or processes to the existing
business model. The company had to do something
different and we began to assess the possibility of wide-
reaching change, one that covered everything from our
organisation and governance, to our processes,
information and business solutions. If we were going to
change, then it would be with a strategic view of our
business, and the programme would need to deliver far-
reaching, long-term business benefits.

Mapping a response

In any change programme there is a critical and slightly
awkward moment. It is the difficult point between
recognising that something different must be done - and
making the decision about what that should be.

This programme was no exception. We were not sure of
the size of the prize and what we needed to do to win it.
So before diving blind into a technology implementation,
or putting a new governance structure in place, we
kicked off a number of strategic reviews.

One of those reviews, led by a specialist team of
consultants from The Structure Group, looked across our
IS estate and examined both the functional and
technical health of our business solutions. In a
comprehensive review of our existing systems, the
report demonstrated where these were aligned to our
business imperatives and business processes, where
there were gaps and the cost implications of overhauling
them. Most importantly, we were getting an idea of just
what could be achieved if our business solutions were
more aligned to our streamlined processes and strategic
imperatives.

This review was not the only one being carried out. At
the same time we were undertaking similar assessments
of our governance and accountabilities. With highly
volatile markets and energy suppliers operating under
ever-greater levels of scrutiny, the distinction between
price risk, counterparty risk and our own operational risk
was becoming more and more blurred. Enterprise-wide
governance and auditability would be key to our future
success.

The two reviews converged to a set of similar
conclusions; and they pointed out a number of
fundamentals that needed to be addressed in the first
instance. We called these foundational capabilities. The
stage was set to transform our business. But only when
the foundational capabilities were in place, could we
move on to the more transformational aspects that
would really set Centrica Energy apart from the
competition.

Building from the ground up

The foundational capabilities included improvements in
energy trading and risk management, enhancements to
the management of our structured contracts,
improvements around data warehousing and reporting,
as well as new logistic solutions for scheduling power
and gas across the various networks in the UK and
Europe.

Getting these right would provide transparency, straight-
through processing, clear accountability and efficiencies
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throughout our business. Once they were in place we
could move on to the more transformational and high
value-add components around optimisation and
forecasting. This is where small improvements in
accuracy can have a significant tangible benefit, in real
pound terms.

With a powerful vision of our future firmly in place, the
temptation was to plunge in, in a misguided attempt to
get everything done at once. But every business has its
constraints, whether these are internal resources,
external resources or funding. So conscious of the day-
to-day reality of running a complicated operation, while
simultaneously changing it from top to bottom, we
worked with The Structure Group to produce a realistic
implementation roadmap for the programme. By now
the transformation programme had acguired an
auspicious title - Atlas. And like the eponymous titan, an
awful lot was resting on its shoulders.

Selecting the tools

The business case had been approved. Resources were
confirmed. And a number of vendors were under review.
We were in position to move ahead with a number of
projects and drive forward the Atlas agenda.

There was almost inevitably a strong technology focus to
the work that was carried out. Both Centrica and The
Structure Group had a good idea of the ETRM products
available on the market. Rather than a lengthy beauty
parade we were able to draw up a fairly short list from
which to choose. With Structure’s help we selected
Endur from OpenLink, and worked with them to design
and implement the highly configurable solution that
would transform the front, middle and back office of our
trading operations. Rather than adopting a big bang
approach we selected specific commodities and specific
geographies to work on. Once we had proved that these
were watertight, we could expand the footprint to other
parts of our portfolio.

The team also delivered solutions around energy
forecasting for gas, and integrating market data feeds
into our systems. The initial solutions for optimising
power and gas across our traded positions, our

structured contracts and upstream production, were also
put in place. However technology, by itself, cannot
transform organisations. To achieve this we mobilised a
thorough review and re-design of our business
processes and associated controls, to ensure that we
gained maximum benefit from our investment.

We also needed the right people to manage the
implementation and associated process and organisation
design. We have put together a fantastic team, and | am
particularly proud of the work delivered to date. It was a
salutary reminder of how important it is to get the right
skills on board from the outset. The Baringa Partner
team, for example, were an essential part and played a
crucial role in driving the Atlas programme forward. They
provided a combination of technical know-how and
deep market knowledge. They understand what it means
from a business perspective to implement the
capabilities that technology brings - a vital combination
for a programme of this size.

Assembling the results

Each of the projects within the Atlas programme brings
its own benefits. Automation, streamlining and adopting
best practice have led to a number of obvious
efficiencies. We have seen significant gains from
applying greater financial and operational controls and
ensuring that our business processes are adhered to in
the appropriate way. Reducing some of the repetitive
and frustrating manual effort also means that we can
produce curves and analyse trades much more Quickly,
while boosting staff morale. Improvements in forecasting
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