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The Retail Energy Supply Association (“RESA”) is a non-profit trade association 

of independent corporations that are actively involved in the development of retail and 

wholesale competition in electricity and natural gas markets throughout the United 

States.1  RESA members share the common vision that competitive retail energy markets 

deliver a more efficient, customer-oriented outcome than a regulated utility structure.  

RESA is devoted to working with all stakeholders to promote vibrant and sustainable 

competitive retail energy markets for residential, commercial and industrial consumers.   

Several members of RESA are included in the more than twenty suppliers currently 

certified as Alternative Retail Electric Suppliers serving customers in Illinois.  Other 

RESA members are in the process of or will soon be requesting, certificates from this 

Commission under Section 16-115 of the Public Utilities Act to provide electric service 

as Alternative Retail Electric Suppliers.  This indicates that there is a healthy competitive 

commercial and industrial retail electric market in place today in Illinois and an interest 

                                                 
1  RESA’s members include Commerce Energy, Inc; Consolidated Edison 

Solutions, Inc; Direct Energy Services, LLC; Gexa Energy; Hess Corporation; Integrys 
Energy Services, Inc.; Liberty Power Corp.; Reliant Energy Retail Services, LLC; 
Sempra Energy Solutions LLC; SUEZ Energy Resources NA, Inc. and US Energy 
Savings Corp.  The comments expressed in this filing represent the position of RESA as 
an organization but may not represent the views of any particular member of RESA.  
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in serving residential and small commercial customers in the near future. ARES have 

been actively working within the process established by the ICC’s Office of Retail 

Market Development to ensure that an appropriate framework develops to foster retail 

competition for residential and small commercial customers.   

These comments focus on those elements of the Initial Power Procurement Plan 

(the “Initial Plan”) of the Illinois Power Agency (“IPA”) that will affect competitive 

market growth in Illinois.  RESA is concerned with elements of the proposed plan that 

weaken the delivery of market reflective price signals to consumers.  RESA encourages 

the IPA to evaluate any procurement methodology through the lens of the competitive 

marketplace and the benefits more market reflective pricing will bring to consumers —

even those who don’t switch to competitive electric suppliers.  Specifically to the 

proposed plan, RESA supports the stated intention of the Initial Plan to begin shortening 

the duration between the procurement event and delivery, the duration of the procurement 

contracts relative to the contracts procured through the Illinois Auction (Initial Plan, p. i), 

and the move toward more frequent acquisition of power (Initial Plan, p. ii).  Additional 

acquisition events, to the extent they impact the current portfolio, should be promptly 

reflected in current rates.  All of these proposals have the potential to move the 

procurement of power in Illinois toward greater market reflective pricing.  Such pricing 

will allow customers to receive the price signals that are crucial to forming rational 

consumption and conservation patterns.  RESA also believes that such actions will best 

achieve the Act’s mandate of ensuring adequate, reliable, affordable, efficient and 

environmentally sustainable electric service at the lowest total cost over time, taking into 

account any benefits of price stability.   
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RESA submits that continued progress toward a competitive electric market is the 

best way to help all consumers balance price risk and budget certainty while also 

providing innovative and customer-driven value-added services. Successful retail 

competition will produce downward pressure on price, offer a variety of product options 

for end use customers, increase conservation incentives, enhance customer service, 

improve environmental management and hasten the introduction of new, innovative 

products. Retail energy competition requires that default service pricing be properly 

structured; consumers must see a default price for electricity that reflects the actual 

market price of the electricity they consume.  Without such knowledge, consumers 

cannot make informed and thoughtful decisions about their energy options.    

A February, 2006, U.S. Department of Energy report concluded that closely 

aligning the retail price of electricity with its cost of production as it varies over time will 

enable customers to “assign a value to their consumption of electricity and make a better 

determination of when to use it.” Illinois’ residential and small and medium sized 

businesses need a default service rate that provides accurate price signals to spur more 

thoughtful efficiency investments and wise energy usage.  Illinois utilities were allowed 

to petition the ICC to declare medium sized customers competitive (220 ILCS 5/16-113).  

Once a class of customers is declared competitive, customers must take hourly priced 

service for utility default service.  The ICC further amplified this point in declaring 

ComEd Customers over 100kW but less than 400kW competitive. (ICC docket 07-0478).  

While medium sized customers currently on a fixed ComEd electric supply rate can stay 

on a fixed price through May 2010, any customers that (1) switch to an ARES and then 

decide to switch back, (2) are currently with an ARES and then switch back, or (3) are 
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new customers applying for service, must take ComEd's hourly default rate or select an 

ARES. 

The market is always the relevant measure for energy prices, so it makes sense to 

acquire energy using mechanisms that reflect market prices and to then price energy 

accordingly. Without market reflective price signals, consumers become less concerned 

about managing their energy usage.  Thus, in order to promote conservation effectively, 

consumers need more accurate price signals.     

The failure of long-term procurement contracts2 to reflect current wholesale 

market prices creates inefficiencies in either direction.  In the event that the company’s 

procurement costs are higher than those available in the wholesale market, then 

customers are harmed by having to pay higher prices.  In the event that wholesale market 

prices rise above the locked in utility costs, customers will receive the incorrect price 

signal that energy is less expensive than reality and potentially over consume and face the 

risk of rate shock as those contracts end.   In either case, customers will be harmed.     

 Reliance on long term procurement contracts will recreate one of the unintended 

consequences of the rate freeze that Illinois has experienced over the past several years: 

competition cannot develop in the face of utility default service rates which are lower 

than market. The Illinois electric market would be deprived of alternative providers 

providing competitively priced energy and innovative products designed to meet the 

supply requirements of individual customers. Moreover, customers would not receive 

market-reflective price signals that encourage the most efficient use of electricity.  Thus, 

                                                 
2 RESA recognizes, and is supportive of the notion, that some contracts procured 

under the IPA’s proposal could be contracts of shorter durations for monthly on-and-off-
peak periods. 
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they would have little incentive to invest in energy efficient technology or adjust the 

timing and amount of their usage based on supply costs. 

To be sure, long-term contracts have worthwhile purposes when entered into 

between a willing buyer and willing seller in competitive markets.  Most pertinent to this 

discussion is that these types of long-term contracts that take place between two private 

parties do not burden all Illinois ratepayers.  However, the perverse incentives of 

regulation cause Utility/IPA or ratepayer-backed long-term contracts to have many 

drawbacks.  The following bullet points address the deficiencies of long term contracts 

and demonstrate why they are not likely to result in lowest cost supply: 

• Utility/IPA long-term contracts are likely to lead to customers being locked into 
high prices for an extended period of time. 

 
• Utility/IPA long-term contracts lock-in current estimates of fuel prices, 

interest rates, inflation, volumes, and regulatory environment, and hedging 
these components creates additional premium costs that increase in 
relation to the contract length.  
 

• Utility/IPA long-term contracts require bidders to the IPA’s RFP plan to 
recreate the premiums charged by bidders in the reverse auction structure 
which prompted many legislators to change the procurement structure to 
the current method, and therefore represent retrogression.   
 

• Utility/IPA long-term contracts are inflexible and prevent market adjustments 
which could lower prices  
 
• Long-term fuel price projections are difficult and have been spectacularly 

mistaken in the past, as when gas price projections in the late 70s 
completely missed the price collapse of the 1980s. 
 

 
• Utility/IPA Long-term contracts eliminate appropriate incentives  
     

• Guaranteed cost-recovery of the long-term contracts means that the utility 
takes no risk on their generation procurements and has little incentive to 
prudently manage such contracts. 
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• Utility/IPA long-term contracts remove price signals that are necessary for 
energy efficiency and demand response to reduce overall demand; results 
in higher costs. 

 
• Utility/IPA Long-term contracts may stifle the development of innovative 

resources that are more efficient and less costly. 
 

• Utility/IPA long-term contracts limit the ability to include renewable and 
advanced energies for that load already under contract. 

 
•  Utility/IPA Long-term contracts are not necessary to encourage construction: 

 
• The many plants built without such contracts in competitive markets 

include: the 480 MW Reliant/Sempra El Dorado plant, the 1250 MW 
Sempra Mesquite plant, the innovative 521 MW Reliant Seward waste 
coal plant, and 30,000 MW in Texas.  
 

• The 2011/12 PJM RPM auction, the first held far enough forward to allow 
new build, cleared over 2300 MW of new capacity (more than twice the 
amount of the previous 4 auctions combined), 1000 MW of which was 
baseload capacity due to a new large coal plant and incremental nuclear 
upgrades. 

 

If a small retail electric customer truly wants a long-term electric supply 

agreement, it need not rely on the default service from the utility.  Competitive suppliers 

can offer this option among many others.   In addition, the long-term option may come in 

a variety of forms from a supplier versus the single fixed form available from the utility.  

With some of Commonwealth Edison Company’s and Ameren’s contracts for 

electric supply expiring, the IPA now has the opportunity to mitigate some of the adverse 

consequences of the use of long term contracts from the reverse auction process.  The 

IPA should take this opportunity to satisfy a greater portion of its load requirements 

through short-term contracts in its plan to allow the utilities’ costs to better reflect the 

marketplace.   RESA encourages the IPA to commit to shortening the time between the 

procurement and delivery date in its future plans to as short a time period as possible.   



 7

The use of shorter-term contracts would enable customers to see a default price 

that better reflects market prices with a minimization of long term contract hedging 

premiums and allow the IPA to more accurately predict the load it will serve.  Better 

price signals will spur more thoughtful efficiency investments, wise energy usage, and 

spur development of the competitive market.  Better accuracy reduces customer costs 

over the long term.  

RESA is also interested in the stated intention in the Initial Plan concerning 

increasing the frequency of procurement events (Initial Plan, p. ii).  RESA agrees with 

the Initial Plan that “a single annual procurement event increases portfolio risk by relying 

on market timing and by increasing the potential for bidders to exercise market power.”  

(Initial Plan, p. ii).   RESA is encouraged by the statement in the Initial Plan that the IPA 

intends to transition to multiple procurement cycles and, eventually to a continuous 

procurement cycle.  Such procurement, if paired with a rate mechanism that promptly 

translates these new wholesale rates into retail rates, would move toward a market based 

procurement that uses similar timing of acquisition and contract lengths used in the 

competitive marketplace.  The resulting prices should be more reflective of market prices 

and thus provide the advantages discussed above. 

Finally, given the tight timeframe to analyze and comment on the IPA plan, 

RESA recommends that future IPA procurement plan filings include any work papers 

used by the IPA to arrive at the recommendations and conclusions contained in the plan.  

Such workpapers would help assist parties in their review of the IPA plan.  

Dated: October 6, 2008 
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Respectfully submitted, 
Retail Energy Supply Association   

 
 

s/_Thomas H. Rowland______  
by: Thomas H. Rowland  

 
 

Stephen J. Moore 
Thomas H. Rowland  
Kevin D. Rhoda  
Rowland & Moore LLP 
200 West Superior Street, Suite 400 
Chicago, Illinois 60654 
(312) 803-1000 (voice) 
(312) 803-0953 (fax)  
steve@telecomreg.com 
tom@telecomreg.com 
krhoda@telecomreg.com 
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Illinois Commerce Commission, on October 6, 2008, by electronic mail. 
 
 
 
     s/ Thomas H. Rowland________ 
     Thomas H. Rowland  
 
 

 


