
From: Anderson, Tim 
Sent: Tuesday, December 07, 2010 3:55 PM 
To: 'Mossos, Elias "Louie'" 
Subject: FW: Questions from Senate 

Louie, attached are the answers to your questions. Tim 

-----Original Message----
From: Mossos, Elias "Louie" [mailto:EMossos@senatedem.ilga.gov] 
Sent: Tuesday, December 07, 2010 9:37 AM 
To: Anderson, Tim 
Subject: Questions 

Here are the questions that I have: 

§ 
§ 
§ 
§ 

Why does the IPA want RECs in 2011 when it didn't want them in 
Did the 2010 procurement plan overlap with 2011 plan meetings? 
Why are RECs cheaper than long-term contracts? 
Don't RECs have to be purchased from Illinois sources? Doesn't 

2010? 
Why? 

this assist in the 
development of the wind industry? 

Also, I understand that some companies (Iberdrola) are attempting to water down the proposed 
contract terms. Can you tell me how this benefits the company? 
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Response to Question Posed by Elias "Louie" Mossos in  
December 07, 2010 9:37 AM email to Tim Anderson 

 

1. Why does the IPA want RECs in 2011 when it didn't want them in 2010? 

Response: 

Both the 2010 IPA plan (filed fall 2009) and the 2011 IPA plan (filed fall 2010) included the 
purchase of unbundled renewable energy certificates (“RECs”) through 1-year contracts 
for the upcoming plan years (June 2010-May 2011 and June 2011-May 2012, 
respectively).  In addition, the 2010 IPA plan included a proposal to purchase RECs 
bundled with an energy “swap” (both tied to the output of supplier-identified renewable 
resources) through 20-year contracts for the 20-year period beginning June 2012 (June 
2012-May 2032).  An energy swap is a commonly-used financial contract that permits 
consumers, suppliers, and/or various wholesale and retail marketers of electricity to 
establish price hedges for physical electricity that will actually be purchased or sold in spot 
markets. The IPA did not include RECs bundled with physical energy or financial energy 
swaps through long-term contracts in the 2011 plan.   
 
Of course, one would have to ask the IPA director why it made these proposals, if one 
wanted a first-hand account.  However, from IPA filings, the purported reasons for the 
2010 plan’s inclusion of the 20-year contracts, described above, was to diversify the 
portfolio of contract types and durations, to establish a long-term price hedge, and to lock-
in over a long period temporary cost advantages for new renewable projects (cost 
advantages due to special federal incentives that were projected to be available over a 
short time horizon).  Some of the purported reasons for the 2011 plan’s exclusion of long-
run contracts for RECs bundled with physical energy or financial swaps are: 
 

Importantly, we do not know the full cost of the 2010 procurements yet and it would 
be inadvisable to proceed given that funds in the Renewable Resources Budget 
(“RRB”) are not only limited, but not guaranteed. Further, the IPA notes that 
average prices for REC’s have dropped from $30, to $20, to $4.50 in three years. 
With the Illinois preference dissolving, the IPA expects the over-saturated REC 
market to allow low compliance costs for the RPS throughout the medium term. 
Finally, procuring variable output resources such as wind does not allow the IPA to 
procure less standard power, unless, of course, the renewable supplier wants to 
guarantee delivery per the same schedules required of standard energy suppliers.1 

 
The IPA also stated that “the projected load required to serve eligible retail customers [and 
hence the amount of renewable energy resources] is expected to decline dramatically over 
the next five to twenty years.”2 
 

                                            
1
 Docket No. 10-0563, VERIFIED RESPONSE OF THE ILLINOIS POWER AGENCY TO THE OBJECTIONS 

TO THE 220 ILCS 5/16-111.5(d) POWER PROCUREMENT PLAN, October 18, 2010, pp. 15-16. 

2
 Docket No. 10-0563, THE ILLINOIS POWER AGENCY’S EXCEPTIONS TO THE ADMINISTRATIVE LAW 

JUDGE’S PROPOSED ORDER, December 1, 2010, p. 22. 
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The Commission Staff, Commonwealth Edison Company, Ameren Illinois, and other 
parties also support the 2011 IPA plan’s exclusion of long-run contracts for RECs bundled 
with physical energy or financial energy swaps.   
 
For instance, ComEd has argued: 
 

In stark contrast to the total lack of evidentiary support for including physical 
renewable energy purchases in the procurement plan, there is significant evidence 
in support of procuring only 1-year RECs. First, there is a significant premium 
associated with the procurement of longer term renewables, potentially reaching as 
high as $50 per megawatt-hour (“MWH”).  Second, the amount of renewable energy 
that ComEd will need in the future is highly uncertain due to customer switching, the 
statutory rate impact cap, and the upcoming procurement of longterm renewables.  
By requiring additional long-term contracts, the PO’s recommendation completely 
ignores this risk – a risk that will be borne by customers. Lastly, once the 2010 
longterm renewable procurement is completed a substantial portion of the available 
target amounts will already be devoted to longer term renewable energy.3  

 
2. Did the 2010 procurement plan overlap with 2011 plan meetings?  Why? 

Response: 

Implementation of the 2010 plan has overlapped with the ongoing docketed proceeding 
before the Commission concerning the 2011 plan.4  In particular, implementation of the 
2010 plan’s RFP for the 20-year renewable energy contracts, described above, did not 
begin until July (while it could have started as early as January).  Furthermore, there were 
a couple of starts and stops during the implementation of the 20-year contract RFP, which 
has not occurred with previous IPA RFPs.  The Commission is not entirely certain of the 
reasons for the delay and the stops and starts.  Bid day in the 20-year contract RFP is 
December 9, 2010, and the Commission shall consider the bid results on December 15, 
2010.  The IPA’s 2011 draft plan was distributed by the IPA on August 17, 2010.  This was 
followed by a comment period.  On September 29, 2010, the IPA’s filed its procurement 
plan with the Commission at which point Docket 10-0563 was initiated.  A series of formal 
comments and replies and other pleadings has taken place in this docket.  A Commission 
Order is expected to be entered by December 28, 2010.   
 
3. Why are RECs cheaper than long-term contracts? 

Response: 

There are two major elements to this question.  First, there is the question of unbundled 
RECs versus RECs bundled with physical energy or a financial energy swap.  Second, 
there is the question of one-year contracts versus longer-term contracts.  Both of these 
elements can be expected to cause price differentials.   

                                            
3
 Docket No. 10-0563, BRIEF ON EXCEPTIONS OF COMMONWEALTH EDISON COMPANY, December 1, 

2010, p. 9 (original footnotes excluded) 

4
 Docket No. 10-0563. 
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A REC is essentially documentation that one mega-watt hour (“MWH”) of usable electrical 
energy was produced and delivered to the electric grid using a renewable energy resource.  
The status of RECs is carefully tracked so that it cannot be used more than once to 
document compliance with a State’s renewable portfolio standard (once used for 
compliance purposes, the REC is said to be “retired”).  However, a REC is not the actual 
electrical energy itself.  Actual electrical energy has value, in and of itself, regardless of 
how it was produced.  The market value of actual electricity fluctuates over time and place, 
but can be explained well by standard economic theory concepts, such as supply and 
demand.  If electricity is produced with a renewable energy resource, it has additional 
market value by virtue of the existence of various state renewable portfolio standards.  
That is, the need to comply with such standards creates a demand for energy to be 
produced with renewable energy resources.  Most, if not all, states permit entities to prove 
compliance through the retirement of RECs.  Hence, unretired RECs have market value.  
Within a given State or year, the market value of RECs depends less on location and time 
of production, simply because renewable portfolio standards do not tend to value one sub-
time or one sub-location over others.  Summarizing the above, if the question was “Why 
are unbundled RECs cheaper than RECs bundled with actual energy,” the answer could 
be explained through the following simple equation: 

MVBundle = MVActual Energy + MVREC 
 
Now that we have dealt with the first element of the question, we move on to the second:  
one-year contracts versus longer-term contracts.  The reason the market value of a one-
year contract versus a longer-term contract may differ essentially relates to expectations of 
market conditions during the upcoming one year versus market conditions during the 
longer-term period.  For instance, there could be a surplus of renewable energy relative to 
current RPS requirements, but an expectation that that surplus will be reduced or 
eliminated over time.  This factor would create a tendency for short-term contract prices to 
be below long-term contract prices.  In addition, nominal costs of construction and 
production tend to increase over time, as there is inflation in labor rates and material 
prices. 
 
The above explanation is intended to be general (and necessarily incomplete), due to the 
general nature of the question.  It would be appropriate to perform a more complete 
analysis only when the actual contracts in question are specified in detail. 
 
4. Don't RECs have to be purchased from Illinois sources?  Doesn't this assist in 

the development of the wind industry? 

Response: 

Under Illinois law, renewable energy resources in general, or RECs in particular, do not 
have to be purchased from Illinois sources (or be associated with Illinois resources).  
However, until the June 2011-May 2012 plan year (and beyond), there has been a 
preference embedded in the law for Illinois resources.  On and after the June 2011-May 
2012 plan year, the preference embedded in the law switches to resources located within 
Illinois OR states that adjoin Illinois.  However, the law also includes preferences for wind 
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resources (and starting in June 2012-May 2013, solar photovoltaic resources), and of 
course, the law also includes overall requirements (that renewable resources, in general, 
must be purchased in specific quantities).  Finally, the law also specifies budget 
constraints that must be followed.  The Commission has interpreted the law so that the 
budget constraint must always be satisfied, and that, within that constraint, the overall 
requirements take precedence over the wind, solar, and locational preferences.  
Furthermore, the Commission has interpreted the law so that the wind and solar 
requirements take precedence over the locational requirements.  Regardless of where the 
RECs originate, implementation of the State’s renewable portfolio standard creates 
additional demand for renewable energy resources.  This resulting increase in price for 
RECs encourages the development of additional resources to be built and must therefore 
“assist in the development of the wind industry.”  
 
5. Also, I understand that some companies (Iberdrola) are attempting to water down 

the proposed contract terms.  Can you tell me how this benefits the company? 

Response: 

During the implementation of the 20-year renewable RFP (still ongoing), some of the 
potential bidders/suppliers, such as Iberdrola, have expressed varying degrees of 
dissatisfaction with the standard contract that was developed.  A substantial skeleton for 
these contracts (known as “Appendix K”) was proposed by the IPA during the 2010 
procurement plan proceeding and approved by the Commission.  While Appendix K was 
substantial, it was not in the form of a contract.  The actual contract had to be further 
developed by the IPA’s procurement administrators, without violating the terms of 
Appendix K.  The objections by potential bidders/suppliers to the contract fall into two 
broad categories:  (1) objections to terms required by Appendix K, and (2) objections to 
other details that were added by the procurement administrators.  Within each of these two 
broad categories, most of the objections have been to terms that are perceived to allocate 
risk to suppliers rather than ratepayers.  Any given allocation of risk, relative to another, is 
bound to favor one supplier more than another.  However, the law requires the IPA to use 
standard contracts, and to evaluate all bids at the same time on the basis of price, alone.  
Hence, even if it were determined to be desirable, it is impossible to customize these 
contracts for individual suppliers.   
 
For more information, see the various comments from parties that can be found at these 
web locations: 
 
Current Plan Proceeding (Docket 10-0563) 
http://www.icc.illinois.gov/e-docket/reports/browse/docs.asp?id=11119&no=10-0563  
 
Last Plan Proceeding (Docket 09-0373) 
http://www.icc.illinois.gov/e-docket/reports/browse/docs.asp?id=9870&no=09-0373 
 
Long-term Renewable RFPs:   
http://www.comed-energyrfp.com/ltdocuments.asp and http://www.levitan.com/AIURFP/LongTerm/  

http://www.icc.illinois.gov/e-docket/reports/browse/docs.asp?id=11119&no=10-0563
http://www.icc.illinois.gov/e-docket/reports/browse/docs.asp?id=9870&no=09-0373
http://www.comed-energyrfp.com/ltdocuments.asp
http://www.levitan.com/AIURFP/LongTerm/

