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Introduction
Acciona Energy North America Corporation (AENA, or Acciona Energy) is a developer of utility scale renewable energy projects in the area of wind, solar PV and concentrating solar power technologies in the US.  The company has developed over 6,000 MWs of renewable power globally.  AENA is in the process of completing its 100MW EcoGrove project in Stephenson County, Illinois.  The company also successfully participated in the recent 2009 REC procurement for Ameren and Commonwealth Edison.

The American Wind Energy Association (AWEA) is a national trade association representing over 2,000 members with a common interest in encouraging the expansion and facilitation of wind energy resources in the United States.  AWEA’s members include wind turbine manufacturers, component suppliers, project developers, project owners and operators, financiers, researchers, renewable energy supporters, utilities, marketers, customers, and their advocates.  As such, AWEA and its members have a vital interest in ensuring that energy markets establish a transparent and level playing field supportive of renewable energy development.

Broadwind Energy, Inc. (NASDAQ: BWEN), Naperville, Ill., owns, supports and strategically positions companies that manufacture, install and maintain components for energy and infrastructure-related industries with a primary emphasis on the wind energy sector. Broadwind’s operating companies are Badger Transport, Inc., a specialty heavy hauler; Brad Foote Gear Works, Inc., a precision gearing systems manufacturer; Energy Maintenance Service LLC, a wind energy operation and maintenance service provider; R.B.A. Inc., a heavy steel fabricator; and Tower Tech Systems, Inc., a wind tower and monopile manufacturer. Broadwind and its companies employ nearly 1,100 people across the United States.
Based in Houston, Texas, with over 15 wind farms across the United States, Horizon Wind Energy has developed more than 2,800 megawatts (MW) and operates over 2,000 MW of wind farms. In Illinois, Horizon owns and operates the 396 MW Twin Groves Wind Farm and has two wind farms under construction, the 100.5 MW Rail Splitter Wind Farm and the 102 MW Top Crop I Wind Farm. The Company has over 20 offices across the US with regional offices in Bloomington and Chicago. Horizon is owned by EDP Renewables, a global leader in the renewable energy sector. Currently, EDP Renewables is the world’s fourth largest wind energy company in terms of installed capacity.
Iberdrola Renewables, Inc. (“IBR”) is an independent developer of renewable energy projects, focused primarily on on-shore wind energy development.  IBR owns and operates the 72 MW Providence Heights wind farm in Bureau County and has several hundred megawatts currently under development in Illinois.  The company has participated in both requests for proposals for the fulfillment of the Illinois renewable portfolio standard (“RPS”) including the recently conducted spring 2009 electric procurement event.  In 2008, IBR was a successful bidder in the Commonwealth Edison (“Com-Ed”) RPS procurement.
Invenergy Wind LLC and its affiliates are focused on the development, ownership, operation and management of large-scale wind energy generation assets in the North American and European markets.  Invenergy Wind has approximately 2,000 MW of wind projects in operation or construction and is one of the top five largest owners of wind generation assets in the United States (American Wind Energy Association 2008 Annual Wind Industry Report).  Invenergy Wind, through its affiliate, owns and operates the 99 MW Grand Ridge Wind Energy Center in LaSalle County, Illinois, and a 100.5MW expansion of the Grand Ridge facility is currently in construction with completion scheduled in fall 2009.  Invenergy Wind also has several Illinois projects in advanced development.
Midwest Wind Energy, LLC (MWE) is a Chicago-based, leading developer of wind farms in the Central United States.  MWE has developed 568 megawatts that are in commercial operation or under construction in Illinois, Wisconsin and Nebraska, which represents over a billion dollars of project assets.  In addition, MWE has an active development portfolio of more than 5,000 megawatts located throughout the Midwest.  As a project development company, MWE fully develops wind farms from “concept to construction,” and partners with well-known equity players to construct and operate the projects.   MWE developed 366 megawatts currently in operation or under construction in Illinois and has over 300 megawatts in Illinois that are construction-ready. 

Suzlon Wind Energy Corporation (Suzlon) is the world's 5th largest integrated wind turbine manufacturer featuring projects in the U.S., Australia, China, Europe, South America and India. Suzlon’s North American headquarters are in Chicago and boasts third largest market share position in US, while offering the streamlined S88-2.1 MW machine for the North American market.   The company pulls upon extensive experience across five continents and more than 13,000 employees worldwide to serve energy needs through a vertically integrated supply chain, customized solutions, solid turbine performance and high customer responsiveness.  Suzlon delivers sustainable energy solutions.
Collectively Acciona Energy, AWEA, Broadwind, Horizon Wind Energy, IBR, Invenergy Wind LLC, MWE, Suzlon, and Tradewind Energy constitute “the wind industry” for purposes of these comments.
Illinois’s RPS currently requires that investor owned utilities (“IOUs” -- Com-Ed and Ameren utilities -- procure renewable energy credits (“RECs”) to meet their RPS requirements.  The RPS requires IOUs to procure RECs in increasing amounts up to 25% by 2025.  Seventy-five percent of the standard must be met by wind energy with preference given to in-state resources through 2011.  Ameren and Com-Ed conducted REC procurements in 2008 to meet their RPS requirements.  In 2009, this duty was taken over by the Illinois Power Authority (“IPA”), which is statutorily required to acquire utility service, including RECs.  Legislation is pending which would require the IPA to procure at least 50% of the competitive suppliers’ total REC obligation.
In each of the first two RPS procurements, both the one performed by the utilities and the IPA’s, the procuring entities chose to procure RECs for only a one year term.  We believe this limited term approach is leading to greater price volatility, potentially relatively higher REC prices (especially in the long-term), and additional challenges in financing new wind energy projects.
In these comments, the wind industry will clarify that existing statutes clearly allow for longer-term contracting (and that pending legislation creates a clear preference for longer-term contracts), discuss the shortcomings of the exclusive reliance on short-term RECs, provide a recommended portfolio approach, and briefly discuss the potential for contracting for bundled energy and RECs from wind facilities. 

The wind industry thanks the Commission and staff for this opportunity to provide comment.

Illinois Law Allows the IPA to Engage in Long-Term Contracts for RECs and/or Energy
Utilization of long-term contracts by the IPA was envisioned in both the Public Utilities Act (“PUA”) and the Illinois Power Agency Act (“IPA Act”).  

· The PUA discussion of procurement planning [20 ILCS 5/ 16-111.5 (b)] states that “each procurement plan shall analyze the projected balance of supply and demand for eligible retail customers over a 5 year period with the first planning year beginning June of the year following the year in which the plan is filed.  The plan shall specifically identify the wholesale products to be procured following plan approval, and shall follow all the requirements set forth in the Public Utilities Act and all applicable state and federal laws, statutes, rules, or regulations, as well as Commission orders. Nothing in this section precludes consideration of contracts longer than 5 years and related forecast data.”

· The IPA Act in [20 ILCS 3855/1 20b (9)] authorizes the procurement administrator “…to make and execute agreements, contracts and other instruments necessary or convenient in the exercise of powers and functions of the Agency under this Act.  No such agreement, contract, or other instrument shall exceed 40 years.”

· Finally, the IPA Act (20 ILCS 3855/1 75 (b) acknowledges benefits of securing the lowest total cost over time and price stability, and could be read to establish a soft preference for long-term contracts: “the experts or expert consulting firms retained by the Agency shall, as appropriate, prepare procurement plans, and conduct a competitive procurement process as prescribed in 16 111.5 of the Public Utilities Act, to ensure adequate, reliable, affordable, efficient, and environmentally sustainable electric service at the lowest total cost over time, taking into account any benefits of price stability, for eligible retail customers….”

· Pending legislation is similarly supportive of long-term contracts.  Senate Bill 2150 (Harmon) has passed both legislative chambers and will be forwarded to the Governor.  The bill creates a new section, [20 ILCS 3855 1-56], of which subsection (c) establishes that: “The Illinois Power Agency shall procure renewable energy resources at least once each year in conjunction with a procurement event for electric utilities required to comply with Section 1-75 of the Act and shall, whenever possible, enter into long-term contracts.”  The bill’s enactment data is June 1, 2009.

Short-Term REC Contract Shortcomings

Short-term contracts do have an important role to play in developing a balanced REC portfolio.  Exclusive reliance on short term contracts for RECs, however, is likely to result in price volatility and higher long-run prices for the following reasons:

· One-year REC contracts are most commonly purchased through third-party brokers.  Third-party marketers play a valuable role in establishing a liquid market by buying RECs when there is little or no demand from obligated entities and can be an effective way for obligated entities, like the IPA, to procure small amounts of RECs to help meet RPS goals.  However, such marketers are, by definition, “middlemen” and there is a cost associated with the efficiency and liquidity they add to the market.  Currently, project developers contract with third-party marketers because they may be the only available counterparty at the term and/or price the developer needs to finance a project.

· Wind projects, like all development risks, require higher rates of return for greater risk.  Therefore, projects which have long-term REC contracts and corresponding higher cash flow certainty will reduce their risk and enjoy lower financing costs, enabling the owners of the projects to reduce costs for their customers.
· Because a new wind project cannot be financed exclusively on the basis of a one-year contract, one-year contracts limit the sources of RECs to currently operating (or possibly under construction) projects which are confident of delivery and, further, have not contracted for all of their output.  Therefore, the one-year contracting term is dramatically reducing potential supply options, leading to potentially higher prices and volatility.
· Illinois is in competition with other states for REC supply.  RECs from Illinois qualify for RPS’s in most other eastern states including the robust New Jersey market and emerging markets in Pennsylvania and Maryland.  Many obligated entities in these states will seek to secure RECs from Illinois projects which tend to be more productive than projects located further east.  Forty percent of New Jersey RECs originate in Illinois and, in Pennsylvania, PECO just entered into five-year REC contracts with Illinois-based resources to meet its RPS obligations.
For these reasons, Illinois’s one-year REC procurement strategy is failing to produce an optimum outcome for either renewable energy development or for Illinois’ consumers.
One potential barrier to long-term contracts that has been raised by some parties is the concern about the potential for migration of load away from the Illinois Power Agency and into the competitive market sector, potentially leaving the IPA “over procured” as regards renewable energy or RECs.  The wind industry does not find this concern to have significant merit, to be likely, or in any event to be difficult to mitigate. The renewable portfolio standard in Illinois law is a minimum percentage of renewable electricity use, not a maximum percentage, and if the IPA had “over procured” without triggering the cost-cap the result by definition would be greater environmental benefit at a cost range clearly envisioned as acceptable by the statute, so the concern lacks merit.  Furthermore, both because Section 1-75(c) of the Illinois Power Agency Act requires annually increasing renewable energy procurements, which would make it easy for the IPA to step back from future procurements if it had “over procured” with prior long term contracts, and because SB 2150, if enacted, effectively halves the impact of any migration by requiring the IPA to conduct at least 50% of the ARES’ procurement on their behalf, any “over procurement” would be unlikely and in any event easy to mitigate. 
The Solution: A Portfolio Approach

The IPA should pursue a balanced portfolio of long, medium, and short-term contracts.  As described above, one-year REC contracts are not sufficient to produce the most effective outcome for Illinois renewable energy developers or consumers.  We recommend that for future year RPS requirements the IPA solicit REC bids for varied terms, long-term (greater than five years, typically 10 to 20 years); medium-term (one to five years); and short-term (one year or less). We further recommend a target portfolio allocation of approximately 75% to 80% long-term contracts for the IPA’s renewable portfolio, with the actual final percentage determined by the relative prices in the different classes as actually submitted in bids. The portfolio strategy will provide the IPA with more diverse procurement options and also vital price information that can inform the IPA’s decision-making process.  It will also ensure that the IPA is not completely committed to long-term contracts and can take advantage of any price downturns, while still providing price stability through a base of long-term contracts.   In short, the portfolio approach reduces price volatility, but allows the IPA to capitalize on price downturns. 
REC markets are much “thinner” than energy markets.  Because the quantities of required RECs are much smaller than energy, and because demand is generally set in advance, the lack of market liquidity and demand elasticity is much different than the energy market, where numerous sources of supply, including imports, can address changes in demand and where demand can respond to price.  For this reason, and because there is not an ever-willing counterparty for RECs, like MISO and PJM are for energy,  it is extremely important to build flexibility and balance into REC contracting.

As state REC markets evolve there may be opportunities for the IPA to engage in favorable contracts (e.g. landfill gas projects that may have originally contracted RECs for other state compliance requirements, but whose contracts are expiring, or future reductions in renewable energy project capital costs should they occur).  Additionally, not all bidders will have the same requirements in regards to term and price, as the IPA will want to structure its portfolio to meet its RPS obligations and to diversify its portfolio (so that it is not fully exposed to year-to-year price volatility, nor fully supplied by long-term contracts that may have been locked-in during a period of high prices).

New York is the only other state which relies on a centralized state agency procurement model to meet its RPS.  New York relies exclusively on long-term contracts to meet its REC requirements.  This is advantageous for the reasons described above, but as a result of complete reliance on long-term contracts, there is effectively no liquidity in the New York REC market, which means that projects which do not have a centrally procured contract are shut-out of the REC market.  This ultimately limits development opportunities as project developers have little certainty regarding a future market for their RECs.
We envision the “portfolio approach” as a layer of different term contracts with long-term contracts as the base of the portfolio, covering some portion of load that IPA is confident will not switch to a competitive supplier.  The next layer will be medium-term contracts that allow the IPA to hedge its prices and quantities over a more modest term and to take advantage of favorable pricing when available.  Short-term REC acquisitions will be the last layer to address short-run changes in IPA load and for opportunistic purchases when prices are in the IPA’s favor.  This approach allows for upside when prices are in the IPA’s favor, but also reduces volatility since there is a long-term, and medium-term set of contracts in place.  Enabling long-term contracts will also facilitate the goal of bringing new in-state wind projects online to serve Illinois consumers.

An important objective of RPS is to encourage new development.  Long-term contracts enable developers to finance new projects at a lower cost, while giving the IPA a lower levelized price over time, since developers can achieve lower risk that comes from the long-term contract.  In order to mitigate the IPA’s risk that the wind farm may not ultimately deliver RECs, the IPA should require bidders to meet certain project development milestones (such as permitting and interconnection progress points) before bidding.  Additionally, the bidder should be requirement to post security, which would be forfeited if the project fails to deliver (this will ensure that only serious bidders apply).  The portfolio approach complements this approach well; since it will enable the IPA’s flexibility to engage in additional contracts should a project face either delivery delays or fail to complete construction.
Energy Procurement from Wind Farms
As an additional option, the IPA should also consider contracting for energy from Illinois wind projects.  Long-term direct contracting for bundled energy and RECs may make a valuable contribution to an overall portfolio and would very likely be most successful in supporting in-state project development.

As with the REC portfolio approach above, the IPA could engage in long-term energy contracts from wind farms for a portion of its load.“Bundled” (energy and REC) contracts with wind farms can greatly assist in bringing new projects online, and, as with RECs, the energy portion of the contract can act as a known price hedge for some portion of the IPA’s load.  Since wind farms have no fuel costs, the variable costs are very low, enabling wind developers and owners to engage in long-term fixed price energy contracts that are difficult or impossible for other energy resources to contemplate.

Conclusion
The wind energy contracting approach outlined above addresses the concerns raised in the introduction.  The portfolio approach is the best contractual method to respond to uncertain future prices (as the ICC staff noted in its response to the IPA’s initial procurement plan there is evidence for both rising and falling REC prices over time), to get new Illinois wind projects built at the lowest cost, and to provide price stability, transparency, and certainty to Illinois’ renewable energy market.

The wind industry again thanks the Commission and staff for the opportunity to provide these comments.  If you would like to discuss our comments further please contact us as provided below.
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