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Historically low energy prices can’t last
Illinois electric co-ops are prepared for long-term

To introduce myself, for the 

past several years I served 

as Director of the Illinois Power 

Agency (IPA). The IPA is the state 

agency created in 2007 by the 

Illinois General Assembly to pur-

chase wholesale power for certain 

customers of Ameren and ComEd, 

the state’s investor-owned electric 

utilities. In October 2011, I started 

a consulting service and now advise 

communities on their energy pur-

chasing options.

 In my current capacity as an 

energy consultant, my job is price 

hedging. I identify risks, handicap-

ping them for probability, and then 

explore what I can do to avoid those 

risks.

 Prices for the electricity commod-

ity have been driven lower largely by 

demand erosion due to the troubled 

economy. Since we entered into 

this recession in 2008, Illinois has 

seen about a 9 percent decline in 

industrial demand. The big question 

is how long will this low electricity 

commodity price market continue.

 Conventional wisdom from the 

U.S. Department of Energy (DOE) 

indicates that the current price of 

9.8¢ for a kWh of electricity will 

drop to 9.2¢ by 2019. Without 

meaning to sound too critical, I 

would suggest that the Energy 

Information Administration has 

perhaps overemphasized the role of 

low natural gas prices in making its 

projections. Their projected future 

electricity prices appear to me to be 

artificially low based on overly high 

expectations for new natural gas 

supplies.

 The U.S. DOE claimed that 

410 trillion cubic feet of recover-

able shale gas was available in the 

Marcellus formation. The U.S. 

Geological Survey, the guys who 

know about dirt and rocks, claim 

that only about 84 trillion cubic 

feet are available. In addition, any 

increases in regulatory requirements 

on natural gas “fracking” 

will likely reduce supplies 

and increase prices.

 Even if we get all of 

that supply to market, will 

prices stay low forever? The 

answer is no. In Europe 

and Asia, they will pay $12 

to $15 a million btu for 

natural gas. We are pay-

ing $2 to $3 so there is a 

profit incentive to get it 

from here to there. We are 

turning liquefied natural gas import 

terminals into export terminals.  I 

believe that retail electricity prices 

will likely rise by 75 percent by 

2019. And, I also see natural gas 

above $6 – or roughly double the 

current spot price.

 Electricity prices are driven by 

multiple elements including gen-

eration supply, transmission and 

distribution.

 On the generation supply side, 

there is significant potential for 

base load generation retirement, 

and the rate of public plant closure 

announcements is increasing.

 Can the effects of these retire-

ments be offset by new renewable 

generation? Likely not, because 50 

megawatts of wind or solar gen-

erating capacity is not the same 

as 50 megawatts of dispatchable 

generation. Renewables may be 

the preferred policy option today, 

but they’re not the total solution to 

replacing lost base load generation.

 So where will replacement gen-

eration come from?  Frankly, I don’t 

know, because that’s 

a policy issue that 

has been ignored 

for the last 15 years 

in the deregulated 

states. We don’t 

have a mechanism 

in the deregulated 

world to build new 

base load power 

plants. There is not 

a 30-year contract 

model to support 

the capital necessary to build a new 

plant.

 So, we have a situation where 

generating capacity is going off 

line but we don’t have new capac-

ity coming on line. I think we can 

all agree that this will cause upward 

price pressure. More importantly, 

an economic recovery will drive up 

energy demand. At the first sign of 

true economic recovery I expect to 

see a lot of upward price pressure in 

electricity markets.

 Transmission also has some 

upward price pressures. We’re 
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starting to see some plans from 

regional transmission operators 

that predict higher costs. PJM, 

which manages transmission in 

the northern part of the state, 

estimates that about $14 billion 

in transmission system upgrades 

are necessary just to deal with 

plant closures. Additionally, PJM 

estimates that integrating new 

renewables into the system will 

cost around $60 billion.

 Distribution costs are also likely 

to rise.  The investor-owned utili-

ties are spending significant sums 

of money to make long-overdue 

system reliability upgrades and all 

of this drives up distribution costs.

 All of these items, and more, 

lead me to believe that electricity 

costs for consumers are going up. 

 Where does municipal aggrega-

tion fit into all of this?  Municipal 

aggregation allows a county, city 

or village located in the ComEd 

or Ameren territories to step in 

and negotiate an electricity sup-

ply contract for their residents. 

Right now, municipalities are able 

to achieve significant  discounts 

off the Ameren or ComEd energy 

rates for the short term. The ability 

to book those kinds of savings as a 

practical matter will basically end 

in May of 2013. 

 My suspicion is that more than 

half of the municipal aggregations 

that have been formed will prob-

ably go away within two years. 

Municipalities are generally not 

risk managers, and their residents 

can leave the aggregation if prices 

get too high.

 First, it is important to remem-

ber that value is more than a low 

price. For example, electric co-

ops are ahead of investor-owned 

utilities in terms of adding smart 

grid options. This new technology 

adds value in terms of reliability 

and pricing options. Co-ops are 

in many cases also providing rural 

broadband, or helping with rural 

water system expansion and other 

economic development projects. 

That’s added value.

 Second, remember that price 

stability is also a value.  The electric 

market prices change every 5 min-

utes. Electric co-ops have owner-

ship in real generating assets that 

are going to protect members from 

“Low energy prices” continued from page 16a

HomE Lite 
Co-op energy efficiency rebates return

In 2011 the electric cooperatives 

of Illinois received $2.5 mil-

lion from the American Recovery 

and Reinvestment Act program 

through the Illinois Department 

of Commerce and Economic 

Opportunity’s State Energy Plan. 

Those funds were, in turn, distrib-

uted as rebates to co-op member-

owners for energy efficiency projects. 

This investment paid real dividends 

and helped prime the pump for 

nearly ten times that in energy effi-

ciency investments. Better yet, the 

energy efficiency improvements will 

multiply the savings for many, many 

years.

 The HomE energy efficiency 

rebate program was so successful in 

creating new jobs for heating and air 

conditioning contractors, plumbers 

and insulation installers plus saving 

energy for co-op member-owners 

that it is being repeated for a second 

but very limited time.

 If you didn’t get a chance to par-

ticipate in the first round of HomE 

rebates now you have a second 

chance. HomE Lite rebates are 

available until funding runs out, or 

until June of this year.

HomE Lite Incentive Rebates 
Include:

 Geothermal system - $1,500

 Air-Source Heat Pump (16 

SEER or higher) - $1,000

 Insulation and Weatherization - 

50 percent of total project cost, 

up to $1,000

 Heat Pump Water Heater 

- $250

 Commercial installations - $500 

per ton of capacity, up to a maxi-

mum of $10,000 for geothermal 

and air source heat pumps

 Energy Audit by BPI certified 

auditor - $300

 With the help of the first round 

of HomE funding Clay Electric 

Co-operative members-owners 

who installed geothermal heat 

pumps, air-source heat pumps, and 

made insulation and weatheriza-

tion improvements received over 

$25,000.00 in rebates.

 Doug Hockman says, “We know a 

lot of members were unable to par-

ticipate in the first HomE program 

for a variety of reasons. All coopera-

tive members are eligible for HomE 

Lite. These rebates, plus the federal 

income tax credits that are available 

for some of the projects, make this a 

great time to make your home more 

energy efficient.”

 For more information contact 

Doug Hockman, Member Services 

Director at 662-2171 or toll free at 

1-800-582-9012.

Continued on page 16c 
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“Low energy prices” continued from 
page 16b Winter Storm Preparedness

Heavy accumulations of ice and 

snow coupled with fluctuating 

winter temperatures can bring down 

utility poles, trees and limbs with 

the ability to disrupt power for days 

on end. With this comes a threat to 

property and also to life itself.

 In a winter storm emergency, 

restoring power and heat to con-

sumers is the highest priority, and 

electric utility crews work around 

the clock to restore service,¨ says 

Natalie Hemmer, member of the 

Safe Electricity team. Severe dam-

age to power lines and distribution 

systems may take days to repair, 

especially if the icing conditions are 

ongoing.¨

 Avoid going outside if possible. 

Downed power lines could be sub-

merged in snow and ice and difficult 

to identify. When outside, treat all 

downed and hanging lines as if they 

are energized electric lines: Stay 

away, warn others to stay away and 

immediately contact your utility 

company. Remember that downed 

power lines do NOT have to be arc-

ing, sparking or moving to be live 

and deadly.

 Safe Electricity stresses the 

importance of being prepared for 

dangerous winter storms and the 

power outages they may cause. 

Preparing ahead of time in order 

to have the right supplies and the 

knowledge to stay warm safely are 

keys to weathering a winter storm 

emergency. Safe Electricity offers 

the following tips to winterize your 

home:

 Insulate walls, attics and pipes

 Caulk and install weather-strips 

on windows and doors

 Install storm windows or plastic 

sheeting to cover windows

 Repairs roof leaks

 Call the utility company to cut 

branches away from your home 

and power lines

 Safe Electricity emphasizes that 

everyone, particularly families with 

special needs, must be prepared 

in case of a winter emergency and 

long-term power outages.

 Always keep a battery-powered 

radio or TV, flashlights and a 

supply of fresh batteries in case 

of an emergency. Test these 

ahead of time to make sure they 

are operational.

 Know where to find extra 

blankets.

 Fill spare containers with water 

for washing, and keep a supply 

of bottled drinking water on 

hand.

 Keep a supply of non-perish-

able food items, along with a 

hand opener for canned food.

 Switch off lights and appliances 

to prevent damaging appli-

ances and overloading circuits 

when power is restored. Leave 

one lamp or light switch on as 

a signal for when your power 

returns.

 To prevent water pipes from 

freezing, keep faucets turned on 

slightly so that water drips from 

the tap. Know how to shut off 

water valves just in case a pipe 

bursts.

 Check on elderly or disabled 

friends and neighbors.

 Do not use charcoal grills or gas 

ovens to heat your home; this 

could lead to carbon monoxide 

poisoning.

 Its a good idea to assemble a 

disaster supply kit that includes 

needed items ahead of time. Do not 

forget to include a first aid kit, pre-

scription medications, and any spe-

cial items needed for infant, elderly 

or disabled family members.

 Safe Electricity is committed to 

educating everyone on how to have 

a safe winter. Safe Electricity is an 

electrical safety public awareness 

program created and supported by 

a coalition of hundreds of organiza-

tions, including electric utilities, 

educators and other entities com-

mitted to promoting electrical safety.

rising prices over the long-term. 

While the municipal aggregation 

approach is yielding some short-

term savings, we suspect that their 

prices will pop up when the econ-

omy recovers largely because they 

do not invest in generating assets.

 Third, remember that today is 

not forever. We can all remember 

not long ago when they said we 

were running out of natural gas. I 

also remember something about 

nuclear plants making electricity 

too cheap to meter. We all know 

that the market changes, and that 

prices rise faster than they fall.  

Electric co-ops have taken crucial 

steps to prepare for the coming 

market changes.

 Lastly, there will always be peo-

ple who will question and criticize 

every decision any leader makes. 

When you look at the long term, 

someone will say you should’ve 

gone short. When you buy, some-

one will say that you could’ve sold. 

I see price pressures and instability 

in today’s electricity markets. My 

belief is that electric co-ops have 

laid out long-term plans and will 

be better positioned than the rest 

of the market when prices rise.

 My Sunday school teacher used 

to ask, “When did Noah build the 

Ark? It was before the rain.” It 

was hard for Noah, with years and 

years of effort and everyone won-

dering why he did it. I personally 

believe that the state’s electric co-

ops are doing the hard work nec-

essary in the current challenging 

times to prepare for the long-term 

best interests of their members. 

And, I would suggest that co-op 

members are likely to be thankful 

in the future for the foresight that 

co-op leaders have demonstrated.

Mark Pruitt, former Director of 
the Illinois Power Agency, cur-
rently is the Principal of the Power 
Bureau, LLC, an energy consult-
ing firm.
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Minutes of Board of Trustees Meeting
Regular meeting October 22, 2012

Trustees present were: Frank 

Czyzewski, Bill Croy, Neil 

Gould, Frank Herman, Kevin 

Logan, Bob Pierson, Richard 

Rudolphi, Danny Schnepper 

and Greg Smith. Also present 

were Executive Vice President/

General Manager John Meng, and 

Cooperative Attorney Melanie 

Pearce. The invocation was given by 

Kevin Logan.

 Approved the minutes of the 

regular meeting held September 24, 

2012.

 Accepted 6 new members for ser-

vice. Canceled 9 members no longer 

receiving service.

 Approved work orders in the 

amount of $49,009.84.

 Discussed and Accepted the 

disbursement list for the month of 

September, 2012.  

 Heard a report by Trustee Logan 

concerning the recent AIEC Board 

Meeting specifically the financial 

status, cyber threats, ARES advertis-

ing in Effingham County, regula-

tions, catastrophe services, and the 

recent Linemen’s Rodeo.

 Heard a report by Trustee 

Herman concerning the recent 

SIPC Board meeting, including the 

financials, status of operation, rate 

adjustments, and budgeting. Trustee 

Smith also reported on a Strategic 

Planning study.

 Approved the financial and main-

tenance reports presented by Gen. 

Mgr. Meng.

 Reviewed deregulation resolu-

tion, and Heard a report by Gen. 

Mgr. Meng concerning letters to 

Effingham County members about 

ARES referendum.

 Reviewed and Discussed the 

description for Executive Vice 

President/General Manager.

 Informed of the upcoming 

NRECA Annual Meeting.

 Heard a report by Gen. Mgr. 

Meng concerning right of way 

clearing.

 Informed of time change for 

upcoming Board meetings in con-

sideration of Daylight Savings 

Time.

 Heard and Approved a report on 

the retirement of Capital Credits to 

the estate of one deceased member 

pursuant to Cooperative Policy.

 Disbursed the AIEC Director 

Training Schedule.

 Disbursed revisions to Policy # 

100-5 meetings of the Board.

 Heard a report by Gen. Mgr. 

Meng regarding the construction of 

7 cellular towers expected to be in 

operation in 2013.

 Heard a report by Gen. Mgr. 

Meng concerning a member 

account as communicated by Trustee 

Rudolphi.

 Disbursed the October Embody 

Health Issue.

 Adjournment.

Clay County 
Water 
Update
Clay County Water, Inc. 

is nearing the end of the 

construction of the Phase 3 

waterline project. Very few 

miles of line are left to build. 

Meters will be set once the lines 

have all been pressure tested, 

disinfected, and Clay County 

Water has obtained the neces-

sary operating permit required 

by the Illinois EPA. 

 If you have not been con-

tacted, or would like to sign up 

for water service to your loca-

tion, please call.  Do not put 

this off any longer, as fees will 

increase as the project proceeds.

Doug Hockman 662-6666,  

Sue Pettit 662-4305,  

Bob Pierson 662-7471,  

Kye Hemphill 662-4590,  

Bill Seelman 662-8479,  

Dwight Edgington 678-2782 

Kevin Henry 618-838-6123, or 

Hank Hilmes 662-2388.
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