November 1, 2010

To Whom It May Concern:

We would like to offer further comments on two issues, solar degradation and the Illinois pass-through tariffs:

Solar Degradation

While this topic was discussed at the workshop on October 26th, there seemed to be considerable confusion regarding this issue so we would like to offer some clarifying comments.

First, we would like to clarify the impact of not addressing solar degradation.  Energy production from a typical crystalline silicon solar module declines at a rate of about 0.5% annually.  This means that in the 20th year of operation a solar project will produce approximately 80% of what it generated during the first year of operation.  If the power purchase agreement requires that production of energy and RECs be constant across all 20 years of the term, then the Seller will have to take a conservative approach and commit to delivering only 80% of the output in year one.  Since the amount of energy delivered will be less than the actual production, but the actual cost of the installation remains unchanged, the cost per MWh of electricity will have to increase accordingly.  In the first year of operation, for example, the Buyer will be receiving only 80% of the actual amount of energy produced, but will effectively still be paying for 100% of the production.  One could argue that the surplus energy could be sold into the spot market, but since the spot price is likely to be significantly lower than the contract price – and because the spot price is volatile, uncertain, and unbankable –  the Seller will still be forced to charge significantly more for energy on a per MWh basis than if the full production of the solar plant were contracted for up-front.  This makes solar power seem less competitive than it actually is relative to other sources of power, and it causes ratepayers to pay more for solar power than necessary.

Second, we would like to suggest that the solution to this problem is not particularly complicated.  All that is required is to add an additional exhibit that allows the Seller to specify the amount of production guaranteed in each contract year.  An example is attached to this letter.  Every solar PPA that we are aware of includes such a production schedule to accommodate the fact that the production of solar modules declines over time.  Allowing for declining production over time should not impact price comparison during the bid evaluation process.  While the volume of energy delivered under the contract will change year to year, the price per unit of energy will not.  The cost of one solar project can still be compared to another solar project (or another technology, for that matter) on a per MWh basis.  

Illinois Pass-Through Tariffs

We would like to express that the most recent draft of the power purchase agreement remains unfinanceable in our opinion due to i) the ability of the Buyer to terminate the contract at any time upon hitting the rate cap and ii) the difficulty of quantifying this risk and communicating it to a third party lender.  We believe that the process would be greatly improved by giving earlier vintage contracts seniority and/or providing sufficient information to estimate how and when the rate cap will be met so that lenders can estimate the likelihood of premature contract termination.
We would be happy to discuss the above comments at any time, and we look forward to participating in the Bidder’s Workshop on November 4th.  Please feel free to contact me directly at (949) 466-7805 with any questions.

Best Regards,

[REDACTED]
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