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Natural Gas and Electricity Procurement Program

O\rERVIEW
At the September 2008 meeting of the Board of Trustees, Walter Knotr, Vice

PresidenlChief Financial Offrcer and Comptoller, presented and received approval of the

Natural Gas Cost Management Policy. Among other things, the policy authorized natural gas

purchases for fiscal years 2010 and 2011, with certain restictions. At its March 2009 meeting,

the Board approved the Energy Cost Management Policy to replace the Natural Gas Cost

Management Policy. The new policy expanded purchasing authority to include other energy

commodities (electicrty and coal) and expanded the timeframe to a rolling three-year period.

A stategy for procuring natural gas and electicþ within the policy framework was

developed with assistance from our external advisors, Nicor Enerchange, American Electric

Powero Brubaker and Associates, Inc., and Larry Altenbaumer. The primary objective of the

stategy is to provide budget certainty and to stabilize the price of purchased fuel to the

University.

The stategy has three primary components - (i) a rolling 36-month series of regularly

timed purchases, (ii) budget management for the 36 months, and (iiÐ an opportunistic purchase

progr¿rm based on aggressive pricing targets.

i. The program is designed to even out over time the University's exposure to the

spot market and the risk of price spikes; it functions similarly to a "dollar-cost

averaging" investment strategy.

ii. The 36 month term provides a high degree of budget certainty (financial risk

management) for the fiscal budget periods affected by allowing purchases up to

95Yo fot the first 12 months, 90Yo for the second 12 months, and 85Yo for the third

12 months of the natural gas required to meet the University's steam load.

iii. The opportunistic purchases progr¿rm incorporates a capability to increase

purchases for a particular period. Consideration is based on variances between

currently available market pricing and the established budgeted target price

coupled with consideration of levels of actual committed purchases relative to

target purchase commiûnents levels for the specified period.



PROGRESS TO DATE

The procurement activity turder the Policy began in August 2008. Significant progress

continues to be made in securing natural gas at a fixed price for fiscal years 2010-2013. All
transactions have been reviewed by the Energt Management Committee (ooCommittee") and

were executed using forward fixed-price purchase contracts with Nicor Enerchange. No futures

contracts or other derivative products were employed. Table I summarizes the Natural Gas

procurement activity.

Table 7: Summøry of Gas P¡ocurement Program

l. Volume Requirement : Must Run Gas Requirements to produce steam only

2. Landed Price : field price + bqsis * Nicor Enerchøngefee + NGPLfees.

3. Budgeted Landed Price reflects budgetedpricing as of5/7/2010.

Fixed price block purchases of electricity have been contracted between American Electric

Power Service Corporation and Prairieland Energy, Inc. for delivery during fiscal years 2010-

2013 as outlined in Table 2 below. All transactions have been reviewed by the Committee.

2

Through April30,2010 ["r2010 FY201l FY20t2 x"r2013

Volume Requirementt ltWtnfU¡ 5.174.946 5,440,865 5,440,965 5,440,865

Volumes Committed To Date

(MMBru)
4,958,799 5,027,591 3,427,054 1,376,797

Percent Committed Volumes (%) 96% 92% 63% 25%

Budgeted LandedPrice ¿' 1$ArUntU¡ $7.43 $6.86 97.21 $7.s1

Landed Price for Committed Volumes2

($/T\{MBTU)
$7.91 s7.49 $7.00 $6.79



78,581 (UruC)

54,504 (UIC)

11,4,854 (UIUC)

122,261(UIC)

94,406 (UIUC)

98,147 (UIC)

Volumes
Committed to
Date (mwh)

86,259 (UIUC)

30,524 (UIC)

$30.1s (UIUC)

$32.s0 (uIC)

$33.0s (uruc)

$34.10 (UIC)

$3o.ls (uIUc)

$32.50 (uIC)

$30.15 (uruc)

$32.s0 (ulc)

Block Price for
Committed
Volumes ($/mwh)
I

Tøble 2: Sunntary of Electrûcity Ptocuremcnt Progrøm

1. Blockprice is the cost of power onþ.

BACKGROUND ON SUPPLIERS

o Natural Gas Supply - The forward purchase contacts for natural gas are with Nicor

Enerchange, who stands between the University and the originating field suppliers. Nicor

Enerchange is contractually responsible for covering damages if it fails to deliver the

nominated a¡nount of gas to the University's specified delivery points. Nicor Enerchange is

owned by Nicor, Inc.

o Natural Gas Transportation - The natural gas is transported between the gas fields and the

University by Natural Gas Pipeline Company of America ('\IGPL"). NGPL is a subsidiary

of Kinder Morgan and owns in whole or in part over 10,000 miles of interstate pipelines.

Peoples Gas provides tansportation services from the Chicago City Gate to the UIC campus

under a contract which expires March 31,2010.

r Power Supply - Fixed price block purchases of electricity are transacted under a Master

Power Purchase and Sale Agreement between American Electric Power Service Corp. for

fiscal year 2010. AEP owns nearly 38,000 megawatts of generating capacity in the U.S. AEP

also owns a 39,000-mile transmission network that includes more than 765 kilovolt extra-

higb voltage tansmission lines.

r Power Transmission - Transmission of the contacted block purchases is provided by

Ameren IP to the UIUC campus and by Commonwealth Edison to the UIC campus.

r.EES

Nicor Enerchange provides the University market advice, tansaction execution,

analytical and other services under an existing agreement with the University that runs through



Jwrc2012. Nicor Enerchange charges the University 2.5þIMMBTU for providing these services.

Beginning with the fiscal year 2013 forward contracts, transactions are executed under an

agreement with Prairieland Energy, Inc. The fee for these services decreased to 2.O1IIvIMBTU

with the fiscal year 2013 transactions. NGPL provides natural gas transportation services to the

University. NGPL has a variety of charges that typically are in the range of 601 to

7ûÉIIÑÍÌIvIBTU. The current transportations costs charged by Peoples Gas to the Chicago City

Gate is approximately 40þ per/lVlMBTU.

GRAPHICAL ANALYSIS

A graphical analysis of FYIO natural gas activity is attached. FYll-FYl3 activity is

reported in Table I above.
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. I00ot6 Budget is deJìned as all natural gas anticipated to be consumed during each

month.
o Hedges þr 2010 were Øcecuted during the time period September 2008 and April 2009

providing a high degree of budget certaintyþrJìscal year 2010.
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o Total Gas Budget is defined as all natural gas anticipated to be consumed during each rnonth.

c Hedges for 2010 were executed during the time period September 2008 and April 2009
providing committed natural gas prices þr the (Jniversity in time for the development of the

plant operating str ate gies.
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Price Comparison g/nnM gfu
FY2010
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. Differences between Hedged Volumes and Actual Volumes is a result of purchases made in
the spot market to satisfy the remaining natural gas requirements.



Cost Comparison
FY2(}10
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o Mark to Marlæt depicts the unrealized cumulative dffirence between the market price and the

hedge price. The university initiated its hedging program when prices were relatively high

versus today's prices.

Cumulative Mark-To"Market On Open Futures Contract Pos¡t¡ons




