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Summary of Bluewater Wind Power Purchase Agreement 
 
The Power Purchase Agreement is a contract that is fully written but not yet signed by the parties—
Delmarva Power and Bluewater Wind.  Bluewater Wind agrees to build a 150 turbine, 450MW 
wind project 12-13 miles off of Rehoboth Beach.  Delmarva Power agrees to buy up to 300MW at 
any one time.  The cost to Delmarva ratepayers for energy and capacity will be 10.56 cents/kWh in 
2007 dollars.  Delmarva is also purchasing Renewable Energy Credits (RECs) associated with its 
energy purchases.  Contract details are explained below and summarized in the attached table. 
 
The State’s independent consultant’s estimates that the “typical” 1000kWh/month Delmarva 
household would see a rate impact on its energy bill of $6.46/month.  The “rate impact” is a 
comparison of the known Bluewater price for wind power with the estimated future market price of 
other power.  The estimated market price is just that, an estimate.  It is subject to uncertainties in the 
cost of natural gas and carbon allowances.  Taking the consultant’s analysis as given in the early 
years of the contract, the rate impact would be greater, perhaps as much as $13.10/month in 2014 in 
real dollars (this still compares favorably to the ~$55/month increase in 2006).  By the end of the 
Bluewater contract, the rate impact would be negative, as the independent consultant estimating that 
Delaware households will be paying less than if the contract is not entered into.  Here I explain what 
this means and the assumptions behind these estimates. 
 
 
1. This is a contact for power, not purchase of a wind farm.  If the project is never built or 
if once built, it fails to produce the power specified in the contract, then Bluewater will not receive 
payments for the power shortfall and it will also be in breach of the contract.  If that occurs, 
Bluewater will have to compensate Delmarva Power (and hence its ratepayers) in an amount up to 
$68 million.  The ratepayers have no risk exposure. If Bluewater does not perform it is as if the 
wind farm never existed.  
 
2. A rate impact is not same thing as a “price increase.”  Most of the $6.46 rate impact, and 
almost all of the $13.10 first year impact, is due to the state consultant’s prediction that natural gas 
costs will drop about 25% by 2014.  Because the wind power is at a set price, ratepayers would not 
benefit from falling market prices should they occur.  On the other hand, if the “prediction” is 
wrong, and natural gas prices rise between now and 2014, or are at least flat, the wind farm “rate 
impact” would be substantially less or perhaps negative.  
 
3. Wind cost increases are less than inflation 

a. Under the contract, the price to Delmarva household will increase by 2.5% each year.  
Since 1982, when inflation was brought under control, consumer prices as measured by 
the consumer price index (CPI) have increased by more than 2.5% in 17 years, been at 
2.5% twice, and under 2.5% in only six years. The CPI has averaged 3.1% over those 25 
years. This past year it was 4.1%.   
 

b. If this trend continues until 2039, the wind from the Bluewater project would cost 20% 
less in real terms in 2039 than it does today. Thus, unless inflation drops below 2.5%, 
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ratepayers will see decreasing energy costs from the project in real terms over the life of 
the PPA (annual increases in SSI received by fixed-income retirees are tied to the CPI). 

 
4. The estimated market price is almost certainly too low and thus the calculated rate 
impact of wind is too high.  The estimated future market price can be compared with current SOS 
power costs, and with different future indexes.  
 
The most recent three-year SOS residential contracts that were announced this month have an 
average weighted price for Delmarva residential customers of $109.90/MWh, which is about 15% 
higher than bids that were accepted last year.  These contracts account for only 1/3 of the residential 
load.  Thus, Delmarva ratepayers will pay an average of $4.78 more than they would have if 
Delmarva had been able to secure contracts this year at the same price that it secured contracts last 
year.   Fortunately, the average monthly bill will increase by less than that amount, but still about 
$2.75 per month.  This comes on top of an estimated increase in consumer bills of $0.96 to reflect 
the “reasonable allowance for a retail margin” that was announced last week.  Thus, consumers can 
expect their monthly bills to increase by about $3.71 or more than half the entire amount of the state 
consultant’s expected rate impact of the Bluewater PPA for 25 years out to the year 2039. 
 
The current SOS purchases can be compared further with the Bluewater PPA.  The year-to-year 
15% increase in the three-year residential SOS contracts is six times the Bluewater PPA price rate 
of increase (2.5% per year), year-to-year.  Second, the base Bluewater energy and capacity price is 
less at $105.60/MWh, less than this month’s SOS purchase at $109.90/MWh!  (These figures are 
not directly comparable—the SOS contracts are full requirements contracts—but are instructive.)  
Even if we compare the three-year SOS contracts to the average Bluewater contract price from mid-
2008 to mid-2011, the Bluewater contract price is only $2.36/MWh more.  Given the low Bluewater 
contract inflator, one would reasonably expect that three-year rolling average Bluewater price will 
very soon be cheaper than what can be obtained on the short-term market, yet the Bluewater 
contract provides stable prices through 2039. 
 
In addition, each year, future price estimates get higher.  The Independent Consultant’s analysis is 
based on now out-dated 2007 Energy Information Agency (EIA) projections.  If 2008 EIA projects 
are used instead of 2007, the hypothetical over-market price of the wind farm would be reduced 
from the above-mentioned $6.46/month.  If electricity prices follow the NIMEX gas futures market 
more closely than the EIA projections, then the electricity price from the wind project would the 
same or lower cost than the conventional power in our area, even during the first year of wind 
power purchases.  The unrealistic EIA numbers actually forecast lower natural gas prices over the 
next decade.   Concerns over natural gas price volatility and uncertainty using the EIA numbers is 
seen by comparing ICF’s (Delmarva’s consultant) natural gas price estimates over the life of the 
wind power contract that it made in February 2007 with its September 2007 estimate. ICF has 
already conceded that its earlier initial natural gas price estimate was too low by 9%.   
 
Finally, the future electricity price relies on estimates of future carbon compliance costs.  
ICF’s carbon compliance cost estimates rose even more than their estimates of energy prices—they 
increased by 61% from February to November 2007, going from $12.88 to $20.75/ton.   
 
Considering all this evidence that energy prices and estimated carbon fees are rising faster than 
initially predicted, we have reason to believe that the unknown future cost of electricity will be 
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more than predicted by the independent consultant.  That is, the so-called wind “price premium” for 
wind is likely to either be very small, or a “wind savings.” 
  
5. Delmarva customers are willing to pay more than the project will cost.  Our scientific 
survey found that Delmarva households are willing to pay $454 million (net present value) over the 
next three years for offshore wind power.  That is approximately twice as much as the state’s 
consultant estimates the Bluewater project will cost over the hypothetical market price.  
 
6. Timing of deciding about  any cost spreading  

a. It will be easier to evaluate the necessity and appropriateness of cost spreading after we 
know whether Delmarva will purchase backup natural gas power, and if so, how much 
that power will cost. 

 
b. Delmarva households will not begin to pay for the wind project until 2014. By that time, 

we will know more about cost of natural gas, the price of carbon allowances, and the 
value of the RECs that Delmarva is purchasing, and thus, the wisdom of cost spreading.  
The PSC already has authority under HB6 to spread the cost to other Delmarva 
customers, no new authority is needed. 

 
7. Desirability of spreading costs to Delaware Electric Cooperative Customers 

a. The costs of the wind farm will be borne by approximately 90% of Delaware households 
(Delmarva and Municipal customers).  The Municipal electric companies have already 
agreed to a separate contract to purchase wind. 

 
b. Spreading the costs to the other 10% would only have minimal benefits for Delmarva 

ratepayers—it would decrease an estimated $6.46 monthly premium by $0.65 (10%), 
while adding significantly greater monthly charges to DEC consumers.   
 

8. In-State versus out-of-state wind 
a. Limited options for out-state regional wind power.  The American Wind Energy 

Association (AWEA) just issued its 2007 Market Report (January 2008) 
http://www.awea.org/Market_Report_Jan08.pdf.   Table 2 lists projects under 
construction.  The Shell Mountain Storm project in West Virginia is the only new project 
listed in western PJM. 

 
b. Economic Development.  Delaware will not gain any jobs or economic development 

benefits from an out-of-state wind facility; this is in contrast to the Bluewater contract. 
 
c. Comparisons that have been made are not “apples” to “apples”.  Bluewater Wind 

has agreed to transfer to Delmarva all environmental attributes (RGGI credits and other 
federal or state carbon credits), not just Renewable Energy Credits (RECs).  These are 
valuable commodities which Delmarva (and hence the ratepayers) will own.  Onshore 
wind is more erratic than offshore and thus requires more fill-in power.  A long-term 
contract is more valuable for price stability than a short-term contract.  Power far away 
costs more for transmission access and power losses than in-state power.  For all these 
reasons, onshore wind prices will appear lower on a $/MWh basis, but may not be less 
when all costs are included.   

 



 4 

Summary of Terms in the November Term Sheet and the December Contract 
 
After reviewing the final term sheets in November, the four state agencies order Delmarva and 
Bluewater to quickly conclude a power purchase agreement on at least as favorable terms.  This 
table shows that the December Contract terms are even better.  The comparison suggests that, had 
the four agencies been allowed to proceed and make a decision based on the facts and the criteria of 
HB6, they would have approved the final contract. 
 

Metric Term Sheet Contract Effect 
Project Size 450MW 450MW Same 
Energy Cap at any one hour 300MW 300MW Same 
Capacity Price $65.23/kW-year $70.23/kW-year 7.7% increase 
Capacity Price (energy=1,106 
GWh/yr; capacity=105 MW) 

 
$6.19/MWh 

 
$6.67/MWh 

 
7.7% increase 

Energy Price (if purchase 
capacity) 

$105.9/MWh $98.93/MWh 6.6% decrease 

Subtotal (energy + 
capacity) 

112.13/MWh $105.60/MWh 5.8% decrease 

Energy Only Price (no 
capacity) 

109.71/MWh  $104.23/MWh 4.99% decrease 

Renewable Energy Credit 
(REC) price 

19.75/REC $19.75/REC Same 

Number of RECs purchased by 
Delmarva 

175,000 Equal to the amount of 
energy sold ~1,106,000 

 
Increase by 
~931,000 

 
 
Environmental Attributes 
transferred to Delmarva 

 
 
RECs only 

RECs, plus federal 
and state credits; 
RGGI credits or 
certificates; and 
emissions reductions, 
offsets and 
allowances 

Greatly expanded 
to include carbon 
allowances; 
additional benefit 
to DP ratepayers 
for price stability 

Inflation Factor 2.5% 2.5% Same (less than 
recent inflation) 

Federal permits deadline1 Nov. 30, 2011 Nov. 30, 2011 Same 
Guaranteed Initial Delivery 
Date 

June 1, 2014 June 1, 2014 Same 

Date Certain for Delmarva 30 
days notice of termination  

Nov. 30, 2015 Nov. 30, 2015 Same 

Interconnection Bethany Indian River Lower cost 
Bluewater Change in Control 
(other than public offering or 
within Babcock & Brown) 

Terms not 
agreed to 

Delmarva approval 
unless entity has gross 
assets of at least $10 
billion 

With B & B and this 
provision, financing 
is all but assured 

 

                                                
1 There are ways in which this deadline might be extended.  For example, Bluewater can have this 
date extended by 6 months, but then Bluewater risks the “Development Period Security,” which can 
be as much as $12 million. 


