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I. Introduction and Project Background 
 

The U.S. EPA Region 5 based in Chicago, Illinois created and funded this project to 
identify opportunities to improve the ability of Illinois communities to implement 
energy efficiency investments.  This project evaluates the impact on energy efficiency 
of municipal franchise agreements that supply electricity or gas service without a 
direct charge (unbilled energy) for certain municipal government facilities in Illinois. 
 
In 2009, U.S. EPA Region 5 contracted TechLaw, Inc. to evaluate utility franchise 
agreements used by municipal governments.  In a December 21, 2009 report,1 
TechLaw summarized franchise agreements from 55 municipalities in Illinois, 
Indiana, Michigan, Minnesota, Ohio and Wisconsin, and described the general 
approach to franchise agreements utilized by Commonwealth Edison (ComEd) for a 
number of communities in Northern Illinois.  
 
The 2009 report described eight approaches to utility compensation of municipalities 
in franchise agreements: 
 

1. Municipality does not charge the utility a fee or receive unbilled energy 
for the use of the rights-of-way for distribution assets 

2. Municipality provides its own electricity and/or gas 
3. Utility pays an annual franchise fee to the municipality 
4. Municipality charges an application fee or one time fee to the utility to 

obtain the franchise  
5. Municipality charges a franchise fee based on a percentage of the utility’s 

gross revenues or profits 
6. Utility provides unbilled electricity and/or gas to the municipality for 

municipal buildings and/or lights 
7. Municipality reserves the right to charge a franchise fee 
8. Municipality provides utility with a tax break. 

 
The 2009 report concluded that: 
 

• With the exception of Ann Arbor franchise agreements, none of the 
municipalities reviewed had franchise agreements that mandated energy 
efficiency, renewable portfolio standards, greenhouse gas (GHG) emissions 
reductions or the decoupling of energy sales from utility revenues.2 

                                                 
1 Utility Franchise Agreements Summary Report, Research on Municipal Franchise 
Agreements Gas and Electric Utilities, TechLaw, Inc. December 21, 2009.  Available at 
http://www.epa.gov/r5climatechange/municipalities.html#5 
2 ComEd noted in comments to U.S. EPA that franchise agreements put in place during 
the early 1990s contained a provision requiring systemwide expenditures of $25,000,000 
through 1996 in connection with its least cost planning process.  In addition, ComEd 
agreed during that period to spend another $25,000,000 systemwide on cost justified 
energy efficiency/Demand Side Management programs. 
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• Many municipal utility franchise agreements in Illinois require the utility to 
provide some amount of unbilled energy for municipal facilities.  This 
unbilled energy could create a disincentive to energy conservation at some 
municipal facilities. 
 

Following the completion of the 2009 report, U.S. EPA Region 5 requested that 
TechLaw look more closely at Illinois municipalities that currently receive unbilled 
energy under a franchise agreement and evaluate the opportunities for these 
municipalities to utilize a revised franchise agreement structure that promotes energy 
efficiency.  U.S. EPA Region 5 also requested that TechLaw examine mechanisms to 
address municipalities’ concerns regarding financial risks and other potential 
downsides of moving away from unbilled energy service franchise agreements.3   
 
This report is the result of the additional work conducted in this area.

                                                 
3 EPA Contract No. EP-W-07-074: EPA Task Order No. R05022A 
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II. Purpose and Approach 
 
The purpose of this report is to assist U.S. EPA Region 5 and interested stakeholders in 
understanding the impact of municipal utility franchise agreement compensation structure 
on the ability of Illinois municipalities to implement energy efficiency investments at 
municipal government facilities.  This report discusses: 

 
• Existing Illinois legislative mandates for energy efficiency,  
• Current energy efficiency programs available to municipalities within Illinois 

from state, utility and endowment sources,   
• The use of unbilled energy in municipal utility franchise agreements in 

Illinois, procedures for utility cost-recovery for unbilled energy, and context 
regarding the amount of unbilled energy provided,  

• Current opportunities for Illinois municipalities to receive cash compensation 
rather than unbilled gas or electric service, 

• Potential mechanisms for mitigating financial risks of shifting from unbilled 
energy to cash compensation, and approaches that municipalities can use to 
take full advantage of the financial and energy efficiency potential of cash 
compensation; and, 

• Opportunities for using cash compensation under a municipal utility franchise 
agreement, both to pay for energy and to invest in energy efficiency. 

 
This report finds that unbilled energy represents a significant disincentive to energy 
efficiency investment at many municipal government facilities in Illinois, and that the 
amount of unbilled energy involved is significant.  It also finds that municipalities have 
options to shift from unbilled energy to cash compensation under franchise agreements.  
The report identifies approaches that municipalities could adopt that would help get the 
maximum value from cash compensation, allowing for improvement in municipal 
government finances and environmental improvement through investment in energy 
efficiency.  It also identifies policy changes by utilities and state governments that could 
make cash compensation more appealing to municipalities.  It recommends that 
municipalities, utilities and state government seek to use or promote cash compensation 
in lieu of unbilled energy in order to maximize energy efficiency opportunities. 

 
Research for this report was conducted through interviews with staff from municipal 
governments, utilities, state government and energy service companies, supplemented by 
reviews of franchise agreements and of materials related to Illinois laws affecting 
franchise agreements, Illinois energy efficiency laws and policies, and municipal 
government energy efficiency opportunities.  Summaries of interviews conducted for this 
study are presented in Attachment 1. 
 
This report focuses on franchise agreements between municipal governments and ComEd 
and Nicor Gas, with some discussion of Ameren as well.  We did not review Chicago’s 
franchise agreements, which do not utilize unbilled energy.  
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III. Energy Efficiency in Illinois 
 
Legislation and Mandates for Energy Efficiency 

 
State of Illinois - Beginning with the Illinois Power Agency Act of 2007,4 as 
amended in 2010,5 and continuing through 2009 with the Energy Efficient Building 
Act,6 Illinois has mandated energy efficiency measures at electric and gas utilities, as 
well as in private and public buildings.  Relevant provisions of these laws include: 

 
• Requirements for Illinois electric utilities to implement cost-effective energy 

efficiency measures to achieve annual energy savings of 0.2% of electricity 
delivered by 2008 and escalating to 2.0% by 2015. 

• Requirements for Illinois gas utilities to implement cost-effective energy 
efficiency measures to achieve annual energy savings of gas usage by 0.2% of 
gas delivered to retail customers by 2012 and escalating to 1.5% by 2019. 

• Requirements for Illinois utilities to contribute a pro-rata share to the Illinois 
Energy Efficiency Fund (IEEF), a public benefits fund that raises $83 million 
annually with $75 million going toward low-income assistance.  A total of $3 
million is dedicated to energy efficiency.  Funding is assured through 2015.  
The IEEF is administered by the Illinois Department of Commerce and 
Economic Opportunity (DCEO).   

• Use of ASHRAE 90.1-20077 standards in publicly funded commercial 
buildings. 

• Requirements for all state agencies including use of ENERGY STAR 
approved equipment when purchasing office equipment. 

• Requirements that any construction of state-owned facilities must use the best 
available energy conservation technologies. 

 
Municipal - A number of the municipal officials that TechLaw interviewed detailed 
several municipal requirements mandating energy efficiency within municipal 
facilities.  Examples of these mandates include: 

  
• Evanston Green Building Ordinance, which requires Leadership on Energy 

and Environmental Design (LEED) silver certification for new commercial 
and municipal buildings over 10,000 square feet (sq. ft.), 

• Orland Park’s ECOMAP which is an action plan to reduce energy 
consumption by 0.5% to 1.5% or begin a trend of reducing energy 
consumption by implementing various initiatives, 

• Schaumburg’s Comprehensive Green Action Plan supports efforts by utility 
companies to use more renewable energy and to promote energy efficiency 

                                                 
4 Public Act 095-0481, Illinois Power Agency Act, August 28, 2007 
5 Public Act 096-0033, Illinois Power Agency Act – Amended 
6 Public Act 096-0778, Illinois Energy Efficient Building Act, August 2009 
7 ASHRAE-American Society of Heating, Refrigeration, and Air Conditioning Engineers 
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through use of compact fluorescent lamps (CFLs) and light-emitting diodes 
(LED) technology,  

• Wheaton’s “Turn Wheaton Green” Program includes energy efficiency 
improvements and consumer education through rental of “Kill-a-Watt” 
devices to residents.  This enables them to calculate the amount of power used 
by household electronic devices; and, 

• The Sustainable Decatur Program proposes numerous long-term planning 
goals, including reducing energy consumption by households and/or 
commercial/industrial users along with increasing use of renewable energy 
sources. 

 
Utility, State and Endowment Energy Efficiency Programs 

 
Utility Programs - The electric and gas utility company energy efficiency offerings 
provide funding primarily for residential and commercial entities.  Because the 
Illinois utilities do not provide any direct energy efficiency programs for municipal 
entities, we will not summarize their residential/commercial programs within this 
report.  However, ComEd sponsored the Community Challenge Program, which was 
designed to challenge municipalities in Illinois to implement aggressive energy 
efficiency measures.  ComEd provided no direct funding for the program but the 
DCEO provided $2 million in incentive money to the participating municipalities.  
The City of Schaumburg was recently announced as the winner of the Challenge and 
received a $100,000 cash payment from ComEd for municipal use.   
 
State of Illinois Programs - DCEO administers state programs that promote energy 
efficiency at municipal government facilities.  DCEO’s programs relevant to 
municipal entities include: 

  
• Illinois Energy Efficiency Portfolio Standard Programs – DCEO administers 

energy efficiency incentive programs for the public sector and low-income 
residential sector, while the investor-owned utilities administer corresponding 
programs for the private sector and remaining residential sector.  These 
programs are currently in place for electric efficiency; on June 1, 2011, they 
will expand to include natural gas efficiency.  DCEO’s total funding for the 
current program year (June 1, 2010 through May 31, 2011) is approximately 
$40 million (all for electricity savings), and municipal governments are 
eligible for a portion of this funding through DCEO’s public sector 
incentives.  Over each of the next three years, DCEO will administer 
approximately $55 million for electricity savings and $13 million for natural 
gas savings. 

• Energy Efficiency and Conservation Block Grants (EECBG) under the 
American Recovery and Reinvestment Act (ARRA, or Economic Stimulus 
Package) – The State of Illinois, through the DCEO Illinois Energy Office, 
received $21.8 million in EECBG funds from the U.S. Department of Energy 
(DOE) through ARRA.  Of this total, DCEO sub-granted $13.1 million (60%) 
to Illinois municipalities with populations under 35,000 for eligible projects 
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including strategic energy planning, residential and commercial building 
audits, energy retrofits or purchasing hybrid, electric or alternative-fueled 
cars.  DOE directly awarded an additional $90.3 million in EECBG funding to 
the largest municipalities and counties in Illinois.  The interviewed 
municipalities of Decatur ($700,000), Evanston ($749,000), Oak Park 
($200,600), Orland Park ($520,700) and Wheaton ($514,400) received direct 
funding from this program. 

  
Within the Illinois municipalities interviewed as part of this project, these state 
programs and associated funding are typically applied to municipal facilities that 
receive billed energy, and not to those that receive unbilled energy from the utilities. 

 
Endowment Programs - The Illinois Clean Energy Community Foundation (ICECF) 
was created from a $225 million endowment from ComEd.8  The ICECF provides 
funding for indoor lighting programs, green buildings and renewable energy for 
schools, colleges; museums; health, recreation and child care centers; affordable 
housing and community and government service buildings - the public and non-profit 
institutions within each community. 

 
Municipal and Energy Service Company (ESCO) Partnerships 
 
In addition to the state and endowment programs available to municipalities for 
implementing energy efficiency investments, municipalities also have opportunities 
to contract with private energy service companies for energy efficiency investment.  
For this model, typically called Energy Performance Contracting,9 the ESCO 
identifies and evaluates the energy saving potential within the municipal facility and 
then makes recommendations for implementing energy efficiency investments.  These 
investments are then paid for over time by the savings achieved through the 
investments.  Generally, the ESCO will guarantee that savings will meet or exceed 
the annual debt service requirements for a standard period of time, such as 10 years.  
The ESCO typically provides: 

 
• Audits to identify and quantify potential energy efficiency improvements 
• Energy efficiency plans and specifications 
• Project management 
• Financing arrangements 
• Training of staff and ongoing infrastructure maintenance  
• Savings guarantee.

                                                 
8 ICECF awarded 3,056 grants since 2001 totaling $161,686,501  
9 The Energy Services Coalition’s  website describes energy performance contracting  
www.energyservicescoalition.org 
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IV. Municipal Utility Franchise Agreements: A Review 
 

Historical Purpose of Municipal Utility Franchise Agreements 
 

Entities providing public services have historically been provided access to public 
ways.  Municipal utility franchise agreements were developed in the early days of the 
electric and gas utility industry to avoid a situation in which multiple and competing 
utilities would increase costs, entangle the public ways and reduce the universality of 
service.  Awarding a single entity a franchise agreement encouraged development of 
these services.10 
 
The municipal utility franchise agreement also provides details on the construction 
and location of utility facilities, facility relocation and removal requirements, 
restoration requirements, vegetation management authority, supply obligations of 
electricity and/or gas to the customers in the municipality, administrative details, 
compensation to the municipality for the use of the rights-of-way, acquisition rights 
of the municipality, term of the agreement and remedies available to the municipality 
and utility.  In Illinois, municipal utility franchise agreements have typically been for 
extended periods; 50-year agreements are common, though some are of shorter 
duration. 

 
Franchise Agreement Compensation and Unbilled Energy Provisions 

 
In some states, utilities provide no compensation to municipalities for use of public 
property for distribution infrastructure.  In other states, utilities provide cash 
payments to municipalities, sometimes a fixed fee, sometimes calculated as a 
percentage of sales.  Some Illinois municipalities, though not Chicago, have utility 
franchise agreements that provide unbilled electricity or natural gas for certain 
municipal government facilities.  The majority of the Illinois population outside of 
Chicago lives in municipalities that have such agreements.  Illinois appears to be 
unusual in this regard; the 2009 study of municipal utility franchise agreements in 
Region 5 states found no examples of the use of unbilled energy as compensation 
outside of Illinois.    
 
Unbilled energy provided under Illinois franchise agreements reviewed as part of this 
study is typically supplied for the lighting, gas heating and various other uses in 
municipal buildings solely occupied for municipal government purposes and not for 
purposes of generating revenue.  Unbilled electricity is not typically provided for 
electric heat.  Under municipal utility franchise agreements with ComEd and Nicor 
Gas, facilities such as town halls, police and fire stations, public works facilities and 
libraries typically receive unbilled energy.  Water treatment plants, water pumping 
stations, ice rinks or municipal convention centers typically do not receive unbilled 
energy, since they generate revenue.  Schools also do not usually receive unbilled 

                                                 
10 The Iowa Association of Municipal Utilities, Public Power - An Option for Iowa 
Communities, Bob Haug, Executive Director 
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energy under the municipal utility franchise agreements, since they are run by semi-
independent districts.  Some municipal utility franchise agreements also provide 
electricity for traffic lights and streetlights, while others do not.   
 
ComEd’s municipal franchise agreements typically provide unlimited unbilled 
electricity for designated municipal government facilities.  In the past, Ameren’s 
municipal franchise agreements have provided unbilled electricity for municipal 
streetlights and gas for non-revenue generating municipal buildings.  However, 
Ameren is now offering cash compensation in negotiated franchise agreements.  
Nicor Gas’s franchise agreements provide a specific number of unbilled therms for 
use at designated municipal facilities.11  According to Nicor Gas representatives, 
approximately 40-50% of municipalities that receive free therms do not use their 
entire allotment; these municipalities do not receive the full potential value of the 
franchise agreement.  Large municipalities tend to use more than their allotted 
therms; they must pay full price for the additional therms. 

 
Some utilities, such as Ameren, Peoples Gas and several smaller utilities, recover 
franchise costs through base rates as part of a general rate proceeding.  Other utilities, 
including Nicor Gas, ComEd and North Shore Gas, recover franchise costs through a 
rider, the amounts of which are updated and adjusted annually.  In the case of rider 
recovery, the cost shows up as a line item franchise cost adjustment on the customer’s 
bill.  Regardless of the method, recovery of these costs is subject to Illinois 
Commerce Commission (ICC) approval. 
 
ComEd passes on the cost of the unbilled electricity provided to municipalities in a 
“Franchise Cost Addition,”12 which shows up on customer bills in accordance with 
Public Utility Act principles and decisions requiring costs to be placed on the cost 
causer whenever possible.  This Addition increases retail customer electricity charges 
by a “franchise cost percentage.”  Attachment 2 provides a detailed explanation of the 
Franchise Fee Recovery mechanisms used by ComEd. 
 
Nicor Gas passes on the costs of unbilled gas provided to municipal government via a 
flat per-customer charge.  Attachment 3 provides a detailed explanation of the 

                                                 
11 Nicor Gas provides municipal governments with three free therms per person per year 
for the first 10,000 population and two per person per year for the next 10,000 of 
population.  For the next 80,000 of population (20,000 through 100,000), the municipal 
government is entitled to one therm per year per person.  For the next 20,000 of 
population, 1.2 therms per person are provided and for the portions of municipal 
population over 120,000 Nicor Gas allots 1.5 therms per person. 
12 Franchise Cost Adder is applicable to all retail customers, Retail Electric Suppliers and 
Metering Service Providers taking service from ComEd in any municipality that has (a) 
an ordinance imposing an infrastructure maintenance fee upon ComEd, or (b) a franchise 
agreement or contract with ComEd.  Rider FSA filed with Illinois Commerce 
Commission on December 16, 2008. 
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Franchise Cost Adjustment mechanism used by Nicor Gas.  Attachment 4 provides a 
listing of the actual monthly costs per customer by community.   
 
A significant amount of total electricity use is provided as unbilled energy to Illinois 
municipalities under municipal franchise agreements.  In ComEd service territory 
alone, more than 5.5 million people live in municipalities whose governments receive 
unbilled electricity under municipal electric franchise agreements.  In 2009, ComEd 
reported that it provided 475,479 megawatt hours of electricity without charge to 
municipal governments in Illinois.  We estimate that this amount is approximately 
0.85% of total electricity delivered in the Illinois municipalities whose governments 
receive unbilled electricity from ComEd.13 
 
Another measure of the impact of franchise agreements is the amount that they add to 
customer energy bills.  Attachment 5 lists the Franchise Cost Percentage for each 
municipality that takes unbilled energy from ComEd through a municipal electric 
franchise agreement.  The Franchise Cost Percentage is used to calculate the 
Franchise Cost Addition on customer bills.  It represents the value of electricity and 
other items (such as some meter charges) provided at no cost to the municipal 
government under the franchise agreement divided by the total electricity billings to 
retail customers, retail electric suppliers and metering service providers within the 
municipality.  These percentages range from as low as 0% to as much as 22% of the 
total billings in each municipality, with a population-weighted average of 3.6%.  For 
Nicor Gas, Attachment 4 shows the costs of the franchise agreement are imposed 
through a monthly charge per customer that ranges from a $0.18 credit (Union Hill) 
to a $2.35 monthly charge (Kangley). 
 
To put the value of unbilled energy received in the context of municipal budgets, we 
use the example of Evanston, which finalized a new electric franchise agreement with 
ComEd in August of 2010.  This agreement states that the city government receives 

                                                 
13 ComEd delivered 475,479 megawatt hours to municipalities without charge in 2009.  
This amount represents 0.55% of the total electricity supplied to the grid in ComEd 
service territory, which was 86.8 million megawatt hours (including electricity supplied 
by independent power producers through ComEd distribution infrastructure).  Of the total 
supply, an estimated 8.5 percent was lost in transmission before it reached customers, 
leaving an estimated 79.4 million megawatt hours delivered.  Of this amount, 23.4 
million megawatt hours was delivered in Chicago (which does not receive unbilled 
electricity), leaving approximately 55.9 million delivered in ComEd service territory in 
which the municipal government receives unbilled electricity.  Thus, unbilled electricity 
(0.475 million megawatt hours delivered) represents 0.85 percent of the total electricity 
supplied to all customers within the parts of ComEd service territory where the municipal 
government receives free electricity.  Data on electricity delivered without charge, 
supplied, and lost in transmission is based on Commonwealth Edison Company, FERC 
Financial Report FERC Form No. 1, 2009/Q4, p. 301 and p. 401a.  Data on electricity 
delivered in Chicago was provided by Joyce Coffee, Chicago Department of 
Environment, October 5, 2010. 
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unbilled electricity valued at approximately $500,000 annually.14  Under the Nicor 
Gas franchise agreement and using Nicor Gas’s allocation formula and a 2000 
population of 74,239, Evanston is entitled to just over 100,000 free therms, valued at 
roughly $100,000.  Therefore, Evanston receives approximately $600,000 worth of 
unbilled electricity and gas annually under its municipal utility franchise agreements.  
Evanston’s total FY 2009-2010 general fund expenditures (which exclude fleet, 
parking, water and sewer services) were approximately $86 million, so the value of 
the unbilled electricity represents approximately 0.7% of Evanston’s general fund 
budget.15   

 
Potential Role of the Municipal Utility Franchise Agreement in Energy Efficiency 
Investment 
 

Within the State of Illinois, current municipal utility franchise agreements that 
provide unbilled energy to the municipality create a disincentive for municipal 
governments to invest in energy efficiency at municipal facilities that receive this 
energy.  Based on interviews conducted with municipal government staff, it is clear 
that municipal governments want to invest in energy efficiency, even at facilities that 
receive unbilled energy because: 
 

• It is the right thing to do for the environment and the economy, 
• It can help reduce fees that are passed on to households and businesses; and  
• It provides a good example to the private sector.   

 
However, investing municipal government resources to reduce energy use at facilities 
that receive unbilled energy represents a net financial loss to the municipal 
government, necessitating service cuts or tax increases.  As a result, while 
municipalities have made some investments, particularly in low-cost, highly visible 
equipment such as CFLs, they have been unable to make other investments that 
otherwise would have made financial sense.  In some cases, the provision of unbilled 
energy has prevented municipalities from applying for grant funds for energy 
efficiency projects, because even the payment of a small amount of required matching 
funds would have represented a financial loss to the government. 
 
Municipal government employees state that as a result of unbilled energy, energy 
efficiency investments are focused in two main areas.  First, municipalities invest 
primarily at those facilities that are billed for energy and where there is a strong 
economic signal and positive return on investment.  Second, those municipalities that 
use their entire allotment of free therms, and therefore must pay full price for 

                                                 
14 The City of Evanston enacted an ordinance on August 9, 2010 and approved the new 
Franchise Agreement with ComEd, which specifies an annual value of approximately 
$500,000 for the unbilled electricity to be received by the City under the agreement. 
15 http://www.cityofevanston.org/budget/wp-content/uploads/2010/05/FY10-11Adopted-
Budget2.pdf 
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additional needed therms, make investments aimed primarily at reducing heating 
costs at their facilities. 

 
The disincentive created by the receipt of unbilled energy could be eliminated if more 
municipalities accepted cash payments as compensation from the utility.  A more 
complete discussion of this possibility, including the benefits of such an approach to 
municipalities and potential mechanisms to make cash payments a more appealing 
option to municipalities, is provided in Section V of this report. 

 
Opportunity to Receive Cash, Instead of Unbilled Energy, Under the Municipal 
Utility Franchise Agreement 
 
 Municipalities have the option under Illinois law to switch from receiving free energy 

to receiving cash payments in compensation for the use of public property for utility 
infrastructure.  The mechanisms for doing so are different for electricity franchise 
agreements and gas franchise agreements and may also differ between utilities.  

 
 For electricity franchise agreements, Illinois law allows municipalities to collect an 

Electricity Infrastructure Maintenance Fee (IMF) in lieu of compensation under the 
electricity franchise agreement.16  The IMF Law specifies that the fee shall be 
imposed per kilowatt hour (kwh) of electricity use, with a declining block rate 
structure for specified categories of kwh usage.  The Law specifies maximum rates 
for each size category of electricity customer.  A municipality that elects this option 
waives its right to receive other compensation from the electric utility for use of the 
public rights-of-way during the time the IMF is imposed.  Municipalities that have a 
population of 500,000 or less (every Illinois city other than Chicago), and that have 
an existing electricity franchise agreement in place, must structure the IMF so that it 
will generate revenue that would not exceed the compensation that would be received 
under the existing municipal utility franchise agreement.  Chicago, and any 
municipality whose electricity franchise agreement has expired, can charge the 
maximum rates. 

 
 Municipalities can also seek to negotiate cash payments as part of the electricity 

franchise agreement, which would allow for using compensation mechanisms not 
available under the IMF Law.  Decatur is considering accepting an unbilled electricity 
cash-out offer from Ameren, which Decatur staff expect will provide less cash 
compensation than the nominal value of the unbilled electricity currently received for 
streetlights.  However, Decatur anticipates bidding out the electricity for their 
streetlights and expects to receive a much lower price than the Ameren rate.  As a 
result, they expect to be better off financially with cash compensation than they are 
with unbilled electricity.  

 
 At least one Illinois gas utility provides a standardized cash-out option that 

municipalities can accept without the need for extensive negotiations.  Nicor Gas 

                                                 
16 Illinois Electricity Infrastructure Maintenance Fee Law (35 ILCS 645/) 
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offers municipalities a cash option in which the municipality can receive an annual 
payment equal to the municipality’s allotment of free therms times the rolling three-
year average cost per therm (straight line average of the preceding three years, 
recalculated annually), plus an additional payment to cover delivery charges.17  Nicor 
Gas provides a one-time conversion opportunity during the term of the gas franchise 
agreement. 

 
 Chicago, Rockton and Hartford are the only Illinois municipalities that have elected 

to switch from free electricity to cash payments, perhaps indicating the conditions for 
doing so under the IMF Law are unattractive to most communities.18  Approximately 
100 out of the 480 communities served by Nicor Gas have elected to receive cash 
rather than unbilled gas.  Nicor Gas’s cash out option is particularly attractive to 
municipalities that do not use their entire allotment of unbilled therms, because such 
municipalities can receive the full value of their allotment in cash, including the value 
of therms not used. 

 
 
 

                                                 
17 Personal communication from Margi Schiemann, Senior Manager Community 
Relations, Nicor Gas, to Ann Anderson, TechLaw, Inc., September 24, 2010. 
18 Information gathered at a project meeting dated September 15, 2010  from project 
participants reported only three communities currently utilize the IMF for compensation.  
These communities are Chicago, Rockton and Hartford.   
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V. Utilizing Municipal Utility Franchise Agreements to Promote Energy 
Efficiency Investment  

 
Municipalities have significant opportunities to achieve energy savings, utilizing 
commonly-used energy efficiency investment approaches.  As outlined in Section IV, 
municipalities would be better able to exploit these opportunities if they opted to 
receive cash payments in lieu of unbilled energy as municipal utility franchise 
agreement compensation.  On the other hand, the fact that municipal governments do 
not have to pay for energy at certain facilities is beneficial to municipalities in a 
number of ways, making many municipalities reluctant to switch.  This section will 
discuss approaches that could make a shift away from unbilled energy more attractive 
to municipalities, as well as mechanisms that municipalities could employ to 
maximize the energy efficiency and financial benefits of shifting from unbilled 
energy to cash compensation.  
 
Shifting from Unbilled Energy 
 
Unbilled energy is a disincentive to energy efficiency investment, and shifting to cash 
payments under the municipal utility franchise agreement opens up possibilities for 
municipalities to improve their financial positions through energy efficiency 
investments.  However, unbilled energy does have a number of important benefits for 
municipal governments.  If municipal governments are going to agree to give up 
unbilled energy, the alternative must provide at least equivalent benefits. 
 
The benefits of receiving unbilled energy include: 
 

• Significant financial value.  Therefore, a shift away from unbilled energy 
ought to provide at least equivalent financial value to municipal governments. 

• Reduced financial exposure to the risk of increased energy costs.  A shift from 
unbilled energy to cash payments equivalent to the current value of the 
unbilled energy would leave municipalities vulnerable to future energy cost 
increases.  Therefore, a shift away from unbilled energy ought to provide 
protections against energy cost increases.  This issue is particularly important 
because of the long life of many municipal utility franchise agreements.  
Many ComEd agreements do not expire until 2040 or later. 

• Simplicity.  For most Illinois municipalities, unbilled energy represents the 
status quo, and does not require investment of money and staff time to 
negotiate.19   

 

                                                 
19 Shifting from unbilled energy would be greatly facilitated by the provision of more 
appealing “standard options” for cash payments that would not require extensive 
negotiation. 
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Viewed in this context, the options currently offered municipalities for shifting away 
from unbilled electricity have some weaknesses.  Looking more closely at the options 
discussed in Section IV: 
 

• Infrastructure Maintenance Fee Law:  This approach allows municipalities to 
replace their current unbilled electricity with a payment equivalent in value to 
the unbilled electricity received under the municipal utility franchise 
agreement (assuming that this amount is less than the amount that could be 
collected using the maximum fee schedule provided under the law).  The IMF 
Law provides a standard option that for many municipalities could provide 
initial financial value equivalent to that of the unbilled energy some 
municipalities receive.  However, the IMF Law does not meet the criterion of 
protecting municipalities against energy cost increases.  Potentially, the IMF 
Law could be interpreted to allow for annual adjustments in fees (below the 
maximum) to reflect electricity prices, although this interpretation has not 
been tested.  Such an approach would provide some risk protection, although 
it would not allow fees to increase above the maximums specified in the law; 
these maximums are fixed, and are not adjusted for inflation. 

• Negotiating a revised agreement:  A revised municipal utility franchise 
agreement could provide the flexibility to create a compensation structure that 
would maximize energy efficiency incentives, provide the municipality with 
financial value equivalent to the current unbilled energy, and protect against 
energy cost increases.  Such a structure could provide an annual cash payment 
equal to the number of unbilled kwh provided under the pre-negotiation 
municipal utility franchise agreement, multiplied by the actual updated cost 
per kwh of energy for each year that the payment is made.  However, it is not 
clear whether all utilities will offer this option to municipalities, and it could 
take considerable resources for municipalities to undertake such a negotiation.  
The costs of this approach can be reduced if municipalities negotiate 
collectively, as with the Northern Illinois Municipal Natural Gas Consortium. 

 
The cash-out option offered by Nicor Gas is more appealing than the cash-out options 
available for electricity.  Nicor Gas offers a standard cash-out option that meets the 
criteria of providing initial financial value equivalent to the value of the offered 
unbilled energy.  Moreover, the cash payment is updated annually based on changing 
energy costs.  This option is particularly appealing to municipalities that do not use 
their entire allotment of unbilled therms.  Such municipalities can actually receive 
cash payments higher than the value of the unbilled gas they were receiving. 

 
Approaches to Maximizing Energy-Efficiency Potential of Municipal Utility 
Franchise Agreements 
 
If a municipality succeeds in switching to a cash-based municipal utility franchise 
agreement, it has a number of different approaches it can follow to utilize those cash 
payments both to pay its annual energy bills and to invest in energy efficiency.  Six 
different approaches have been identified; municipalities can use all or some of these. 
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These approaches are detailed as follows: 
 

Buy Cheaper Energy 
 
• Illinois is a deregulated market for both electricity and natural gas, where 

consumers can purchase energy from independent suppliers who offer 
prices below the standard utility rates.  Municipalities that switch to cash 
compensation can typically find lower prices than the nominal value of the 
energy received under a franchise agreement, at least for electricity.  
Lower prices are especially available for electricity used for street 
lighting, since night-time electricity is less expensive.   

 
Pursue Demand-Side Management as Well as Energy Efficiency 

 
• Shifting to paying cash for energy opens the potential for paying time-

differentiated rates for electricity. 
• Once a municipality is paying time-differentiated rates, it can benefit 

financially from shifting use into off hours, i.e. through ice-storage air 
conditioning, or through measures that are targeted towards reducing 
electricity expenditures during peak price hours, such as daylighting, solar 
power, cogeneration, etc.  

• Municipalities can receive financial rewards for reducing electricity usage 
during times of high wholesale electricity prices in response to a request 
from the serving utility.  Illinois utilities offer financial incentives under 
demand response program such as ComEd’s Rider CLR (capacity-based 
load response) or its Voluntary Load Response (VLR) programs.  The 
CLR program provides market-based compensation for energy that 
participants do not use and the VLR program requires participants to 
reduce electricity use when requested, at which time the company will 
notify the participant what their savings will be.  Incentives earned are 
above and beyond the savings participants will see from reducing their 
energy use in the first place. 

 
Utilize Grant Opportunities 

 
• By opting to receive cash compensation, municipalities can receive the 

full financial benefits available from energy efficiency investments that 
utilize the numerous energy efficiency grant opportunities offered by state 
government and endowment programs.  

• Opportunities include the State of Illinois DCEO programs including the 
Illinois Public Sector Energy Efficiency Programs, the Energy Efficiency 
and Conservation Block Grants and the Natural Gas Energy Efficiency 
Program.  In addition, the Illinois Clean Energy Community Foundation is 
also providing grants for energy efficiency. 
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• Communities such as Decatur ($700,000), Evanston ($749,000), Oak Park 
($200,600), Orland Park ($520,700) and Wheaton ($514,400) have all 
received significant grants under these programs.  

 
Choose Whether to Utilize an ESCO or Go it Alone 

 
 With the cash stream flowing to the municipality under its revised municipal 

utility franchise agreement and the receipt of monthly energy bills from the 
utility, the municipality can enter into an Energy Performance Contract with an 
ESCO.  Under this approach, the ESCO will: 

 
• Identify and evaluate all of the energy saving opportunities and then 

develop a suite of energy efficiency measures that will be paid for by the 
savings,  

• Produce all necessary engineering designs and specifications, 
• Actively manage the installations, 
• Arrange for financing, 
• Provide training of municipal staff; and, 
• Guarantee the savings to cover project costs over a specified period of 

time (for example, 7-10 years). 
 

Because the municipality will, over time, experience reduced energy use and 
costs, at the end of the contract and financing period, the municipality will begin 
to see real savings, while producing environmental results right away.  Savings 
to municipal finances could be realized more quickly if some of the financing 
came from available grant funds. 
 
The upside of this approach is that it does not require the municipality to invest 
any of its own funds up front, either for researching energy efficiency 
opportunities or for making equipment purchases or building renovations.  It 
also shifts some of the risk that investments will have a smaller return than 
expected to the ESCO.  The downside is that the municipality must share a 
portion of the benefits of the energy efficiency investments with the ESCO. 
 
An alternative approach is for the municipality to utilize its own engineering, 
contracting, construction and financing capability to identify and implement 
energy efficiency investments.  Some of the larger municipalities with these 
capabilities may find this option attractive.  
 
The upside of the “Go It Alone” approach is that the municipality would not 
need to share the benefits of its energy efficiency investments with an ESCO.  
The downside is that it would require the municipality either to raise capital for 
investments or to find room in its budget to make the initial capital 
expenditures.  The need for initial capital expenditures could be mitigated by 
utilizing grant funding opportunities, focusing first on investments with a rapid 
payback, and using the resultant savings to finance future investments.   
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Set Aside Savings in a Fund Dedicated to Energy Efficiency Investments 

 
Once a municipality has switched to a cash compensation option, there is no 
guarantee that the savings achieved through cheaper energy purchases; demand-
side management and energy efficiency measures will be used to pay for 
additional energy efficiency measures.  Therefore, municipalities may wish to 
adopt a policy that designates that cash payments received from utilities under a 
municipal utility franchise agreement can be used only for two purposes: 
 
• Paying energy bills for facilities that previously received unbilled energy; 

and, 
• Investing in energy efficiency or clean energy generation at any municipal 

facility. 
 

This option is discussed further in section VI.  Eventually, as the best 
opportunities for energy efficiency investment are taken, additional 
opportunities may become less promising.  Moreover, as savings from past 
investments grow, the amount of funds available for energy efficiency 
investment should grow.  Therefore, it might be useful to have a mechanism for 
relaxing this policy when appropriate, and allowing cash received to be utilized 
for other purposes.  For instance, the policy could apply only until a designated 
list of energy efficiency projects was completed, or for as long as there were 
available energy efficiency projects with an estimated payback period of less 
than a designated maximum. 

 
 Non-Financial Enhancements to Promote Energy Efficiency within 

Municipal Utility Franchise Agreements 
 

In addition to the ability to switch to a cash compensation option, municipalities 
also can seek to enhance the level and type of services provided by the utility 
under the existing or new franchise agreement.  These services can include: 

 
• Conducting energy audits of municipal facilities without charge by the 

utility, 
• Training of municipal and community employees on energy efficiency 

techniques, devices, appliances, etc., 
• Utility offerings (energy efficiency information and programs) to 

residential, small business and commercial customers; and, 
• Providing a copy of the utility’s energy efficiency plan required by 

Subsection 8-104(f) of the Illinois Public Utility Act, 220 ILCS 5/8-104(f) 
for each year requested by the municipality; and, assistance in applying for 
the energy efficiency programs offered under Subsection 8-104(f).  
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VI.   Opportunities for Energy Efficiency Investment in Municipal Facilities 
 

By creating a disincentive for energy efficiency investment, unbilled energy can 
translate into lost financial opportunities for municipal governments.  Utilizing a 
cash-based compensation structure would allow municipalities to take advantage of 
the significant energy and cost reduction potential of energy efficiency.   
 
As discussed in Section V, there are risks to cash-based compensation structures, but 
it is important to note that a cash-based compensation structure can be designed in a 
way that positively affects municipal budgets.  In a time where local governments are 
experiencing increasing fiscal constraints, appropriately designed municipal utility 
franchise agreements are an opportunity to provide more flexibility for municipal 
operating budgets.   
 
Municipal utility franchise agreements that provide unbilled energy distort municipal 
finances by taking energy payments out of operating budgets and putting them in the 
hands of utilities.  Under an unbilled payment structure, the full value of the 
compensation is in the form of energy.  In contrast, franchise compensation that is 
based on cash payments allows municipalities to achieve financial savings from 
energy efficiency measures and to apply these savings to energy efficiency 
investments or to other government purposes.  By reducing the percentage of 
municipal utility franchise agreement revenue that is spent on purchasing energy, 
municipalities can enhance their financial position.  
 
When paired with energy efficiency investments, significant cost savings from 
switching to cash payments are feasible.  According to the U.S. EPA’s Clean Energy 
for Local Governments Guide, the average office building can reduce energy costs by 
10 – 30% just by adopting low-cost energy efficiency measures and operational 
adjustments.  Similarly, energy audits done by the Illinois Smart Energy Design 
Assistance Center (SEDAC) of more than 30 municipal civic facilities in Illinois 
estimate that adopting proposed energy efficiency measures would allow the 
reviewed facilities to achieve an average reduction of 33% in annual energy 
expenditures, or financial savings of $40,654 per year. 

 
In 2009, SEDAC performed an energy audit for the Village of Skokie, Illinois.  The 
Village has franchise agreements with electric and gas utilities that from May 2008 to 
April 2009 provided the Village’s Village Hall with 1,260,240 kwh and 59,577 
therms.  At an average avoided cost of $0.10 per kwh and $1.00 per therm, the 
franchise agreements supplied energy to the Village Hall at an annual value of 
$183,510.72.20   
 

                                                 
20 Illinois Smart Energy Design Assistance Center.  Level III Feasibility Report: Energy 
Evaluation and Recommendations, Skokie Village Hall.  University of Illinois at Urbana-
Champaign and Illinois Department of Commerce and Economic Opportunity.  
November 30, 2009.   
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If Skokie were to receive cash instead of free energy under the franchise agreement, it 
would be able to use that cash to pay energy bills and, potentially, invest in energy 
efficiency.  Table 1 provides three scenarios for using cash received under a franchise 
agreement to pay for energy and energy investment at the Village Hall.  In these 
scenarios, rather than receive 1,260,240 kwh and 59,577 therms of unbilled energy 
per year, the Village receives cash payments from their electric and gas utilities that 
are equivalent to the amount of unbilled energy received, adjusted annually for 
fluctuations in energy prices.  Consequently, the alternative compensation structure 
generates an annual payment of $183,511, adjusted annually to reflect energy price 
changes.  The purpose of this analysis is not to assess the rate of return on energy 
efficiency investments, an issue already covered in the SEDAC Feasibility Report, 
but rather to show how a municipal government budget might manage a cash stream 
that replaces unbilled energy in a way that allows it to pay both for energy and for 
energy efficiency investment.  Therefore, the cost figures are not discounted for time. 
 
Table 1 (Constant Year 1 

dollars)  Energy 
Expenditures 

by 
Municipality 

Energy 
Efficiency 

Investments by 
Municipality 

General Fund 
Improvement 

Energy 
Efficiency 
Investment 
Fund: End of 
Year Status 

  Year  Payment to 
Municipality 

Scenario 
A 

1 
2 
3 

$183,511 
$183,511 
$183,511 

$183,511
$183,511 
$183,511 

$0
$0 
$0 

$0
$0 
$0 

NA
NA 
NA 

Scenario 
B 

1 
2 
3 

$183,511 
$183,511 
$183,511 

$166,869
$145,270 
$140,313 

$13,516
$10,500 

$0 

$3,126 
$27,741 
$43,918 

NA
NA 
NA 

Scenario 
C 

1 
2 
3 
4 
5 
6 
7 

$183,511 
$183,511 
$183,511 
$183,511 
$183,511 
$183,511 
$183,511 

$166,869
$145,270 
$138,171 
$136,028 
$136,028 
$128,025 
$120,022 

$13,516
$10,500 
$55,000 

$0 
$0 

$155,612 
$0 

$0
$0 
$0 
$0 
$0 
$0 
$0 

$3,126
$30,867 
$21,208 
$68,691 
$116,174 
$16,048 
$79,537 

       

 
In scenario A, the Village makes no energy efficiency investments and spends 100 
percent of the cash payment to pay its energy bills.  In this scenario, the Village’s 
financial position is unchanged as a result of switching to a cash structure.  The 
annual readjustment for energy costs insulates the Village from additional risk. 
 
In scenario B, the Village decides to make investments in energy efficiency, and it 
must use the annual cash payment both to pay its energy bills and to fund energy 
efficiency investments.  In this scenario, it selects only those projects that have short-
term payback and that can be paid for without harming annual cash flow, selecting 
from projects recommended by SEDAC and listed in Table 2.  Net savings are 
returned to the Village’s general fund at the end of every year.  We assume in this 
analysis that these opportunities can be implemented within six months, so that in the 
year that the investments are made the Village will receive half of the annual energy 
savings that the investment will yield in subsequent years.  In year 1, the Village 
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implements projects 1, 2 and 3 from Table 2, which collectively have a payback 
period of less than six months.  The Village invests $13,516 and reduces its electricity 
bills by $16,642 in year 1 and by $33,284 annually thereafter.  In year 2, the Village 
invests in project 4, which has a payback of 1.1 years, but by combining six months 
of savings from this project with the savings resulting from the year 1 investments, 
cash flow is still positive.  In year 3, the Village considers additional energy 
efficiency investments, but cannot make any additional investments from Table 2 
without harming cash flow.  Therefore, under scenario B, the Village implements 

projects 1-4 and by the third year has improved its general fund budget by $43,198 
annually. 
 
In scenario C, the Village creates an Energy Efficiency Investment Fund, utilizing the 
savings from its energy efficiency investments.  As with scenario B, the Village 
makes only investments that can be paid for without harming annual cash flow.  
However in scenario C, rather than return savings to the general fund, the Village 
builds up the Energy Efficiency Investment Fund.  Under scenario C, the Village 
makes the same investments in years 1 and 2 as in scenario B, but by year 3, as the 
result of accumulated savings in the Energy Efficiency Investment Fund, the Village 
can invest in project 5.  The Village replenishes the Fund in years 4 and 5, and by 
year 6 can invest in project 6.  By year 7 and thereafter, the Village will save $63,489 
annually on its energy bills, which it could use either to improve the general fund or 
to build up its Energy Efficiency Investment Fund for future projects. 

 

Table 2 Est. Energy 
Savings 

Est. Annual 
Savings 

Est. 
Implementation 

Cost* 

Simple 
Payback 

(yrs) 
SEDAC Recommended Energy 

Cost Reduction Measure 

Project 1: Programmable 
Thermostats and Setbacks 

34,542 kwh
12,648 
therms 

$15,976 $6,900 0.4 

Project 2: CFLs 
92,697 kwh

(591) 
therms 

$9,261 $1,602 0.4 

Project 3: Upgrade T12 to T8 
Fluorescents  

63,685 kwh
(406) 

therms 
$8,047 $5,014 0.6 

Project 4: Air Sealing 
22,618 kwh

7,734 
therms 

$9,914 $10,500 1.1 

Project 5: Condensing Boilers 
618 kwh 

4,225 
therms 

$4,285 $55,000 9.7 

Project 6: Direct Digital Controls 
and HVAC System 
Recommissioning 

71,720 kwh 
9093 therms $16,006 $155,612 12.8 

* Estimated implementation costs take into account existing standard monetary incentives available 
through Illinois DCEO. 
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Scenario C shows that by utilizing an Energy Efficiency Investment Fund, Skokie 
could eventually adopt the full suite of SEDAC’s recommended measures, including 
those measures with payback periods of greater than one year.  Of course, this might 
not be the best way to fund these investments; it might be preferable to self-finance 
the investments in year one, or to get outside financing for these projects. 21  
However, the analysis does show that it is feasible for municipalities that receive cash 
payments rather than free energy under franchise agreements to finance energy 
efficiency investment and pay energy bills, thereby gaining significant long-term 
financial improvement with no short-term financial loss. 
 
The three scenarios listed in Table 1 illustrate the impacts that cash-based municipal 
utility franchise agreements and energy efficiency investment can have on municipal 
finances.  In addition, it is important to recognize the opposite side of the equation; by 
doing nothing and continuing to utilize unbilled energy based municipal utility 
franchise agreements, municipalities lose potential savings permanently.  In the case 
of Skokie, by delaying energy efficiency improvements, the Village would forego a 
low risk investment that has a 30% return on investment, according to SEDAC. 
 
Many municipalities, especially those who have delayed making investments in 
energy efficiency, may have greater savings than Skokie’s example would suggest.  
Estimated savings for Skokie’s Village Hall are around the average savings estimated 
by SEDAC and U.S. EPA for local government facilities.  Skokie’s case serves as an 
example that municipalities can, in many cases, easily achieve significant cost 
savings and see high returns on their investment.  Additional case studies and 
information resources can be viewed at 
http://www.epa.gov/statelocalclimate/resources/strategy-guides.html. 

 

                                                 
21 Municipalities also have the opportunity to use a local municipal utility tax to fund 
energy efficiency programs.   
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VII. Conclusions and Recommendations 
 

Conclusions 
 

This report finds that use of unbilled energy at municipal facilities in Illinois has 
significant consequences.  This arrangement: 
 

• Creates significant disincentives to investment in energy efficiency within the 
municipal facilities that receive unbilled energy because it eliminates the 
possibility of positive economic return on investment.  Therefore, 
municipalities typically choose to invest scarce budget resources in facilities 
that receive billed energy and where there is a positive economic return on 
energy efficiency investment. 

• Leaves significant “cash on the table” for some municipalities that receive 
unbilled gas.  We found that 40-50% of municipalities receiving unbilled gas 
did not utilize all of the therms available. 

• Limits financial risk to municipalities, making many of them reluctant to 
switch to cash compensation despite the potential benefits of doing so. 

 
Municipalities receiving unbilled energy have an opportunity to convert the unbilled 
energy into equivalent cash.  Receiving cash from the utilities opens up a number of 
possibilities for investment in energy efficiency within municipal facilities including: 
 

• Harvesting between 10% and 30% energy savings in municipal facilities that 
invest in energy efficiency, 

• Taking control of energy use within municipal facilities,  
• Supporting sustainability goals adopted by many communities; and, 
• Saving money for the municipality through investment in energy efficiency 

and, potentially, careful contracting for energy on the energy market. 
 
However, conversion to cash is not without risk to the municipalities.  The risk of 
accelerating commodity costs of energy is real and must be managed.  This report 
identifies some ways that cash compensation could be structured that would reduce 
the risk to municipalities of shifting away from unbilled energy.  It also identifies 
practices that could help a municipality maximize the benefits of a cash compensation 
structure if they do make that change. 

 
Recommendations for Municipalities 
 
Municipalities currently receiving unbilled energy under existing municipal utility 
franchise agreements and who wish to consider switching to a cash compensation 
approach may want to consider the following recommendations: 

 
• Conduct an energy audit of the facilities currently receiving unbilled energy.  

The audit will identify the potential energy savings and return on investment 
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and help inform the decision about whether to try to change to a cash 
compensation system.  Consider utilizing the services of SEDAC of the 
Illinois DCEO. 

• If the existing electricity franchise agreement is set to expire, evaluate whether 
imposing an IMF under the Illinois Electricity Infrastructure Maintenance Fee 
Law will result in greater compensation than continuation of unbilled 
electricity under a new franchise agreement.  If a significant term is left on the 
existing franchise agreement, evaluate the benefits of switching to an 
equivalent amount of compensation under the IMF, and explore whether the 
IMF could be adjusted annually to reflect increases in energy costs. 

• Evaluate the existing option under natural gas franchise agreements for 
accepting cash in lieu of unbilled therms.  Compare the amount of 
compensation that would be received under the different options, 
remembering that under Nicor Gas’s cash-out option, payments are adjusted 
annually based on gas prices. 

• Consider negotiating with the utility providers for a cash compensation option 
that both promotes energy efficiency and meets the municipality’s financial 
needs, including the need for protection against energy price increases, or 
consider negotiating collectively with other municipalities. 

• Consider prudent energy efficiency investments at municipal government 
facilities, regardless of the type of franchise agreement that is in effect.  

 
Recommendations for Utilities and for State Government 
 
While this report has focused on potential municipal government actions related to 
utility franchise agreements, we believe that electric utilities and Illinois state 
government have an important role to play in this issue.  If municipalities transition to 
a system that enhances the incentive for energy efficiency investments, it will help 
meet state mandates for energy efficiency, benefiting utilities and the state 
government, as well as the municipalities.  Ameren has already shifted to offering 
cash payment rather than free energy, and Nicor Gas already offers a standard cash-
out option. 
 
Therefore, we recommend the following for publicly-owned Illinois utilities: 

 
• Offer a standardized cash-out option for municipalities that is adjusted 

annually based on energy costs, if not currently offered.  For utilities that do 
offer such an option, we recommend publicizing the benefits of this option to 
municipalities. 

• In general, consider approaches that would promote the use of cash 
compensation rather than unbilled energy in municipal utility franchise 
agreements. 

• Where cash-out options are not available, consider providing cash and/or 
public recognition of municipalities efforts which have reduced energy use in 
municipal facilities that receive unbilled energy.  Providing recognition and/or 
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monetary credit for these municipal successes on local customer bills should 
be considered.  

 
For the State of Illinois, we recommend the following: 

 
• Evaluate existing policies, incentives and legal requirements that may 

encourage the use of unbilled energy in municipal utility franchise agreement. 
• Evaluate the existing IMF Law to determine whether changes in the law or in 

its interpretation could help promote increased use of the IMF option by 
municipalities.  In particular, consider:  

-allowing fees to increase to reflect changing energy prices,  
-allowing funds received through fee to exceed the value of unbilled 
energy received under current franchise agreements; and, 
-offering a fee structure that promotes energy efficiency. 

•  Encourage municipalities to utilize existing opportunities to utilize cash 
options, where appropriate. 

 
In addition, we are providing as Attachments 6 and 7, examples of what may be 
included in model municipal utility franchise agreements with the objective to: 

 
• Promote energy efficiency, 
• Move away from unbilled energy; and, 
• Remain attractive to the community. 
 

Attachments 6 and 7 each present two different alternatives, for electricity and natural 
gas agreements respectively, for compensating municipalities without providing 
unbilled energy.  The alternatives include:  
 

• A population-based cash option, adjusted annually to reflect changing prices 
of electricity or gas.   

• A cash option based on past electricity or gas use at eligible municipal 
buildings, which is annually adjusted to reflect changes in electricity or gas  
prices with a provision for incorporating additional payments for new 
municipal buildings. 

    
Both of these options would separate the amount of compensation from the amount of 
electricity or gas currently used, thereby removing the disincentive for energy 
efficiency investment.  Both would be adjusted to reflect energy prices, thereby 
providing financial protection to municipalities. 
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SUMMARY OF INTERVIEWS



 

 

Attachment 1 – Summary of Interviews 
  

As a means of understanding the variety of views of key stakeholders in the providing 
of energy and energy efficiency investment within the municipal area, TechLaw 
and/or U.S. EPA interviewed a number of officials from municipalities, utilities, an 
energy service company and a consortium currently in the midst of renegotiating gas 
franchise agreements for a number of municipalities.  The results of the interviews 
have helped shape the direction, conclusions and recommendations of this Project.  A 
summary of key points and issues raised by each of these stakeholders is provided in 
the following discussion.  

 
Municipal Officials 

   
Telephone interviews were conducted with officials from the following Illinois 
municipalities: Evanston, Orland Park, Schaumburg, LaGrange Park, Wheaton, Oak 
Park, Oak Brook Terrace and Decatur.  All of these municipalities receive some 
quantity of unbilled electricity and/or natural gas.  A summary of the comments and 
concerns of these officials is provided as follows: 

 
• Almost all of the officials interviewed expressed a view that receiving cash 

rather than unbilled energy for municipal facilities would be preferred because 
there is potential energy investment and savings to be made in their facilities.  
Cash allows them to be “…budget wise and energy wise”.  However, some 
reluctance to shift to cash payments was expressed due to the uncertainties 
and costs of purchasing energy on the open market and the uncertainties of 
energy prices in the future.  They all recognized that these funds would be 
derived from utility charges on ratepayers in their communities.  In addition, 
some expressed concerns that funds returned to the municipal General Fund 
would be out of the officials control and that only a portion, if any, of the cash 
would go to energy efficiency investment.   

• Municipal officials have been unable to justify energy efficiency investment 
in municipal facilities receiving unbilled energy because of lack of financial 
return.  Receiving unbilled energy is viewed as a significant disincentive to 
energy efficiency investment in those facilities.  A few communities have 
taken modest steps (replacement of incandescent lights with compact 
fluorescents) at implementing energy efficiency in municipal facilities that 
receive unbilled energy. 

• Municipal facilities that receive billed energy have been the focus of energy 
efficiency investment due to the positive financial return of those investments. 

• Most of the municipalities have some type of community sustainability 
program, which encourages residential and commercial energy efficiency 
investment.  The programs typically have set goals for the reduction of 
greenhouse gas emissions and energy use within those communities. 

• Municipal officials are concerned that utilities such as ComEd, Nicor Gas and 
Ameren will, as they renegotiate expiring municipal utility franchise 
agreements, offer less compensation than provided in the existing agreements. 



 

 

 
Utility Officials 

 
Telephone interviews were conducted with officials of ComEd, Nicor Gas and 
Ameren to understand their views on the administration of municipal utility franchise 
agreements, the law governing compensation to municipalities for use of rights-of-
way in municipalities and opportunities for municipalities to convert from unbilled 
energy to cash payments as compensation under the various municipal utility 
franchise agreements.        

 
Their views are provided as follows: 

 
• Attorneys at ComEd who are familiar with the standard ComEd franchise 

agreement seemed neutral towards the conversion from unbilled energy to 
cash for municipalities.  They noted that this option was available under the 
Illinois Infrastructure Maintenance Fee Law.  

• ComEd is recovering all of its out of pocket costs in a “pay as you go” 
mechanism from local rate payers related to the cost of compensating the 
municipalities under the franchise agreements.    

• ComEd cautioned that it was not legally able to collect money to create a fund 
that could be used by a municipality for energy efficiency investment.  The 
utility would be serving as a bank in this case and it is not authorized to do so.  
However, municipalities are free to receive cash compensation using the IMF 
Law and to use the cash for energy efficiency investments.  

• Nicor Gas officials stated that while there is no gas industry equivalent to the 
Illinois Electric Infrastructure Maintenance Fee Law, compensation to 
communities has traditionally been based on an Illinois Commerce 
Commission rider.  The rider to a rate agreement allows gas companies to 
provide and recover the costs of unbilled therms of gas for use in non-
commercial municipal facilities.  Costs are recovered from customers in the 
community via a Franchise Cost Adjustment.  There is wide variation in the 
share of municipal government gas needs that are provided under the gas 
franchise agreements.  In some cases, all of the municipal government’s gas is 
provided, in other cases, approximately half is.  Municipalities can convert, on 
a one time basis, to equivalent cash payments based on the average number of 
therms and the price of gas that are provided the municipality during the 3 
years prior to converting to cash payments.  According to the Nicor Gas 
officials, of the 480 municipal gas franchise agreements in place, about 100 
are “cash towns”.  Of the remaining 380, 40-50% do not use all of the free 
therms provided.  

• Ameren is in the process of renewing expiring municipal utility franchise 
agreements and is not offering unbilled energy as compensation.  They believe 
that offering unbilled energy creates an uneven playing field for retail energy 
sales within Illinois.  Compensation offered is based on a straightforward but 
confidential payment schedule.  In addition, Ameren believes that offering 



 

 

unbilled energy runs counter to their obligation to implement energy 
efficiency measures as required by the Illinois Power Agency Act of 2007.   

 
Energy Service Companies (ESCOs) Official 

 
We spoke with an official of the Burns & McDonnell Company (B&M) that is an 
engineering firm based in Kansas City, Missouri and provides energy services to 
municipalities in Illinois.  This official provided the following comments regarding 
municipal utility franchise agreements and the ability of municipalities to enter into 
energy performance contracts for the design, financing and installation of energy 
efficiency investments.  

 
• B&M has performed energy audits and energy efficiency engineering work 

for several of the municipalities interviewed for this Project.  As such, they 
are familiar with the challenges of energy efficiency investment in those 
communities. 

• They recommend that the municipalities undertake investment grade energy 
audits of facilities especially if the energy efficiency investments are to be 
financed by a municipal finance company. 

• The concept of a municipality investing in energy efficiency improvements 
via an energy performance contract with an ESCO and paying for those 
improvements over time (5-10 years) by the savings provided by the 
improvements is a common practice.  The magnitude of the investments is a 
function of the potential energy and cost savings from the investments. 

• B&M believes that converting unbilled energy by a municipality under its 
municipal utility franchise agreement to cash is a sound concept and would 
provide positive economic signals and financing capability for municipals 
seeking to make their facilities more energy efficient. 

 
Consortium 

 
We interviewed a consortium of municipalities, the Northern Illinois Municipal 
Natural Gas Franchise Consortium (Consortium).  The Consortium represents 66 
Illinois municipal governments and is renegotiating on their behalf expiring 
municipal gas franchise agreements with Nicor Gas.  An important concern of the 
Consortium is municipal free energy/gas.  They are exploring ways of converting free 
energy or cash payments into mechanisms to reduce energy use within municipal 
facilities.  Some of the key issues they are working on include: 
 

• Seeking a revenue neutral or revenue positive outcome for municipalities 
• Working with Nicor Gas to provide programs for reduced gas use through 

energy efficiency investments or more sustainable practices within their 
member communities. 

• Negotiating existing municipal gas franchise agreements for all members 
regardless of the expiration dates. 



 

 

• Increasing the compensation for the rights-of-way used by Nicor Gas and 
receiving compensation comparable to the payments made by electric 
companies for use of the rights-of-way. 

• Negotiating greater flexibility to convert the traditional compensation (free 
therms) to other forms of compensation with no loss of value.   
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Attachment 6 - Model Electric Franchise Agreement Language Changes, without 
Unbilled Electricity1  
 
Section 8.1 Municipal Compensation.  The Licensee will during each calendar year 
throughout the life of the Ordinance and at the option of the Village (City), cash 
payments equal to the average retail price per kwh over the previous year 
multiplied by either a) Village (City)’s kwh allotment, defined as X times the 
population of the Village (City), or b) the average annual kwh use for lighting and 
various other uses during 2XXX – 2YYY [the three year period prior to 
revision/adoption of this agreement, or another three-year period that would be 
more representative or that precedes any recent energy efficiency upgrades carried 
out by the municipality] at eligible municipal buildings, defined as those municipal 
buildings solely occupied for municipal purposes and not for purposes of revenue (or 
such part thereof as may from time to time be so occupied) as may be identified as 
eligible for such electric energy by the parties; and (2) traffic signals .  Under option b, 
if the Village (City) obtains any new eligible municipal buildings after 
revision/adoption of this agreement, the Licensee will provide additional cash 
payments equal to the average retail price per kwh over the previous year 
multiplied by Z multiplied the number of square feet of space in the new building 
[where Z equals average kwh/square foot for similar buildings].  Under option b, the 
foregoing arrangement shall be effective beginning with readings made after the date 
hereof of meters measuring electric energy for the above purposes at locations set forth in 
Exhibit B hereto.  Exhibit B shall be amended from time to time during the term of this 
Ordinance so as to maintain a current list of the locations and traffic signals eligible to 
receive service under the terms of this section.  For the purposes of calculating the 
amount of electricity used at eligible municipal buildings, electricity used for heating, 
street lighting, water pumping or other such power purposes shall not be included.  

                                                 
1 This form of electric franchise agreement was adapted from the standard 
Commonwealth Edison Company agreement such as was adopted by the Village of 
Schaumburg (1992) 
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Attachment 7 - Model Gas Franchise Agreement Language, without Unbilled Gas1   
 
9.b Grantee agrees, beginning _____________, and for the remaining term of the 
effectiveness of this Ordinance and at the option of the Municipality to provide 
compensation equal to the average retail price per therm over the previous year 
multiplied by either a) the Municipality’s therm allotment, defined as X times the 
population of the Village (City), or b) the average annual therm use for heating 
during 2XXX – 2YYY [the three year period prior to revision/adoption of this 
agreement, or another three-year period that would be more representative or that 
precedes any recent energy efficiency upgrades carried out by the municipality] at 
Municipal buildings (so long as they are non-revenue producing, except the Municipal 
water building and are used exclusively for Municipal purposes).  Under option b, if the 
Village (City) obtains any new eligible municipal buildings after revision/adoption 
of this agreement, the Licensee will provide additional cash payments equal to the 
average retail price per therm over the previous year multiplied by Z multiplied the 
number of square feet of space in the new building [where Z equals average 
kwh/square foot for similar buildings].  Under option b, the foregoing arrangement 
shall be effective beginning with readings made after the date hereof of meters measuring 
gas for the above purposes at locations set forth in Exhibit B hereto.  Exhibit B shall be 
amended from time to time during the term of this Ordinance so as to maintain a current 
list of the locations eligible to receive service under the terms of this section.   

                                                 
1 This form of gas franchise agreement was adapted from the standard Ameren/Illinois 
Power Company agreement as was adopted by the City of Decatur  
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ATTACHMENT 8 - September 15, 2010 Meeting Notes 
 
On September 15, 2010, U.S. EPA invited participants in the Franchise Agreement Study 
and other stakeholders to a meeting held at U.S. EPA offices in Chicago to review 
findings from its report regarding the impact on energy efficiency of unbilled (free) 
energy that Illinois municipalities receive from electric and natural gas utilities under 
existing municipal franchise agreements.  The review was followed by a general 
discussion of the report and related topics of interest to meeting participants.  Comments 
made during the meeting to clarify the Report were addressed through final revisions to 
the report.  Additional items raised in the meeting are briefly discussed below. 
 
One participant raised the concern that franchise agreements in general are flawed 
because they compensate municipalities based on the amount of energy used rather than 
based on the amount of right of way in the municipality.  Municipalities need 
compensation to maintain the rights of way, and this need is not related to energy use.  
He also suggests it would be more appropriate for the costs to be born by shareholders 
rather than taxpayers or ratepayers.  
 
A representative from one municipality stated that they would like to see good 
stewardship acknowledged somehow by utilities.  Even if the utility cannot offer a 
financial reward for energy efficiency investments, they would like to see the investments 
reflected on utility bills to residents, or otherwise communicated, so the community can 
see the impact. 
 
A representative from one municipality stated that they would not be likely to make 
energy efficiency investments without the outside funds from the Energy Efficiency and 
Conservation Block Grants (EECBG), Illinois Department of Commerce and Economic 
Opportunity (DCEO) and others to stretch their dollars.   
 
A representative from one municipality stated they do not know what their compensation 
from utilities is; it is hard to track that information.  Additionally, the cash they receive 
from the utility goes to the general fund and does not get set aside for energy efficiency. 
 
A representative from Com Ed stated there is a benefit to maintaining the status quo in 
franchise agreements.  Having stable franchise agreements is reassuring to investors, 
helping to reduce capital costs and therefore helping to keep energy costs low.  
 
A representative of DCEO stated they have difficulty in using all of funding set aside for 
energy efficiency grants for municipalities due to low participation from municipalities 
that cannot come up with matching funds.  All participants agreed that the national 
economic situation makes it difficult to provide matching funds and that the American 
Recovery and Reinvestment Act (ARRA) funding helped their communities.  
 




