The Utilities In ERCOT Do Not Have A Good Way To Finance Renewable Projects
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The New Plant Financing Problem:

The ERCOT market is efficiently dispatching generation by loading up the lowest fuel cost plants first (nuclear) and the most expensive fuel plants last (gas peaking).  All the generators will submit $/MWh bids that are at least high enough (a floor price) to cover their fuel and variable O&M costs.  Raising a bid price higher than the floor price results in a profit.  However, raising the price too high results in less energy being sold, which decreases the profit.  There is an optimum bid price that will result in a maximum profit.  

Is the profit high enough to cover the capital costs of new solar and nuclear plants?  No.  The market is so competitive that the bid prices needed to run plants all the time is far too low to generate enough revenue to pay for those low fuel cost solar and nuclear plants.  Some experts have expressed concerns that the market is resulting in the wrong types of plants being built
 (i.e. only natural gas plants).  This leaves ERCOT with a dilemma.  How are the new high capital cost and low fuel cost plants to be financed?

NRG CEO Steve Winn had suggested in 2006 there would be new ways of financing nuclear projects
 through innovative PPA’s (purchase power agreements).  However, those PPA’s have not materialized.  NRG is still looking for more STP 3 and 4 participants.  One recent nuclear financing disappointment is the DOE guaranteed loans for nuclear plants interest rate being raised to a whopping 11%.

The Increasing Rates Problem:

In addition to the ERCOT market not providing for the funding of new plants, there is an even worse problem that is just now rearing its ugly head.  Both privately owned and public utilities are finding that adding more renewables (especially solar) to their portfolios is sharply driving up rates.  Austin Energy’s renewables programs are projected to increase the AE rates by 35%.
  This rate increase will harm low-income citizens and slow down the economic recovery.  If AE trims back its renewables program so the rate increase is low, then the renewables program is basically gutted.  Utilities do not have a good way to finance solar and nuclear projects without triggering large rate increases.  This author suggests that a new investment tool called the energy annuity might provide a solution to all the above problems.

� GCPA 2010 Fall Conference as reported in TEW v5n19.pdf, Ross Baldick, pages 5 and 6.


� GCPA 2006 Fall Conference � HYPERLINK "http://www.gulfcoastpower.org/default/F06-winn.pdf" ��http://www.gulfcoastpower.org/default/F06-winn.pdf� 


� “Report says Austin Energy costs will rise, in part to meet renewable targets”  Austin American
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    � HYPERLINK "http://www.statesman.com/news/local/report-says-austin-energy-costs-will-rise-in-1073853.html" ��http://www.statesman.com/news/local/report-says-austin-energy-costs-will-rise-in-1073853.html� 





