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CAPP Report Claim The Facts 
Environmental 
Benefits?  CAPP 
Report makes no 
findings… 

Texas is the national leader in renewable energy development. Almost all renewable resources in 
Texas were installed since the restructuring of the retail market.   
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CAPP Report Claim The Facts 
Infrastructure  
Development?  
CAPP Report makes 
no findings… 

The Texas competitive market has been characterized by low barriers to entry, including expected price 
levels that support entry of new investment over time.   
 
ERCOT restructuring spurred investment of about 30,000 MW of additional capacity between 1998 and 2007, 
compared with only 6,000 MW of additional capacity between 1990 and 1997. In addition, according to the 
Analysis Group study, even after factoring in mothballed and retired plants, the total generating capacity of 
ERCOT could be over 104,000 MW, up more than 88 percent since 1995. (Analysis Group, p. 27) 
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Sources:   
 
American Wind Energy Association 
 
Analysis Group, ERCOT Texas’s Competitive Power Experience: A View from the Outside Looking In. (October 2008) 
 
Electric Reliability Council of Texas 
 
Energy Information Administration 
 
Energy Velocity 
 
North American Electric Reliability Corporation 
 
NorthBridge Group, Embrace Electric Competition or It’s Déjà Vu All Over Again. (October 2008) 
 
Public Utility Commission of Texas 
 
 



POWER POINTS: Electric Rates Firm Despite Commodities Drop 
Mark Peters and Cassandra Sweet 
Dow Jones 
October 27, 2008 
 
 
Energy prices have fallen sharply over the past few months, but cash-strapped 
businesses and consumers shouldn't hold their breath awaiting relief in their electricity 
bills. 
 
The price of natural gas - which fuels about a fifth of U.S. power plants - has plunged 
from summer highs, but retail power rates won't quickly reflect this. Many utilities will 
proceed with planned rate hikes in coming months to cover the costs of maintaining 
their plants and recouping the higher fuel and power costs from the summer. 
Meanwhile, eastern U.S. coal prices remain substantially more expensive than at this 
time last year. 
 
The U.S. Energy Information Administration has forecast average U.S. residential 
power prices to rise 6.2% this year and 9.4% in 2009, to 12.4 cents a kilowatt-hour from 
10.6 cents a kilowatt-hour. The EIA forecasts similar increases in the commercial and 
industrial sectors. 
 
At the same time, falling commodity prices and the credit crunch may well be priming 
the pump for higher electricity rates in years to come, if thinner profit margins and 
difficulties borrowing force power companies to cancel new plants. This could leave 
consumers exposed to rate hikes when the economy recovers and demand ramps back 
up. 
 
Gas Price Pressures Wholesale Prices 
 
U.S. natural gas prices have dropped by about 55% from their highs this past summer, 
to trade around $6.15 a million British thermal units Monday. Growth in domestic 
natural gas production has boomed over the past year and a relatively mild summer 
enabled the storage of ample supplies for the winter, dropping prices to around the 
same level as a year ago. 
 
"There's a lag ... between when utilities actually incur higher fuel costs and when they 
pass them onto retail customers," said Tyler Hodge, an analyst at the EIA, which is the 
independent statistical arm of the Department of Energy. 
 
Like gas, wholesale power prices have fallen from their blistering heights of the 
summer. 
 
Spot prices for next-day peak power in the East Coast's PJM market have fallen from 
triple-digits this past summer to an average of about $58.02 a megawatt-hour. Spot 
peak power in Southern California has similarly fallen from around $100/MWh in the 
spring and summer to average around $53.28/MWh, $20 below a year ago. 
 



Some of this decline is seasonal, as power consumption declines in the mild 
temperatures of fall, but lower gas prices have accelerated the decline. In many parts of 
the country, power plants that run on natural gas often set spot prices for wholesale 
power. 
 
The Federal Energy Regulatory Commission expects U.S. forward wholesale power 
prices this winter to come in between 8% and 13% lower than a year earlier, except in 
the Northeast, where prices are expected to be higher because of transportation 
constraints for natural gas. 
 
Any drop in consumers' power rates over the coming months will likely come in 
markets like Texas and California, where natural gas is the primary generation fuel, the 
EIA's Hodge said. But prices for coal - which produces about half of the power in the 
U.S. - remain well above last year's levels, so their recent decline from record highs this 
summer is unlikely to affect much change in power prices, he said. 
 
If fuel costs remain at current levels or drop further, rate payers will eventually see 
their bills go down somewhat, but utility capital costs will create a floor for prices, said 
Michael Zenker, an analyst at Barclays Capital in San Francisco. 
 
Generators Pinched, New Plants Derailed? 
 
As power prices weaken, generators that sell their output to utilities and large 
industrial users at market prices could see profits decline and delay new projects. 
 
The gap between wholesale power prices and the cost of generating power from a coal 
plant has narrowed, reducing margins from $30-$40 a megawatt-hour to $25 a 
megawatt-hour or lower, said Hannes Pfeifenberger, head of the energy practice at The 
Brattle Group, a Cambridge, Mass.-based consultancy. 
 
"The financial fundamentals of coal plants have really shifted," he said. 
 
Eastern coal continues to fetch prices well above a year ago on rising global demand 
and production difficulties in the key Appalachian region. A benchmark Eastern coal 
contract on the New York Mercantile Exchange settled Friday at $80.83 a ton, 70% 
higher than a year ago. 
 
The changes in coal and electricity prices aren't likely to affect the margins of utilities 
and independent power producers immediately. Most have hedging programs to 
mitigate swings in fuel costs and power prices, often locking them in one to three years 
ahead. But as their contracts end, companies would start to see an impact if prices 
hold. 
 
"It will have to be sustained over a longer period of time," said Glen Grabelsky, a 
managing director at Fitch Ratings in New York. 
 
But the current dynamic is likely to affect new construction plans. If coal plants face 
dwindling margins, Pfeifenberger said, the incentive to build new ones evaporates. 



The cost of capital is a consideration, as borrowing costs increase amid recent turmoil 
in global credit markets. 
 
At the same time, coal-fired plant developers will have to factor in the cost of emitting 
heat-trapping gases blamed for climate change, as the likelihood of nationwide rules 
raising the cost of such emissions increases with a new presidential administration. 
Last year alone more than 50 proposed coal plants were canceled or delayed in the 
U.S., according to Innovest Strategic Value Advisors. 
 
If enough new plants are put on hold or abandoned, the result could be tight power 
supplies that could pressure prices higher in the long run. 
 
"It may take next summer and a round of hot weather, if we get tight markets, it would 
cause spot prices to jump," said Zenker of Barclays. 




