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Austin Energy Utility Oversight Committee 
April 23, 2015 

Energy Markets & Resource Plan Overview 
 

Item 5 
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Outline 

 Energy Market Fundamentals 

 

 2025 Resource Plan 
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The ERCOT System 



AUSTIN ENERGY - INVESTING IN A CLEAN FUTURE    |   APRIL 2015   |  4 

ERCOT Nodal Energy Market 

 Before 2010 – Traditional Utility Model 
o AE was required to provide enough generation to meet forecasted peak demand plus a 

reserve to ensure the lights stayed on (reliability) 

o Generation was built or acquired to fill the projected need 

o AE generation was dispatched to meet AE demand (load) 

 

 After December 2010 - Nodal Market 
o Reliability is managed by ERCOT, the grid operator 

o AE’s demand is supplied (bought) from the market 

o AE’s generators provide (sell) to the market 

 

 What the changes mean 
o AE is no longer required to build or dispatch generation to meet its demand (load) 

o Resource decisions are financial or goal driven – the market is the alternative 

o The generation owner retains the benefits of ownership and risk of operation 
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How does the market drive our 
business? 
 Generation is a Financial decision to make money and 

control local prices 
o Cost and Revenue 

o Rent vs Own 

o Location matters (load zone) 

o A generator’s capabilities impact its value 

o Controllable vs. Intermittent 

 Measures such as levelized cost show only one side of the 
equation – it doesn’t capture revenue. 
o This measure is common in regulated markets, not as 

relevant to ERCOT today 

o It remains an indicator but only tells part of the story. 
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Estimated Levelized Cost/Revenue 

Note:  
• Cost includes Capital, O & M and Fuel 
• Levelized cost/revenue assumes 30 year book life 
• The cost assumptions are based upon the 2014 resource planning  
• The revenue for the local solar is consistent with the Value of Solar Methodology excluding transmission & environmental savings 
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Webberville Production on AE 2013 Summer Peak  
- Aug 7, 2013 

Note: 
$100/MWh = 10 Cents/kWh  
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Webberville Production on a new ERCOT 
Winter Peak - Jan 6, 2014 

Note: 
$100/MWh = 10 Cents/kWh  

$4920 
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Wind Production on AE 2013 Summer Peak   
- Aug 7, 2013 

Max Wind Production Capacity 

Note: 
$100/MWh = 10 Cents/kWh  
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Wind Production on a new ERCOT Winter Peak 
- Jan 6, 2014 Max Wind Production Capacity 

Note: 
$100/MWh = 10 Cents/kWh  
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600 MW Solar Plant 
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600 MW Combined Cycle Natural Gas Plant 
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Net Revenue Comparison of 600 MW Solar & Gas plants 
using 2011-2014 market and performance data 

Notes:  
• Both solar and gas plants are 600 MW 
• Based upon actual historical dispatch using Webberville and Sand Hill Combined Cycle as proxy, but adjusted to 

600 MW 
• Market pricing is based upon historical  prices and adjusted to reflect ERCOT’s $9,000/MWH offer cap 
• Assume solar price at $52/MWH 
• 2014 covers partial year 
• Short term view does not show long term value of ownership  

 

GAS Price

 ( $/MBTU)

Power Price 

($/MWH)

Net Operating 

Revenue ($ Million)

Debt Service / 

O &M ($ Million)

Net Operating 

Revenue ($ Million)

Debt Service / 

O &M ($ Million)

2011 3.98 51.01 $64 $0 $132 $42

2012 2.75 25.20 -$23 $0 $20 $42

2013 3.73 32.31 -$14 $0 $27 $42

2014
*

4.35 39.11 -$8 $0 $27 $21

Total 3.70 36.90 $19 $0 $206 $148

Solar Gas Combine Cycle

$19Net Revenue Including 2011 ($ Million)

Net Revenue Excluding 2011  ($ Million) -$45

$58

-$32
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Net Cashflow – Owning vs. Renting (PPAs) 

Debt Retired 
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PPA Commitments with 600 MW Solar Addition 

Total Obligations with Existing commitments = $ 4.987 Billion (Equivalent to $2.237 Billion debt) 
Total Obligations with Existing commitments & 600 MW new Solar = $ 6.675 Billion (Equivalent to $2.893 Billion debt) 

 

 AE Total debt is $1.253 Billion, AE’s total valuation is ~$ 3Billion 
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Why is Proximity to Austin Important? 

 The AE Load Zone is defined by 
Austin Energy’s service area 

 It is the metered demand of AE 
customer load 

 Power generation especially 
dispatchable within or in close 
proximity to Austin minimizes 
congestion risk and helps lower the 
price of energy in the load zone 

WHY? 
Basic Economics 

Increased Local Supply vs. Local Demand 
Helps Lower Prices 

AE Service Area 

Decker 

Sand Hill 
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Hidden Value of Municipal Utility 

Note: Decker retirement scenario includes transmission upgrades necessary for reliability 

$66 Million/ Year 
on Avg 

This value does not appear as direct 
revenue for Decker or a new 500 MW 
Combined Cycle.    
 
The  benefit shows up as lower load zone 
power costs and flows directly to 
customers  in the PSA. 
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Managing Risk helps Maintain Affordability 

 Portfolio diversity – a tried and true risk management 
strategy – at any point in time higher performers offset 
lower performers 

 Graduated commitments – risk of buying too much at one 
time (Solar was $165/MWh in 2009 and $50/MWh in 
2014) 

 Ownership offers a long-term value – continues to 
provide revenue after debt is paid (Decker) 
– Federal tax benefits favor PPA’s for renewables now but this 

changes when they expire or decline 

 Local utility scale and distributed generation moderate 
prices 

 Demand side and storage technologies continue to evolve  
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2014 Market Power Prices 

Prices 

($/MWh)

No. Of 

Intervals

> $1000 30

>$500 130

>$200 395

>$100 698

>$50 2862

<=$50 32178

Average Price = $39/MWh 
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Benefits of a Diverse Portfolio in this Market 

Events driven 
by Weather 
and unplanned 
generation 
outages 

ERCOT Power Prices are typically in the $30-$40/ 
MWh range but can spike to $9000! 
 
In 2011 the prices were capped at $3000 MWh 
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2025 Resource Plan 

Set general 
direction by policy 
– City Council with 
advice from Austin 

Energy and 
stakeholders 

Establish future 
path and 

milestones through 
Generation Plan 

Pursue Generation 
Plan through 

budget, capital 
improvement plan, 

and financial 
strategies 

Implement 
decisions through 

request for Council 
actions after 
competitive 
purchasing 
processes 

2-year updates to 
Generation Plan – 

allows for change in 
direction due to 

new inputs, market 
& regulatory forces, 

and stakeholder 
preferences 

 The result of a multifaceted process that includes a 
measured system of choices and milestones over time 

City Council will have numerous 
future approval steps in 
implementing the approved 
resource plan 
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Eight Broad Scenarios (30 plans, 210+ Sensitivities) 

1. Meeting 2010 Council Goals 

2. Do Nothing or No Additional Generation 

  Includes current 800 MW  DSM goal 

3. Increase Renewables & DSM (40% Renewables/1,000 MW DSM/2020) 

4. Increase Renewables & DSM More (50% Renewables/1,200 MW DSM/2025) 

5. Increase Renewables & Carbon Free Strategies                                                    
 (Retire all fossil /40% /50% /1,000 MW/1,200 MW DSM/Res 157) 

6. Retire & Replace FPP (~58% Renewables/317 MW CAES) 

7. Retire & Replace Decker Plant (~38% Renewables/317 MW CAES) 

8. Retire & Replace both Decker & FPP (~65% Renewables/317 MW CAES /500+) 

The Resource, Generation & Climate 
Protection Plan update was based on a 
comprehensive analysis: 
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Austin Energy 500+ Scenario  Affordability Chart  
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Resource, Generation & Climate Protection Plan to 2025  
Continues Austin’s Leadership 
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Resource, Generation & Climate Protection Plan to 2025 
Summary 
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Summary 

 The Texas energy market is dynamic and competitive: 
– Value is determined by capability and cost  

 The 2025 Resource Plan balances risk: 
– Portfolio diversity  
– PPAs or Ownership when and where appropriate 
– Graduated commitments 
– Flexible and adaptable 
– Uses revenue from sales to support goals 

 Solar and gas are complimentary, not mutually exclusive 
– Solar is good and getting better 

–  Add in steps as pricing continues to improve 
– Gas is a market driver and will remain so for some time come 

– 55% of the ERCOT market 
– New AE unit would be among the most efficient / competitive 

 Demand side and storage strategies are a key element 

 Plan balances risk, competitiveness and affordability 
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Appendix 
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2014 Power Market Prices with Average Gas, Solar & Wind 

Notes:  
• Both Solar and Wind pricing is based on recent contracts 
• Combined Cycle cost is based upon an efficient combined cycle at the average 2014 $4.37 gas price 
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Cost of Local Solar versus Utility Scale Solar 

 While distributed solar can reduce transmission costs and provide local 
economic development benefits, the cost per kW, and per kWh, is 
significantly higher than utility-scale solar 

– Utility-scale solar is less expensive due to economies of scale, and ability to locate 
in areas with better solar resource, such as West Texas 

– Customer-sited solar has a higher installed cost, and receives substantial 
subsidies from Austin Energy ratepayers, along with Value of Solar payments 

Rooftop Solar 
(residential) 

Utility Scale 
(W. Texas) 

Installed 
cost 

$3.00-$4.25/W $1.75-$2.25/W 

Cost to 
utility 

$0.107/kWh $0.05/kWh 

Additional 
rebate 

$1.10/W =  
~3.5 
cents/kWh 
over 25 yrs 

  -   
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Assumed Generation Additions for ERCOT 

 Gas & Wind additions are based on ERCOT CDR 

– The timing of additions adjusted to reflect more realistic expectations 

 Solar additions are based on ERCOT CDR and AE projections 
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New Resources displace Higher Cost Gas Resources 

Higher $  

Less 
Efficient 

 

 

Lower $,  

More 
Efficient 

• Supports useful life of a new CCGT 
• Having units in the most efficient position within ERCOT keeps energy prices low for AE customers 

2013 Average LMP 
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PSA COST COMPONENTS 
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Decker Location 

 Meets preferred 
characteristics 

 Projections 
indicate Decker  
offers $6M per 
year in savings 
over Sand Hill 
– Better transmission 

location 

– Subject to 
refinement after 
detailed 
transmission 
studies 
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Sand Hill Location 

 Meets preferred 
characteristics 

 Less favorable 
financially than 
Decker 

– Subject to 
refinement 

 Expansion is 
required to use 
water from 
adjacent South 
Austin Regional 
Wastewater Plant 

 

 

 

 

 


