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TITLE SLIDE 
 
Thank you, Tom, for that kind introduction.  

Others from Exelon have addressed the GCPA in past years, and we’re honored to have a long, 

strong history with the organization and this event.  

What I find striking as I consider what you’ve heard from past Exelon speakers, is how much 

the energy landscape has changed.  

One former Exelon CEO described what it was like to be around for the advent of electric 

competition in Texas.  

Last spring, our chairman explained the rationale for our company’s transformative merger 

and how it colored our view of Texas and the resource adequacy challenge it faces. 

And as I speak to you today, we find ourselves at a very exciting and critical juncture for the energy 

business – particularly here in Texas.  

In many ways, the state is at an energy crossroads.  

Regulators, policymakers and industry executives are wrestling with big questions about how 

to ensure a future energy supply for Texas families and businesses that is reliable and 

affordable:  

How does the state continue to reap the rewards of its successful competitive electricity 

market?  

How does it address the mounting resource adequacy challenge?  

And what is the right market design for doing so in a sustainable way?  

As we all know, access to reliable and affordable electricity is a prerequisite for economic prosperity.  

How these questions are resolved will have major implications for the state and its ability to 

continue the growth it has enjoyed.  

But before we get to that, you’re probably asking yourself, what does the guy from the Midwest have 

to tell us about the Texas energy business? 
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SLIDE 1: ACTIVE COMPETITIVE GENERATOR 
 

Though based in Chicago, Exelon has been an active competitive generator and marketer of power in 

the state for more than a decade. 

Our portfolio of owned and contracted power in Texas has a total capacity of more than 

5,100 megawatts – most of it in ERCOT – and includes intermediate and peaking plants. 

This generation is well positioned near large load centers and enhances our hedging 

capability in the region. 

We have 13 wind projects in the state, most of them in the Texas Panhandle, with a total 

capacity of approximately 282 megawatts. 

Our substantial owned and operated generation in ERCOT is complemented by our 

competitive wholesale and retail business, Constellation, which sells a significant amount of 

power here. 

SLIDE 2: MASS MARKET FOOTPRINT 
 

On the commercial side, Constellation serves more than 25,000 C&I accounts in 

Texas and offers them a full spectrum of energy products and services. 

On the residential side, Constellation serves more than 130,000 residential 

customers through our StarTex Power business, which we acquired in 2011.  

The Houston area, which is one of our largest markets, also is home to our mass 

markets headquarters and more than 500 of our nearly 650 employees in the state. 

Needless to say, we have an interest in, and share responsibility for, the safe, reliable and affordable 

supply of electricity in ERCOT.  

To that end, we advocate for sensible energy policies that we believe will deliver on that 

promise, while balancing the interests of our customers, communities and investors.  

This task has particular significance today, as Texas looks to continue its unequaled success.  

*** 

Much has been made of the region’s economic growth, even as most of the nation continues its slow 

emergence from the Great Recession.  

Texas’s GDP grew faster than any other state’s from 2007 to 2012, according to the U.S. 

Bureau of Economic Analysis.  

It currently is home to four of the 10 fastest-growing large U.S. cities based on a combination 

of economic and population factors, according to Forbes.  

Austin, in fact -- with a projected economic growth rate of over 6% in 2011 through 

2016 -- tops the Forbes list, which also includes Houston, Dallas and San Antonio.  
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As we all know, the energy boom has played a critical role in this growth. Texas is rich with energy 

resources.  

It produces (and consumes) more energy than any other state and is No. 1 in the production 

of crude oil, natural gas and electricity.  

Texas sits upon one-third of the nation’s known petroleum supply.  

And it produces more wind power than any other state. 

It also helps that Texas businesses have access to one of the most competitive and advanced energy 

markets in the nation. 

SLIDE 3: COMPETITION IN TEXAS 
 

We recognize that robust competition among energy providers of all shapes and sizes is a critical 

component of a well-functioning market.  

That has historically been among the strengths of the Texas market and one of the hallmarks 

of its success. 

The restructuring of the state’s electricity market has set a high standard for what a competitive 

market should look like.  

And for nearly a decade it has delivered on the promises of competition: a reliable and adequate 

energy supply, greater efficiencies and reduced costs.  

Consumer prices are at historic lows.  

Sustained lower energy costs have helped attract businesses to the region and keep them 

here.  

Because businesses have had to spend less money on energy, it has freed up capital to 

invest in new products, job creation and business expansion.  

Historically, the competitive market in Texas also has worked to incent generators to add new, more 

efficient generation to the grid – and shift the financial risk for new plants from customers to power 

companies and their shareholders. 

Consider that Texas added only about 6 gigawatts of new generation from 1990 to 1997, 

before the state legislature acted to usher in retail competition. 

Compare that to 1998 to 2010, as competition took hold, when generators added about 42 

gigawatts – or seven times more capacity – to Texas’ power supply.   

*** 

Just as the state’s competitive electricity market has matured, Texas and its economy have entered 

this period of rapid growth, which has driven increased energy consumption.  

SLIDE 4: RESERVE MARGIN SHRINKING 
 

As the state’s electricity needs continue to grow and aging plants retire, reserve margins are 

expected to continue their current downward trend.  
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ERCOT’s latest projections show that while the planning reserve margin for the peak season 

of 2014 is expected be just slightly above the minimum target for reliable grid operation, it is 

expected to dip below target and steadily decrease every year for the next decade. (Report 

on the Capacity, Demand and Reserves in the ERCOT Region, May 2013) 

It is clear that in order to ensure future electric reliability for Texas businesses and families – and 

sustain economic growth – we will need to increase the state’s electricity supply.  

Yet, investment in new, needed resources is practically at a standstill.  

Exelon and other energy companies would very much like to increase their presence and 

participation in ERCOT.  

But companies like ours are reluctant to invest in new plants – even low-cost natural gas 

plants – or other energy resources because the market is failing to provide a clear price 

signal.  

Simply put, investors are unsure whether their long-term investments in new plants or other 

capacity resources will pay.  

This problem is exacerbated by the market dynamics we’ve observed in ERCOT in recent years.  

Unexpected outages and extreme weather, including record heat in some recent years, have 

combined to create a volatile market.  

When you see the types of large price swings we have, it naturally gives pause to those 

seeking to invest in new capacity resources. 

Anyone looking to build in a competitive market can’t ignore basic math when 

contemplating an investment of $100 million or more – sometimes much more. 

Without a strong and sustained price signal, the problem of revenue adequacy will remain. 

And therein lays the challenge for regulators seeking to increase investment in Texas to head off the 

risk of reliability issues in future years.  

*** 

When it comes to considering solutions to this long-term problem, we cannot allow recent, near-term 

market developments to lull us into a false sense of security.  

This past August was cooler than normal, sparing us the prolonged heat that has stressed 

Texas’ electric grid in recent summers.  

And last month, ERCOT forecasted that there would be ample electricity supply to meet peak 

demand in the fall and winter of this year.  

These short-term reprieves cannot be excuses for inaction.  

According to ERCOT data, consumers and businesses could feel the effects of inadequate electricity 

supply starting in 2015 or sooner.  

This could include rolling blackouts and higher prices during the hottest part of the summer.  
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As we all know, loss of load events carry a hefty price tag, owing to the economic costs of 

curtailments, dispatching emergency resources and making emergency purchases from 

neighboring markets.  

And that’s not to mention the massive costs to local economies when electric service is 

interrupted.  

State regulators and other stakeholders must move forward in addressing this very real problem of 

potential electricity shortages. Otherwise, we risk constraining a growing economy.  

And with current prices low, now is the right time to evolve the competitive market to better 

reflect the real value of wholesale generation. 

Fortunately, the PUCT right now is evaluating a variety of approaches for addressing the resource 

adequacy challenge. I’m encouraged that they are examining the issue thoughtfully and with due 

consideration of stakeholder input. 

As they work on a solution, one thing is clear: Texas needs a sustainable, long-term approach 

that preserves the integrity of the competitive market, and not a short-term fix.  

It will give generators more price predictability and protection from volatility.  

It will employ a transparent and stable methodology to provide some degree of regulatory 

certainty.  

And it will send the enduring price signals they need to make 30- to 40-year investments in 

new generation and other energy resources – and safeguard a reliable and affordable future 

energy supply for the state.  

*** 

To ensure there are enough resources to meet the system’s needs, the state must first move to 

make the reserve margin a requirement rather than a target. 

This will set clear obligations for market participants and aid in long-term planning. And as a 

result, it will provide Texans with the reliability they expect. 

Without a requirement, participants are simply gambling that enough resources will exist to 

serve Texas’ growing load.  

It’s worth noting that ERCOT remains the only market that does not have a reserve margin 

requirement.  

This inevitably puts Texas at a disadvantage to other states in terms of continued economic 

growth.  

With a reserve margin requirement in place, many generators, energy suppliers, utilities, and others 

agree that a centralized forward capacity market will be the most market-based, transparent way to 

meet the planned needs of the system at the lowest cost to consumers.  

This view is borne out by The Brattle Group’s independent report to the PUCT last year on the 

options for incenting investment and addressing resource adequacy in ERCOT.  
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A capacity market can satisfy resource adequacy requirements by compensating providers of 

resources – such as new, existing and upgraded capacity, demand response and energy efficiency – 

for capacity they commit to providing in future years.  

Properly structured, such a market will secure for ERCOT and its consumers enough future 

capacity to ensure reliable operation at competitive prices.   

Not only will this give consumers and businesses more confidence in long-term system 

reliability, but it will provide the regulatory certainty and market signals participants require 

to make long-term investments in future resources.  

Most importantly, transparent and well-designed forward capacity markets do not discriminate 

against any particular resources.   

Rather, they send price signals that incent investment based on economics alone – in new 

generation, facilitation of decision-making around existing plant upgrades and retirements, 

and encouragement of new technologies and participation in demand response. 

All of these types of resources contribute to sustaining healthy reserve margins at the lowest 

possible cost and deserve to be included in any market that meets that need.  

Though there is always room for improvement and progress, we have seen this mechanism work well 

in other mature competitive electricity markets in the U.S., such as PJM, ISO-New England and New 

York ISO.  

And we believe introducing a capacity market would be a natural evolution for ERCOT and Texas.  

It has the potential to reduce market volatility, drive innovation and allay future reliability 

concerns, while preserving the integrity of the competitive market.  

The PUCT appears to be moving ahead with a scarcity pricing mechanism that increases power 

prices as operating reserves are depleted.  

While we applaud this effort to improve the supply/demand picture, we do not see this as a 

solution to the long-term resource adequacy problem.  

Proposed market design tweaks like this one may boost forward power prices, but likely will 

fail to address the long-term challenge in a meaningful way.  

We and others believe that relying solely on a scarcity pricing mechanism will result in a high 

level of regulatory risk and probably won’t be sufficient to promote investment in new 

capacity resources in the state.  

Similarly, some of the debate has focused on incenting new generation through government 

backstop procurement.  

We’ve long maintained that attempts to fund power plants through taxpayer subsidies are 

misguided and have unintended consequences in markets.  

We’ve seen the perils of this approach in other states such as Maryland and New Jersey, and 

over time we believe that such action in a market structure like Texas’ could be catastrophic 

for its long-term success.  
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Backstop procurement would undermine competition by soliciting specific types of 

capacity, rather than allowing the market to identify and procure the lowest-cost 

resources for consumers.  

It also could undo the benefits of competition by moving investment risk back to 

ratepayers from investors. 

And as more units retire over time, it could lead to reregulation of the market and the 

inefficiencies that come with it, because new investors will be loath to compete 

against subsidized resources. 

Over the years, and even now recently in ERCOT, there have been proposals that would avoid a full 

capacity market.  

These have ranged from paying only new generation or only a specific kind of generation, or 

paying for generation in a specific location or generation with specific operational attributes.  

But what every market has learned is that when you start to pick winners and losers, you 

move toward a more regulated design that erodes the value of the competitive market and 

does not result in the goal of providing reliability at the lowest cost to consumers 

SLIDE 5: CONCLUSIONS 
 

The competitive market in Texas has matured considerably since its advent more than a decade ago. 

And it has served the state well.  

It’s time now for the state to take the natural next step by allowing the model to evolve so 

that it can continue to meet the long-term needs of families and business at the least cost.  

Texas has all the ingredients for continued prosperity, but requires a sustainable competitive 

electricity market framework that addresses resource adequacy concerns head-on and effectively 

unleashes investment in the state.  

With careful consideration of the market design details, a centralized forward capacity 

market would bring us a long way toward those goals – and we should be leery of proposals 

that do not take a long-term view.  

My heartfelt thanks to GCPA for all of its work on behalf of the industry, and for allowing me to speak 

to you today. I look forward to your questions.  

SLIDE 6: QUESTIONS 
 

### 
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Active Competitive Generator in Texas 
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Strategically located near load centers to enhance hedging capability 



Mass Market Footprint in Texas 

• 25,000 commercial/industrial accounts 

• 130,000 residential customers  

• 650+ employees, 500 in Houston 

• Market under the Constellation and 

StarTex brands 
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Competition in Texas  

• Retail and wholesale customer 

benefits  

–Customer choice and value 

– Innovative products and services 

–Long-term savings opportunities  

–Reliable supply  

– Increased efficiencies  
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Reserve Margin Shrinking 

Year 2014 2015 2016 2017 2018 2019 2020 

Expected 

Reserve 

Margin 

13.8% 11.6% 10.4% 10.5% 9.4% 7.4% 6.5% 
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From the 2013 Report on the Capacity, Demand, and Reserves in the ERCOT Region 

Summer Summary 

May 2013 

More capacity resources are needed – but suppliers are reluctant to invest 



Conclusions  

• Electricity competition is a Texas success story and has played a key 

role in the state’s prosperity  

• The resource adequacy challenge is real and must be confronted to 

ensure affordable, reliable electricity for Texas families and 

businesses 

• The market must evolve – soon – to safeguard energy supply for the 

long term and incent investment 

–Reserve margin requirement is needed 

• A well designed capacity market, in combination with ERCOT’s robust 

energy and ancillary market, is the best way to meet future energy 

needs at the lowest cost 
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Questions? 
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