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Outline

ÅHow did the market for CHP develop in 

Texas?

ÅWhat are the current market benefits of CHP 

in Texas?

ÅOther panelists will address: environment, 

reliability and critical infrastructure, jobs and 

economic development

ÅThis presentation: choice, cost savings, 

hedging, resource adequacy, transmission, 

diversity and scale, proven technologies

ÅSolutions: What will jump start a market for 

small-scale CHP?

ÅRetailer participation

ÅEducation

ÅEnergy Efficiency Resource Standard
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How did the market for CHP 

develop in Texas?
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Å Utility resource planning (pre-1978) was changed with the creation in 1975 of the 

Public Utility Commission of Texas and the adoption of the federal Public Utility 

Regulatory Policies Act of 1978

Å The cost of electricity has been a huge driver for industrial customers in Texas: 

industrial sales constituted ~50% of the electricity business in several areas

Å The PUCT administered the power market from about 1978 to 1999

ÅRequired transmission wheeling (e.g., Houston to Dallas)

ÅRespected bilateral purchased power contracts

ÅAdopted a methodology for calculating avoided cost payments

ÅDefined the terms of utility purchases from qualifying facilities (QF)

ÅSeriously considered CHP as an alternative to new power plants



How did the market for CHP 

develop in Texas?

ÅAfter the federal Energy Policy Act of 1992 and Texasô SB 373 in 1995, 

Texas opened wholesale markets

ÅOpen access transmission

ÅImplementation of independent system operation

ÅBrakes applied to utility expectations about ñCCNsò and ñrate baseò treatment 

for future utility power plants

ÅñAll sourceò competitive resource acquisition within integrated resource 

planning (IRP)

ÅDramatic new investments in generation, including CHP units
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How did the market for CHP 

develop in Texas?

ÅWith Texasô SB 7 in 1999, Texas opened retail markets to competition

effective January 2002

ÅRetailers were not created to merely become resellers of power

ÅCompetitive retailers (ñREPò) and energy service companies (ESCO) are free to 

create new packages of goods and services, including development of CHP

ÅBeginning as early as 1996, the PUCT started to separate electric 

distribution (wires) services from competitive energy (premises) services

ÅñAn electric utility shall not provide competitive energy services éò

ÅDG/CHP is defined as a competitive energy service in Subst. Rule 25.341(3)
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How did the market for CHP 

develop in Texas?

ÅConclusion: Large, industrial-scale CHP 

developed rapidly in Texas because

ÅLarge, 24x7 thermal loads at large industrial sites

ÅGovernment policies to permit and encourage 

competition to provide capacity and energy to 

monopoly electric utilities

üFair interconnection

üSale of excess electricity at utility avoided cost

üLong-term purchased power contracts

üOpen access transmission

üWell functioning bulk power market
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What are the current market 

benefits of CHP in Texas?

ÅChoice is a benefit

ÅCombined heat and power is one of a diversity of choices available 

to businesses in the restructured Texas retail market

ÅPrices that change hourly (customer assumes risk)

ÅPower prices indexed to a commodity price

ÅPower contracts to lock in prices over one or several years

ÅGreen power and sustainable energy paths that are carbon neutral

ÅEquipment maintenance costs bundled with electric service

ÅEnergy efficiency investments bundled with electric service

ÅEnergy management devices: usage monitoring, reporting, and control

ÅDemand response (opportunity for revenue stream to provide critical 

capacity and energy for reliability and economy); ancillary services

ÅOn-site power development (including combined heat and power)
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What are the current market 

benefits of CHP in Texas?

ÅReduced fossil fuel use is a benefit

ÅCombined heat and power provides efficient use of fossil fuels

ÅSignificant capital investments are rewarded with reduced operating costs

ÅAn integrated CHP system replaces purchases from central power plants 

and an on-site boiler
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CHP saves 33% over 

the best conventional 

central plant + boiler

150 units

of energy

100 units

of energy



What are the current market 

benefits of CHP in Texas?

ÅEnergy efficiency/energy cost savings is a benefit

ÅCombined heat and power reduces energy usage and improves cash 

flow for the typical business

ÅFree up funds for other energy efficiency projects
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What are the current market 

benefits of CHP in Texas?

ÅHedging and reduced price volatility is a benefit

ÅCombined heat and power provides a physical hedge against fossil 

fuel price increases

ÅReduced energy usage means less exposure to energy price volatility

ÅCan combine physical and financial hedges
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What are the current market 

benefits of CHP in Texas?

ÅResource adequacy is a benefit

ÅCombined heat and power provides power plant capacity

ÅTexas energy usage continues to grow and as it grows there is a need for 

new resources

ÅIt is becoming more difficult to find a suitable site, obtain necessary 

approves and obtain financing for a large power plant

ÅServing existing customer loads with numerous small power plants on the 

customersô premises is as at least valuable to the system as building a 

new large power plant

ÅDistributed power plant capacity increased grid stability ïresources are 

close to the loads
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What are the current market 

benefits of CHP in Texas?

ÅIncreased diversity of power plant ownership is a 

benefit

ÅCombined heat and power provides new ownership of power plant 

capacity

ÅReduced ownership concentration results in increased power market 

competitiveness; reduced opportunities for market gaming

ÅSmaller units are less capable of manipulating market operations and 

prices
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What are the current market 

benefits of CHP in Texas?

ÅAppropriate scale is a benefit

ÅScale affects the ability to finance a project

ÅScale affects the ability to size the facility to match thermal loads

ÅMegawatt-scale CHP (e.g., < 10 MW) is sized for a single building or campus 

ü Operates around the clock

ü Provides at least a portion of the buildingôs electrical load

ü Captures thermal energy for use in: 

Ç Cooling

Ç Dehumidification

Ç Water and space heating

Ç Process heat
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Houston Advanced Research Center.



What are the current market 

benefits of CHP in Texas?

ÅUse of existing, proven technologies is a benefit

ÅCHP technologies generate electrical and thermal energy in a single, 

integrated system that relies on proven technologies

ÅThe typical system consists of a prime mover to generate electricity 

(engine or gas turbine), a heat recovery system to capture the heat, a 

control system, an exhaust system, and an acoustic enclosure 

ÅExisting, proven technologies are

ÅReadily available

ÅCompetitively priced

ÅReliable and low in operating risk

ÅFollow well understood performance standards

ÅRelatively easy to repair/replace
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Source:  Gulf Coast Regional CHP Applications Center, a 

program of the Houston Advanced Research Center.

What are the current market 

benefits of CHP in Texas?

ÅOptimal CHP system design is a benefit

ÅCHP provides flexibility in design to address customer parameters

ÅCustomized solutions match the needs of the customer
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What are the current market 

benefits of CHP in Texas?

ÅOperational flexibility is a benefit

ÅCHP provides flexibility in operations to address customer needs

ÅExcellent match for customers with coincident electrical and thermal loads

ÅBest for customers with continuous operation (24 hr x 365 days)

ÅBest for customers with low seasonal variation in loads

ÅIdeally suited for customers with high power reliability needs
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Source:  Gulf Coast Regional CHP Applications Center, a program of the 

Houston Advanced Research Center.



What are the current market 

benefits of CHP in Texas?

ÅñQuick to marketò is a benefit

ÅExample: Austin Energyôs Dell Childrenôs Hospital
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ÅFrom concept to reality in 

less than twelve months


