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Merchant Power 
Load-to-generation matching strategy gains traction  

What’s changed? 
The sustainability of retail load to wholesale generation matching. Despite strong 
margins, competition is limited for incumbent players and cash flow conversion is 
high. 

The PJM market is oversupplied. Slightly weaker demand forecast and 
incremental transmission weigh negatively on most of the PJM interconnection 
zone. While retirements have accelerated, so have additions--about 15.5 GW of 
capacity cleared in the 2018-2022 timeframe relative to 13 GW that we expect to 
see retire. 

The ERCOT market’s reserve margin widened due to expectation of higher solar 
and wind installations. Yet, growth appears strong and the steep power curve 
backwardation post-2021 could still lift. Near-term prices are affected by mildness 
of weather. 

What to look for 
Energy price reforms in PJM. FERC has approved PJM’s proposal to allow fast-
start resources to set locational marginal pricing (LMP). While likely on a slower 
timeline, the operating reserve demand curve proposal could still be approved. 
Combined with a proposal to allow baseload inflexible units to set LMP, these 
measures could result in a $3.5-$4/MWh lift to energy prices in PJM.  

Wind generation installations after 2020. Years 2019 and 2020 are likely to be 
strong as orders are placed ahead of construction deadline. Key drivers for post-
2020 are state renewable targets, corporate power purchase agreements, 
coal/nuclear closures, and cost curve declines (decline in the cost of electricity is 
significant). 

State legislative proposals to procure clean capacity for utilities in PJM. States 
like Illinois and Pennsylvania have proposed House and Senate bills that would 
support procuring clean capacity. If approved, this would impact PJM’s capacity 
construct substantially.   

What are the key credit drivers? 
The ability to ratably hedge economic generation. In the short to medium term, 
ratable hedging predictability allows a company time to adjust its capital structure. 

Ability to match retail load to wholesale generation. In the long term, this appears 
a sustainable strategy and growth model. 

The ability to diversify across markets. Markets like ERCOT and California show 
strength (market prices have strengthened even as utility counterparty risks exists). 
While PJM’s energy markets could strengthen, our capacity price expectations are 
bearish. 

Latest Related Research 

– ESG Industry Report Card: Power Generation, May 13, 2019 

– Unregulated Power: S&P Global Ratings' Evolving View Of Retail Power, May 14, 
2019 

Outlook Distribution 

Ratings Statistics (Last 12 months) 

IG SG All
Ratings 9 22 31 

Downgrades 0 4 4 

Upgrades 1 1 2 

Rating Distribution 

Sector Forecasts (2019) 

IG SG All
Rev. CAGR ‘19-21 -0.4% 0.2% -0.1% 

EBITDA Margin 25.7% 33.4% 29.6% 

EBITDA CAGR ‘19-21 -2.7% 3.2% 0.7% 

Debt/EBITDA 2.9x 4.2x 3.6x 

FFO/Debt 32% 18% 22% 
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