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NEW YORK (Dow Jones)--Wind power is the fastest growing clean energy source in the U.S., but policies that predate it are hampering its development.
The renewal last year of a federal tax credit for projects in service by the end of 2005 is expected to trigger a construction boomlet. And a growing number of states are requiring utilities to purchase a portion of their power from renewable sources, creating additional need for wind farms.
But the terms of transmission contracts created for more centrally located plants whose output can be adjusted have made it too costly for some wind developers to get their projects going.
"The rules that govern the electric industry that were established to the characteristics of fossil really don't work all that well for wind," said Randall Swisher, executive director of the American Wind Energy Association.
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The U.S. Federal Energy Regulatory Commission, which last year said certain interconnection standards don't apply to wind projects, plans to propose new standards this month aimed at easing the ability of nonconventional plants to connect to the grid.
To be sure, wind developers face some of the same obstacles as their more traditional counterparts, namely the need for long-term contracts that guarantee a steady revenue stream in order to satisfy lenders.
And even though wind power has an environmentalist sheen, it still faces opposition from residents near proposed projects. This is true particularly in the more densely populated Northeast, as evidenced by the fight over a project proposed off the Massachusetts shore.
But some of the industry's problems are unique.
Transmission Trouble
The cost of connecting some wind projects to the grid and upgrading the system to support them could be prohibitive, said Price Hatcher, manager of renewable energy purchases for Minnesota-based Xcel Energy Inc. (XEL). The company, which both builds and buys wind power, is now evaluating bids from plant developers.
"Some projects we're currently working on where transmission might very well become a show stopper," Hatcher said. "It may be the lowest price bid that I've received. But if I can't deliver it to load, it's not of value to me."
Wind generators face a Catch-22. Without buying "firm" transmission rights, they can't be sure they'll be able to deliver their power to where it's needed. But since they can't be sure exactly when their generators will be running, the transmission access they purchase could go to waste.
Developers are seeking from FERC a modified transmission policy that would guarantee wind-generated power access to high-voltage lines except at peak times when the lines are filled with electrons from conventional plants.
Additionally, wind plant owners must often pay the penalties transmission operators charge generators that deliver more or less power than they had projected. Those penalties, intended to keep the grid in balance and to prevent manipulation, don't account for the difficulty projecting wind output far in advance. FERC said it's considering changes to this penalty policy.
The windiest sites are located in remote areas of the central and western U.S., and developers must often build miles of high-voltage power lines to connect to the region's broader power transmission network.
The disconnect between the relatively short period of time it takes to build a wind plant, about 18 months, and a transmission line, which can take years, also poses challenges for wind developers.
"Transmission - it's the biggest obstacle for the U.S. obtaining a significant portion of its energy from wind," Swisher said.
Financial Hurdles
Lenders are becoming more comfortable with wind projects but want to be sure developers' projections for the amount of electricity they can produce are reasonable, said Steven Greenwald, managing director and global head of project finance at Credit Suisse Group (CSR) unit Credit Suisse First Boston, which last year helped FPL Group (FPL) sell debt to finance seven U.S. wind plants.
Statistics on wind activity in the U.S. allow fairly accurate forecasts of production and associated revenue over any given year. But it's nearly impossible to forecast specific wind flows at specific times, Greenwald said.
The difficulty determining the level of so-called capacity payments wind resources should receive to cover their fixed costs in some regions creates additional uncertainty in projecting revenues.
Better technology and rising fuel prices have made wind plants more competitive. The Department of Energy estimates the lifetime investment, operating and fuel cost of a wind power plant is $54 a megawatt-hour. That compares with about $50 for coal and $49 for efficient natural gas-fueled plants.
The estimate doesn't include the $18 a megawatt-hour 10-year credit President George Bush signed into law last year for wind and certain other renewable projects that begin operating before 2006.
The so-called production tax credit is expected to spur construction, but uncertainty over whether it will be renewed makes it difficult to predict future wind development. Construction stalled last year when the credit expired.
The industry is also expected to get a boost from the nearly two dozen states requiring utilities to generate a certain percentage of their power from clean sources such as wind and the sun.
But a lack of detail in some states' renewable portfolio standards could render them ineffective, said Jerome Peters Jr., senior vice president at United Capital, a division of Hudson United Bank, which finances renewable projects.
"If there's nothing behind that that incents utilities to meet that goal, then you have an RPS that is noting more than a wish," he said.
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