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EPA emission conversion formula not so simple

The Environmental Protection Agency's recent
guidance on converting carbon dloxide emission rates
to comply with its proposed Clean Power Plan is not as simple as
it may seem.

Larlier this month, EPA released a technical support document
on converting the CO2 emission reduction goals from the rate-
based approach of the June 2 proposed rule to a mass-based
approach. The conversion formula will allow states to calculate
their emission rate targets to a specific number of tons of CO2 per
year they would be allowed to emit from existing poswer plants,

The document s designed to provide guidance to states as
they formulate plans to comply with the EPA’s Clean Power Plan,
which aims to reduce CO2 emissions by 30% from 2005 levels by
2030,

{rontinnied on puge 12)

‘Worsening’ price suppression alleged in NY

A New York Public Service Commission order requiring
a utility to negotiate a power purchase agreement is
evidence that the problem with price suppression from
uneconomic resources in the state has gotten worse, merchant
generators said in a filing with the Federal Energy Regulatory
Commission.

At issue is the PSC's order last week requiring Rochester Gas &
Electric to negotiate a reliability support services contract with
Exelon to keep the 581-MW R.E. Ginna nuclear power plant
operating. Prior to the order, Exelon determined that the expected
revenues from the sale of the plant’s output in the New York
Independent System Operator's energy and capacity markets would

not cover its cost of operating and was considering retiring it.
(continued on page 13)

NRDC says EPA plan will save $9 hillion

While it might not seem possible to anyone in the
power industry, the Environmental Protection
Agency’s Clean Power Plan is gaining increased attention this
week, with comments coming from state consumer advocates, an
environmental group and PJM Interconnection,

While the Natural Resources Defense Council said the

proposed rute will result in billions of dollars in benefits to the Data\- \"9"\./\-:! Reporte[ ﬁ:—

country, state consumer advocates called it an opportunity and . —
a challenge for states to craft implementation plans, “For most FI|B NO&’—% ~ O ' 8“07
states, compliance with the EPA’s proposed rule does not have
to be costly or burdensome due to the wide latitude that states - !
have in determining their own compliance strategy. However, © o Minnesola Power.restarting jdled coal
it is up to states to take advantage of this flexibility” said a " ® Flest net ywithdrawal of Sedson ékpécle
report prepared for the National Association of State Utility [ny . :

(continued on page 13}
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Adopting a mass-based approach to CO2 reduction could pave
the way for states to adopt a multi-state or regional approach to
emission reductions, including through a cap-and-trade type
Program such as the Reglonal Greenhouse Gas Initiative adopted
by states in the Mid-Atlantic and Northeast, something EPA
mentlons several times in its CPP,

Since June, stakeholders have been waiting for EPA’s guidance
on how to convert the targets in the proposed rule to a tons of
CO2 figure under a mass-based approach,

It would seem to be a simpie matter to convert rate-hased
emissions targets to mass-based targets, as EPA includes a formula
in its guidance document.

It quickly becomes apparent, however, that the devil is in the
details, as analysts at consulting firm Energy Ventures Analysis
said this week. Under EPA’s rate-based targets, the Lower 48 states
would emit 1,801 million short tons of CO2 by 2030 from
existing and new fossil-fired power plants, which represents the
30% by 2030 metric.

But, as Benjamin Stravinsky at EVA noted, using the mass-
based equivalents guidance for new and existing sources would
only allow plants in the Lower 48 to emit 1,714 short tons of
C0O2, a 39% reduction from 2005 levels.

“For some states, the mass targets are more stringent than the
Tate-base targets” Stravinsky said in an interview. "We are Just
trying to highlight this for the industry; the next question we
have to answer is why this is s0.”

In EVA’s analysis of the EPA conversion formula, Maine,
Washington, Delaware and Idaho are at the top of the list for
having less stringent emission reduction targets under a mass-based
approach, while Missouri, Nebraska, South Dakota and Rhode
Island are at the bottom of that list, with more stringent targets.

One of the complicating factors in EPA’s conversion is that the
agency uses two different scenarios in its guidance. The first
includes only existing power plants. In fact, the basis of the CPP is
that it would apply to existing generation sources because EPA
addressed CO2 emissions from new power plants in January,
when 1t published its New Source Performance Standards

In the guidance document, however, EPA gives an option that
includes existing sources and provides a second option for existing
and new sources, and that is where things start to get
complicated.

EPA’s targets are based on generation emission rates, but there
are no historical rates for plants that are not yet butlt, So, EPA
used Energy Information Administration data to project demand
and extrapolate generation figures and then used those figures to
calculate emission rates,

Comiparing the effect of those approaches against 2012
emissions, analysts at Synapse Energy Economics say that the first
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option would reduce 2030 emissions by 31% from 2012 levels, but
using the second option, which includes new plants, 2030
emissions would be reduced by 20% from 2012 levels.

The second option would appear to be less stringent in
Synapse’s analysis, but the amount of allowed emissions is larger
because it applies to a larger universe of generation units. The first
option results in fewer tons of CO2 because it applies only to
existing units.

So, although options one and two are intended to be
equivalent, the numbers are different because they apply to
different sets of generationunits, Jennifer Macedonia, sentor
advisor at the Bipaitisan Policy Center, said in an interview.

Macedonia also noted that EPA’s second option may be of
interest to companies with existing gas-fired power plants, because
it allosws for consistent policy treatment of new and existing gas-
fired generation. “Some companies were secking clarification of
the ground rules regarding coverage of new generation under a
mass-based approach,” she said, and with good reason.

If new units are excluded from a mass-based goal, a company
with existing generation could be undercut in the market by new
generation that might be able to bid into the market more
cheaply because it does not have the cost of complying with the
EPA rule.
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“EPA is giving states flexibility with option two to use a higher
mass-based state goal, if they choose to apply it to both new and
existing sources,” Macedonia said.

— Peter Maloney

Price suppression alleged in NY __ o L

In a motion to lodge the order with FERC, the Independent
Power Producers of New York asked FERC to include the order in
its earlier compiaint against NYISO.

IPPNY said in the original complaint that NYISO prices are
being suppressed by out-of-market contracts to support resources
that would have otherwise left the market. The group asked FERC
to order NYISO to revise its tatiff to prevent the continued
suppression of prices in the New York Control Area installed
capacity market,

“The proposed RSSA for the Ginna facility provides further
evidence that in the 18 months that have passed since the
complaini was filed, the uneconomic ‘non-exit’ problem that
prompted the complaint has only gotten worse,” IPPNY told
FERC,

Without mitigation to such uneconomic resources, prices in
the NYCA installed capacity market will continue to be artificially
suppressed, the generators said. “The commission can expect
RSSAs and other cut-of-market arrangements to continue to
proliferate,” IPPNY said.

In a reated event, NRG Energy in a letter to the PSC said it
was surprised to see that the PSC based its decision in patt on a
request for proposals that RG&F is conducting to seek alternatives
to the Ginna plant. “To the NRG companies knowledge, RG&F
did not post the RFP on its website or provide notice of the RFP to
all parties on the service list in this proceeding,” the letter said.

The PSC order said the REP was Issued October 6 and that
RG&E must coordinate responses due November 21 with the
contract negotiations with Exelon associated with the Ginna
plant.

At press time, RG&E had no comment on the REP or on the
progress of negotiations.

NRG reiterated its concern that requirements established as
necessary steps befote an RSSA Is negotiated were not followed.
The requirements are important and have a material impact on
the ability of the market to respond with potentially lower-cost
alternatives, NRG said.

“The NRG companies recommend that the commission carry
out its full obligations under those procedures by requiring the
NYISO and RG&E to conduct a full evaluation of the reliability
impacts of a retirement of the Ginna facility and directing those
parties to conduct a solicitation and evaluation of alternatives to
resolve any identified reliability needs,” NRG said.

“What you can see is slow-motion reregulation with these
ratepayer-supported PPAs,” Paul Patterson, an analyst with
Glenrock Associates, said Wednesday.

Patterson expects to see moze such situations, especially as
regulators wrestle with the issue from a policy point of view that
says nuclear plants add to fuel diversity and they are carbon free,

dependable generation, “It's different from the reality of the
market,” he said.

Patterson agrees that the out-of-market contracts suppress
prices. “The merchant generators have a point, it's not fair, but
life’s not fair, especially in a market that can be changed,” he sald.

— Mary Powers

NRDC says EPA plan will save $9 billion . ...,

Consumer Advocates.

NASUCA issued the report this week at its annual meeting in
San Francisco. The report, prepared by Synapse Energy Economics,
does not reach a conclusion on costs of complying with the rule
or benefits from 1it, Rather, it is designed as a resource for states to
use in considering various compliance approaches.

The NRDC did not take such a broad approach in its report,
The EPA “overestimates” the cost of the power sector’s compliance
with the proposal “by as much as $9 billion,” the NRDC said,
adding that the $9 biilion diference “indicates that the proposal
could achieve significantly greater carbon reductions ata
reasonable cost.”

“Simply by making the cost and performance parameters for
renewable generation and energy efficiency consistent with
today’s technologies, NRDC has found that compiiance could be
achieved at a savings of $1.8 billion to $4.3 biilion by 2020, or
$6.4 to §9.4 billicn by 2030,” the group said,

By factoring in “more accurate and current cost and
performance data for enezgy efficiency and renewables,” NRDC
said, it found that EPA’s targets for curbing power plant carbon
pollution “can be met at a savings for America’s power sector,
rather than an additional cost.” It sald this is the case “because
power generators will spend less to cut carbon pollution,” and
“customers will save as well.”

In analyzing the EPA’s Clean Power Plan, NRDC said it
“identifies and corrects two central shortcomings in EPA’s biueprint
— and thereby refutes claims from some that the agency’s plan
would prove costly to the industry and its customers.” First, that
EPA overestimated the cost of deploying increased amounts of
energy efficiency by nearly double current projections. Second, the
EPA used “putdated cost and performance estimates” for renewable
electricity generation that were “nearly 50% more expensive than
current experience shows,” the NRDC said.

The EPA uses “conservative and outdated assumptions,” that
overstate the costs of compliance and shortchange the potential
for deeper critical carbon reductions, the NRDC said. The NRDC
“updated” the EPA’s cost and performance data for renewable
powet and energy efficiency “to reflect current costs” and group
provided asked ICF International to run that data using the same
modet EPA used to analyze its proposed rulgs,

The EPA estinates that, including health and environmental
benefits as well as compliance costs, its proposal would produce
niet benefits of up to $50 billion in 2020 and up to $84 billion in
2030. But the NRDC's analysis “shows that the net benefits would
be $9 billion higher than EPA’s estimates in 2020 and $15 billion
higher than estimates in 2030.”
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The NRDC also estimates that in 2030, energy efficiency
savings could total 140 terawatt-hours more than what EPA
projected and renewable generation could be 171 terawatt-hours
higher than EPA’s projections. Collectively, that's equivalent to
the electricity used by roughly the population of the New York
and Chicago metropolitan areas together, the NRDC said.

In its report for NASUCA, Synapse said the EPA rule will have
implementation costs, but it also “could lead to significant
consumer benefits,”

Higher wholesale power prices following implementation of
the rule “would mean more money for existing low-emission
Tesources and higher costs to consumers. This is an important area
for additional research and modeling,” and examining existing
carbon trading efforts “will provide useful insights” for states, the
report said.

Because each state is unique, costs to comply with the EPA rule
can vary widely, depending on existing resources in piace and
whether the state is part of a regional compliance pian, it said.

States should conduct “a thorough analysis of compliance
options,” including whether or not to join other states in a mmlti-
state plan and use market-based mechanisms such as a carbon
market, the report advised.

PJM also issued an analysis of the EPA proposal, laying out
various scenarios for states to consider. The analysis was done for
the Organization of PJM States, and it examines mass-based targets
using BPA’s November 6 guidance and the rate-based targets in
the June 2 proposed rule,

The information is not a forecast of what it will cost to comply
with the rule; it provides a result of various modeling done by the
grid operator, said Ray Dotter, spokesman for PJM.

The analysis inciudes wholesale power market prices and
carbon costs under several compliance scenatios,

A power flow analysis that models retirement of “at-risk”
generation units for reliability issues has yet to be completed, but

is in the works by PIM.
— Jeffrey Ryser, Tom Tiernan
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