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U.S. Clean Power Plan Faces an Uncertain Future
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Although EPA’s Clean Power Plan (the
Plan) is often reported as intending to
cut overall carbon dioxide emissions by
30 percent below 2005 levels by 2030,
the Plan actually specified state-level
emission rate reductions, that is, the
amount of carbon dioxide emitted per
megawatt hour electricity produced.
EPA estimates that on a national
average level, the Plan will lead to a
reduction of US power system carbon
dioxide emissions of up to by 30%
as compared with the 2005 level.

State-by-state emission rate reductions
vary considerably. For example, as
compared to the emission rate in 2012,
Arizona’s rate goal is 52% lower by
2030, Texas' is 39% lower, California’s
is 23% lower, and North Dakota’s is
only 11% lower. The main reason for
the differences is that the design of the
plan considers regional differences in
the existing power systems, such as the
existing capacity of coal-fired power
plants and natural gas power plants,
and EPA’'s views of renewable potential
and energy efficiency potential.
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The Truths of the Plan
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As EPA announced its proposed
rule, it also published its Regulatory
Impact Analysis using the Integrated
Planning Model (IPM). EPA’s analysis
shows the implementation of the
Plan will lead to 30 GW to 50 GW
of additional coal plant retirements
by 2020 (in addition to about 50 GW
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President at Charles River Associates
(CRA). He specializes in the economics
and operations of the U.S. electric
power system, generation and
transmission investment, and
environmental strategy.
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of coal retirements in the Base Case without the
Plan), which is about 10-15% of the existing coal-
fired power plants. However, EPA projects that the
Plan will also result in a reduction of 30 GW for new
gas power plant investment by 2030 relative to the
Base Case without the Plan. The reason is that EPA
assumed energy efficiency will lead to dramatic
reductions in demand for electricity, and hence less
need for new capacity addition. Based on EPA’s
analysis, energy efficiency could lead to 11% of
reduction in total energy in 2030 as compared to the
Base Case without the Plan. Another reason for less
investment in new gas plants is that in EPA’s formula
for calculating emission rate, only existing but not
new gas power plants reduce the emission rate,
which means that new gas power plants are not as
valuable as existing power plants. Lastly, renewable
energy generating capacity increased slightly, less
than 10GW by 2030. Overall, the U.S. installed
capacity in 2030 is below 1000 GW, lower than the
total installed capacity in 2012 of 1,063 GW.

From the point of view of primary energy
consumption, electric demand for coal is forecasted
to be reduced by about 25 percent in 2020, from
844 million tons to about 616-636 million tons. The
growth in demand for natural gas is around 10%-
14% in 2020, increasing from 8.35 tcf to 9.2-9.54 tcf.
It is worth noting that gas demand for electricity in
2030 is below Base Case demand, consistent with
lower electricity demand and reduced investment in
new gas power plants. Reduced demand for coal will
lead to lower coal prices from $2/MMbtu to $1.7/
MMbtu in 2030. The price of natural gas in 2020 rises
about 10 percent, or about 50 cents/MMbtu from $5/
MMbtu, but in 2030 natural gas price stays at about
$ 6/MMbtu, with little change in natural gas prices
from the Base Case.

EPA projects that the total electricity production costs
in 2020 will rise about 5.4-7.4 billion dollars and 7.3-
8.8 billion dollars in 2030 due to the implementation
of the Plan. The production costs include costs for
investing new capacity and upgrading existing fleet,
fuel costs, and the costs of running and maintaining
the plant. However, the benefits brought by the
reduction of emission for climate and human health
outweigh the cost increase, justifying the Plan. For
consumers, EPA's analysis forecasts that the retail
price rise about 6% in 2020 and 3% by 2030 on
national average while in some regions the price may
even decline. By 2030 the total electricity bills (total
expenditures for electricity) declines by about 8%
because of reduced demand for electricity.

Of course, these are all based on the EPA's regulatory
impact analysis, which may face many challenges
in the future. For example, some may question if
the renewable target assumptions in this analysis
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are reasonable, and others may challenge EPA's
assumption for energy efficiency.

[ SR - (cbsnews.com)
SOURCE:(cbsnews.com)
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The Uncertainties of the Plan
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The EPA's Plan is the first national regulation in the
US to regulate carbon emissions from existing power
plants. EPA claims that the policy is flexible since it
is not limited to fossil fuels plants, but allows other
means to be qualified as the compliance measures,
such as energy efficiency and renewable. Meanwhile,
a state can implement the Plan by itself, or choose
to collaborate with other states on a regional level.
These flexibilities may help to reduce the compliance
cost. In addition, the design of the state's emission
reduction targets considers regional differences. On
the other hand, states which face with more stringent
carbon emissions reduction targets may think the
Plan is unfair. In addition, most existing nuclear
power plants and hydro plants are not accounted for
in the calculation of the emission rate. Nuclear and
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the hydro plants owners may argue that their value
in reducing carbon emissions is not fairly credited.
Finally, there is still a question whether the "Clean
Air Act" gives EPA the authority to do what it lays
out in the Plan. Some have argued that the "Clean
Air Act" only gives EPA the authority to set emission
reduction targets at the power plant level, but not at
the state level.

According to the current timeline, EPA will finalize
this rule in June 2015, after which states will be
required to set up state implementation plan to
comply starting in 2020. However, it is also likely that
EPA will be sued by multiple parties including state
governments and power companies. So the fate
of this important climate policy set by the Obama
Administration is very uncertain.
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