EPA’'s Proposed GHG Rule for Existing Power Plants

- o ® Background @ o -

On June 2, the EPA released a proposed rule (called the “Clean Power Plan”) under section 111(d) of the
Clean Air Act that will require CO,emissions reductions from existing power plants in 49 states (Vermont
and the District of Columbia are not covered because they have no fossil-fuel based generation). The
rule was published in the Federal Register on June 18, kicking off a 120-day public comment period
which concludes on October 16, 2014. The EPA has scheduled four public hearings on the proposed

rule in Atlanta, Denver, Pittsburgh, and Washington, DC the week of July 28. The EPA intends to issue

a final rule in June 2015, and states will then have one year to develop implementation plans, or if they
collaborate on multi-state or regional plans, they are allowed two years to develop their plan. Case by
case, states can seek a one-year extension from the EPA. Therefore, in some states it may take until
June 2018 to fully understand what compliance with this proposal will mean.

- © ® Proposal Overview ® o -

The EPA's proposal is incredibly complex and spans more than 1,600 pages including the rule and
supporting technical and legal documents. Fundamentally, the proposal has two basic components.
The EPA's 111(d) rule:

(1) Sets a CO, intensity target (pounds of CO, emitted per MWh of generation) for each state for the
year 2030 (listed in Table 2 at the end of this document), as well as an “interim goal” applied as an
average of the 2020-2029 period, and

@ Requires every state to create its own plan to achieve the CO, reduction target set for the state.

The emission target EPA set for each state is based on EPA’s assessment of the “Best System of
Emission Reductions” (BSER). Rather than identifying what could be done to reduce CO, emissions at
each power plant (called an “inside the fence” approach — which is how EPA addresses other emissions
covered by the Clean Air Act), the EPA took an “outside the fence” approach and defined the BSER in a
much broader manner - all the way from the generating plant to the end-use consumer. This approach
results in setting emission guidelines that are not achievable at the affected source of the emissions
(the power plant). These options allow the agency to set a much more stringent standard than would be
set using an “inside the fence” approach because there is not (by EPA’'s admission) currently available
technology to capture CO, emissions from existing power plants.

> ® ® EPA’s Building Block Approach e o -

EPA established each state’s reduction target by analyzing four “Building Blocks” — areas that the
agency believes will result in CO, reductions. The four building blocks are: (1) making coal plants more
efficient; (2) displacing existing coal with existing natural gas plants; (3) increasing the use of nuclear and
renewable energy; and (4) decreasing electricity consumption by increasing end-user energy efficiency.
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EPA’s Proposed GHG Rule for Existing Power Plants

(1) Coal Plant Efficiency

Make physical and operational changes at existing coal-based power plants to improve heat-rate
efficiency by 6%, which reduces the amount of coal needed per MWh of generation, thereby reducing
CO, emissions.

(2) Natural Gas

Existing natural gas combined cycle plants are used more or less frequently, depending upon a variety of
factors. EPA's CO, reduction goals are based on dispatching those natural gas plants more frequently (up
to 70% capacity factor) while closing or curtailing existing coal-based generation sources.

(3) Renewable and Nuclear Power

Nuclear power and renewable resources like hydro, wind, and solar power do not have direct CO,
emissions. EPA’s goals are based on keeping some existing nuclear power plants (that are at risk of
closing) operating, ensuring that new nuclear plants under construction get finalized, and that more

sources of renewable energy are developed.

(4) Consumer Energy Efficiency

Improving energy efficiency by consumers reduces the need for power generation. EPA's CO, reduction
goals envision all states increasing energy efficiency programs to result in the avoidance of 1.5% of
energy demand per year.

Figure 1: EPA's “Building Blocks”
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Table 1:

Summary of EPA’s “"Best System of Emission Reduction”
Building Blocks

EPA’s Proposed GHG Rule for Existing Power Plants

Building Blocks |Description Assumptions Used |Inside the
by EPA Fence?

Improving Improve the “heat rate” of An average of 6% Yes
Existing Coal Plant | existing power plants to make improvement in the heat
Efficiency them more efficient, reducing rate of existing coal-

CO, output per MWh generated |based generation units
Using Existing Reduce CO, emissions by closing Existipg natur?l gas No
Natural Gas Plants |, curtailing coal plants (the most combined cyc € power
More to Displace CO..i ) d substitut plants can be dispatched
Coal 2—|nten5|v§), an. substituting | ;i ove their current

that generation with power from | tilization, up to a 70%

less CO,-intensive natural gas capacity factor

plants currently operating or

under construction
Increase Renewable | p.4,,ce CO, emissions by Existing nuclealrl power No
and Nuclear Power | c|osing or curtailing coal plants plants that are “at

: . risk” of shutting down
(the most CO,-intensive), and . )
L . ) could be continued;
substituting that generation with o
- additional renewable

power from existing and new .

o power generation sources
zero-CO,-emitting nuclear and | can be added nearly
renewable power sources nationwide

Increase End-use Reduce electricity demand, Energy efficiency by No
Energy Efficiency | thereby reducing the amount of |consumers can reduce
electric generation needed to electricity demand by
meet demand 1.5% annually nationwide
by 2030

- o ® Impacts of the Proposal ® o -

This proposal could easily be considered the nation’s electricity policy for the next two decades. It will

dictate how cooperatives and other utilities generate power and how co-op member-owners and other

consumers use electricity for decades to come. And the impacts from the regulation will vary significantly

from state to state. EPA’s plan will result in higher electricity costs, power plant closures and the resulting

job losses, challenges to the reliability of the electric grid, and stranded assets for co-ops in many cases

that will have to be paid for by co-op consumer-owners (ranging from family farms to small businesses to

energy-intensive industries).
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continued....

The cost of electricity directly impacts the quality of life in the communities served by electric
cooperatives. While the EPA claims that their proposal will raise electricity rates modestly, but result in
lower electricity bills for consumers, this assumption fails to pass the common-sense test. By removing
coal from the equation and pursuing an all-but-one approach to electricity production, the EPA
acknowledges that natural gas will bear an increased burden to produce a significantly increasing share of
the American power supply. As the demand for natural gas surges, so too will the price. American families
and businesses will bear the brunt of this price increase. Further, the EPA plan would cost consumers
hundreds of billions of dollars as they are forced to adopt energy efficiency improvements, but those
costs do not show up on the electric bill and are hidden costs in the EPA plan.

While the EPA plan suggests states have significant flexibility in determining how to meet the emission
limits, it actually provides little flexibility to meet these aggressive goals and thus is an engraved
invitation for additional government regulation of consumer-owned utilities in areas where they are
currently regulated by their consumer-owners. States will be left with little choice but to enact additional
mandates for renewable resources or energy efficiency programs to comply with the EPA-set emissions
targets, even in areas where co-ops do not own any fossil-fuel based generation sources. At a minimum,
states will be increasing dispatch of generation based on environmental factors rather than the most
economic dispatch. Nationwide, coal-fired plants have installed billions of dollars in upgraded pollution
controls in the past decade to meet other EPA requirements. The remaining useful life of many of

these upgraded plants will extend beyond 2030, yet EPA's program essentially requires them to curtail
operation, or to outright shutdown.

The EPA's proposal will also jeopardize reliability by reducing the overall amount of power generation
available at times of peak use. During the coldest parts of the winter of 2013-14, some parts of the country
were dangerously close to running out of power — and that is before the EPA plan causes many existing
plants to close down. Additionally, some natural gas plants were unable to run for weeks or even months
because there was no natural gas available to those plants to allow them to run. The removal of this safety
net will lead to uncertainty for families and businesses who expect the lights to come every time they

flip a switch. By taking coal out of the generation mix and putting nearly all our eggs into the natural gas
and renewable basket, it's questionable whether the remaining plants will be able meet the demands of
consumers during extreme heat or bitter cold.

- o« ® NRECA Position @ e -

NRECA believes that the EPA proposal is fundamentally flawed because it goes beyond the legal
authorities under the Clean Air Act and must be significantly changed. EPA should not have gone “outside
the fence” when determining individual state emission targets. Such an approach requires actions by
entities not directly subject to regulation under section 111 of the Clean Air Act.

<
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EPA’s Proposed GHG Rule for Existing Power Plants

continued....

NRECA is concerned about how the rule will be implemented by the states, and while “flexibility” is a
welcome approach, it appears the proposal will result in mandates coming from state capitals in lieu of
the mandate coming from the national capital.

NRECA is very concerned that the proposal will result in prematurely closing power plants owned by
electric cooperatives — placing even greater financial burdens on the cooperatives and the consumers that
own them. Many of those plants were built when our national policy was encouraging the use of coal as a
domestic resource, and co-ops have invested billions since then upgrading those plants. Forcing them to
prematurely shut down is an unreasonable, unjustifiable, and arbitrary outcome.

The more NRECA and electric cooperatives read and analyze the rule, we find ourselves with more
questions than answers. We look forward to conveying those questions to EPA and continuing to engage
in discussions with the Agency about this proposed regulation.
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