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Issue:		Utility NOx Controls





Position:	





We are pleased by OTAG’s success in reaching agreement on a recommended range of utility NOx controls in the fine grid between Clean Air Act controls and the less stringent of an 85% reduction from the 1990 rate (lb/mmBTU) or 0.15 lb/mmBTU (Level 3).  However, our view is that reductions at the more stringent end of the range in utility NOx emissions from across the OTAG region are needed to address the ozone transport problem and help states reach attainment.  





As noted in the proposal we submitted jointly with the state of Wisconsin, we believe that the air quality modeling and analysis developed by OTAG and others indicates clearly that controls in  the northern half of the OTAG region and Georgia must achieve Level 3 reductions, while the southern half of the OTAG region must achieve Level 2b reductions.  Furthermore, these reductions should be implemented in the near-term, or no later than 2004, under a finite tonnage-based budget system that allows for trading (cap and trade).  We recommend that OTAG go on record endorsing region-wide and state-by-state caps on ozone season utility NOx emissions.  While a recent Supreme Court decision appears to bar EPA from setting emissions caps for particular source sectors as part of the SIP call process (allows only all-source aggregate limits), we believe EPA should set such overall state caps based on an OTAG-wide utility NOx emissions limit of 1 to 1.2 million tons for the ozone season.





Where the air quality data produced to date does not indicate as clear a picture, i.e., for those states in the “coarse grid,” we believe that it is appropriate to exempt these states from additional controls (beyond those required under the Clean Air Act) until additional data and modeling indicate additional reductions are needed.  States not required to go beyond the Clean Air Act should also be subject to a finite tonnage-based budget such that their emissions are capped at CAA levels.  In addition, there should be adequate provisions in any allocation system to encourage the replacement of existing sources with new sources.  Finally, the Center supports provisions that encourage the use of energy efficiency and renewable energy projects to meet emissions targets.





�
Rationale:





Air Quality Modeling Points to Need for Stringent Utility NOx Controls across the OTAG Region





Projections from OTAG modeling indicate that growth in the demand for electricity will overwhelm any currently mandated reductions in emission rates (i.e., under Phase II of the Acid Rain program) such that, by 2007, NOx emissions from the utility sector will show no improvement over current levels unless additional reductions are achieved.  





OTAG’s Round 3 modeling indicated that deep cuts in utility NOx emissions across the OTAG region are necessary to reduce both the “home grown” and “transported” ozone that contribute to non-attainment.  





OTAG’s Round 3 modeling further indicated that NOx reductions in the Ohio Valley and Southeast (Zones II and IV) alone reduce ozone concentrations by 2 to 18 ppb. 





OTAG modeling and other analysis (e.g., culpability) to date has also indicated that some areas of the OTAG region may not contribute significantly to the ozone problem in the rest of OTAG at projected emissions levels.  These areas may be considered “exempt” from OTAG controls, until additional data and analysis indicate a need for additional controls.





Cost Analysis Shows Utility NOx Controls are Among Most Cost-Effective of Options, Especially under a Cap and Trade Program





Round 3 OTAG modeling conducted by EPA indicated that utility sector NOx controls would cost $894 to $1,902 per ton under an OTAG-wide cap and trade program (Runs B, G, and I, with EPA, ICAC, and UARG assumptions).  In comparison, most of the reductions from other sectors would cost thousands to tens of thousands of dollars per ton of NOx reduced.





Annual costs for even the most stringent utility NOx controls (UARG assumptions for rate-based controls under “Run I”) amount to less than 2% of total annual electricity revenues for the entire OTAG region.  This suggests a minimal impact on electricity prices.





For the ECAR region (includes Indiana, Kentucky, Michigan, Ohio, West Virginia, and parts of Pennsylvania and Virginia), the annual costs of utility NOx controls under Run G (Level 2b) translate into less than 1% of the annual electricity revenues for the region.





The on-going restructuring of the electricity industry will lead to estimated savings from $5.4 to over $80 billion per year -- completely offseting the potential impact of additional utility NOx control costs.





Cap and trade programs represent the most cost-effective way to assure that states are able to achieve and maintain the necessary emissions reductions.  The cost-effectiveness of emissions cap and trade programs has been successfully demonstrated through the SO2 allowance trading program for Acid Rain and other regional programs.  Extensive OTAG modeling to estimate the costs of several versions of an OTAG NOx cap and trade program as well as rate-based controls was conducted by EPA using the Integrated Planning Model (IPM).  This modeling indicates that substantial savings can be achieved through a cap and trade approach:  there is at least a 15% to 25% decrease in the cost per ton of NOx reduced when moving from rate-based controls to a cap and trade program� which can amount to as much as $800 million each year.�  Without a cap-based system (i.e., a rate-based system), there is no certainty that the applicable emissions budget will be achieved.





There are Multiple Benefits Associated with Utility NOx Reductions





In addition to helping reduce the concentrations of ozone to more healthful levels, utility NOx reductions will help address a number of other pressing environmental and public health problems including:  acid rain and the related release of heavy metals into aquatic ecosystems; eutrophication (over-enrichment) of coastal waters; nitrification (nitrogen saturation) of forests; particulate-related respiratory damage; and regional haze.





The collateral benefits described above are not captured in the context of NOx control costs for ozone benefits alone.








Reductions must be Made in a Timely Manner in Order to Help Meet Attainment Deadlines 





Major attainment deadlines occur in 1999, 2005, and 2007.  If OTAG is to be successful in helping states meet these deadlines, it is critical that the necessary reductions begin to occur well in advance of these deadlines, ideally no later than 2004.





Attached you will find copies of the presentation on costs presented to the OTAG Policy Group on May 13, 1997 and the joint CCAP-Wisconsin utility NOx control strategy submitted in May.








� Round 3 savings under Run I of 15% (with ICAC assumptions) and 17% (with UARG assumptions) in 2007;  Round 2 savings under .15 pounds/MMBtu of 15% in 2005 and 25% in 2010.


� Round 3 savings under Run I (UARG assumptions) from cap and trade versus rate-based approach.
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