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Design Criteria 
1.  Meaningful Emission Reductions 

•  Consistent with the Administration’s 17 percent target, achieve larger emission reductions than would result from a policy 
focused strictly on compliance through heat rate improvements while also meeting other the other design considerations listed 
here. 

2.  Reasonable Cost Impacts 
•  Keep the cost per ton of carbon abatement within the Social Cost of Carbon. 
•  Ensure program costs will be less than the MATS rule. 
•  Limit retail rate impacts. 
•  Prevent disproportionate regional cost impacts. 

3.  Sustainable Legal Basis 
•  Keep EPA’s guidance reasonably consistent with prior 111(d) practice. 
•  Keep the Best System of Emission Reductions (“BSER”) within the emission sources covered by the rule. 
•  Limit any new trading program to emission sources covered under the rule. 
•  Provide for state discretion in complying with EPA’s emission guidance.  

4.  Practical Implementation Pathways  
•  Provide compliance flexibility through multiple technically proven compliance options and trading programs. 
•  Provide resource planners and investors time to comply without compromising compliance with other EPA rules. 
•  Be compatible with the efficient operation and expansion of the nation’s competitive power markets. 
•  Protect system reliability, grid stability, and fuel diversity by relying on proven, existing fossil electric units. 
•  Limit unit retirements and provide for a smooth transition for any turnover of the coal fleet. 

5.  Address Industry Concerns 
•  Mitigate financial impacts on merchant coal generators. 
•  Recognize actions and commitments made by states and companies in recent years to reduce carbon emissions. 

6.  Long Term Policy Compatibility  
•  Ensure the rule is structurally compatible with other federal carbon policies that may be adopted in future years. 
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Opportunity: Underutilized 
Natural Gas Capacity 
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Core Elements of Proposal 
We recommend that EPA: 
•  Set separate emission rate standards for fossil boilers 

(1,450 lbs/MWh) and gas-fired combustion turbines 
(1,100 lbs/MWh) based on BSER analysis. 

•  Give states mass-based, fossil boiler emission budgets 
as an alternative to complying with an emission rate 
standard. (Natural gas plants would comply on an 
emission rate basis). 

•  Offer a model emission credit trading rule to facilitate 
interstate trading and contain costs. 

•  Allow credit trading among fossil-fueled boilers only to 
contain wholesale, retail, and credit price impacts. 

•  Offer states the ability to mitigate retail ratepayer and 
merchant coal impacts through free allowance 
allocations. 
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Summary of Results 
•  Emission reductions - by 2020: 

‒  630 million metric tons compared to 2005 (27%) 
‒  300 million metric tons compared to base case forecast for 2020 (15%) 

•  Costs: $9.4 billion and $34/tonne marginal cost ($2013) < Social Cost of Carbon. 
•  A 2% average retail rate impact (net of credit allocation). 
•  Multiple compliance pathways, with a phased-in implementation period to mitigate 

gas price impacts.  
•  Opportunity to reward “early action” and mitigate impact on merchant coal 

generators. 
•  Protects system reliability, grid stability, and fuel diversity by relying on proven, 

existing fossil electric units that are already in operation and available today. 
•  Avoids over 2,000 avoided premature deaths, 1,000 avoided emergency room 

visits, and 15,000 avoided asthma attacks per year due to the associated 
reductions in PM2.5 precursor pollutants (SO2 and NOx). 

•  Monetized health and climate benefits of $34B, which is over 3X the total cost of 
compliance. 
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Rebalancing the Fossil System 
to Reduce CO2 Emissions 
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Achieves a 27% Reduction from 2005 
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Benefits Exceed Costs by 3:1 
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~70% of the Reductions from Redispatch 
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Multiple Approaches to Fossil Boiler BSER  
1.  Serious “Inside the Fence”: 

–  On-site technologies, including aggressive heat rate improvements plus gas co-firing or 
partial CCS establish the emission rate standard. 

–  Yields 1450 lbs./MWh emission rate. 
–  Trading program would reduce cost of compliance. 

2.  RFF Marginal Abatement Cost: 
–  4 percent heat rate improvement establishes marginal abatement cost at $34/ton, the 

same as CATF’s proposal. 
–  States/firms would be required to utilize all proven compliance options that cost less than 

this abatement cost threshold.  
–  Introducing flexibility mechanisms (primarily trading) would allow 4X greater reductions. 

3.  Fossil Dispatch Optimization: 
–  Calculate maximum physical limit for shifting dispatch to underutilized NGCC. 
–  Apply highly cost-effective test to “right size” emission rate. 
–  Introduce emissions trading to minimize costs. 
–  Yields emission rate of 1450 lbs./MWh. 

4.  NRDC System Approach with End-Use Efficiency 
–  NRDC’s proposal arrives at a similar fossil boiler emission rate of 1,500 lbs/MWh by 

expanding the set of compliance options in the BSER determination to include systems 
based demand-side alternatives, such as end-use efficiency and DSM. 

In the face of legal uncertainty around BSER, CATF recommends that EPA adopt multiple justifications 
for its determination.  Each of the approaches identified here lead to a similar resulting emission 
rate for coal units. 
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Taking “Inside the Fence” Seriously 
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Model Emission Credit Trading Rule 

15 states have called for EPA to issue a model 
rule.  A model emission credit trading rule 
could: 
•  Facilitate timely submission of state plans. 
•  Provide an attractive alternative for states that do 

not have existing carbon pollution programs (RGGI, 
CA). 

•  Promote broad-based participation in interstate 
trading to increase economic efficiency and lower 
compliance costs. 

•  Be used by states, regardless of regulatory 
structure (rate-based or restructured) and desired 
compliance strategy (e.g., IRP, RPS, etc.) 
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Emissions Budget-Based Model Rule 

•  The model trading rule should give states mass-based 
budgets (i.e., denominated in tons of CO2). 

•  Kentucky and 15 other states have requested that EPA 
provide such as a “mass-based” alternative compliance 
option. 

•  A budget-based model rule would: 
–  Provide a familiar framework (Acid Rain, CAIR, etc.) to ease 

administration. 
–  Help facilitate compliance by more easily recognizing multiple 

compliance pathways e.g., retirements, energy efficiency, 
renewables, early action, etc.) 

–  Promote energy efficiency and renewables by creating 
incrementally higher wholesale electric prices, which would 
make these resources more competitive (and state RPS 
programs less expensive). 
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Allowance Allocation Principle:  
Protect Ratepayers and Generators 
•  Giving states an emissions tonnage budget 

provides states with “free” allowance allocations, 
the value of which can be used to mitigate 
ratepayer impacts and compensate merchant coal 
generators for lost asset value. 

•  NorthBridge Group calculates that under the CATF 
proposal, there is sufficient allowance value to: 
–  Protect ratepayers of all classes (industrial, commercial, 

and residential) by holding rate impacts to 2%; and 
–  compensate merchant coal generators in the states with 

restructured power markets. 
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Fossil Boiler-Only Trading Approach 

•  CATF’s model rule would allow trading only among subpart Da 
sources (coal and gas boilers).   

•  CCNG units would meet the emission rate standard. 

This is for several reasons: 

1.  The immediate, low-cost opportunity is to take advantage of 
displacing coal generation with generation from underutilized 
natural gas plants.  Coal emissions will decrease while gas 
emissions will increase with a net 27% reduction in CO2. 

2.  “Capping” natural gas emissions is not easily compatible with 
increased natural gas generation (as it may be difficult ex ante to 
calculate the correct cap). 

3.  At the equivalent stringency, a “blended” all-fossil trading program 
would result in higher carbon and wholesale and retail electric 
prices with no additional environmental benefit. 

4.  The economic impact on owners of coal generation would be 
identical. 
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Boiler-only vs. All-Fossil Trading: 
Credit Prices 
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The credit price required for gas to displace coal is larger under an all-fossil approach 
because the carbon price increases the cost of dispatching gas as well as coal, while 
the price only needs to cover the difference in production costs under the boiler-only 
budget approach. 



Compatibility with State Trading 
Programs and Future Federal Action 
•  An emission budget-based system provides 

framework compatible with RGGI and CA. 
•  Familiar structure facilitates broader 

participation in interstate trading. 
•  Emission rate-based approaches, particularly 

in geographic proximity to budget-based 
programs, exacerbate “seams” problems. 

•  Over longer-term, to reach 80% reduction by 
2050 target, U.S. will need broader emission 
trading program.  A budget-based framework 
represents a significant step in that direction. 
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Thanks! 

Clean Air Task Force: 
Conrad Schneider 
Jonathan Banks 

The NorthBridge Group: 
Bruce Phillips 
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