The Clean Power Group’s

Declining Cap/Circuit Breaker Approach

The Clean Power Group approach builds on many of the concepts of current cap and trade programs while replacing some outmoded aspects of existing environmental regulation and incorporating components to encourage new technologies, efficiency and pollution prevention.  The proposed approach is a multipollutant cap and trade approach.  A cap is set for each 

pollutant and each cap declines continuously at a preset rate, say 10 percent per year.  The approach could be applied to three for four pollutants.

Figure 1 shows a hypothetical example for SO2 emissions.  The solid blocks show the commonly proposed multipollutant approach in which reductions take place in large cuts.  These "over the cliff" reductions are very disruptive to mechanical and economic systems.  It is difficult for many sources to comply at the same time and the result is labor and equipment constraints, which then cause problems in energy markets as well as compliance problems.  At these discontinuities, the emission trading markets that are supposed to help the sources weather the change also become disrupted and are of little value.
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The glideslope approach allows compliance to take place gradually.  The lowest cost reductions are made first and "shared" around the sector through emission trading.  Compliance installations can be made gradually and the vendors can gear up for the demand.  Emissions markets are established early and can provide accurate price signals to all involved.  Not least of all, emission reductions are made earlier than under the "cliff" approach.

Perhaps the most important effect, however is the effect on technology development.  The U.S. experience in every pollution control program ever instituted has been that the cost of control has been less than estimated in advance.  This has been due to the decreasing cost of technology, the development of better technology, and other market factors (such as railroad industry changes affecting the cost of low sulfur coal) that were not even considered in the pre-regulation analysis.  

The continuously declining cap approach takes advantage of this effect.  By instituting a known glideslope, it provides an economic driver for new technology to be developed and brought to market and it allows time for the technology to be implemented.  The expectation therefore is that the cost of control will continue to decline.  For this reason, there is no predetermined limit to the level of emission reductions.  The cap continues to decline as long as reductions can be made within a preset cost critierion (discussed below).  If history is any guide, we will be able to ride this technology curve to emission levels well below those we would dare to predict today.

The other critical advantage is that the source of potential improvement is broadened by including all sources of generation.  Unlike current emission trading programs, which include and provide allowance allocations only to old fossil generators, this program would allocate allowances on an output basis to all electric generators including new clean generators and renewables.  Equal allocation to new generators is critical to support the development and commercialization of new technologies of all fuel types.  The system would also provide allocations to end-use efficiency projects on an equal basis to generation projects.  A project that reduced consumption by 10,000 MWh would get the same allowance allocation as a project that generated 10,000 MWh.  Allocations would also be included for the full thermal plus electric output of CHP facilities.  Thus the market forces would encourage technology improvements on all technology fronts and on all pollutants at once.

For sources in the program the declining cap would replace the existing command and control new source permitting requirements (BACT/LAER).  In the first place, these requirements do not provide environmental value for sources that are under a cap.  Incremental emission reductions under an emission cap simply get shifted to be emitted somewhere else under a cap.  Moreover, the continuously declining cap provides the driver for continuing reductions in the sector overall without prescriptive technology requirements.  It does so more effectively and cost effectively than the existing new source review system, which is not doing a good job.  One of the first things that the proposed approach does is reduce emissions from "grandfathered" plants since they are typically the lowest cost reductions available and will be "squeezed" out of the cap first.

Some control requirements (new source performance standards) will be maintained as a safeguard.  Review of local impacts and maintenance of the National Ambient Air Quality Standards will also be required to prevent local "hot spots".

As described above, each pollutant cap will be reduced by a preset percentage each year.  The expectation is that improving technology will allow this to continue at a reasonable cost.  However, the program includes a cost "circuit breaker" for each pollutant.  The circuit breaker operation is illustrated in Figure 2.  The circuit breaker is expressed as a $/ton cost.  As the cap tightens, we expect allowance prices eventually to increase.  When the allowance price (averaged over a year) increases to exceed the circuit breaker level, the cap stops tightening.  The cap does not increase but stays fixed.  Over time, we expect that technology will improve and the allowance price will drop below the circuit breaker level.  At that time, the cap starts to tighten again.  In this way, the system continues to push technology and reduce emissions within a preset cost.  At the same time it gives the regulated community certainty over the cost of required reductions, since the cost of allowances will be close to the circuit breaker level over time.

Figure 2

Illustration of Circuit Breaker Mechanism
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provides a simpler approach to regulating emissions from the power generation sector.  It is also an approach that encourages the use of cleaner, more efficient technology.  Most important, it provides better environmental performance better than existing regulatory programs.  The end result is a diverse, stable power sector with lower emissions and lower cost than achievable under other approaches.

The Clean power Group is:

· Calpine

· El Paso

· Enron

· Nisource

· Trigen

