DRAFT  4/2/2001
Mr. Alan Klimek

Page 3

April 6, 2001

Mr. Alan Klimek

Director, Division of Air Quality

North Carolina Department of Environment and Natural Resources

1641 Mail Service Center

Raleigh, North Carolina  27699-1641

Subject:   State Implementation Plan Revisions for NOx Reductions

Dear Mr. Klimek:

Representing competitive electric power suppliers and developers, we seek your careful consideration of allowance allocation and set-aside issues as you revise your State Implementation Plan (SIP) to meet the U.S. Environmental Protection Agency’s (EPA) mandated nitrogen oxides (NOx) emission reductions.  Your approach to these two critical issues will directly affect the shape of the electricity industry and the overall economy of your state.

The Electric Power Supply Association (EPSA) is the national trade association representing competitive power suppliers, including independent power producers, merchant generators and power marketers.  EPSA members provide reliable, competitively priced electricity from environmentally responsible facilities in U.S. and global power markets.  EPSA seeks to bring the benefits of competition to all power customers.
  Over the past two decades, by pioneering innovations and exerting wholesale market pressure, competitive power suppliers have led the nation to produce electricity more cheaply, efficiently and cleanly than ever before.
Competitive power suppliers hope to invest substantial dollars in North Carolina to meet the increasing demand for electricity that supports the state’s continued economic growth.  Whatever your legislature’s position on retail electricity competition, the design of your NOx plan could affect the price and supply of electricity in North Carolina, as well as tax revenues—both of which are fundamental to North Carolina’s economy.
Accordingly, the policies adopted now will bear directly upon the relative economic growth of the states involved.  Of the affected industries, the electricity industry will undergo the greatest change during the implementation period.  The way we use power plants, the number and type of plants to be built or rebuilt and the range of services provided to customers are changing dramatically—this presents unique considerations for regulators in the context of EPA’s NOx mandate.

Access to allowances by all generators is essential

We are not seeking “special” treatment that would give competitive power suppliers a market advantage over others.  To the contrary, we believe that a level playing-field approach is necessary to ensure equitable access to allowances, which will have significant market value under the program.  We support any approach that does not, through the design of the set aside or the allocation methodology, impede market participation or access by any generator or developer. 
The new source set aside should provide for anticipated new capacity

We support your plans to establish a set aside of allowances for new sources.  However, we have two serious concerns regarding your new-source set aside.

First, we support the new-source allocation approach, using a first-come, first-served basis, adopted last November.  EPSA members have planned facilities with the expectation that this approach will remain in place in the final form of the rule.  Any other approach would create investment risk for this and other new construction to serve continuing growth in North Carolina’s electricity demand.  We urge you to carefully consider the frequency of the new-source allocation periods, however.  If set-aside allocation periods are too long (e.g. 5-year allocations or more), this could constrain investment by adding uncertainty about the availability of set-aside allowances.  An annual set aside of two percent would be much more appropriate and supportive of anticipated investment to serve North Carolina’s economic growth.

Second, we are concerned that the level of your planned set aside is insufficient for anticipated new construction even in the initial period of the program.  The originally proposed 1000-allowance set-aside for 2004 and 2005 represents much too small a percentage of North Carolina’s allowance allocation to ensure that new plants will not face competitive disadvantages due to the unavailability of allowances.  This is much smaller than that adopted by other states that are anticipating similar electricity demand growth.  Clearly, the more recent suggestion of an 150-allowance set-aside could very seriously constrain investment in new generating facilities in the state.
If set-aside allowances are unavailable, companies may look to construct new facilities in other, nearby states to avoid the competitive disadvantage of purchasing allowances from the market in North Carolina.  This could deny North Carolina the significant tax revenues, new jobs, infrastructure enhancements and other benefits associated with such facilities, not to mention their support of North Carolina’s increasing electricity demand and economic growth. 

For these reasons, we urge you to adopt a set aside with an initial allocation of at least ten percent, and a two percent annual set aside thereafter, for the life of the program.  Adjustments to the set aside can be made, as necessary, to reflect actual trends in electricity demand and new construction to serve it.

Conclusion

Ultimately, we support any approach that assures new entrants and cleaner sources neither advantages nor disadvantages in the marketplace, by affording them the same access to emissions allowances as all other market participants.  For the several reasons outlined above, such an approach in the implementation of the NOx SIP-Call Rule is critical to the economic and environmental wellbeing of North Carolina.

We appreciate your efforts to understand and consider our industry’s concerns in this important rulemaking.  Please feel free to contact us at (202) 628-8200 with any questions or comments.

Sincerely yours,

DRAFT

Lynne H. Church

President

cc:
William G. Ross, Jr.


Secretary

North Carolina Department of Environment and Natural Resources

1601 Mail Service Center

Raleigh, North Carolina  27699

�   The comments contained in this letter represent the position of EPSA as an organization, but not necessarily the view of any particular member with respect to any issue.
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