Competitive Decarbonization:

Reducing Emissions Through Carbon Pricing or a Clean Energy Standard

Achieving a lower-carbon economy requires effective, efficient solutions that do not unduly
burden consumers or impede the reliability of our power grid, while allowing for continued
competition and innovation. When it comes to decarbonizing the power sector, policies that
focus on reducing emissions while ensuring reliable and least-cost solutions will yield the
most effective results to meet the growing demand for electricity.
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EPSA and our member companies - America's competi-
tive power suppliers - support efforts to address climate
change through transparent, open, and nondiscriminatory
competitive markets that allow all resources to compete to
reduce emissions. Competitive electricity markets produce
billions in consumer savings annually and have driven
clean energy investment. These markets are a powerful
foundation to encourage least-cost generation, integrate
new technology, and foster the innovation needed to meet
future energy challenges.

The following strategies to reduce emissions offer a path forward
that leverages the benefits of competitive wholesale power mar-
kets to build the reliable, affordable “grid of the future”

Economy-Wide Carbon Price

EPSA affirms its support for a national, economy-wide price
on carbon as a preferred policy tool. Policies that regu-
late carbon directly result in the lowest-cost emissions
reductions, per a recent E3 report.* Top economists, policy
experts, business leaders and advocates across the globe
agree that carbon pricing is the most cost-effective way to
swiftly reduce emissions on a wide scale. This approach is
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reinforced by several other E3 studies that examined decar-
bonization pathways in California and New England. Both
concluded that an economy-wide carbon price can achieve
emissions goals at the least cost.

Clean Energy Standard

Notably, a well-designed clean energy standard (CES) can
achieve carbon reductions in the electricity sector at a price
similar to a carbon price, E3 has found. EPSA supports a
well-designed CES until national, economy-wide carbon
pricing is implemented. To encourage competition, maintain
reliability, and promote emissions reductions at the lowest
cost, a CES should include the following elements:

@ CES Goal/Target - Any mandate or goal associated
with a CES should target carbon emissions reductions or
total annual percentage of energy from qualifying resources
on as technology-neutral a basis as possible, not pre-deter-
mined amounts of specific resources (e.g., tranching). Such a
target must carefully define the program's goal such that all
factors, including the costs to achieve high percentages of
clean energy, are considered in its establishment. A CES goal
must also be national in scope.

**This study adds to the mountain of evidence that comprehensive carbon pricing is the most cost-effective policy mechanism for reducing emissions" (E3 pg. 10)


https://epsa.org/wp-content/uploads/2020/10/E3-Least_Cost_Carbon_Reduction_Policies_in_PJM-FINAL.pdf
https://www.ethree.com/wp-content/uploads/2019/06/E3_Long_Run_Resource_Adequacy_CA_Deep-Decarbonization_Final.pdf
https://static1.squarespace.com/static/58ec123cb3db2bd94e057628/t/5fb44a7fc7082162b99baf2c/1605651079438/E3+EFI_Report+New+England+Reliability+Under+Deep+Decarbonization_Full+Report_11-17-2020_Release.pdf

@ Partial Credit - Any CES must include a mechanism

to provide partial credit to low-carbon emitting generators
to capture additional low-cost emissions reduction oppor-
tunities. The level of partial credit should be based on the
emissions intensity of an emitting resource relative to a
baseline. Several existing legislative proposals award a par-
tial Clean Energy Credit (CEC) relative to a baseline emis-
sions intensity of 0.82 metric tons of CO2/MWh or less. See
CLEAN Future Act, DeGette bill, McKinley-Schrader bill.

@ Tying Clean Energy Credits to Electricity Production -
The exchange of CECs must be tied to the physical produc-
tion and delivery of electricity to ensure emissions reduction
goals are achieved and system reliability is maintained. As
such, having a common regulator such as FERC can provide
leverage the expertise and processes already in place to
balance CES implementation with reliability goals and exist-
ing market structures.

fZJ Credit Trading - There should be a CES Credit trad-
ing program to encourage the market-based exchange

of CECs among suppliers. Similarly, CECs should be fully
tradeable among market participants and bankable; the
value of CECs should be transparent and known to all
participants. While the CES goal should be national in na-
ture, independent regional entities, such as an ISO or RTO,
should be utilized to facilitate the market-based exchange
of CECs.

@ Reliability Backstop - There should be a FERC re-
quirement (to be carried out through NERC) to evaluate
system reliability (e.g., ability to meet 1-in-10 LOLE require-
ments) at various percentages of CES to ensure bulk power
system reliability and ancillary services are maintained as
the system transitions to higher levels of clean energy.

fg} Upstream Emissions - The CES should not base credit
allocation on the upstream emissions of fossil resources.
Many of the factors contributing to those upstream emis-
sions are dependent on unique aspects of the supply chain
and are outside the control of the generation resource.

Role of Private Entities/Bilateral Contracts - Pri-
vate entities and NGOs with emissions reduction and/or
clean energy goals should be eligible to participate in CEC
auctions to purchase CECs from qualifying resources or to
signal demand for new construction.

Credit Allocation Process - Legislation should provide
flexibility to regulators to determine certain aspects of pro-
gram implementation. For example, beyond a certain point,
the addition of particular technologies may not be doing as
much as others to reduce carbon emissions. This flexibility
can ensure that resources receive a CEC are delivering clean
energy to the grid.

ﬁ Interaction with State Policies - In states with more
stringent standards, Congress should allow consumers and
others with an obligation to buy CECs or their state equiv-
alent to purchase CECs out of the Credit Trading Program
established by federal law once all other states have met
the federally established goal to provide for economies

of scale and an open and free competition. Over time, we
would expect states to turn to the federal CES to meet their
clean energy goals, not individual state policies.

To learn more about America's competitive electric future, visit www.epsa.org.

The Electric Power Supply Association (EPSA) is the national trade association representing America's competitive power suppliers. EPSA members provide about
150,000 MW of reliable and competitively priced electricity from environmentally responsible facilities using a diverse mix of fuels and technologies including natural
gas, wind, solar, hydropower, geothermal, storage, biomass, and coal. EPSA seeks to bring the benefits of competition to all power customers. Learn more at www.epsa.

org and connect with us on Linkedln and Twitter @EPSAnews
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