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Impacts of Allowance Allocations

e Overall cost of program
e Economic impact to customers

e Economic impact to generators



Overall Program Costs

e Allocations to generators

e Output based w/ updating vs. auction, grandfathering
e Energy efficiency — lower demand curves

e Modeling shows this is most effective way to reduce cost
e Long-term solutions

e Renewables
e Sequestration

e Advanced fossil with carbon capture and storage



Economic Impact to Consumers

e Electricity price impact

e Energy efficiency/ demand curves

e Allocations to generators/ output based vs. auction, grandfathering

e Low income protection programs

e Consumer rebates



Economic Impact to Generators

Increased revenues

e Higher wholesale electricity prices
e |SO rules may mitigate (e.g. LBMP)

e Long term contracts (most will expire by RGGI start date)

Compliances costs

e Reduced output at a small number of plants
e Fuel switching, repowering at small number of plants

e Allowance purchases



Public Benefit Allocations

Generators do not require 100% allowances

e Revenues for most plants substantially exceed compliance costs

e Overwhelming majority of plants have no compliance costs

Public benefit allowances can be used to

e Reduce overall program costs

e Protect consumers



Where Is the windfall revenue?
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Where Is the windfall revenue?

Plants »25 MWs - Annual Output and Emissions
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Revenue Increase = $900m  $695m  $949m = cost of 100% purchased allowances @ $6.50/ton
@ 3 mills/kwh

$47m = projected compliance costs (1/20tallowance value)

Aggregate Fossil Industry can afford to purchase 70% of needed allowances with no impact
Aggregate Electric Industry can afford to purchase 90% of needed allowances with no impact



Where Is the windfall revenue?

Net Economic Impacts for Sample Plants

Net Impact if Allowances Purchased @ $6.50

Revenue
Net Emissions Increase @ 3
Generation | rate (tons mill price Compliance
Plant type (MWh) CO2/MWh) increase costs 30% 70% 100%
Coal 1 (50%) 2,700,000 1.25 $40,500,000 ($43,790,625) ($48,178,125) ($51,468,750)

Coal 2 (10%) 2,700,000 1.25 $7,290,000 $8,100,000 ($6,733,125) ($14,630,625) ($20,553,750)
Efficient Gas 3,330,000 0.50 $9,990,000 $0  $6,743,250 $2,414,250 ($832,500)




Assessing relative impacts

e Evaluate — IPM modeling results will help states evaluate
expected net economic impact to plants

e Cushion — states can allocate a substantial cushion of free
allowances to generators, above what modeling shows is
needed to prevent windfall gains

e Phase In — states increase percentage of public benefit
allowances over time

— This ensures substantial windfall profits in early years, providing
funding for more allowance purchases in later years

e Safety Net — states can use public benefit allowances to
address any reliability or other public policy need



