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November 5, 2014 

 

The Honorable Gina McCarthy 

Administrator  

U.S. Environmental Protection Agency 

1200 Pennsylvania Avenue, N.W  

Washington, DC 20460 

 

Dear Administrator McCarthy: 

 

On behalf of the Arizona Power Authority (The Authority), and its customers throughout the 

State of Arizona, we write to you today to express our strong concerns with the Environmental 

Protection Agency's (EPA) proposed rule "Carbon Pollution Emission Guidelines for Existing 

Stationary Sources: Electric Utility Generating Units".
1
 While the EPA has attempted to mitigate 

the previous concerns raised by Arizona stakeholders,
2
 the overwhelming economic and energy 

reliability impacts have still been overlooked or ignored. The proposed rule does not recognize 

characteristics unique to the state of Arizona and will severely inhibit the Authority’s mandate to 

provide public and private utilities hydro power at the lowest possible cost to all major load 

centers throughout the State.
3
 

 

Lack of Credit for Current Low Carbon Generation 

 

The proposed rule and notice, fails to recognize that states including Arizona are already 

utilizing a significant amount of low or zero carbon generation, such as hydro or solar power, 

and as such do not receive any offsets or credits for being early actors. By not recognizing these 

early contributions, the EPA is by default setting the compliance bar higher for states such as 

Arizona. We strongly believe that states such as Arizona, which have been utilizing a significant 

amount of low carbon generation for some time, should be able to apply those cumulative 

emission reductions towards their 2020 requirements. It is our belief that hydropower generation 

from both federal and non-federal hydropower resources should be should receive emission 

credits in calculation of a state’s generation mix and emission output. 

 

The hydropower output generated from facilities which straddle more than one state may be 

allocated based upon the state in which a hydropower contracts rights holder to the hydropower 

generation is located. This approach will properly allocate the resource for the EPA’s purposes 

regardless of whether a state-by-state or regional approach is used to consider allocating 

Renewable Energy (RE) target levels.  

 

Transition and Financial Risk to Increase Natural Gas Production 

 

The Authority is concerned regarding assumptions in the proposed rule pertaining to the ability 

of states such as Arizona to quickly fuel switch coal-fired generation for natural gas-fired 

generation.  

 

The State of Arizona is served by two major pipeline systems, the Transwestern Pipeline
4
 and 

the Kinder Morgan El Paso Natural Gas Pipeline
5
. The long-term firm capacity on these two 

pipeline systems are already subscribed, and Arizona does not have access to additional firm 

natural gas pipeline capacity on the interstate gas pipelines serving the state. This makes 

bringing additional natural gas supply to generating plants simply not possible.  

 

                                            
1 Federal Register Volume 79, (June 18, 2014). http://www.gpo.gov/fdsys/pkg/FR-2014-06-18/html/2014-13726.htm  
2 Federal Register Volume 79, (October 30, 2014). http://www.gpo.gov/fdsys/granule/FR-2014-10-30/2014-25845  
3 Arizona Power Authority Legislative Mandate. http://www.powerauthority.org/about-us/   
4 Transwestern Pipeline. http://twtransfer.energytransfer.com/ipost/TW  
5 Kinder Morgan El Paso Natural Gas Pipeline. http://www.kindermorgan.com/business/gas_pipelines/west/EPNG_MP/  

http://www.gpo.gov/fdsys/pkg/FR-2014-06-18/html/2014-13726.htm
http://www.gpo.gov/fdsys/granule/FR-2014-10-30/2014-25845
http://www.powerauthority.org/about-us/
http://twtransfer.energytransfer.com/ipost/TW
http://www.kindermorgan.com/business/gas_pipelines/west/EPNG_MP/
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The Kinder Morgan EPNG Pipeline follows the U.S./Mexican border, and as such, is also one of 

the primary pipelines serving the Mexican natural gas export market. Current natural gas 

exports to Mexico per Energy Information Agency data have recently jumped to 2.5 bcf/day and 

are anticipated to increase to 6 bcf/day by 2016. Due to the fact that the market prices for 

Mexican natural gas exports significantly exceed domestic natural gas prices, it is not likely that 

domestic expansion of the Kinder Morgan EPNG Pipeline will occur.
6
  

 

Furthermore, the proposed rule does not recognize the significantly long lead time that 

permitting and building new natural gas pipeline capacity can take. Most interstate pipeline 

projects are severely capital intensive, require ten year or more long-term contracts and can 

routinely take more than five years to permit and build. In order for pipeline capacity 

constrained states such as Arizona to utilize more gas, new pipeline projects would need to be 

constructed. 

 

There are other major philosophical issues with switching fuel beside the huge stranded costs 

that have been exacerbated by increasingly stringent EPA requirements. The reliance on one 

primary fuel source is problematic from the perspective of price volatility and fuel availability.  

This can have a monumental effect if the price of natural gas spikes due to availability or 

increasing costs due to demands or other factors. Coal prices today have a moderating effect on 

gas prices since they are competitive fuel sources for electric energy. Taking coal out of this mix 

produces an unstable marketplace for fuel. 

 

Without regulatory reforms within the federal permitting agencies, the prospect of significantly 

increasing natural gas utilization seems unlikely to occur in the time provided. We respectfully 

request that the EPA build longer lead times into the 2020 cliff and relax the near term emission 

reduction requirements to a level that is attainable, and withdraw attempts to significantly 

increase natural gas utilization.  

 

Western State Governance Model 

 

Many Western States currently participate in interstate compact agreements similar to those that 

exist in other regions. Such compact agreements may allow for better coordination with other 

states' renewable energy policies and power purchase agreements between the states. The use of 

interstate compacts may also improve economic growth opportunities diversify energy 

resources, provide clean air benefits and move capacity to major load centers such as Phoenix 

and Tucson. For example, major transmission lines connecting Oregon, Washington, and 

California electricity grids allows for large interstate electricity transfers. 

 

Risk of Dramatic Price Increases For Arizona Consumers 

 

Power generation and capacity availability including Arizona’s coal-based generation plays a 

significant role not only in the supply of electricity but is an integral part of the State’s economy.  

Several of the coal generating facilities in the state have in recent years been upgraded and 

retrofitted for additional generating capacity and have expended hundreds of millions of dollars 

in EPA required compliance related upgrades.
7
 These upgrades translate into millions of dollars 

of investment for Arizona customers.  

 

Electricity generation and the need to generate additional capacity depend on long term 

purchase contracts. A study released October 14, 2014 by the American Public Power 

Association (APPA) has found that at most, only 2.4 percent of generation capacity (including 

new facilities for which no contract-related information could be found) constructed in 2013 

was developed solely for sale into organized electricity markets. The paper, “Power Plants Are 

                                            
6 U.S Energy and Information Administration, Natural Gas Update   
7 AZ Journal. Cholla Power Plant’s Fate Remains Unknown As Coal Battle Rages On   

http://www.eia.gov/naturalgas/weekly/archive/2014/08_07/index.cfm
http://www.azjournal.com/2014/06/25/cholla-power-plants-fate-remains-unknown-as-coal-battle-rages-on/
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Not Built on Spec: 2014 Update,” points out that almost all new generation capacity in 2013 

was financially supported by long-term power purchase agreements or ownership. Only 6 

percent of all capacity constructed in 2013 was built within the footprints of one of the regional 

transmission organizations (RTOs) with mandatory capacity markets. 

 

Recommendations  

 

In closing, we strongly recommend that EPA either withdraw the rule or alternatively amend the 

terms of the proposed rule with reasonably attainable goals to satisfactorily address each of the 

concerns we have included herein. It is our belief that the EPA should provide additional 

cumulative compliance credits to states for federal or other hydro facilities, and allow states to  

share their emission reductions within a defined area (within the compact), or enable them to 

jointly demonstrate renewable energy related emission reductions.  

 

 

 

Sincerely,  

 


