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I. INTRODUCTION AND PURPOSE OF TESTIMONY 1 

Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 2 

A. My name is Jack Ihle.  My address is Xcel Energy Services Inc., 1800 Larimer 3 

Street, Denver, Colorado  80202. 4 

Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 5 

A. I am employed by Xcel Energy Services, Inc., a wholly-owned subsidiary of 6 

Xcel Energy Inc., the parent company of Public Service Company of Colorado 7 

(“Public Service” or “Company”).  My job title is Manager of Environmental 8 

Policy. 9 

Q. DID YOU FILE DIRECT TESTIMONY IN THIS CASE? 10 

A. Yes, I did. 11 

II. PURPOSE OF TESTIMONY 12 

Q. WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS 13 

PROCEEDING? 14 
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A. The purpose of my rebuttal testimony is to rebut various assertions made by 1 

intervenors that the risk analysis of carbon policy in this Electric Resource 2 

Plan (“ERP”) is not adequate. My rebuttal testimony demonstrates that our 3 

risk analysis contains a range of potential future carbon policy outcomes that 4 

are diverse and includes plausible outcomes without a price on carbon, and 5 

that the range of carbon proxy values that Public Service has used in the ERP 6 

is adequate to estimate the risk of future carbon regulation. Finally, I discuss 7 

the fact that Public Service has already undertaken significant steps to reduce 8 

greenhouse gas (“GHG”) emissions. 9 

III. CARBON REGULATION THROUGH A PRICE IS NOT CERTAIN 10 

Q. SEVERAL INTERVENORS (GWENDOLYN FARNSWORTH OF WRA, 11 

JUSTIN DAWE OF C12, CRAIG COX OF INTERWEST ENERGY 12 

ALLIANCE, JONATHAN KOEHN OF THE CITY OF BOULDER, AND JEFF 13 

NEUMAN-LEE OF RATEPAYERS UNITED OF COLORADO) HAVE 14 

OPPOSED MODELING A BASELINE CASE IN THE ERP WITHOUT A 15 

CARBON PROXY PRICE. HAS PUBLIC SERVICE USED CARBON PROXY 16 

PRICES IN THE ERP TO ANTICIPATE FUTURE CARBON REGULATION? 17 

A. Yes. I wish to re-emphasize that although the baseline case was run without 18 

carbon pricing, Public Service used three different carbon proxy price 19 

forecasts in the ERP and presented the information to the Commission as 20 

sensitivity analyses to the Baseline Case. Public Service is proposing to run 21 

similar analyses in analyzing the bids received in ERP Phase 2.   Through the 22 
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Baseline Case and the sensitivities, the Commission will have a full picture of 1 

the potential impact of a range of possible carbon policies. 2 

Q. IS A RANGE OF CARBON POLICY OUTCOMES POSSIBLE? 3 

A. Certainly. A range of diverse outcomes in future carbon policy is possible.  4 

Moreover, depending upon the outcome a carbon price may or may not be an 5 

appropriate proxy for that outcome.  6 

Q. PLEASE EXPLAIN THIS RANGE OF OUTCOMES AND WHETHER A 7 

CARBON PRICE WOULD BE AN APPROPRIATE PROXY FOR THAT 8 

PARTICULAR OUTCOME.  9 

A. The possible outcomes include:  10 

1. No EPA Regulation Case.  A case with no regulation at all if current U.S. 11 

Environmental Protection Agency (“EPA”) efforts to regulate GHGs from 12 

power plants are stopped. A future carbon price of $0 would reflect this case;  13 

2. EPA Regulation Case.  The EPA regulatory program may also continue 14 

and expand.  This has been the trend since I filed my direct testimony last 15 

October.  EPA has continued to regulate new power plants through its New 16 

Source Review program, and has proposed to further regulate new power 17 

plants through its New Source Performance Standard (“NSPS”) program. 18 

Though this program is evolving, it currently focuses on plant-by-plant 19 

regulation and does not include any carbon pricing mechanism.  As a result, it 20 

is debatable as to whether a carbon proxy price would be an appropriate 21 

proxy for an EPA Regulation Case; 22 
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3. Federal Clean Energy Standard Case.  Federal clean energy policies 1 

such as a Clean Energy Standard could drive new clean energy through a 2 

mandate for increasing amounts of clean energy generation rather than a cap 3 

on emissions. A Clean Energy Standard could possibly require pre-emption of 4 

the EPA’s GHG regulatory authority as a condition of passage by Congress. 5 

A carbon proxy price would not necessarily simulate the results of a Federal 6 

Clean Energy Standard Case;  7 

4. Expansion of State-Based Clean Energy Policies Case. A continuation 8 

or expansion of state-based clean energy policies such as renewable portfolio 9 

standards, energy efficiency programs, coal plant retirement initiatives, and 10 

myriad other types of state clean energy policies. A carbon proxy price would 11 

not simulate this case;  12 

5. A Federal GHG Cap and Trade Program Case.  A carbon price would be 13 

an appropriate proxy for this case; and, 14 

6. A Federal Carbon Tax Case.  A carbon price would be an appropriate 15 

proxy for this case. 16 

To summarize, while cases 5 and 6 would be best simulated through 17 

application of a future carbon proxy price, a carbon proxy price may not 18 

represent the results or policy risks of cases 1-4.  19 

Q. IS THIS RANGE OF CARBON POLICY OUTCOMES CONSISTENT WITH 20 

YOUR DIRECT TESTIMONY, WHICH STATED THAT “I BELIEVE THAT 21 

THERE IS SIGNIFICANT PROBABILITY THAT, AT SOME POINT, EITHER 22 

EPA OR CONGRESS WILL IMPOSE SOME FORM OF MARKET-BASED 23 
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CARBON POLICY OR TAX ON ELECTRIC GENERATING UNITS?” 1 

A. Yes. In the long term I believe that Congress and the President may act to 2 

encourage cleaner generation technologies and reduce GHG emissions in the 3 

power sector through some kind of legislation that features market-based 4 

mechanisms. However, this policy may well be a Clean Energy Standard or 5 

other unforeseen mechanism that does not necessarily feature a price for 6 

carbon in the direct way that a cap and trade program or carbon tax cases 7 

would.  8 

But I also believe that it is possible that if GHG regulation continues, it 9 

will continue through EPA’s use of Clean Air Act mechanisms and may not 10 

include market-based policy mechanisms. Two events since I filed my direct 11 

testimony in October of 2011 point to this trend. First, in April of 2012, EPA 12 

proposed a New Source Performance Standard for new power plants. The 13 

proposed GHG NSPS acts as a ban on new coal-fired power plants unless 14 

they can use carbon capture and sequestration to capture half or more of 15 

their emissions. Second, on June 26, 2012, the U.S. Court of Appeals for the 16 

District of Columbia Circuit upheld EPA’s GHG regulations that had been 17 

challenged by several states and a number of businesses and business 18 

organizations. This significant decision by the D.C. Circuit increases the 19 

chances that further EPA regulation of GHG will continue.   20 

Q. WOULD A CARBON PROXY PRICE BE THE BEST WAY TO REFLECT 21 

EPA’S CURRENT AND PROPOSED GHG PROGRAMS? 22 
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A. Not necessarily. EPA’s regulations are focused on regulation of carbon 1 

dioxide on a stack-by-stack basis and do not incorporate market mechanisms 2 

that lead to a specific price on carbon. More specifically, the current EPA 3 

programs mainly drive Public Service toward maximizing the efficiency of any 4 

new fossil plants that are built, and away from building new coal plants. If any 5 

new plants are bid into Phase 2 of the ERP, the bids should reflect any 6 

additional costs due to EPA GHG regulation. Also, the clearest way for Public 7 

Service to anticipate the effects of these EPA programs in the ERP is to not 8 

propose coal plants. We have not proposed to construct any new coal plants 9 

in this ERP.   10 

Q. WILL EPA PROPOSE FURTHER GHG POLICIES? 11 

A. Possibly, but it is unknown at this time. EPA has sent mixed signals 12 

concerning whether it will regulate GHGs from existing power plants, which is 13 

considered the next significant potential step in EPA’s GHG program. 14 

Although EPA has entered into a settlement with certain states and 15 

environmentalists requiring it to propose regulations for existing sources, in 16 

March of 2012, EPA Administrator Lisa Jackson stated that EPA has no plans 17 

to address existing plants.1 Various political outcomes could stall further 18 

development of EPA GHG regulation, particularly on existing sources. 19 

                                                           
1 New York Times, “Old Plants Need New Rules,” March 29, 2012. 
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Even if EPA does proceed with additional GHG policies, there is no indication 1 

that the Agency will adopt market-based approaches that lend  2 

themselves to modeling through a proxy price.  In fact, EPA’s recent history 3 

with its regulation of GHGs reflects the opposite. 4 

IV. PUBLIC SERVICE HAS NOT DELAYED ACTION TO REDUCE THE RISK 5 

THAT IT WILL BE SUBJECT TO CARBON REGULATION AND HIGHER 6 

CARBON PRICES SHOULD NOT BE USED IN THE ERP ASSUMPTIONS IN 7 

ORDER TO PLAY “CATCH UP” 8 

Q. DO YOU AGREE WITH MS. FARNSWORTH’S STATEMENT, REFERRING 9 

TO PUBLIC SERVICE’S ALREADY EXECUTED OR PLANNED EFFORTS 10 

TO REDUCE GHG EMISSIONS, THAT “IT IS PREMATURE TO PRESUME 11 

THESE ACTIONS WILL SUFFICIENTLY SHIELD RATEPAYERS FROM 12 

FUTURE REGULATORY RISK?” 13 

A. No. It is true that Public Service has already executed or planned many such 14 

GHG reductions efforts prior to this ERP. Efforts such as the Clean Air-Clean 15 

Jobs Act program, the 30% Renewable Energy Standard, and Demand Side 16 

Management programs approved by the Commission have led to significant 17 

GHG reductions. We currently forecast that Public Service’s system-wide 18 

GHG emissions in 2020 will be 29% less than 2005 levels. By contrast, 19 

policymakers have articulated emissions reduction goals that are far less 20 

rigorous than the emissions reductions we expect to achieve.  President 21 

Obama has made pledges to reduce US GHG emissions by a much lower 22 

amount: 17% below 2005 levels by 2020 under the Copenhagen Accord. The 23 
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Waxman-Markey and Kerry-Lieberman federal cap and trade proposals set 1 

out 17% emissions reduction caps from 2005 to 2020. Governor Ritter’s 2 

Climate Action Plan set out a GHG reduction target of 20% of emissions by 3 

2020. Our efforts will exceed all of these benchmarks. In fact, given GHG 4 

allowance banking provisions that have been included in nearly every cap and 5 

trade proposal, it is likely that Public Service will have achieved sufficient 6 

GHG reductions with our already-existing plans so that we could avoid further 7 

actions for several years past 2020, in the event that any one of these cap 8 

and trade proposals are enacted. 9 

    Given our emissions reduction track record, and in light of continued 10 

uncertainty in carbon policy, it is reasonable to presume that these efforts will 11 

be sufficient to protect ratepayers from future regulatory risk. 12 

Q. DO YOU AGREE WITH MS. FARNSWORTH THAT IF CARBON 13 

REGULATION IS DELAYED, REGULATORY COSTS WILL INCREASE? 14 

A. For several reasons I do not believe that those hypothetical regulatory costs 15 

will necessarily increase for Public Service’s customers. Ms. Farnsworth’s 16 

assertion that delayed regulation will lead to higher costs appears to rely on, 17 

or at least is greatly strengthened by, an assumption that emissions will 18 

increase absent comprehensive carbon regulation. However, for a variety of 19 

reasons, carbon emissions have actually declined despite a lack of 20 

comprehensive carbon regulation such as a cap and trade program. Total US 21 

net GHG emissions are down 6% from 2005 to 2010.2 The trend is expected 22 

                                                           
2 U.S. Environmental Protection Agency, Inventory of U.S. Greenhouse Gas Emissions and Sinks: 

1990-2010, April 2012. 
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to continue. The U.S. Energy Information Agency now forecasts that U.S. 1 

power sector CO2 emissions will be well below 2005 levels through at least 2 

2020.3 3 

  Ms. Farnsworth’s assertion that delayed regulation will lead to higher 4 

costs also depends on policymakers’ willingness to start up a carbon program 5 

with such higher costs. There is good reason to believe that policymakers will 6 

be cautious and set lower price boundaries early under such a program, even 7 

if the program is delayed, in order to make the program politically feasible and 8 

to lower the risk of economic disruption during startup. For example, the 9 

Regional Greenhouse Gas Initiative (“RGGI”) cap and trade market operating 10 

in Northeast states began with a very “soft” initial phase that started with caps 11 

higher than initial emissions; similarly the European Emissions Trading 12 

Scheme began its first three years of operation with soft targets that did not 13 

seek emissions reductions. Similarly, nearly every federal GHG cap and trade 14 

proposal included some mechanism setting lower allowance prices during the 15 

early years.  16 

Finally, as outlined elsewhere in my testimony, regulatory costs are not 17 

likely to increase for our customers as we have already taken considerable 18 

steps that have resulted in significant and ongoing GHG emissions 19 

reductions.  The steps we have already taken will lead to reductions that will 20 

likely exceed foreseeable future targets. 21 

Q. IF CARBON REGULATION CONTINUES TO BE DELAYED, DOES THAT 22 

AUTOMATICALLY IMPLY HIGHER FUTURE COSTS OF CARBON? 23 

                                                           
3 2012 Annual Energy Outlook, U.S. Energy Information Administration, June 25, 2012. 
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A. Not necessarily. I believe this assumption ignores a number of important 1 

factors that would influence a carbon price, should a carbon market 2 

applicable to Public Service come to exist.  3 

First, natural gas prices, technology changes such as the recent 4 

declines in wind and solar prices, and economic factors will strongly affect 5 

any future carbon costs. Declining natural gas prices, such as those we have 6 

seen over the last few years, have greatly decreased the cost of switching 7 

from coal to natural gas and thus the carbon emissions reduction costs 8 

related to such a switch. Similarly, wind and solar prices have declined 9 

recently, and if these trends continue, the technology improvements could 10 

lead to lower-cost carbon emissions reduction opportunities. Economic 11 

weakness, such as the global recession that we have experienced, would 12 

tend to reduce carbon prices as economic growth and carbon emissions 13 

decline. 14 

Second, a variety of policy choices will affect carbon price. For 15 

instance, it can be expected that any future carbon market legislation would 16 

incorporate carbon price price controls, as nearly all proposals have done in 17 

the past. In addition, environmental policy that retires coal plants would have 18 

an effect on carbon prices. Also, complementary policies that drive clean 19 

energy generation independently of any carbon market or price can strongly 20 

affect hypothetical future carbon pricing. 21 

Third, experiences in carbon markets do not support the idea that 22 

carbon prices will increase over time. The RGGI cap and trade market has 23 
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operated at floor prices of less than $3 per ton since it began operating in 1 

2009. The European Emissions Trading Scheme, in operation since 2005, 2 

has recently been trading at about 8 euros per ton, or about $10 per ton. 3 

 Thus, it is not correct to draw the conclusion that delayed carbon regulation 4 

automatically leads to higher future costs of carbon. 5 

V. PUBLIC SERVICE HAS PERFORMED ADEQUATE CARBON POLICY RISK 6 

ANALYSIS IN THE ERP THROUGH ITS SET OF CARBON PROXY PRICES 7 

Q. DO YOU AGREE WITH MS. FARNSWORTH’S STATEMENT THAT A 8 

BASELINE CASE THAT USES NO CARBON PRICING “PROVIDES NO 9 

RISK ANALYSIS BENEFIT?” 10 

A. No. A case without carbon pricing forms a baseline from which to evaluate the 11 

other cases that include carbon pricing. The baseline case is consistent with 12 

good analytical practice, which is to develop a “no action” case to form a 13 

basis upon which to test a variable, in this case, carbon policy. We agree with 14 

the intervenors that a range of carbon proxy prices forms a useful risk 15 

analysis for Public Service and our customers. Indeed, this view was shared 16 

by participants in a dialogue we hosted in 2011.  However, all risks must be 17 

evaluated against costs. A baseline case without carbon pricing forms the 18 

essential basis from which to understand the costs of cases that include 19 

carbon proxy prices.  20 

Q. DO YOU AGREE WITH MS. FARNSWORTH THAT AN “INDEFINITE 21 

ZERO” CARBON PRICE CASE IS “EXTREMELY UNLIKELY,” OR WITH 22 

CITY OF BOULDER WITNESS JONATHAN KOEHN THAT “$0 PER TON IS 23 
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SIMPLY NOT A REALISTIC SCENARIO?” 1 

A. No. As I point out above in my brief policy summary, there are several 2 

potential carbon policy cases in which a carbon price of $0 per ton indefinitely 3 

is plausible.  4 

Q. IS USING A ZERO DOLLAR CARBON PROXY PRICE CONSISTENT WITH 5 

EPA’S CURRENT GHG REGULATORY PROGRAM? 6 

A. Yes.  EPA’s current GHG program focuses on plant-specific emission limits 7 

rather than an emissions market.  Through these programs, EPA is targeting 8 

new plants and specific technology solutions. The current regulatory program 9 

appears to strongly discourage new coal plants, and our ERP does not 10 

propose any. This result is independent of any carbon proxy cost estimate, 11 

and reflects a response to market economics that is reinforced by a set of 12 

EPA policies that discourage a particular technology. Moreover, I must 13 

reiterate once again that Public Service has provided three sensitivity cases 14 

that include carbon proxy pricing in order to take into account the possibility of 15 

further GHG policy developments that may arise from EPA or from future 16 

legislative efforts in our resource planning process.  17 

Q. DO YOU AGREE WITH WITNESS CRAIG COX OF THE INTERWEST 18 

ENERGY ALLIANCE, WITNESS JONATHAN B. KOEHN OF THE CITY OF 19 

BOULDER AND WITNESS GWENDOLYN FARNSWORTH OF WRA THAT 20 

THE STARTING CARBON PROXY SHOULD BE $20 PER TON? 21 

A. No. These witnesses opined that the $20 per ton carbon proxy that Public 22 

Service has previously used as a base assumption should be retained as a 23 
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base assumption in the ERP. While we have used this type of assumption 1 

previously, the assumption was derived from our best understanding at that 2 

time of legislative carbon proposals that then appeared to be likely in the near 3 

future. These proposals did not come to pass, and there have been no recent 4 

legislative proposals upon which we could reasonably base a new carbon 5 

proxy forecast. Further, as we have noted elsewhere, other fundamental 6 

factors have changed that may reduce any eventual carbon proxy cost. 7 

Accordingly, as we have done with natural gas prices, we have blended the 8 

forecasts we receive from several forecasting consultancies. Blending three 9 

forecasts from three consultancies produced the 3-Source carbon proxy that 10 

is our main carbon proxy price assumption. We believe that this is a more 11 

accurate representation of future carbon policy outcomes.  12 

Further, the $20 per ton carbon proxy analysis that the intervenors 13 

seek is included in the ERP as a sensitivity analysis. This case is called “CO2 14 

Early” in the results and “Early Start” in my direct testimony.  Through the 15 

Baseline Case and the sensitivities, the Commission and the intervenors have 16 

a full picture of the potential impact of a range of possible carbon policies on 17 

the ERP. 18 

Q. ON WHAT EVIDENCE HAVE THESE WITNESSES BASED THEIR 19 

PREFERENCE FOR THE $20 PER TON CARBON PROXY FORECAST? 20 

A. The primary source appears to be a report by Energy and Environmental 21 

Economics, Inc. (“E3”) a consulting firm. The report surveys carbon proxy 22 
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costs used by western utilities in an effort to provide the Western Electric 1 

Coordinating Council with a carbon proxy forecast. 2 

Q. DOES THIS REPORT OFFER ANY PARTICULAR STRENGTH OVER THE 3 

3-SOURCE METHOD THAT PUBLIC SERVICE USED IN THE ERP? 4 

A. No. The data the study relies upon is based on the assumptions created by a 5 

collection of utilities and utility commissions that were likely trying their best to 6 

anticipate carbon policy and carbon pricing, just as Public Service is trying to 7 

do in the ERP with our 3-Source method. In addition, three of the four 8 

forecasts that E3 distilled from the utility assumptions begin carbon pricing in 9 

2013. This is too early for an appropriate risk analysis for our system, as there 10 

is little prospect of our facing a carbon price in 2013. Both Public Service and 11 

WRA have proposed that Public Service start carbon proxy prices in 2017 or 12 

2018, not 2013. Starting the carbon proxy price in 2013, as indicated by the 13 

E3 analysis, tends to inappropriately raise carbon proxy values later in the 14 

forecast. 15 

Q. DO YOU AGREE WITH MS. FARNSWORTH THAT THE 3-SOURCE LOW 16 

ESCALATION CARBON PROXY PRICE SHOULD BE DISCARDED? 17 

A. No. We believe that it is appropriate to consider the 3-Source Low Escalation 18 

carbon proxy.  19 

First, we had no basis from any of our three consultants to forecast 20 

carbon proxies past 2035, so the 3-Source Low Escalation is no more or less 21 

accurate than the 3-Source carbon proxy, which escalates at a continuous 22 
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rate after 2035. It is simply another reasonable method to estimate post-2035 1 

carbon policy costs.  2 

Second, as I summarized earlier in this testimony, a number of factors 3 

can influence carbon price, and market evidence shows that Public Service 4 

should question whether the carbon price will increase significantly and 5 

continuously every year for several decades. We think it is a useful exercise 6 

in carbon policy risk management to allow the Commission to begin to 7 

consider other outcomes, such as lower escalation of carbon prices in later 8 

years. 9 

Q. DO YOU AGREE WITH MS. FARNSWORTH THAT A $40 PER TON 10 

CARBON PROXY PRICE SHOULD BE USED IN THE ERP? 11 

A. No. As I’ve stated in this testimony and in my direct testimony, it is difficult to 12 

see the political scenario under which Public Service would face a $40 per ton 13 

carbon cost beginning as soon as 2018. I surveyed our three consultants 14 

recently and none provides such a high carbon proxy price forecast as a 15 

sensitivity to their base assumptions. None saw this high carbon proxy price 16 

as plausible. Also, while we have used such a carbon proxy before, we do not 17 

have to retain the same assumptions we have used in the past. When 18 

circumstances warrant we revise all of our assumptions in resource plans, 19 

including natural gas prices, generation technology cost and performance 20 

assumptions, demand forecasts, and so forth. As with these other 21 

assumptions, we have revised our set of carbon proxy prices to reflect a 22 

range of plausible carbon policy outcomes as we understand them today. 23 
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  Finally, there is evidence that any legislated federal cap and trade bill 1 

would not even allow such a high carbon price as early as 2018.  The 2 

American Power Act, introduced by Senators Kerry and Lieberman in 2010, 3 

contained an allowance price control mechanism called a Cost Containment 4 

Reserve.4 This mechanism was a price cap that would not likely have allowed 5 

the allowance price to reach the $40 per ton price trajectory that WRA 6 

recommends by 2018. By 2018, I estimate that under this proposed 7 

legislation the allowable allowance price would reach a maximum of $35 per 8 

short ton in nominal terms if escalated at 7% per year from its 2013 starting 9 

point (the bill specifies that the allowance price can rise at 5% plus the rate of 10 

inflation, which I have estimated at 2% per year after 2011. The resulting 7% 11 

escalator is also the same as we have used in this and previous resource 12 

plans for carbon proxy price escalation). 13 

Q. DO YOU AGREE WITH MS. FARNSWORTH THAT PUBLIC SERVICE 14 

SHOULD INCLUDE A CARBON PROXY PRICE IN ITS ANALYSIS OF 15 

ALTERNATIVES TO ARAPAHOE 4 AND CHEROKEE 4? 16 

A. No. When operating on gas, the Arapahoe and Cherokee units are expected 17 

to operate as peaking facilities, meaning they will only be called upon to 18 

generate electricity during the highest load hours on the system or during 19 

contingency events. As a result, the units are expected to generate relatively 20 

small amounts of energy and CO2 each year. In this situation, the vast 21 

majority of costs associated with operating these units are fixed costs, 22 

                                                           
4 Senators Kerry and Lieberman, American Power Act, Section 726, May 2010. 
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referring to the fact that these costs are incurred irrespective of how often the 1 

unit generates electricity. 2 

In addition, the only real competitors to these facilities are existing 3 

natural gas facilities that may be able to operate slightly more efficiently than 4 

Arapahoe 4 or Cherokee 4.  This like for like replacement (gas for gas) and 5 

the expected low level of generation expected from these units eliminates the 6 

need to consider different carbon proxy prices.   7 

VI. IT IS NOT APPROPRIATE TO APPLY EXTERNALITY COSTS TO THE ERP 8 

Q. DO YOU AGREE WITH WITNESS JEFF NEUMANN-LEE OF 9 

RATEPAYERS UNITED OF COLORADO THAT EXTERNALITY COSTS 10 

SHOULD BE APPLIED TO THE ERP? 11 

A. No. Mr. Neumann-Lee argues that an “external cost adder” be included in the 12 

form of a carbon dioxide price that would be “considered as a surrogate for 13 

the broad spectrum of ‘external’ costs of fossil fuel production and use” (page 14 

13-14, Neumann-Lee Direct Testimony). He argues that all carbon and non-15 

carbon-related risks should be aggregated into a carbon price.  16 

The highest carbon proxy price that Public Service has used in the 17 

ERP planning, the “Early Start” forecast, starts at $20 per ton in 2017 and 18 

escalates 7 percent per year annually in nominal terms thereafter. While we 19 

note that this Early Start proxy is within the range of Mr. Neumann-Lee’s 20 

recommendation of carbon costs that range from $20 to $40 per ton and 21 

escalate at 2% to 4% per year, our carbon proxy price modeling is intended to 22 
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address only carbon policy risk, rather than non-carbon-related or 1 

“conventional pollutant” risks. 2 

In contrast to carbon risks, elements of regulatory risk due to 3 

conventional pollutant regulation and potentially faced by Public Service are 4 

already reflected in many other ways in today’s regulatory environment, in 5 

ongoing environmental improvements to our system, and in our resource 6 

planning. Very briefly: 7 

• The EPA has regulated air pollutants through more than 40 years of 8 

careful and highly-scrutinized policy development under the Clean Air 9 

Act. Notably, most of these regulations are proposed and promulgated 10 

after considerable cost and benefit analysis and public comment. 11 

• The EPA has recently promulgated or proposed numerous new 12 

regulations or tightening of existing regulations, including notably the 13 

Mercury and Air Toxics Rule regulating hazardous air pollutants, the 14 

Cross-State Air Pollution Rule regulating interstate transport of air 15 

emissions, regional haze implementation plans that reduce emissions 16 

of sulfur dioxide and nitrogen oxide to reduce visibility effects from 17 

fossil power plants, and tightened ambient air quality standards that 18 

will likely require further reductions of nitrogen oxides and possibly 19 

sulfur dioxide emissions. Much of this activity has taken place after the 20 

2008 and 2009 reports that Mr. Neumann-Lee relies on in his 21 

testimony. 22 

• The EPA also regulates water and solid wastes. 23 
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• Public Service, through the Clean Air-Clean Jobs Act plan approved by 1 

the Commission, is now implementing a plan to retire some Colorado 2 

coal plants and install emissions controls on others. This plan will 3 

reduce sulfur dioxide emissions 83%, oxides of nitrogen 86%, and 4 

mercury 82% across the five affected plants. The cost is approximately 5 

one billion dollars. 6 

• Any new power plant Public Service would build or from which we 7 

would purchase power is assumed to include a full complement of 8 

environmental controls to meet all federal and state regulations. These 9 

controls are part of the cost assumptions for new power plants 10 

included in the resource plan modeling. 11 

• The EPA is in the process of developing regulations for natural gas 12 

hydraulic fracturing. To the extent that these regulations might impact 13 

natural gas production, producers will work toward meeting changing 14 

regulations to continue to produce significant quantities of natural gas 15 

at reasonable costs. 16 

In short, there is no need to include further conventional pollutant 17 

regulatory risks in our resource planning. Mr. Neumann-Lee appears to 18 

ignore the entire existing regulatory structure affecting air, water, and solid 19 

waste regulation. In so doing, he seeks to have the Commission second-20 

guess a massive effort administered by EPA and the states, operating 21 

under federal and state statutes, to regulate emissions and other forms of 22 

pollution related to fossil generation.  23 
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More specifically, he seeks that the Commission should apply 1 

“externality costs” for a variety of hypothetical conventional pollutant risks 2 

across both coal and gas generation choices in the ERP. We disagree. If a 3 

generation facility has obtained all required environmental permits, it can 4 

legally operate. We reflect in our analyses the costs of legal operation of 5 

all generation facilities.  Imputing additional “externality” costs beyond the 6 

costs that must be incurred by the generator to legally operate would be 7 

an extremely arbitrary and controversial exercise.  The Commission can 8 

already take into account (on a qualitative basis) the societal benefits 9 

created by renewable resources and section 123 resources in selecting 10 

the approved resource portfolio. It is not necessary for the Commission to 11 

have a contentious debate over externality costs. We recommend that the 12 

Commission consider the context of current environmental regulations, 13 

impending regulations, and ongoing environmental improvement efforts 14 

that affect Public Service and our environmental impacts. We recommend 15 

that the Commission not assign further hypothetical costs for conventional 16 

pollutants, which are already regulated to a considerable degree.  17 

VII. SUMMARY OF REBUTTAL TESTIMONY 18 

Q. WHAT DOES PUBLIC SERVICE REQUEST THE COMMISSION TO 19 

ALLOW CONCERNING CARBON PROXY PRICING AND 20 

ENVIRONMENTAL REGULATION? 21 
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A. We first request that the Commission retain the existing set of carbon proxy 1 

prices that we have proposed in the ERP. Further, we request that the 2 

Commission reject any attempt to quantify externality costs. 3 

Q. DOES THIS CONCLUDE YOUR TESTIMONY AT THIS TIME? 4 

A. Yes. 5 


