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I. Introduction 

Southwest Power Pool, Inc. (SPP) appreciates the opportunity to comment on the 
Environmental Protection Agency’s (EPA) proposed Federal Plan (FP),1 which is being issued in the 
context of the Clean Power Plan (CPP).2  The CPP provides that states will comply via the development 
of State Plans (SP) that meet their respective carbon reduction obligations.  The FP will apply in states 
that either do not submit SPs or submit SPs that are not approved by the EPA.  Regardless of the 
compliance vehicle – i.e. SP or FP - the CPP will impact the electric generation capacity portfolios that 
support the operation of the electric grid, and, therefore, will impact grid management by changing the 
capacity portfolio available to system operators.   

As the grid planner and operator for a region covering all or part of 14 sates, SPP will be 
impacted by the CPP.  Accordingly, SPP supports the establishment of SPs and/or FPs that achieve the 
applicable reduction goals in a manner that allows SPP’s planning and operations functions to be 
performed in the most effective manner possible.  Striving to implement the CPP in a way that respects 
electric grid reliability is in the interest of all interested parties, including the EPA.  Accordingly, SPP has 
reviewed the proposed FP with these goals in mind.   

The FP is founded on a market-based trading program, which can facilitate compliance 
flexibility.  However, regardless of the compliance platform implemented in a state, grid reliability issues 
can still occur.  The following recommendations describe procedures to identify and mitigate electric 
grid reliability issues that could occur as a result of the FP.3     

 

                                                           
1 EPA–HQ–OAR–2015–0199 
 
2 EPA–HQ–OAR–2013–0602 
 
3 SPP understands that there may be some concern that such reliability mechanisms could be misused and 
potentially undermine compliance with the CPP.  Accordingly, similar to the relevant reliability procedures 
implemented for SPs, FP reliability procedures should include appropriate safeguards procedures that ensure they 
are only used to address legitimate reliability issues, and are implemented in a manner that mitigates any impact 
to CPP compliance.  The EPA should incorporate the SP reliability safety valve (RSV) procedures that are required 
to demonstrate that a reliability problem exists and has been validated by the relevant system operator or planner.   
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II. Comments 

A. FP Reliability Assessments and Coordinated Review with other SPs and/or FPs 
 
i. FP Reliability Assessments4 

In most cases, the impact of CPP compliance for one state is not isolated within the borders of 
the state.  Utilities operating in most states participate in regional electric grids.  This is true in organized 
market regions (Independent System Operators (ISOs)/Regional Transmission Organizations (RTOs)) and 
may also apply in bilateral regions if a vertically integrated entity has operating companies in multiple 
states and it dispatches its resources across state lines (i.e. regionally) to serve the electrical demand of 
its companies.   

Within regional electric grids, all available generating resources are utilized to serve electrical 
demand in the region.  Respecting reliable grid operating limits, the cheapest generation is used to serve 
all load within the region, and this dispatch of generation is executed irrespective of state borders. 
Accordingly, the change in the capacity mix within a state due to CPP compliance has the potential to 
impact all states that are part of the region because it impacts the regional dispatch that serves 
customers in all states.   

In order to mitigate the impact of a FP on regional grid management, the EPA should revise the 
rule to require a reliability review during the development of a FP.5  This will enable the EPA to 
understand the actual or potential impacts of a plan on electric system reliability, and, accordingly, to 
revise the plan to mitigate any such impacts.  The EPA requires states to consider grid reliability during 
the development of SPs, and states are required to demonstrate that the reliability review was 
performed when submitting their plans to the EPA.  SPP believes the principles that justified requiring a 
reliability review for draft SPs apply equally to FPs.   

Given the dynamic nature of the grid and the potential for unforeseen circumstances to arise, 
reviewing a FP for reliability issues prior to applying it can facilitate the identification and mitigation of 
unanticipated reliability issues.  This is especially true for a plan applied to a state in a regional grid 
where CPP compliance plans may reflect a patchwork of designs.  Accordingly, SPP believes it is 
advisable to perform a reliability review of a FP during the development phase. 

 

 

                                                           
4 The primary concern for SPP is electric system reliability.  However, changes in capacity portfolios will necessarily 
impact the economics of grid dispatch, because it will change the bid stacks that drive the market clearing prices 
for the electric and ancillary service products that support electric grid operations in ISO/RTO regions.  Reviews of 
SPs and/or FPs could also be used to assess the economic impacts of different compliance approaches, and, 
therefore, could be used to modify plans on an independent basis, or, ideally, on a coordinated basis, to mitigate 
the economic impact of the CPP on regional grid administration.   
 
5 Similar to the electric grid reliability provisions that apply to SPs, this reliability coordination review should be 
performed during the FP development phase to facilitate adjustments that mitigate identified reliability issues 
during implementation. 
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ii. Coordination of FP Reliability Assessments with other SPs and/or FPs  

As discussed above, the draft FP rule should be revised to include the performance of a 
reliability assessment during the development phase of a FP.  To the extent practical, this review should 
be coordinated with other SPs/FPs in the relevant region.  A compliance plan (SP or FP) for a state that is 
part of a regional electric grid can impact electric reliability in the region. Accordingly, to maximize the 
effectiveness and efficiency of reliability reviews, reviews of all relevant compliance plans should occur 
on a coordinated basis.  This will facilitate reliability risk identification and mitigation benefits, and will 
effectively mitigate potential negative impacts from disconnects between plans.  

In addition, a coordinated reliability review would give the EPA the ability to review the FP for 
consistency with other compliance plans in the region.  For example, the EPA could consider plans from 
other states in the region before determining whether a mass-based or rate-based approach is 
appropriate for a given state that is subject to a FP.  Arguably, a uniform compliance approach for all 
states that are part of a regional electric grid would provide the most effective and efficient means of 
compliance in terms of mitigating impacts to system planning and operations, and, therefore, to electric 
grid reliability.  Consistent with the foregoing, the EPA should not establish a blanket rule based on a 
mass or rate approach.  Rather, it should establish a FP rule that is flexible to accommodate either so it 
can coordinate the FP with other compliance plans in the region.  The EPA has the opportunity to 
facilitate a uniform compliance approach by requiring a FP reliability review, and by establishing FP 
development and implementation processes that support, to the extent practical, coordinated reviews 
with other state SPs and/or FPs in the region.  This will enable the EPA to assess whether a mass-based 
or rate-based approach is appropriate for a FP by looking at what other states in the region are doing 
and aligning the plan with the predominant approach.  

Individual state compliance with the CPP, whether via a FP or SP, without consideration of the 
collective impact of all relevant compliance plans, will potentially create greater challenges for system 
operations and risks to electric system reliability.  Conversely, concurrent review of proposed state 
compliance plans (FPs or SPs) will facilitate CPP compliance in a manner that effectively mitigates the 
impact to electric system reliability, and will also facilitate compliance uniformity within the relevant 
region.  SPP recognizes that coordination with all relevant SPs/FPs may not be possible in all cases, but 
the EPA should establish FP development procedures that facilitate that result to the maximum extent 
possible. 

iii. System Operators and Planners Should Perform FP Reliability Reviews 

With respect to the performance of FP reliability reviews, the regional system 
operators/planners should perform these analyses.  Identifying and mitigating reliability issues are the 
responsibility of system operators and planners.  As such, they are in the best position to understand the 
CPP compliance impacts on grid operations.  Accordingly, the EPA should coordinate with those entities 
to develop a FP that mitigates potential and actual impacts to electric system reliability.  In organized 
market regions these entities are the ISOs/RTOs.  In bilateral regions, these analyses would be 
performed by the appropriate system planners/operators that are responsible for planning and 
operating the relevant system.  
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B. FP Reliability Safety Valve 
 
i. Justification 

The FP rule should include a RSV to address unanticipated operating issues that arise during the 
implementation of a FP.  Even if the most flexible, coordinated regional compliance approaches are 
established, unforeseen situations can occur where a unit is needed for grid reliability and the flexibility 
under approved plans is not adequate to allow the unit to operate without resulting in a violation of CPP 
compliance obligations.  This is because the grid is extremely complex and sensitive to the particularities 
of each respective region.  For example, the loss of a line or generator may result in the need to operate 
one or more generators to address local transmission reliability issues.  In unanticipated cases like this 
there may not be adequate time for market mechanisms available in CPP compliance plans, including 
the FP, to enable relevant units to run without violating their CPP compliance obligations.  Alternatively, 
the price to procure allowances/credits6 under such conditions may be excessive and unreasonable, 
thereby making them practically unavailable.  Even assuming the relevant generator needed for 
reliability could purchase the allowances at excessive prices and recoup the cost via some regulatory 
recovery mechanism (e.g. uplift), it is not a tenable position that such excessive costs be incurred and 
then allocated to load.  In these circumstances an appropriately constructed RSV would facilitate grid 
reliability while also maintaining compliance with the relevant CPP requirements.  The establishment of 
an appropriately constructed RSV in the FP will facilitate a rule that is designed and implemented 
consistent with electric system reliability.   

ii. Equivalence with the SP RSV 

The CPP included a SP RSV that applies under specific, limited conditions that justify the use of 
the mechanism.  In essence, to use the SP RSV reliability conditions must exist that cannot be remedied 
but for the use of a resource that is restricted from operating due to CPP compliance restrictions.  The 
unanticipated reliability conditions must be validated by appropriate entities – i.e. system 
planners/operators.7  When applied, the RSV provides that the resource at issue can operate to meet 
the reliability need for 90 days in violation of its CPP obligations.  If the reliability issue is not resolved 
within the 90-day exemption period, the unit can continue to run in violation of its compliance 
obligations, but any exceedances must be offset prior to the end of the compliance period.  Thus, the SP 
RSV effectively requires that a SP meet all CPP compliance obligations within the relevant compliance 
period, subject only to exceedances that occur within the initial 90-day RSV exemption period.   

If the EPA establishes a FP RSV, SPP appreciates that compliance parity should be maintained 
relative to the SP RSV – i.e. the application of a FP RSV should achieve CPP compliance on par with the 
SP RSV proposal.  Consistent with this goal, the FP RSV proposal described below achieves compliance 
                                                           
6 Because the FP contemplates mass-based allowance market compliance and rate-based credit market 
compliance, the FP RSV proposal would apply to both compliance currencies, depending on the focus of the plan.  
For simplicity, the remainder of these comments in Section B use the term allowance, but credit is implied and 
would apply if a FP was based on a rate-based credit market platform.    
 
7 In organized market regions these entities are the ISOs/RTOs.  In bilateral regions, these analyses would be 
performed by the appropriate system planners/operators that are responsible for planning and operating the 
relevant system. 
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equivalence with the SP RSV because it requires offsets for all incremental reliability allowances 
allocated under the FP RSV process.   

iii. FP RSV 

There are differences between the SP and FP rules that warrant different approaches to the 
respective RSV mechanisms.  The CPP does not prescribe any particular methodology for SPs.  The states 
have discretion to structure plans in accordance with their goals and policies.  Because the SP designs 
are unknown, the ability for the plans to manage grid reliability issues that arise during implementation 
is also unknown.  To mitigate the impacts of an inflexible SP, the CPP provides that a SP can be revised 
during implementation to address a reliability issue, and the SP RSV can be used for more immediate 
reliability needs.8   

As discussed, the SP RSV allows for a 90-day compliance exemption with no offsets for the 
relevant resource(s) required to meet the reliability need.  Subsequent to the 90-day period the 
resource can still exceed its obligations, but offsets are required.  This approach strikes a balance 
between introducing flexibility to manage potential reliability issues and maintaining compliance with 
the CPP relative to potentially inflexible SP designs.  Allowing exceedances during the 90-day exemption 
period is justified because the details of SPs are unknown and some plans may be inflexible, thereby 
prohibiting a unit needed for reliability from operating without violating its CPP obligations.  The SP RSV 
allows the unit to meet the reliability need while maintaining compliance via the 90-day compliance 
exemption (compliance is effectively maintained, or more accurately, excused, via the exemption).   

Unlike SPs, the FP structure is known, and it is designed to provide market-based compliance 
flexibility to enable units required for reliability to serve the need while also facilitating compliance with 
the CPP.  Under a FP it is expected that resources will be able to purchase the necessary allowances 
required to run beyond its limits to address a reliability need.  Accordingly, because of the compliance 
flexibility in the FP design, the EPA anticipates that the 90-day exemption period would not be 
necessary.   

However, there may still be circumstances where a unit is needed for reliability and cannot 
obtain the necessary allowances in the market, either because allowances are not available, or because 
they are available, but only at excessive prices.  A FP RSV should be in place to manage reliability in 
those instances if they arise.   

Furthermore, the SP rules allow for adjustments to the plan during implementation to address 
identified reliability issues.  The FP rules do not provide that option.  The FP structure is fixed once in 
place, and although flexible in application, if that flexibility cannot mitigate an unanticipated reliability 
condition, the rule should provide for an appropriate RSV mechanism to manage those situations.   

Given that the need for an RSV under the FP would arise due to the inability of the resource to 
obtain emissions allowances in the market (because they are practically unavailable or only available at 
excessive prices), the FP RSV should be focused on remedying these circumstances through the 

                                                           
8 For prospective reliability issues identified during SP implementation, the plans can be revised to address those 
issues if there is adequate time.  For more immediate reliability concerns the SP RSV is used to manage the issue 
until a long-term reliability solution is put in place.   
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provision of incremental reliability allowances until the reliability issue is resolved or allowances become 
available in the market.  To accomplish this, the FP RSV should establish a mechanism to allocate 
reliability allowances that are incremental to the market compliance allowances.  The resource would 
utilize these allowances to maintain compliance while operating above CPP obligations to meet the 
reliability need identified by the RSV process.   

The reliability allowances should be incremental to the market allowances, as opposed to a set 
aside from the market.  Establishing a set aside from the market would unnecessarily restrict the 
compliance allowance market, which would have economic impacts and, arguably, operational impacts 
if it reduced the resources/MWs available to system operators.  Because the need for reliability 
allowances is expected to be infrequent, it does not make sense to establish a set aside from the 
compliance market allowance pool.  The market allowances should remain intact to allow the market to 
function as intended relative to the compliance obligations established in the CPP.  It should not be 
unnecessarily restricted via a reliability offset, thereby creating the potential for negative market and 
operational impacts.  Rather, it is more effective and efficient to create incremental reliability 
allowances that can be allocated if reliability issues arise that cannot be address via access to market 
allowances.  Because the need for such a mechanism is expected to be limited, the proposal would 
require offsets for all allocated incremental reliability allowances.   

Access to incremental reliability allowances would be based on the existence of two conditions – 
(1) the demonstration of a legitimate reliability need; and (2) the unavailability of market allowances to 
support CPP compliance while operating to meet the reliability need.  Once the relevant eligibility 
conditions are established, the resource would access the incremental compliance allowances to enable 
it to operate to address the reliability issue in compliance with the CPP.  Access to the incremental 
reliability allowances would cease when the eligibility criteria no longer exist.   

With respect to the first eligibility condition – the existence of a legitimate reliability issue - the 
FP RSV process should include the same reliability-based eligibility criteria and procedures included in 
the SP RSV process.  Among other things, these processes require that the reliability issues are validated 
by the relevant third party system planners/operators.   

With respect to the second eligibility condition – unavailability of market allowances - the first 
condition is straightforward – it is simple to demonstrate when there are no market allowances 
available.  With respect to the second trigger – allowances are available but only at excessive prices – 
this will require the establishment of a market price threshold that is deemed to be unreasonable, and, 
therefore, makes the allowance(s) effectively unavailable if they exceed that threshold.9  Under these 
circumstances (i.e. when CPP market allowance prices exceed these levels) the relevant resources 
needed to address the relevant reliability issue(s) would be allowed to access the incremental reliability 
allowances. 

                                                           
9 SPP is not proposing a specific quantitative threshold – the EPA would establish that rule.  Options could include 
setting price thresholds for the allowances, or using existing price thresholds in organized electric market regions 
(e.g. energy offer price caps).  SPP would look forward to discussing this proposal if the EPA is interested in 
discussing specific options to achieve the goal of the proposal. 
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With respect to the number of incremental reliability allowances, the quantity should align with 
the reliability need, and should be based on the analysis identifying the reliability issue.10  However, the 
FP rule should be flexible in this regard to allow for adjustments to the number of incremental reliability 
allowances based on changing reliability needs – e.g. the issue is not resolved in the expected timeframe 
and the unit is needed for longer than expected.   

 Regarding offsets and compliance equivalence with the SP RSV, the SP RSV allows for 
compliance exceedances during the 90-day exemption window, and these are not required to be offset.  
All exceedances thereafter are required to be offset within the relevant compliance period.  The 
proposed FP RSV is based on the allocation of incremental reliability allowances that would be accessed 
only when the reliability conditions are met and allowances are not available in the market to enable the 
relevant resource to meet the reliability need and maintain CPP compliance.  Because this is expected to 
occur infrequently relative to what is expected to be a liquid market, the FP RSV proposal would require 
that the use of all incremental reliability allowances be offset prospectively.11  Accordingly, the proposed 
FP RSV is equivalent to the SP RSV in terms of its impact on CPP compliance. 

However, the proposed FP RSV differs with respect to the timing of the offsets.  Providing 
offsets may be difficult in periods proximate to the use of the incremental reliability allowances, either 
due to tight market conditions, or because the use of the allowances occurs near the end of the 
compliance period.  To mitigate this, the proposed FP RSV would allow the relevant resource to offset 
the allowances in the prompt or immediately subsequent compliance period.  This is reasonable because 
full compliance is ultimately achieved within the overall CPP compliance timeframe.      

With respect to the number of times the FP RSV can be used, it should be available anytime the 
eligibility conditions are met.  It should not be limited by arbitrary standards (e.g. whether it was used 
previously).  The underlying policy of an RSV is the preservation of electric system reliability, and that 
should determine when it is applied.   

C. Mass-Based Plan Reallocation of Allowances from Retired Resources  

Under the proposed FP mass-based plan, allowances associated with resources that retire will 
be reallocated to provide incentives for additional renewable energy.  SPP takes no position with respect 
to the policies underlying this proposal generally.  However, SPP offers the following comments for the 
EPA’s consideration with respect to the potential impact of this aspect of the draft rule on regional grid 
operations.   

The reallocation of allowances associated with retiring resources can impact regional grid 
management by changing the capacity portfolio available to the system operator.   For resources within 
single state grids or within states that are completely within a regional grid, the reallocation of resources 
from a retired resource may, to some extent, impact the flexibility of the capacity portfolio available to 
the system operator.  This can change the dynamic of how the operator serves load relative to 

                                                           
10 The analysis should be performed by the applicable system operator/planner – ISOs/RTOs in organized market 
regions and relevant system operators and planners in bilateral regions. 
 
11 This is reasonable because the use is expected to be limited, and it also mitigates the potential for abuse of the 
RSV, because the allowances would be required to be offset, so there is no “free emissions” benefit to using the 
incremental reliability allowances.   
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respecting all relevant transmission security limits.  Typically this effect would not be expected to raise 
significant operational issues but could cause reliability implications depending on the reallocation of 
allowances to other resources.  The second potential situation involves a single state that is located in 
multiple regional electric girds.  A reallocation of allowances from a retiring resource in this context 
could create a transfer of allowances between regions, thereby resulting in a net decrease of allowances 
for one region and a net increase of allowances for another region.   

For example, State A is in Regions B and C, and it has Generator X in Region B that has 100 
allowances.  If Generator X retires and its allowances are reallocated to resources in State A that are in 
Region C, then there is a 100 allowance shift between Regions B and C (Region B loses 100 allowances 
and Region C gains 100 allowances).12  This shift would affect the market dynamics for the respective 
regions, and could affect system operations due to the decrease in allowances for the region losing 
allowances, which could impact the resources/MWs available to the system operator.  Although the 
impact to operations would likely be manageable, reliability impacts could result depending on the 
reallocation and possible transfer of allowances.   

To mitigate reliability issues under either reallocation scenario, the EPA could revise the FP to 
include a reliability review to ensure that any reallocation of allowances does not impact grid reliability.  
Furthermore, any net transfer from the reallocation of allowances between regions that have distinct 
compliance markets also raises potential issues in terms of cost shifts between the respective regions.  
To mitigate that potential, the EPA could require that any reallocation of allowances occur within the 
same region/market that the retiring resource is located within.   

III. Conclusion 

 SPP appreciates the opportunity to comment on the draft FP rule.  The proposals described in 
these comments will enhance the draft rule’s consistency with electric system reliability by including 
reliability mechanisms external to the compliance platform that give the rule the ability to effectively 
mitigate unanticipated reliability issues that may arise during the development and/or implementation 
of a FP.  Accordingly, SPP respectfully request that the EPA consider these comments when finalizing the 
FP rule. 

Respectfully submitted, 

/s/ Matt Morais 
Matt Morais 
Southwest Power Pool, Inc. 
Associate General Counsel, Markets and Regulatory Policy 
201 Worthen Drive 
Little Rock, AR  72223 
Telephone:  501-482-2328 | Email: mmorais@spp.org  
 
Dated:  January 21, 2016 
                                                           
12 This discussion assumes that the SPs and/or FPs are based on regional compliance plans that align with the 
relevant regional electric grids that the state is located within.  For example, if State A in this example has 
generators in Regions B and C and its compliance plan aligns those generators with the respective regions in terms 
of CPP compliance. 
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