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Competition is a Contact Sport

Business is a contact sport where
contestants battle each other for their
piece of the competitive market. This is
the case, at least, for most businesses and
it is beginning to be the case for the
electric industry sector. Historically, the
electric industry has been more of a
playground than a playing field:
monopolistic entities have had to manage
the process of government regulation, but
they have not had to compete for market
share or face the other harsh realities of a
competitive market. All that is changing.
Many states like California, Pennsylvania,
Rhode Island and Massachusetts have
begun to rewrite the regulatory gamebook
that protects the electric industry from
competitive forces. Public policies based
on “simulated competition,” such as rate
of return regulation and integrated
resource planning, are being replaced with
radical reforms that aim to create robust
and thriving competition with many
buyers and sellers, all subject to the same
rules and conditions. This restructuring of
the electricity industry is happening
quickly, dramatically, but as of yet,
incompletely.

How to Deliver Competition:
The Uniform Generation Performance
Standard

The Uniform Generation Performance Standard
(UGPS) is a market-based approach to reducing
emissions which levels the playing field for
competing sources of generation. It represents the
amount of a pollutant such as Oxides of Nitrogen
(NO,) that a power plant may discharge for a
kilowatt-hour of electric output. The UGPS is an
output-based emission rate (Ib/kwh), as opposed to
the traditional input-based standards (e.g.,
Ib/mmBtu).

The UGPS can be part of a cap-and-trade
program where the amount of allowed emissions
(the “cap™) in a particular area (i.e., state or
region) is tied to a health-based standard for
overall emissions in that region. The UGPS is
then calculated by dividing the cap by the
expected generation for that region over a set
period of time to arrive at a Ib/kwh standard.

Unlike current regulations, the UGPS applies
the same standard to all plants. It also provides
flexibility through a cap-and-trade mechanism for
individual plants to buy and sell emission
allowances in meeting their emissions obligation.
Units whose emission rate is below the UGPS
have excess NO, certificates to sell into the market
or to bank for future use. Units whose emission
rate is above the UGPS have a variety of options
through which they can match MO, emissions to
NO, certificates, including installation of pollution
control equipment, fuel switching, reduction in
megawatt hours generated, use of banked
certificates, and purchase of certificates from other
generation units. Thus, the UGPS coupled with
the ability to trade allowances ensures that
reductions are achieved cost-effectively (i.e., at the
lowest achievable cost).







