Texas Electric Cooperative Concerns Regarding EPA’s
Inclusion of Texas in the CATR for Annual SO2 & NOx

Texas Electric Cooperatives have a significant interest in the outcome of the CATR rulemaking.
Cooperatives receive power from several coal-fired power plants in Texas, including the LCRA
Fayette plant, the AEP Pirkey plant, and the San Miguel Electric Cooperative (SMEC) plant.

A compelling example of the potential impact of CATR on Texas cooperatives is the potential
impact to the output of the SMEC lignite fired electric generating facility, 100% of which is sold to
its member cooperatives South Texas Electric Cooperative and Brazos Electric Cooperative and the
wide network of distribution cooperatives they serve.

Being not-for-profit, SMEC and other cooperatives will be forced to pass along to consumers all
costs of meeting any new requirements that may result from the implementation of CATR,
including the hundreds of millions of dollars it would take to retrofit or replace facilities.
Specifically, SMEC has calculated the following economic consequences of being included in the
CATR for annual SO2 and NOx:

e Costs associated with fuel switching:
e To western (PRB) coal: $87,400,000 for plant conversion + $22,000,000 for mine closure
(excludes rail spur upgrade)
* Annual increased fuel cost of at least $14,835,000 (assumes PRB coal prices do not spike)
e Loss of 250 full time jobs in rural Atascosa County, Texas
e Lost annual direct economic impact of $51,218,936 (does not include lost capital
expenditures)
¢ In the event the existing plant is retired rather than repowered with PRB coal:
¢ The outstanding debt and decommissioning cost to SMEC’s members would be at least
$300,000,000.
e Loss of 450 full time jobs in rural Atascosa County, Texas
e Lost annual direct economic impact of $101,122,711 (not including lost cap. expenditures)
¢ Plus financial impact on member coops from scarcity pricing and natural gas price increases
associated with capacity shortfall projected to be experienced.

San Miguel is especially concerned with the CATR proposal given numerous errors it has
discovered in Technical Support Document (TSD) included in the docket. Among other things, the
TSD shows the San Miguel unit has an SCR although the unit does not have an SCR and there are
no plans to install one. There are also a number of discrepancies between EPA projections and real
world situation at the SMEC site, including the following:

* Ozone Season Heat Input (EPA: 1,024,060 mmBtu) (Actual: 16,889,822 mmBtu)

* Annual Heat Input (EPA: 10,240,600 mmBtu) (Actual: 32,449,214 mmBtu)

*= Ozone Season NOx (EPA: 845 tons) (Actual: 1,489 tons)

* Annual NOx (EPA: 845 tons) (Actual: 3,008 tons)

* Annual SO2 (EPA: 770 tons) (Actual: 10,808 tons) Note: A reduction down to 770.4 tons
would require a control device that constantly achieves reduction efficiencies of 99.5%, which
is beyond the operational capabilities of a new scrubber at a new facility.
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Texas Electric Cooperative Concerns Regarding EPA’s
Inclusion of Texas in the CATR for Annual SO2 & NOx

EPA proposed the Clean Air Transport Rule (CATR) on July 6, 2010. Under the proposal,
Texas was required to make NOx reductions from May 1 - September 30 of every year, but no
SO2 reductions were required of Texas because EPA found no connection between Texas’ SO2
emissions and any down-wind noncompliance of NAAQS as a result of such emissions. This is
in large part thanks to the proactive steps of Texas plants which has resulted in a 33%
reduction of SO2 emissions over the last 10 years.

Long after the close of the public comment period, EPA now plans to include Texas in the
annual SO; and NOx programs when it finalizes the CATR later this month. Contrary to the
letter and intent of the Federal Clean Air Act, EPA is taking an unprecedented approach of
usurping the State Implementation Plan (SIP) process and issuing this rule as a direct Federal
Implementation Plan (FIP) that mandates compliance by the end of this year.

The only way to meet emissions reductions by the January 2012 compliance date will be to shut
down affected coal-fired units for most of year. The rule would ultimately require the
permanent shutdown of numerous coal and lignite-fired power plants and likely multi-million
dollar retrofits on plants that are able to continue to operate.

The resulting mine and power plant shutdowns will eliminate thousands of jobs and millions in
state and local tax revenue and increase electricity prices, as well as strike a devastating blow to
electric reliability in Texas (which is already in jeopardy as depicted in the attached figures).

The drastic and immediate reduction in the availability of large lignite power plants will lead to
significant electricity price increases on the order of at least $1 billion per year in Texas,

ERCOT currently predicts that 21,808 MW of additional capacity will have to be constructed
by 2021 in order to meet demand under the most optimistic of their three retirement scenarios
(without taking into consideration the impact of any new environmental regulations). If Texas
were to maintain its current generation mix, we will need to build more than 14 coal plants + 66
natural gas plants + 2 nuclear plants + 3,200 wind mills. ERCOT projects this capacity
shortage could more than double by 2031 (51,127-77,975 MW).

ERCOT also recently projected that this capacity shortage could dramatically worsen as a result
of new federal environmental regulations. Not factoring in the current threat of Texas being
included in the CATR for SO2 and NOx, ERCOT already projected over 9,300 MW (8,100
MW of gas and 1,200 MW of coal) would retire rather than retrofit by 2016 due to technical
feasibility and economic considerations.

If Texas were included in the CATR for annual SO2 and NOx, this capacity shortage will
dramatically accelerate given its significant impact on the 24,294 MWs of installed coal-fired
power plant capacity. Based on realistic project development timelines, this shortfall would be
insurmountable before an unprecedented electric reliability crisis was experienced in Texas.
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Texas Capacity and Demand Projections — 2011, 2021 and 2031
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