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The Pickens Plan: Is It the Answer to Our Energy Needs?
By Mary J. Hutzler*

T. Boone Pickens is calling for wind and natural gas to be used to replace imported oil, providing a
transition to new “alternative” technology developments that are supposed to meet future U.S. energy
requirements. In particular, his plan calls for wind to replace natural gas in the electric-generation sector
and for natural gas to replace petroleum in the transportation sector, thereby displacing 30—50 percent of
U.S. foreign-oil imports over the next 10 years. His plan is fraught with problems, however, including its
reliance on an intermittent technology (wind) to generate more than 20 percent of our electricity needs
and its goal of converting our transportation fleet to a fuel that the United States already imports (natural
gas). Yet the plan is virtually risk free for T. Boone Pickens, who can probably make a 25 percent return
at the expense of taxpayers and electric customers, owing to federal and state energy and tax subsidies.

Problems with Wind

Wind power is an intermittent producer of electricity, dependent on when the wind blows to turn the
turbine blades. It represents about 1 percent of our electricity generation and 0.3 percent of our energy
demand,' with an average capacity factor of only 25 percent,? and, in the best areas, a capacity factor of
35 to 40 percent.’ In contrast, most of the natural-gas fired capacity added since the late 1980s has been
combined-cycle technology with much higher capacity factors and availability of 88 percent.* Natural
gas currently provides 21 percent of our electricity generation and 23 percent of our energy demand,’ and
is usually regarded as the technology that backs up wind generation when the wind doesn’t blow.

A recent report by the U.S. Department of Energy’s Office of Energy Efficiency and Renewable
Energy (EERE), entitled “20% Wind Energy by 2030, envisions wind production on the order that
Pickens is advocating, but at a slower pace of development. According to the DOE, 293 gigawatts of
new wind capacity would be required,” or more than 13 gigawatts each and every year, a yearly increase
almost equal to the 2007 level of installed wind capacity in the United States.® This growth in wind tur-
bine capacity would require siting wind units on publicly owned lands (where a large percentage of the
development sites are located), continued taxpayer-funded subsidies, the building of power lines from
the remote areas where wind turbines are located, and the public’s acceptance of noise and other wind-
related effects.” The “not-in-my-back-yard” syndrome, the cost of construction, and the technological
expertise needed will likely combine to prevent the level of increase projected by the Pickens plan. For
evidence, consider Cape Wind, a proposed wind farm off the coast of Nantucket that has been subjected
to years of costly delays by opponents of the project.'”

Wind facilities are often hundreds of miles away from consumers and require a massive investment in
transmission lines to deliver electricity from the facility to the power grid. Texas officials, for example,
recently approved a $4.9 billion wind power project that will add more than 2,000 miles of heavy duty
transmission lines from wind centers in West Texas to major population hubs in Austin, Dallas/Fort
Worth, and Houston, among other areas. This project will result in a $4-a-month increase in the electric-
ity bills of Texas consumers.'! As this example shows, additional costs will have to be levied on consum-
ers to pay for the transmission lines needed for Pickens’s massive undertaking. And with line losses of
power close to 10 percent, the electricity available to the consumer will be further reduced.

Problems with Natural-Gas Vehicles

But it is not just the wind component of Pickens’s plan that is troubling. The cost of changing Amer-
ica’s fleet of vehicles to natural gas will also mean expenses for consumers, either to buy a new vehicle
or to convert an existing one. Honda’s price for a new natural gas-fueled Civic is 62 percent higher than
its price for a standard gasoline-fueled model ($9,685 higher).'? And the costs of converting an existing
automobile to natural gas range between $6000 and $20,000. Add to this, the money needed to purchase
and install a home refueling station—about $5,000—and the 20 hours needed to fill it—all of this yield-
ing a range of only 250 miles per tankful.!® To get consumers to switch fuels, government mandates will
probably be needed, requiring manufacturers to produce and sell mostly natural gas—fueled vehicles.
Since less than 1 percent of the current retail service stations have natural gas facilities,'* consumers
will also need to pay the infrastructure costs of converting current retail service
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gas supplies,'® importing natural gas from Canada via pipeline and from other countries via liquefied
natural gas (LNG). '7 More LNG facilities are currently being built,'® reflecting the expectation of more
imported natural gas. Unfortunately, because natural gas is increasingly part of a global market, the
stability of its future price can be affected by other countries. The countries with the largest reserves of
natural gas are Russia, Iran, and Qatar, which together hold almost 60 percent of the world’s total.!* They
have, in the past, discussed the formation of a natural gas cartel.?® Thus, the result of the Pickens plan
could be that the United States becomes dependent on foreign sources of natural gas, transitioning the
United States from an oil-cartel customer to a natural gas—cartel customer.

Options and Benefits

While all of the above issues exist for the American taxpayers and consumers, the plan is virtually
risk-free for T. Boone Pickens, owing to federal and state tax incentives and subsidies. These incentives
include a federal Wind Production Tax Credit of $0.02 cents per kilowatt-hour for electricity produced
during the first ten years of operation; a federal income tax incentive consisting of a five-year, double
declining balance accelerated depreciation; a Texas franchise break allowing a corporation to deduct
the cost of a wind facility from its franchise tax; Texas’s Renewable Energy Credits and its Renewable
Portfolio Standard, which require a growing amount of electricity sold in Texas to come from renewable
energy; and a Texas mandate that requires transmission capacity to be built and the cost to be borne by
electric customers.?! Without these subsidies, Pickens’s investment in a 4,000-megawatt wind facility
would probably not generate a 25-percent return.

So, what is the alternative? The National Petroleum Council’s report “Hard Truths™** indicated that
the United States needs all fuel types—renewables, nuclear, and fossil fuels. The United States has
massive resources of coal (more than 200 years’ worth at current consumption rates),” which can con-
tinue to supply base-load electricity at or above its current 50-percent level of electricity generation.*
Coal power can be supplemented by generation from nuclear, natural gas, hydroelectric, and renewable
sources such as wind, solar, and biomass. The country just needs to allow the construction of generating
facilities from non-renewable as well as renewable sources.

Biofuels are already supplementing our transportation fuels, and they will supply an increasing
amount in order to meet the targets in the Renewable Fuel Standard (RFS). World reserves of oil to-
tal 1.3 trillion barrels, the highest level in history.”® The Energy Information Administration’s Annual
Energy Outlook 2009%°—which incorporates in its forecast the RFS, the new Corporate Average Fuel
Efficiency Standards for transportation vehicles, and offshore drilling—indicates that our net depen-
dence on oil imports could be reduced from its current level of 58 percent to 41 percent by 2030.7 If the
Alaskan Natural Wildlife Refuge were opened to drilling, another 1 million barrels of production would
be available, reducing net oil imports to 36 percent. This reduction in oil imports is about equivalent to
our current level of imports from OPEC countries.® The United States also has 2 trillion barrels of shale
oil (the most in the world), with 800 billion barrels estimated to be recoverable®® and available to further
reduce our imports of oil.

This alternative does not require the infrastructure and life-style changes that could result from the
Pickens plan. It just requires the government to allow the federal lands on which these resources are
located to be leased and developed. While Pickens needs the government to subsidize, mandate, and in
other ways support a plan that would result in consumers and taxpayers paying more for their energy, the
government could instead allow access and use of its domestic energy resources, resulting in increased
energy security, revenues from resource development, and the use of existing delivery systems.
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Careers, Energy Education
and Scholarships Online
Databases

AEE is pleased to highlight our online ca-

reers database, with special focus on gradu-
ate positions. Please visit http://www.iaee.org/
en/students/student_careers.asp for a listing
of employment opportunities.

Employers are invited to use this database,
at no cost, to advertise their graduate, senior
graduate or seasoned professional positions to
the IAEE membership and visitors to the IAEE
website seeking employment assistance.

The IAEE is also pleased to highlight the
Energy Economics Education database avail-
able at http://www.iaee.org/en/students/eee.
aspx Members from academia are kindly in-
vited to list, at no cost, graduate, postgraduate
and research programs as well as their univer-
sity and research centers in this online data-
base. For students and interested individuals
looking to enhance their knowledge within the
field of energy and economics, this is a valu-
able database to reference.

Further, IAEE has also launched a Schol-
arship Database, open at no cost to different
grants and scholarship providers in Energy
Economics and related fields. This is avail-
able at http://www.iaee.org/en/students/List-
Scholarships.aspx

We look forward to your participation in
these new initiatives.




