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California Clean DG Coalition

December 15, 2010

Mary Nichols, Chair

Air Resources Board

State of California

1001 I Street

Sacramento, CA

RE: CHP and the Cap and Trade ISOR, December 16, 2010 Board Meeting
Dear Chairwoman Nichols,

The Air Resources Board is working tirelessly to implement the Global Warming Solutions Act of 2006.  The Scoping Plan identifies 4000 MWs of new CHP by 2020.  A key emission reduction measure is the proposed cap and trade program.  Its effect on combined heat and power (CHP) is of significant concern to the CCDC
.  CCDC represents “Onsite CHP” where the system, typically less than 20 MW, is sized to the electric and thermal needs of the commercial and industrial customer.
CCDC and ARB staff met on December 10 to discuss how the program affects Onsite CHP.  We confirmed with staff that several issues will need to be addressed after Board action on December 16.  These issues deal with the flow-through of free allocations from the utilities to CHP owners, what constitutes the marginal plant for purposes of calculating GHG reductions, and education and outreach.  We ask for Board direction to the staff to work with CCDC so that the ARB can achieve its goals for this technology sector.   
Our specific concerns and recommendations are summarized below:
1. Onsite CHP GHG emissions should not be compared with the average emission rate of the entire utility system as inferred in the Proposed Regulation.  The Scoping Plan correctly benchmarks CHP against the avoided fossil generation emissions. Likewise, Cap and Trade price signals should reflect CHP’s GHG impact relative to the same standard and not to the average GHG emission rate for the entire utility generation mix. Our recommendation would be to grant free allowances to Onsite CHP to properly compensate for the price signal error.
2. A commercial/industrial customer should not be bumped over the Cap and Trade threshold of 25,000 MTCO2e  because of clean Onsite CHP.  A 4 – 5 MW CHP system can trigger the 25,000 MTCO2e threshold even if there are no other GHG emission sources onsite.  As most sites will already have some level of natural gas use, the threshold could be reached with CHP systems much smaller than 4 MW.  Cap and Trade has a negative stigma associated with it which will affect the CHP decision process for commercial/industrial customers facing Cap and Trade compliance only if they install CHP.  In addition to the perception that CARB is looking at CHP as a carbon emitter, other customer deterrents regarding Cap and Trade include the cost and complexity of obtaining carbon allowances and the extra scrutiny, monitoring and reporting that will be required.  We strongly recommend that customers facing Cap and Trade because of CHP be exempted.
3. Free allowances for select industrial sectors could compromise CHP if offsetting GHG emissions at the CHP site and at the central power plant are not taken into account. Industrial benchmarking for select industries should not compromise CHP implementation. Additional free allowances should be considered for CHP that recognizes the system wide benefits and not just onsite emissions.  
CCDC looks forward to working with the staff to resolve these issues.
Sincerely,
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Eric Wong
Chair

cc:   Clerk of the Board, Air Resources Board

�  CCDC is an ad hoc group whose members represent a variety of DG technologies including CHP, renewables, gas turbines, microturbines, reciprocating engines, and storage.  CCDC is currently comprised of Capstone Turbine Corporation, Caterpillar, Inc., Cummins Inc., DE Solutions, Elite Energy Systems, EPS Corporation, GE Energy, Holt of California, NRG Energy, Peterson Power Systems, SDP Energy, Solar Turbines and Tecogen, Inc.





