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Convened September 9, 2009
The Independent Energy Producers Association (“IEP”) is pleased to offer these comments on CARB’s Combined Heat and Power (CHP) and Cap-and-Trade Workshop convened on September 9, 2009.  IEP represents over 20,000 MWs of independently owned generation resources in the West, particularly California and Nevada.  IEP is active in the joint CPUC/CEC efforts to implement AB32 as well as at CARB.  

I. General Comments 
While CARB’s Combined Heat and Power (CHP) and Cap-and-Trade materials as presented at the September 9th workshop, provide an introductory framework for incorporating CHP into the California cap-and-trade program, IEP would like to see more discussion, and perhaps an additional workshop on these issues. The regulation of GHG emissions from CHP under each of CARB’s proposed options requires clarification.  The description of each option should address how emissions from each of the following three "products" will be treated: 

(1) Electricity consumed on site;

(2) Electricity provided to the grid;

(3) Heat/steam consumed on site.

In addition, given that CHP facilities produce the three products jointly, descriptions of the options should clarify how emissions produced by a single CHP unit will be allocated to each of the three products.

As a general matter, IEP supports a cap-and-trade system that fosters efficiency, transparency, and simplicity and believes that the approach that best facilitates these goals should be implemented.  
Finally, while IEP understands that allowance allocation issues were not the focus of the workshop, we note that the decision on how and where to regulate the output of CHP facilities and the associated allocation of allowances may significantly impact the economic viability of CHP projects.  As a general matter, most CHP units are owned and operated by non-utilities.  Further, the vast majority of these facilities executed long-term contracts for both power and heat/steam well before GHG regulation was envisioned.  Consequently, the contracts do not contain provisions for the recovery of GHG compliance costs.    IEP has proposed that CHP generators who can demonstrate they are unable to pass-through GHG program costs should receive free allowances or equivalent exemptions.  In the absence of such safeguards, some CHP facilities may be forced to close, undermining the CHP goals articulated in the CARB Scoping Plan. 

II. Specific Comments on Incorporating CHP into a Cap-and-Trade Program.
1.  The Three Options. As IEP understands CARB’s presentation materials entitled Combined Heat and Power and Cap-and-Trade, the three options for including CHP into a cap-and-trade program are as follows: 
a. Option 1: Under this option, “on-site stationary source electricity generation could be calculated differently from electricity sector allowances” (i.e. “electricity generation could be based on fuel type and generation, while allowances to the stationary source facility could be based on actual emissions, not necessarily the fact that the CHP is displacing electricity from the power plant”).
   Thus, “CHP could reduce the overall compliance obligation for a stationary source facility.”
  In this option it is unclear if the CHP unit is treated as a divided facility, as in option two, or if it is treated as a singular CHP unit.
b. Option 2:  “The facility is treated as two separate facilities.”  According to this option, the CHP “facility” that generates electricity has a compliance obligation as a “first deliverer,” while the “industrial facility” has a compliance obligation for industrial and process emissions (not emissions from the CHP unit).
  Under this option, “distribution of allowances could shift between electricity and industrial sectors;” however, there may still be a need to address multiple ownership issues.

c. Option 3:  The “but for” facility.  If a facility exceeds the threshold limit of 25,000 MTCO2e only because it operates a CHP unit, this facility would be classified as exempt. These particular sources would be exempt from a compliance obligation but would still be responsible for mandatory reporting.

Although IEP does not intend to support a specific option at this point, (as the details of each option need to be further clarified), Option 2, in which CHP is treated as two separate facilities, seems clearest.  By dividing the facility into two separate parts, (1) the CHP facility that is owned by the “utility”
 and delivers electricity to the grid, and (2) the industrial facility that uses the waste heat for industrial processes, the compliance obligations for each “facility” will be well-defined.  Accordingly, Option 2 is seemingly a good model for achieving efficiency, transparency, and simplicity.
On the other hand, it is important to note that one option may not be superior, as the effect of each option will vary from one cogeneration facility to the next. For example, many of today’s operating CHP facilities vary in size, efficiencies, production, distribution, ownership, and operations, which will make it very difficult to uniformly impose any one option.  Furthermore, each option will have a different implication depending on the type of CHP unit.  As a result of these plant-by-plant variations, there may not be a “one size fits all” approach.  In addition, there may be a situation in which two of the proposed options could be employed simultaneously.  For example, one could imagine a situation in which both Option 2 and Option 3 are operational, even though Option 2 would only apply to facilities that did not meet the “but for” requirement in Option 3.  Given that there may not be a “uniform” approach for integrating CHP, as demonstrated above, it will be important for CARB to maintain flexibility in incorporating CHP into an overall cap-and-trade system.  

III. Conclusion.  While it is clear that more discussion regarding the details of the options for including CHP into a cap-and-trade system is needed, the preliminary framework that CARB has presented provides a basis for recognizing the potential benefits that CHP will provide.  As CHP is estimated to contribute to approximately 15% of the electricity sector reductions to be achieved by 2020, it is imperative that we integrate CHP into the cap-and-trade system in the most effective manner possible.  

IEP thanks CARB for the opportunity to submit these comments on the Combined Heat and Power and Cap-and-Trade workshop convened on September 9, 2009.  
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� CARB’s Presentation: Combined Heat and Power and Cap-and-Trade, page 14.


� CARB’s Presentation: Combined Heat and Power and Cap-and-Trade, page 15.


� CARB Presentation, Combined Heat and Power and Cap-and-Trade, page 16.


� CARB Presentation, Combined Heat and Power and Cap-and-Trade, page 17.


� CARB Presentation, Combined Heat and Power and Cap-and-Trade, page 19.


� CARB’s presentation typifies the “utility” as owning the CHP that delivers the electricity to the grid; however, it is important to note that is not only “utilities,” but also independent power producers that own and operate CHP facilities that deliver electricity to the grid.  
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