Comments of the Independent Energy Producers Association

On

The California Air Resource Board’s
Climate Change Draft Scoping Plan
Dated June 2008

The Independent Energy Producers Association (“IEP”) is pleased to offer these comments on the California Air Resources Board (CARB) Climate Change Draft Scoping Plan (dated June 2008).  In addition to these comments, IEP plans to submit comments on the Appendices on August 11, 2008.  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. Overview and General Comments

As a general matter, the CARB Scoping Plan includes a list of activities designed to achieve overall AB 32 emission reduction goals.  For the electric sector, the design elements broadly include a variety of “command and control” measures including the following:  (a) expansion of the renewable portfolio standard from 20% to 33%; (b) expansion of various energy efficiency programs, and (c) application of the Million Solar Roofs program.  In addition, design elements for the electric sector include various market-based measures, including participation in a multi-sector Cap and Trade (CT) program.  While the IPP industry stands ready and able to help the state achieve its GHG emission reduction goals, through investment of capital and the application of innovative solutions to both market-based and command and control program elements, we observe that the electric sectors ability to assist in achieving these goals with the least amount of stress on the electric system is a function of the following:
· Ensuring the electric sector does not undertake a disproportionate share of the emissions reduction burden compared to other sectors;

· Ensuring that electric generators, if they are determined to be the “point of regulation,” have direct access to any allowances necessary to ensure their continued operations for purposes of ensuring grid reliability; and

· Ensuring that electric generators have a reasonable means for cost recovery of any and all costs associated with meeting the GHG emission reduction goals.

The issues raised above go to a critical predictor of AB 32 implementation success, namely overall electric system grid reliability.  IEP is concerned that the Draft Scoping Plan seemingly fails to address the critical design element(s) necessary to ensure that consumers receive the electrical services they demand when they demand it, i.e. overall grid reliability.   This is a critical issue and the failure to address this issue early in the planning/scoping process increases the risk that the concerns over grid reliability are ignored or set-aside.  
With the concerns and requests noted above, IEP limits its comments regarding the Draft Scoping Plan to the following critical issues:

1. Concerns regarding Disproportionate Burden.  The draft Scoping Plan seemingly places a disproportionate  burden on the electric sector by establishing emission reduction targets/requirements  well in excess of its actual share of total statewide emissions, 
2. Concerns regarding “Layering” of Redundant Command-and-Control Elements with Market-based Elements.  The draft Scoping Plan proposes imposing on the electric sector a variety of overlapping programmatic elements that only increase the regulatory and administrative burden without resulting in concomitant reductions in GHG emissions.  Examples of redundant and unnecessary design elements on the electric sector include “administrative fees” at both the state and local level and “facility audits.”  

3. Concerns Regarding the Absence of Liquidity in the CT Program Upon Its Initiation.  The need for liquidity in the CT program is critical to ensure that CT works as expected.  This can only be achieved through a truly multi-sector approach at the initiation of the program.  IEP is concerned that the draft Scoping Plan proposes to “phase in” various critical sectors (e.g. the transportation sector) rather than have all sectors participate simultaneously.
4.  Support for Flexible Compliance Tools.  IEP supports the recommendation to include offsets in the overall program design, recognizing that offsets must past the test of (a) additionality and (b) verification.  Establishing a “place” for offsets in overall program design sends important signals to the marketplace now that will inevitably foster greater innovation and technology advancement than would otherwise occur.  In addition, offset will provide a tool for lowering the costs of GHG program compliance and, thus, reduce the overall costs of AB 32 on the economy and consumers.  
II. Specific Comments re Draft Design Recommendations

1. Disproportionate Burden on the Electric Sector. The electric sector currently contributes an estimated 23 percent of total statewide GHG emissions and about 26 percent of capped sector emissions.  Roughly half of these emissions result from imports of coal based energy from other regions.
  In contrast the Scoping Plan appears to indicate that the electric sector is faced with the responsibility of achieving approximately 40% (45 of 112 mmt of programmatic reductions by 2020) of the pre-cap-and-trade programmatic emission reductions, almost twice that of its proportional share.  This clearly represents a disproportionate expectation that has no basis in policy or convenience.  Moreover, as shown on Table 1 below, by any relative measurement the electric sector is expected to shoulder a greater reduction burden than any other of the sectors subject to CT. IEP notes, for example, that the Electricity sector is expected to achieve reductions of 32% from 2020 “Business as Usual” (BAU)  and 14% from the average of 2002-2004.  In contrast the “industrial sector” generally is forecast to contribute no reductions through pre-cap-and-trade programmatic efforts and is in fact forecast to increase GHG emissions by 5 percent from 2002-2004 average levels.
   

Table 1  

Emissions by Sector

	
	2002-2004 
Average Emissions
(Capped Sectors)
	Projected 2020 BAU Emissions 
	Projected Post-Programmatic 
	Change from 
2020 BAU
	Change from 
2002-2004 Average

	Sector
	(mmt)
	(%)
	(mmt)
	2020 Emissions (mmt)
	(mmt)
	(%)
	(mmt)
	(%)

	Transportation
	179
	42%
	225
	163
	-62
	-28%
	-16
	-9%

	Electricity 
	109
	26%
	139
	94
	-45
	-32%
	-15
	-14%

	Commercial and Residential
	41
	10%
	47
	42
	-5
	-10%
	1
	2%

	Industry 
	96
	23%
	101
	101
	0
	0%
	5
	5%

	Capped Sectors Total
	425
	
	512
	400
	-112
	
	-26
	


The effect of imposing a disproportionate share of the emission reduction obligation on one sector simply means that a disproportionate share of the total cost will narrowly focus on one sector of the economy, rather than spread more broadly.  While the impact on electric rates is unknown at this time, it is clear that electric consumers will bear a greater burden of carbon emission reduction than consumers of other products in California.  Focusing a disproportionate share of carbon reduction costs on electric consumers risks negative and unforeseen consequences that could undermine public support for AB 32 objectives.   As a core principle, IEP recommends that a sector’s emission reduction responsibility be approximate to its contribution to the total statewide emission level as of 2003. 
2. The “Layering” of Multiple Fees and Approaches is Unnecessary.  The Draft Recommendations indicate that a cap-and-trade program likely will be employed as a market-based compliance tool, but it also leaves room for additional, mandatory “command and control” approaches on top of a cap-and-trade program.  Some of these additional tools include carbon fees (e.g. local fees, program administration fees, general carbon “tax”) and facility audits.  IEP believes these types of approaches are redundant and unnecessary in light of AB 32 goals and the CARB’s overall approach to achieving those goals through market-based and other more investment focused command-and-control tools (e.g. RPS, energy efficiency).  
3. Carbon Fees.  As IEP understands the CARB’s recommendation, the proposal is to consider carbon fees to, at minimum, raise money to cover the administrative costs of the program.  IEP offers the following comments to this proposal.

· Carbon fee should be viewed as an alternative, rather than a supplement, to the cap and trade program.  
· If the carbon fee method is chosen as an alternate, the carbon fee needs to be applied to the “points of regulation” in proportion to that entity’s (or that sector’s) contribution to the overall state emission level.  Accordingly, if a carbon fee is imposed, the electric generators contribution to the total carbon fee “budget” should be approximate to the 23 percent of emissions for which they are currently responsible as a function of total statewide emissions.
4. Facility Audits.  As IEP understands the recommendation, the Facility Audit recommendation is proposed in addition to the market-based CT program and as a supplement to other energy efficiency efforts.  Facility audits create the following issues:  

· Facility Audits Foster Administrative Complexity and Will Dramatically Increase Administrative Costs.  Facility audits create the necessity for a dramatic expansion of the state apparatus in order to effectively and comprehensively meet objectives.  The state will need to employ a tremendous number of auditors, audit verifiers, etc., to conduct, manage, and enforce a fleet-wide audit program across a broad range of disparate industrial and electrical technologies.  The administrative costs and complexities to achieve this outcome will far outweigh the benefits. 
· Facility Audits are Unnecessary.  Presently, the electric sector in California is the most efficient generating fleet in the nation.  Competitive forces and public policy implemented over the past 20 years have resulted in this beneficial outcome.  Additional efficiencies in the operations of the generation fleet will be achieved through competitive forces, rather than administrative audits.  In addition, the California generating fleet currently provides air quality and electric production data to: the CPUC, CEC, Local Air Boards, and the FERC.  It is not clear what additional information will result from a facility’s audit.
5. “Layering” Multiple Local and State Administrative Fees Is Inefficient.  Local governments and/or local air quality regulatory district’s (AQMDs, APCDs) may attempt to implement their own additional fees on top of those implemented at CARB.  The potential for the imposition of a multitude of local fees layered onto statewide fees creates an unnecessary and unwarranted burden on the points of regulation, particularly electric generators.  IEP urges CARB to work with the local air boards to develop a single-fee approach.  
6. Need for Liquidity in CT Program.  To ensure that the CT is a fully liquid and efficient market, all sectors need to be included within its auspices from the beginning.   Though the Draft Scoping Plan seems to include electricity, transportation fuels, natural gas and large industrial sources in the CT program, many of these key, high emitting sectors are proposed to be “phased-in” under the CT program between 2012 and 2020.
  As IEP understands the proposal, those sectors exempted from the CT program at its inception may not be participating until 2018.
  .  Shielding any key emitting sector, particularly one as critical as the transportation sector which accounts for 38 percent of the state’s total GHG emissions, will risk fostering a higher level of price volatility in the CT program than would otherwise occur and potentially undermine public confidence in the program
7. Offsets.  IEP supports CARB’s initiative to establish the policy now of allowing additional and verifiable offsets into the program, while recognizing that the details and standards regarding additionality and verification will need to be developed over time.    On the other hand, the draft recommendations note that “ARB is considering limiting the use of offsets for regulatory compliance obligations to help ensure a significant portion of required reductions come from within the state and within the regulated sectors.”
  Certainly from a global GHG perspective, limits on truly additional and verifiable offsets makes little sense.  Similarly, from a consumer/cost perspective, the role of offsets will be to lower the cost of compliance and, as a result, lessen the overall burden on business and consumers of the implementation of the AB 32 program.  Finally, limiting offsets explicitly in rules or regulations is unnecessary:  IEP is doubtful that sufficient “additional and verifiable” offsets will be available to the marketplace in the timeframe considered here.  Creating an arbitrary limit of additional and verifiable offsets at the outset may have the unintended consequence of creating a potential “gold rush” of projects, creating a “queue” effect, with the result that the offset program serves as a barrier to the development of truly additional and verifiable offset projects rather than acting as a catalyst for such projects.
III. Conclusion.  
IEP concludes with the following observations and proposed principles of implementation:

· Proportionality among the sectors with regards to overall statewide emission reductions is necessary in order to avoid an undue burden on the electric sector.  
· Layering fees and other command and control-type design elements (e.g. facility audits) is unnecessary since the expected emissions reductions will be obtained via the CT program element.

· For the Cap and Trade program to be most efficient, all key emitting sectors should be required to participate in the program from the beginning.   Phasing in of key emitting sectors such as the transportation sector (the source of approximately 38 percent of total statewide emissions) and/or the industrial sector will undermine liquidity in the overall Cap and Trade program and, therefore, risk undermining its efficiency and effectiveness.  

IEP thanks CARB for the opportunity to submit these comments on the Climate Change Draft Scoping Plan.  





Respectfully submitted,
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� Draft Scoping Plan, page 7.


� CARB Draft Scoping Plan, Table 4, p. 17


� Draft Scoping Plan, page 17: footnote 23.  


� If the “points of regulation” are afforded a 3-year compliance period as currently proposed by the Western Climate Initiative, then “transitioned sectors” such as transportation may not be affected by the CT program until as late as 2018, assuming the compliance period for which they are an obligated entity begins in 2015.


� Draft Scoping Plan, page 44.
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