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The Independent Energy Producers Association (IEP) is pleased to offer these comments on Appendix C to the California Air Resources Board (CARB) Climate Change Draft Scoping Plan (dated June 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 efforts of CARB, the California Public Utilities Commission (CPUC), and the California Energy Commission (CEC) to implement AB32.  IEP is also an active participant in the Western Climate Initative (WCI) process.
I. Overview and General Comments

CARB presents its discussion of Emission Reduction Strategies and overviews the sectors to which they will apply in Appendix C to the Draft Scoping Plan.  CARB begins this appendix with a discussion of its views on Cap-and-Trade.  The remaining 95% of Appendix C is dedicated to a presentation of the programmatic measures on which CARB is relying to attain 75% of the capped sector reductions required to meet the 2020 GHG emission goals established in AB32. 
With regard to the electric sector, IEP observes that four principal measures comprise CARB’s plan: Energy Efficiency, Million Solar Roofs, Increased Combined Heat and Power (CHP) and a 33% Renewable Portfolio Standard (RPS).  Each measure’s share is shown in Table 1 below.

Table 1

	
	Planned Reduction

	Measure
	MMT CO2e
	(%)

	Energy Efficiency
	15.2
	33.6

	Million Solar Roofs
	2.0
	4.4

	Increased CHP
	6.8
	15.0

	33% RPS
	21.2
	46.9

	
	45.2
	100.0


IEP is pleased to note that CARB is planning to obtain nearly 62% of programmatic electric sector reductions through what have traditionally been viewed as “alternative” generation technologies, CHP (15%) and renewables (47%).  The existing penetration of these technologies in California, largely the result of the CPUC’s aggressive implementation of the Public Utility Regulatory Policies Act of 1978 (PURPA)
 has resulted in a relative low GHG emitting electric sector in California and has demonstrated that these technologies, when offered reasonable commercial opportunities, can be successfully developed and provide reliable electric service to the State of California.

IEP applauds CARB’s practical recognition that several specific actions are required to create a viable market for CHP, including:

· Utility Portfolio Standards for CHP;

· Encouragement of power export from the thermal host’s site; and

· Most importantly, developing guaranteed rate structures and market access for CHP that appropriately value the electrical system and environmental benefits of CHP.

IEP supports the initiative to develop a Utility Portfolio Standard for CHP, but notes that it may need to be implemented under CARB’s own auspices and regulatory authority.  While historically, CHP in California has been mostly developed under the authority of the CPUC, which has jurisdiction over the investor-owned utilities that serve approximately 75 percent of the state’s load, the CPUC recently promulgated rules in Decision 08-07-048 that severely threaten the commercial viability of CHP and renewable projects for the forseeable future. 
In Decision 08-07-048, the CPUC significantly undermined the commercial viability of contracts entered into by CHP and renewables with the regulated utilities pursuant to PURPA.  For 30 years, PURPA has been the primary means of incenting new and existing CHP in California.  As part of its implementation of PURPA in California, the CPUC established reasonable and commercially viable terms for contract between CHP facilities and the utilities for the purchase of power produced by CHP.  Importantly, the PURPA-based contract recognized the critical need, from the perspective of fostering commercial certainty, to ensure that the determinants for energy and capacity payments to CHP facilities would be made public and, most importantly, that payments, even payments based on forecasted values, would not be subject to later, retro-active adjustment.  The CPUC recognized the need for price certainty as a foundation of commercial relations, as the threat of retroactive adjustments to prices would undermine the commercial viability of the CHP enterprise, thereby creating a tremendous barrier to CHP development.  In Decision 08-07-048, decided on July 31, 2008, the CPUC inexplicably reversed course and imposed the threat of retroactive adjustments to future payments to CHP (and many renewable) projects.  Accordingly, if the CARB relies on the CPUC’s administration of the CHP program for regulated utilities, under the PURPA-based approach, CARB’s emission-reduction goals will not be achieved.  Accordingly, IEP urges the CARB to step-in and create a viable programmatic structure for incenting CHP operations in California based on principles that do not undermine the commercial viability of CHP contracts with utilities under a “Utilities Portfolio Standard for CHP.”
IEP urges that CARB expand its very practical recommendations for development of CHP to the renewable sector as well.  If the state is to meet its goals, development of renewables must not be thwarted by overly restrictive contracting practices and vague and uncertain pricing provisions.  This recommendation from CARB is especially important in light of the recent CPUC Decision 08-07-048, discussed above, as well as other CPUC decisions that have inexplicably (a) introduced substantial pricing uncertainty to payments to CHP and renewable energy providers through apparent approval of retroactive price adjustments and (b) substantially complicated contracting with utilities by rejecting the concept of simplified buy-back contracts.  CARB’s goals are aggressive.  If they are to be achieved, a state agency must step up and recognize that the commercial viability of contracts between renewable and CHP electricity generators and the electricity purchasing utilities lie at the heart of the ability of the state to achieve its GHG emission reduction goals. 
Other Comments

Cap and Trade Composition

IEP appreciates CARB’s efforts to coordinate the development and provisions of its C&T program with WCI and its partners.  As we have stated many times in the past, the success of any C&T program will be directly related to the amount of liquidity in the allowance market.  In that regard, a region-wide C&T program is vastly superior to one restricted to the California borders, and IEP urges CARB to introduce any C&T program in conjunction with WCI to maximize the program’s liquidity and probability of success.
On that note it appears that CARB is still contemplating the timing associated with inclusion of the transportation and natural gas sectors in the C&T program.  As stated above, a C&T program is likely to have the greatest success if it is broad-based, thus increasing liquidity and maximizing the opportunities for attaining reductions at the least cost.  We thus encourage inclusion of the transportation and natural gas sectors simultaneously at the outset of the program.  Given CARB’s inclination to include these sectors fairly far upstream, the administrative burden deriving from their inclusion at the outset should be minimal and far out-weighed by the liquidity that they will bring.
 Thresholds for C&T Participation

CARB correctly recognizes that the administrative burden of a cap and trade program can be significantly reduced if reasonable thresholds on participation are established.  IEP supports CARB’s suggestion of a 25,000 metric ton annual GHG emission threshold.  However during the course of developing the rules for the C&T program CARB must take care to specify that the threshold applies to fossil-based emissions, and not to biomass-based emissions.  CARB’s intent to distinguish between these sources of GHG emissions is apparent in its mandatory reporting requirements as called out in Section 95125 (h) (2), which requires separate reporting of these GHG emissions; however, CARB needs to officially confirm these principles with respect to the cap-and-trade program to the same degree as the WCI.  The WCI has made clear in its Draft Design of the Regional Cap and Trade Program that “carbon dioxide emissions from the combustion of biomass or biofuel are not included in the cap-and-trade program.”
 Accordingly any C&T threshold should recognize this distinction and should be triggered on fossil GHG emissions.

IEP thanks CARB for the opportunity to submit these comments on the Climate Change Draft Scoping Plan.  
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� Pub. L. 95-617.


� Appendix C, p.C-75.


� The WCI’s Draft Design of the Regional Cap and Trade Program, page 2: Section 1.3.
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