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California Clean DG Coalition

August 11, 2011
Ms. Mary Nichols, Chair

Air Resources Board

State of California

1001 I Street

Sacramento, CA

RE: CHP AND THE CAP AND TRADE: Modified Text and Availability of Additional Documents for the Adoption of a Proposed California Cap on Greenhouse Gas Emissions and Market-Based Compliance Mechanisms Regulation, Including Compliance Offset Protocols
Dear Chairwoman Nichols,

The Scoping Plan identifies 4000 MWs of new CHP by 2020.  In early 2011, the Governor’s Clean Energy Jobs Plan took center stage and proclaimed among others, a 6500 MW goal for CHP by 2030.  The “Modified Text” of the Cap and Trade Program (released July 25, 2011) and 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 previously commented on the ISOR (December 10, 2011) and below we update our comments.
1. 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 MTCO2ethreshold 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.  CHP, through its greater than 60% efficiency and displacement of base-load natural gas generation, reduces total systems emissions, a positive societal benefit.  However, the host’s direct emissions will increase from power production on-site and, as a result, its carbon cost exposure.  The owner of an existing system may choose to shut down its system.  We understand the Industrial Environmental Association will provide specific examples of this occurrence.  And, for customers considering new CHP, the cost exposure would be a deterrent to installing such clean, efficient systems because of the cost and complexity of obtaining carbon allowances and the extra scrutiny, monitoring and reporting that will be required.  
CHP is rightfully recognized as a cost-effective tool to meet GHG reduction goals and one that also contributes to increasing system efficiency, reliability and resiliency.  We strongly recommend that CARB further study a “but-for” CHP case where such customers are exempt from cap-and-trade, or are able to receive free allowances (see below).
2. Free allowances (“Staff Proposal” for Allocating Allowances to the Electric Sector) could compromise CHP if offsetting GHG emissions at the CHP site and at the central power plant are not taken into account.  The cost for natural gas directly consumed by CHP end users, including that for onsite CHP will carry a GHG charge (either directly or through the purchase of allowances).  This will create a financial penalty for the CHP user relative to the avoided retail electric rate.  The Staff Proposal appears to indicate that the financial penalty will be avoided: “Cost burden is expected to result from emissions costs associated with fossil, QF, and non-emitting resources priced at market being passed from generators and marketers to utility customers.  …each utility can expect to be able to fully compensate their customers for the costs associated with the cap and trade program that are expected to be passed to customers (section on Cost Burden).  
CCDC urges the Board to: recognize the offsets achieved by CHP for the avoided emissions from central station fossil plants; make clear that CHP be granted allowances equivalent to that provided to the utilities for fossil generation on a CO2 per MWh basis, and transmit these findings to the PUC who we understand have been asked to address this issue in a rulemaking.
Sincerely,
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Eric Wong

Chair

�  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, GE Energy, Holt of California, NRG Energy, Peterson Power Systems, SDP Energy, Solar Turbines and Tecogen, Inc.





