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Dear Dr. Cliff:

Pacific Gas and Electric Company (“PG&E”) welcomes the opportunity to submit these 
comments on the Air Resources Board’s (“ARB”) proposed amendments to the California 
Greenhouse Gas (“GHG”) cap-and-trade regulations.  PG&E supports ARB’s efforts to link its 
cap-and-trade program with other jurisdictions, and we appreciate ARB’s efforts to ensure that 
linkage occurs in a manner that does not adversely affect covered entities in California.  We 
encourage ARB to continue to coordinate cross-market rules and assess the impact of linkage on 
California entities so as not to limit compliance flexibility and cost-containment measures ARB 
has included as part of its program.

I. INTRODUCTION

PG&E continues to have concerns regarding the holding limit and conduct of trade provisions.  
We suggest several modifications to address these concerns.  PG&E also offers comments on the 
Know-Your-Customer requirements and other amendments to aid in implementation of the 
regulation.  Finally, we recommend a number of modifications to ensure that linkage does not 
adversely affect covered entities in California.  PG&E's detailed comments on the proposed 
amendments are set forth in Section II below.  The following summarizes the key issues:
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A.  Modify Several Provisions Related to the Holding Limit and Conduct of Trade

A1.  Adjust the Holding Limit and Limited Exemption to Not Unfairly 
Disadvantage Large Entities and Entities with a Broad Electric 
Portfolio (Section 95920(d))

A2.  Modify Provisions Relating to Conduct of Trade (Section 95921)

A3.  Clarify Limited Exemption Petition (Section 95920(d)(3))

A4.  Adjust Holding Limit Cure Period to 30 Business Days (Section 
95920(b)(5)(B))

A5.  Modify Time Requirements Associated with Transfers Between 
Accounts (Section 95921(a)(1))

B.  Know-Your-Customer Requirements (Section 95834 And Appendix A)

C.  Additional Comments On Amendments To Aid In Implementation Of 
Regulation

C1.  Modify Auction Administration to Return Unsold Allowances to Their 
Respective Source Accounts (Sections 95911(f))

C2.  Additional Recommended Changes and Clarifications for Registration 
Requirements (Sections 95830, 95832, and 95833)

C3.  Clarify Definition of Serial Number

D.  Ensure Linkage Does Not Adversely Affect Covered Entities in California

D1.  Ensure Permanence of Compliance Instruments Issued from Linked 
Jurisdictions

D2.  Approve Additional Offset Protocols and Adjust Quantitative Usage 
Limit

D3.  Make Other Changes Necessary to Harmonize California and Quebec 
Cap-and-Trade Programs
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II. DISCUSSION

A.  Modify Several Provisions Related To The Holding Limit And Conduct Of Trade

PG&E recognizes that the cap-and-trade regulation adopted in 2011 included regulatory 
language regarding Beneficial Holdings that contained challenging information disclosure and 
trade conduct requirements.  As such, PG&E supports the deletion of this regulatory language 
and the associated requirements.

However, the current Holding Limit calculation continues to unfairly constrain PG&E and other 
entities with a large GHG exposure due to the nature of our electric portfolio, which includes 
both utility owned generation and contracted electric generation with third parties through 
“Tolling Agreements.”  Therefore, PG&E recommends changes to the Holding Limit and 
Limited Exemption as described below.

A1.  Adjust the Holding Limit and Limited Exemption to Not Unfairly Disadvantage Large 
Entities and Entities with a Broad Electric Portfolio (Section 95920(d))

PG&E remains concerned that the current holding limit unfairly disadvantages entities with a 
large compliance obligation in their ability to procure sufficient compliance instruments on 
behalf of certain counterparties with which they have contracts for the delivery of electricity.  
PG&E believes there are several potential solutions that could address our concerns and would 
like to work with staff and others concerned about the holding limit provisions to discuss 
potential options.

As mentioned in PG&E’s April 13, 2012, comments on the discussion draft (see Attachment A, 
p. 3), one potential solution is to (1) apply the limited exemption to allowances in both the 
holding account and compliance accounts, and (2) calculate the limited exemption based on the 
greater of the amount permitted in the current regulation section 95920(d)(2) (i.e., the most 
recent emissions data report that has received a positive or qualified positive emissions data 
verification statement) or a percentage of the entity’s annual allowance allocation from ARB, 
since the allocation correctly contemplates that GHG exposure for some entities may extend 
beyond their compliance obligation.

A2.  Modify Provisions Relating to Conduct of Trade (Section 95921)

PG&E requests modification to, or clarification of, the regulatory language in section 
95921(f)(1): “An entity cannot acquire allowances and hold them in its own holding account on 
behalf of another entity.”  This language appears to prohibit electrical distribution utilities from
procuring allowances pursuant to their transaction agreements.  PG&E suggests the following 
modification:
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(f) General Prohibitions on Trading.
(1) An entity cannot acquire allowances and hold them in its own holding 
account on behalf of another entity, except an entity may acquire and hold 
allowances and transfer them to another entity to address related 
obligations in electricity transaction agreements.

Alternatively, PG&E recommends that ARB clarify the intent of the “Prohibitions on Trading” 
language in its forthcoming Guidance Document.  PG&E believes that the regulatory language 
that prohibits an entity from acquiring and holding allowances “on behalf of another entity” is 
not intended to apply to GHG obligations in contracts for electricity because the counterparties to 
these contracts do not have an interest in the allowances until they are transferred.  PG&E also 
recommends that ARB clarify in the Guidance Document that a purchase of allowances matched 
with a transfer request is exempt from the prohibition on trading.

Additionally, it has been PG&E’s understanding that transfer request deficiencies would result in 
ARB simply not approving the request and resultant transfer of compliance instruments.  PG&E 
is concerned that Section 95921(a)(3) indicates that if either party fails to successfully approve 
the transaction within the limited time frame prescribed by the regulation, both parties would be 
in violation and that penalties may apply.  PG&E recommends transfer request deficiencies 
resulting from both incomplete information or approvals occurring outside of the required time 
frame result in ARB declining the request and requiring that entities submit a new transfer 
request.

A3.  Clarify Limited Exemption Petition (Section 95920(d)(3))

PG&E supports the process that permits entities to petition to adjust the limited exemption.  
However, PG&E requests clarification to the timing implied by the regulations.

(3) Petition to Adjust the Limited Exemption
(A)  Prior to October 1 of any year, a covered entity may submit to the 
Executive Officer evidence demonstrating an increase in emissions for 
that year over the previous year and request a temporary increase in the 
limited exemption until verified data for that year are available.

PG&E would like to confirm that the petition process will enable entities to update the limited 
exemption for 2011 verified emissions regardless of when the regulation becomes effective.  The 
current language is unclear in that the regulation states that “prior to October 1 of any year, a 
covered entity may submit to the Executive Officer evidence demonstrating an increase in 
emissions for that year…”  (Section 95920(d)(3)(a).)  The original version of the regulations 
initially set the limited exemption based on 2010 emissions (i.e., the most recent verified 
emissions as of June 1, 2010) and then maintained this exemption until an update on October 1, 
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2013 with 2012 emissions.  Therefore, it is extremely important that the new petition process 
allow for an update in the interim to account for 2011 verified emissions reports.  Without this 
opportunity to update, the limited exemption would not be adjusted to account for emissions 
associated with new facilities that came online in 2011 that have a significant compliance 
obligation.  PG&E would like to request that the Guidance Document allow for the petitioning 
and inclusion of verified 2011 emissions for facilities in the limited exemption category.

A4.  Adjust Holding Limit Cure Period to 30 Business Days (Section 95920(b)(5)(B))

PG&E acknowledges the need to address Holding Limit violations not discovered until 
after a transfer request is recorded, or if the Holding Limit is exceeded at the beginning of 
a compliance year when allowances purchased at advance auction now fall under the 
current vintage Holding Limit.  However, the 5 business day cure period is too stringent 
and may be unworkable for some entities with internal governance processes and/or 
additional regulatory oversight.  Also, the compliance instrument transfer process 
outlined in 95921(a) could take up to three days, which allows very little time to find an 
appropriate counterparty.  Given the possibility of an illiquid market where it may be 
difficult to sell large volumes of compliance instruments, additional time may be needed 
to find a buyer.

A5.  Modify Time Requirements Associated with Transfers Between Accounts (Section 
95921(a)(1))

PG&E recommends that ARB consider translating the time requirements in the regulations from 
days to business days, to reflect any potential timing conflicts with holidays and weekends.  
PG&E also recommends that ARB develop a master calendar for stakeholders that marks all 
holidays that ARB and linked jurisdictions plan to observe. 

B.  Know-Your-Customer Requirements (Section 95834 and Appendix A)

PG&E has serious concerns regarding the Know-Your-Customer provisions of the regulations 
that would require the collection and submission to ARB of extensive personal data of PG&E 
employees.  Neither the Regional Greenhouse Gas Initiative (RGGI) program nor the Western 
Renewable Energy Generation Information System (WREGIS) tracking systems require this 
level of information of participants.  It is unclear why the ARB needs this extensive personal 
information in order to prove identity, and PG&E has concerns about the security of such private 
data being provided to ARB.  PG&E would like to recommend that ARB remove the Know-
Your-Customer Requirements of the registration process and follow registration requirements 
similar to WREGIS and RGGI.

Additionally, PG&E is concerned about the additional requirements in section 95912(d)(5), 
which states that any primary or alternate representative submitting bids for Reserve Sales must 
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also submit additional information required by the financial services administrator contained in 
Appendix A.  Not only is much of the information required similar to the Know-Your-Customer 
Requirements, but it is also more concerning as it requires additional personal information such 
as social security numbers, copies of identity cards issued by a state, government-issued identity 
documents, and a copies of passports.  Again, these requirements are neither consistent with 
RGGI nor WREGIS, and require a level of information that raise security and privacy concerns 
for our employees.

C.  Additional Comments On Amendments To Aid In Implementation Of Regulation

C1.  Modify Auction Administration to Return Unsold Allowances to Their Respective 
Source Accounts (Sections 95892(c)(1) and 95911(f))

The proposed language in this section provides that unsold allowances consigned to the auction 
from Limited Use Holding Accounts are kept in the Auction Holding Account until the next 
auction.  After December 31, 2012, consigning entities have the flexibility to determine the 
quantity of allowances to be consigned in each particular auction, as long as all total annual 
allocated allowances are consigned within the applicable year.  Adding the provision that unsold 
allowances remain in the Auction Holding Account restrains the flexibility of consigning entities 
to determine the quantity of allowances to be consigned in each auction.  PG&E recommends, as 
was the case prior to the current draft amendments to the regulation, that any unsold consigned 
allowances be returned to their respective Limited Use Holding Accounts in order to support the 
management and timing of revenues returned to our customers.

In addition, the proposed language in section 95892(c)(1) requires that each IOU consign one-
third of its 2013 allowances to the November auction.  These allowances, combined with the 
2015 allowances that will be auctioned in the Advance Auction, would create an outsized supply 
of allowances in the first auction.  PG&E suggests instead that IOUs be required to consign one-
fifth of their allocated 2013 allowances to auction, since there will now be five auctions for 2013 
allowances.

C2.  Additional Recommended Changes and Clarifications for Registration Requirements 
(Sections 95830, 95832, and 95833)

Section 95830(c)(1)(H) – Clarification on Identification of Direct and Indirect Corporate 
Associations.  Section 95830(c)(1)(H) requires the identification of corporate associations, direct 
corporate associations, and indirect corporate associations, which are defined in section 95833.  
We recommend clarifying that the definitions of corporate association and direct corporate 
association in sections 95833 (a)(1)-(3) require connection through only one entity, and do not 
include entities that are connected indirectly through one or more intermediate entities.  We also 
note that, as defined, “corporate association” does not include “indirect corporate associations.”  
Finally, we note that registrants may not have enough information to identify all indirect 
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corporate associations because they may need to obtain detailed information regarding third-
parties’ corporate structure, which is typically considered confidential business information.  We 
recommend that ARB revise this section to permit registrants to rely on internally-available 
information and corporate structure information set forth in publicly-available annual filings 
made with the Securities and Exchange Commission, the Federal Energy Regulatory 
Commission, and the California Public Utilities Commission.

Section 95832 – Attestations.  PG&E supports the change in 95832(a) of additional alternate 
authorized account representatives and the addition of account viewing agents.  However, with 
respect to the attestations in the registration section, PG&E requests that ARB revise the 
attestations language with the “to the best of my knowledge and belief” standard as indicated in 
last year’s Final Statement of Reasons (FSOR), which stated:  “[I]t appears that ‘to the best of my 
knowledge and belief’ was inadvertently deleted.  Unfortunately, we cannot fix this at this time.  
However, the intent is to hold the Authorized Account Representative to the ‘best of my knowledge 
and belief’ standard.  We will correct this omission when the regulation is amended in the future.” 
(FSOR, p. 1679, Oct. 2011.)  PG&E asks that this language be added back into the regulations in 
sections 95832(a)(3), 95832(a)(6), and 95832(d).

Section 95833(c) – Disclosure of Information.  Sections 95912(f) and 95914(c) both place 
limits on an entity’s ability to disclose information on auction participation.  PG&E is concerned 
that these provisions could conflict with a utility’s obligations to provide information to the 
California Public Utilities Commission.  PG&E appreciates the addition of section 95833(c), to 
address this concern, but suggests that it be modified as follows:

(c)  Any registered entity subject to affiliate compliance rules 
promulgated by jurisdiction of state or federal agencies shall not be 
required to disclose information or take other action that violates the 
requirements of those agencies or any law, rule or regulation to which 
the registered entity is subject rules.

Section 95833(f) – Consolidation of Accounts for Direct Corporate Associations.  PG&E 
supports the new approach to enable entities to consolidate accounts that are part of a direct 
corporate association.  This approach will reduce complexity and simplify the compliance 
process.  PG&E seeks clarification as to whether entities that are part of a direct corporate 
association could opt-in and then at a later point opt-out of having a consolidated account.  
Additionally, PG&E would like to request that entities that have direct corporate associations 
have the ability to group accounts that they would like to have consolidated to account for 
different lines of business that exist at large companies.  PG&E also recommends amending the 
titles of section 95914(d) and section 95920(f) to replace “corporate associations” with “direct 
corporation associations,” to reflect the new approach to consolidation of accounts.
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C3.  Clarify Definition of Serial Number

Section 95802(258) – Definition of Serial Number.  PG&E requests that ARB clarify in its 
Guidance Document that the definition for “Serial Number” should be broadly interpreted and 
that entities registered in the tracking system will only be able to view attributes of the serial 
numbers and not unique numbers associated with the compliance instruments.  

D.  Ensure Linkage Does Not Adversely Affect Covered Entities In California

D1.  Ensure Permanence of Compliance Instruments Issued from Linked Jurisdictions

PG&E appreciates that, as indicated in the Initial Statement of Reasons, ARB is committed to 
working closely with Quebec staff to resolve any potential issues so as to ensure that delinking is 
not necessary. However, if such efforts fail, staff would have to propose regulatory action to the 
Board with no certainty that Quebec compliance instruments would continue to be eligible for 
use in California.  Given that compliant entities do not know the issuing jurisdiction of 
allowances in their holdings, this would create great uncertainty in the markets.  PG&E 
recommends that ARB establish the continuing fungibility of Quebec-issued instruments before 
the fact so as to avoid the possibility of such uncertainty.

D2.  Approve Additional Offset Protocols and Adjust Quantitative Usage Limit

PG&E believes that the use of high-quality offsets is an effective cost containment tool and an 
essential part of a successful cap-and-trade program.  In fact, ARB’s May 2012 economic 
analysis forecasts an increase of 14 percent in allowance prices if offset volume falls below 80 
percent of that allowed in the regulation.  PG&E’s economic analysis forecasts allowance prices 
to more than double without the use offsets.  As stated in PG&E’s February 17, 2012, comments, 
without the approval of additional protocols and adjustment to the implementation of the 
quantitative usage limit, the cost containment objectives with respect to the use of offsets in the 
cap-and-trade program will not be realized.

PG&E is encouraged that Western Climate Initiative Partner Jurisdictions “will begin the review 
and evaluation” of four new protocols, two of which are new for the ARB – Coal Mine Methane 
and Small Landfills.  Unfortunately, these protocols will not produce sufficient volume of offsets 
for cost containment.  PG&E recommends that the ARB and Quebec adopt the Climate Action 
Reserve’s Nitric Acid Production and Coal Mine Methane protocols, as well as the American 
Carbon Registry’s Protocol for Conversion of High-Bleed Pneumatic Controllers in Oil & 
Natural Gas Systems.  These two protocols show the greatest potential of quickly delivering high 
quality reductions.

Given the time required to approve additional protocols, the current limited supply of offsets, and 
the uncertainty surrounding the outcome of the Citizens Climate Lobby lawsuit, PG&E also 
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requests that the quantitative usage limit apply to a complying entity’s total compliance 
obligation from January 1, 2013, through the current compliance period.  This will allow time for 
the offset market to develop projects while maintaining the current cap on the use of offset 
credits. 

D3.  Make Other Changes Necessary to Harmonize California and Quebec Cap-and-Trade
Programs

PG&E appreciates ARB’s efforts to ensure that linkage occurs in a manner that does not 
adversely affect covered entities in California.  On April 13, 2012, PG&E submitted comments 
on the draft amendments, which provided a number of other recommendations to refine the 
regulation in this regard.  (See Attachment A, pp. 5-7.)  PG&E recognizes that there is 
insufficient time to make all of these changes in time to allow the first auction to occur this year.  
However, PG&E urges ARB to carefully review these suggestions and make these changes in the 
next set of amendments.

Thank you for the opportunity to submit these comments.  We look forward to continuing our 
work with the ARB and all concerned stakeholders to ensure the successful implementation of 
AB 32.

Very truly yours,

/s/

Judi K Mosley

JKM:kp

cc: Ray Olsson, via email
Edie Chang, via email
Rajinder Sahota, via email
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