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January 11, 2010

Mr. Kevin M. Kennedy

Assistant Executive Officer 

Office of Climate Change 

California Air Resources Board

Sacramento, CA 95814
RE:
Comments of the Geothermal Energy Association on the Preliminary Draft Regulations (PDR) for a California Cap and Trade Program

Dear Mr. Kennedy:

The Geothermal Energy Association (GEA) submits the following comments on the Preliminary Draft Regulation (PDR) for a California Cap and Trade Program. We commend CARB for your thoughtful presentation of the cap and trade regulatory framework, and we recognize that this Program is an essential component of the AB 32 Scoping Plan framework.  We look forward to working with CARB in the development of these regulations. 

As the nation’s leading trade association for the geothermal industry, GEA represents all of the producers of utility-scale geothermal energy in California (complete membership list attached).  We have also attached our November 2009 comment letter on CARB’s Concept Outline for the Renewable Electricity Standard (RES) regulations.  As you will see in our comments on the Cap and Trade Program proposal, GEA strongly believes that CARB needs to closely coordinate these two regulatory efforts.

 

General Comments on the Proposed Draft Regulations for a California Cap and Trade Program

 

The cap and trade program regulations must be carefully designed to support, and certainly not complicate, other fundamental strategies of the AB 32 Scoping Plan.  In particular, GEA is concerned that CARB must closely coordinate the development of cap and trade regulations to ensure that the Program fully complements the Renewable Electricity Standard (RES) regulatory package that is also slated for approval in 2010.  

According to the Scoping Plan, California must achieve the RES goal of procuring 33% of the state’s electricity mix from renewable sources by 2020 in order to meet statewide greenhouse gas reduction targets. As the Scoping Plan points out, the Electricity and Commercial/Residential Energy sectors contribute over 30 percent of the state’s greenhouse gas emissions.  Therefore, valuation and allocation of allowances and offsets should be used to encourage and reward the development and procurement of renewable energy resources. 

The energy sector presents some unique challenges for the cap and trade market instruments of allowances and offsets. A threshold issue for those in the renewable energy development business is whether the cap and trade program "surrender obligation" for allowances will apply to geothermal power plants.  The staff's proposal to not create surrender obligations for "fugitive emissions"
 from geothermal facilities is the correct and feasible approach, and it demonstrates CARB’s understanding of our main contention: the state must do everything it can to encourage a major shift to renewable energy sources, and it cannot overly burden the very industries it is attempting to support through contradictory regulatory and market mechanisms.

GEA would like to work with CARB and other interested parties to integrate certain aspects of the RES and cap and trade regulations to maximize opportunities for environmentally responsible renewable energy development. In particular, the geothermal industry believes it has an essential role to play in helping California achieve timely, real, meaningful and verifiable emissions reductions from the electricity sector. Geothermal energy facilities produce a baseload electricity resource that delivers power to the grid in a reliable and consistent manner. As California utilities comply with state laws designed to end dependence on out of state coal plants for baseload electricity supplies, we will need to look at replacement sources of power that offer similar grid stability and economic advantages, and that also qualify as “renewable” under state RPS/RES laws and regulations.
Once consensus is reached in California on the structure of the cap and trade program, we will work with CARB to ensure that the Western Climate Initiative (WCI) adopts the same basic regulatory policies for a regional/western states cap and trade market.

Specific Comments on  Preliminary Draft Regulations (California Cap on Greenhouse Gas Emissions and Market-Based Compliance Mechanisms)
1. Covered Entities and Surrender Obligation Determinations (Section 95950 and Attachment 6)

 The AB 32 legal standard for who is regulated by the law (i.e. a “covered entity
”) is based both on hard numerical GHG emissions figures developed by CARB, and discretionary authority to determine what activities and parties it actually makes sense for California to try to regulate. For instance, the cap and trade program’s “covered entity” emissions figure of 25,000 MTCO2e/year and the 2,500 MTCO2e/year mandatory reporting trigger for electricity generators provide clear benchmarks for anticipating regulatory coverage.  However, The PDR appears to be inconclusive and potentially even contradictory in its treatment of fugitive emissions from geothermal plants.

In reviewing the language in Section 95820 regarding “Covered Entities”, it would appear that geothermal power plants certainly qualify as facility operators under the definition of “electricity generation.” It is also true that several geothermal companies reported annual emissions in excess of the 25,000 MTCO2e/year threshold described in Section 95830. However, when you get to Section 95950, the regulations do not validate or reference the staff recommendation contained in Attachment 6.
 In the “Detailed Scope Table”, CO2e emissions from geothermal plants are categorized as “fugitive emissions” which do not incur surrender obligations.  

In order to clarify the regulations, GEA suggests the addition of the following subsection in Section 95950:

Insert new subsection (3) in Section 95950(a)

(3) Fugitive emissions of greenhouse gases reported by geothermal power plants are excluded from the calculation of a surrender obligation and the determination of the inclusion threshold for covered entities in Section 95830.
This clarification is warranted for several reasons:

· Based on the 2008 data from the Mandatory GHG Emissions Reporting Program, fugitive CO2e emissions from geothermal facilities are far below levels generated by other similar sources of baseload electricity derived from the combustion of fossil fuel sources (i.e. natural gas or coal). It is worth mentioning that geothermal power plants do not rely on combustion processes, but instead convert the earth’s heat energy stored in hydrothermal water resources into electricity. As the PDR notes, one of the tests for developing an individual quantification methodology for purposes of establishing a surrender obligation is whether “the methodology is related to a meaningful portion of the GHG emissions emitted by California.”
 We do not believe that is the case for GHG emissions related to the production of geothermal energy.

· Although the geothermal industry is complying with California’s mandatory GHG reporting requirements, the type and extent of fugitive emissions from our facilities are not actually amenable to regulation under the cap and trade program, and in some cases fall well below the 25,000 MTCO2e used to determine covered entity status.   The factors outlined in Attachment 5 related to the feasibility and suitability of developing individual quantification methodologies are all very relevant to the discretionary decision of whether it makes sense to create surrender obligations for geothermal power facilities.  Based on the principles mentioned on page 99 of the PDR, geothermal power plants should not be considered as points of regulation under the cap and trade program.

· Ongoing research by GEA bolsters the CARB staff recognition that trying to develop an accurate quantification methodology for GHG emissions from geothermal facilities would be extremely complicated and expensive. For instance, CARB would have to work with our industry to make a distinction between the current natural “baseline” of CO2e emissions from the earth's geothermal features, versus those associated with production of electricity from hydrothermal resources through the various geothermal technologies.  To illustrate the complexity of the task, some studies seem to indicate that operating geothermal power plants at certain sites actually reduces the CO2e emissions that were already naturally occurring.
 

· The Final Rule for Mandatory Reporting of Greenhouse Gases
 approved by the U.S. Environmental Protection Agency (EPA) does not appear to require the reporting of fugitive CO2e emissions related to electricity generation at geothermal power plants. The Rule is clear that states can enact more stringent reporting and emission reduction programs, but the question that CARB staff posed on page 103 of Appendix 6 about federal consistency with the PDR’s proposed treatment of geothermal emissions seems to warrant a finding of consistency. 

Finally, the WCI should adopt the same policy of excluding fugitive emissions from geothermal plants from surrender obligations in their cap and trade program. At this point, it would appear that the WCI is considering “industrial process emissions” to presumably include geothermal fugitive emissions.
 We think that clarifying the PDR on this point will provide the appropriate guidance to the WCI as they finalize their program design for launch in 2015.

2. Allowance Budget Adjustment for Voluntary Investment in Renewable Sources of Electricity Generation (Section 95910 and Subarticle 8)

In conjunction with the RES, it would seem appropriate to consider how and when to allocate allowances for actions that (1) promote the advancement of RES compliant energy choices by regulated parties and (2) quickly and dramatically reduce California's carbon footprint.  Although GEA does not have specific proposed regulatory language at this time, we will be working closely in the RES regulatory process and this effort to identify ways to protect, recognize and value the investment that parties and entities have made in renewable energy development and delivery.

For instance, could California create an allowance valuation or allocation to a utility for boosting its renewable energy portfolio, or could the value potentially accrue to a renewable energy generator? GEA would like to work with CARB to develop further details on this concept as you prepare and release regulatory language for Section 95910(b) (“Discussion of Concept – Adjustments to the Base Allowance Budgets for Voluntary Investment in Renewable Sources of Electricity Generation”) and for Subarticle 8 (“Distribution of Allowance Value”).  

As CARB develops draft language in these sections of the PDR, GEA has a very specific scenario in mind that we think deserves the explicit consideration of the RES and cap and trade efforts. Specifically, CARB (and your sister agencies) should initiate a RES "33% scenario planning study" that examines how California could use in-state and out-of-state geothermal energy resources to replace baseload electricity from out of state coal plants. If that scenario proves economically and technically feasible in the RES process, we would urge CARB to consider creating allowance allocations and valuation policies to support the effort.  

The additional development of 2000-4000 MW of geothermal energy in the next 10-15 years could lead to some very dramatic greenhouse gas reductions for California.  The geothermal resource base exists, the scenario planning promotes system reliability by replacing "baseload with baseload", there appear to be some transmission system advantages and cost-savings, and this strategy would show a clear and immediate reduction of one of the most significant sources of GHG emissions attributable to CA.  As the Scoping Plan points out, “Although electricity imported into California accounts for only about a quarter of our electricity, imports contribute more than half of the greenhouse gas emissions from electricity because much of the imported  electricity is generated at coal-fired power plants.”

Conclusion

The Geothermal Energy Association appreciates the opportunity to comment on the Proposed Draft Regulations for the Cap and Trade Program.  We look forward to working with CARB staff and other stakeholders in the coming months as the regulations are refined and finalized. If you have any questions about our comments, or the perspective of the geothermal industry on AB 32 implementation, please do not hesitate to call me at 202-454-5264 or via email at karl@geo-energy.org. You can also contact our Western States Representative John McCaull at 530-979-7586 or at john@geo-energy.org.  

Sincerely,

Karl Gawell






John McCaull

Executive Director





Western States Representative

Geothermal Energy Association



Geothermal Energy Association

C.C.  
Mary Nichols, Chair, CARB

James Goldstene, Executive Officer, CARB
GEA Members Companies 2009

(GEA Board Members in ALL CAPS)

101 Pipe and Casing, Agoura Hills, CA

Agua Caliente, Denver, CO

Airgas, Inc., Radnor, PA

Almar Professional Land Services, Inc, Mesquite
, NV

AltaRock Energy, Inc, Sausilito, CA

American Cargoservice, Inc., San Diego,
CA

APS Renewable, Phoenix, AZ

Arete Capital Partners, Malvern, PA

Baird Hanson, Boulder, CO

Baker Hughes Inteq, Santa Rosa, CA

Bob Lawrence, Alexandria, VA

Bottle Rock, Santa Monica, CA

Briggs Electric Inc., Carson City,
NV

Building and Construction Trades Council of Northern Nevada, Sparks, NV

CALPINE CORPORATION, Middleton, CA

Cameron, Bakersfield, CA

Crane Mountain Geothermal, Inc., West Linn, OR

Datum Horizon Geological Consultants, Pocatello, ID

Davenport, Greenwich, CT

Delaney Law Office, Glenwood Springs, CO

Diversified Utility Services, Inc, Bakersfield, CA

DOMENIC J. FALCONE & ASSOC, New Hope,  PA 

ElectraTherm, Inc., Carson City, 
NV

ENEL NORTH AMERICA, Andover, MA

Energy 5.0, West Palm Beach, FL

Energy Geoscience Institute, Salt Lake City, UT

Energy Strategies and Solutions, LLC, Arvada, CO

EnergyCo LLC, Irving, TX

Enlink Geoenergy,  Houston, TX

Ensign Energy Services Inc., Denver, CO

Gas Technology Products, Schaumburg, 
IL

GeoGlobal Energy LLC, Evergreen, CO

GeoTek Energy LLC, Midland, TX

Geothermal Development Associates, Reno, NV

Geothermal Resource Group, Palm Desert, CA

GEOTHERMEX, Richmond, CA

Geysir Green Energy, Keflavik, Iceland

Google, San Francisco, CA

Gradient Geothermal, Inc., Missoula, MT

Halliburton, Bakersfield, CA

Hannon Armstrong, Annapolis, MD

Holland & Hart, Denver, CO

ISLANDSBANKI, Reykjavik, Iceland

Jeffrey Hulen, Ivins, UT

Jim Ray Co., Inc., Houston, TX

Lockheed Martin, Mannassas, VA

Mafi-Trench Company, Santa Maria, CA

Magee Geophysical Services, LLC, Reno, 
NV

Magma Energy, Reno, NV

MIDAMERICAN ENERGY HOLDINGS CO, Washington, DC

Mitsubishi, Newport Beach, CA

Montgomery Street Financial Services, LLC, San Francisco, CA

Navopache, Lakeside, AZ

NEVADA GEOTHERMAL POWER INC., Vancouver, BC

NEVADA POWER CO, Las Vegas, NV

NORTHERN CALIFORNIA POWER AGENCY, Middleton, CA

ORMAT INTERNATIONAL, INC., Reno, NV

PBS&J, Phoenix, AZ

Perkins Coie, Bellevue, WA

Perma Works, Alburquerque, NM

Potter Drilling, Redwood City, CA

POWER Engineers, Hailey, ID

PowerChem Technology, LLC, Minden, NV

PRE Holdings, Littleton, CO

Rain for Rent, Bakersfield, CA

RAM POWER, Reno, NV

Raser Technologies, Provo, UT

Reznick Group, Vienna, VA

RMT Inc., San Mateo, CA

RTI Energy Services, Houston, TX

Ruen Drilling, Inc., Clark Fork, ID

S4 Consultants, Woodlands, TX

SAIC, San Diego, CA

SensorTran, Inc., Austin, TX

Shaw Power, Baton Rouge, LA

Sierra Geothermal Power Corp.,  Olympia, WA

Smith Fibercast, Sand Springs, OK

SNC- Lavalin Constructors Inc, Bothell, WA

Snohomish Public Utility District#1, Everett, WA

STOEL RIVES, Sacramento, CA

Synchronicity 1, Penn Yan, NY

Terra Caliente, Denver, CO

TERRA-GEN OPERATING COMPANY, LLC, Reno, NV

THERMASOURCE, INC., Santa Rosa, CA

Tranter Incorporated, Wichita Falls, TX

Turbine Air Systems, Houston, TX

Turbo Care, Perris, CA

UNITED TECHNOLOGIES CORPORATION, Washington, DC

US GEOTHERMAL, Boise, ID

US RENEWABLES GROUP, White Plains, NY 

Viasyn, Inc., San Ramon, CA

Visionary Industrial Insulation Products, Ltd., Kapolei, HI

VULCAN POWER, Bend, OR

Western Cultural Resource Management, Inc., Boulder, CO

Wise Heating and Cooling, West Branch, MI

Wolverine Tube Inc., Decatur, AL

Wood Group Thomason, Houston, TX

Worley Parsons, Folsom, CA
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November 20, 2009

Mr. Gary Collord

California Air Resources Board (CARB)

Energy Division

P.O. Box 2815
Sacramento, CA 95812-2815

Dear Mr. Collord:

The Geothermal Energy Association (GEA), which includes all of the geothermal energy companies that operate in California, submits the following comments on your “Proposed Concept Outline for the California Renewable Electricity Standard”(RES) released for public review on October 30, 2009.  GEA would like to thank you for the excellent public workshop on the RES regulatory effort, and for the opportunity to comment on the Concept Outline.   

GEA has the following comments and concerns:

1.
GEA would like to reiterate our concern that the top priority of CARB’s RES proceeding should be to harmonize the new 33% regulatory standards with the state’s current requirements for the “renewable portfolio standard” (RPS).  

According to 2008 data, the geothermal industry is the leading provider of GWh/year of renewable energy in California.  As you know, the state’s retail electricity providers have been struggling to meet the current 20% by 2010 RPS standard.  As the California Public Utilities Commission noted in their recent RPS Quarterly Report Q4 2009, California is really looking at a 2013-2014 compliance timeframe for the 20% goal.  As the same report notes, “on an aggregated basis, 13% of IOU electric retail sales were served by RPS eligible resources in 2008.” 

Before CARB creates any new RES procurement and compliance requirements for the 2014-2020 timeframe, the Board needs to carefully focus on how your actions can not only “build upon and complement” the state’s RPS Program, but actually enhance and expedite the current program to speed progress towards the 20% goal.  As developers of renewable energy projects, our major concern is that the state set clear procurement targets for load-serving entities and that we focus on the Governor’s Executive S-21-09 Order mandate to:

“establish the highest priority for those resources that provide the greatest environmental benefits with the least environmental costs and impacts on public health that can be developed most quickly and that support reliable, efficient, cost-effective electricity system operations including resources and facilities located throughout the Western Interconnection.”

2.
Responses to Part II -- Section by Section Discussion of the Renewable Electricity Standard
· Applicability of the Renewable Electricity Standard
GEA agrees with CARB that the RES should apply to all California electrical corporations, electric service providers, community choice aggregators, electrical cooperatives, and local publicly owned electric utilities as “regulated parties.”

· RES Eligible Resources

GEA strongly agrees with CARB that the current statutory definition of “eligible renewable resources or fuels currently eligible under the Renewable Portfolio Standard (RPS) program” should be adopted through the RES regulation.  Proposals to amend the current RPS eligibility definition are complications that CARB must avoid in the RES regulation adoption process if it is to achieve its goal of developing an approach that fully utilizes and compliments the existing RPS program.

· Geographic Eligibility

The Concept Outline states that “staff seeks comments on the potential impact of modifying the deliverability requirements for out-of-state generating resources.”  Staff is proposing that “Facilities located in- or out-of-state, and connected to the Western Electricity Coordinating Council (WECC) transmission system, would be eligible for the RES.”  GEA generally agrees with this concept, with the caveat that the priority should be actual delivery of RPS/RES compliant power to California.  

As Governor Schwarzenegger articulated in his Executive Order, California is not likely to meet RPS/RES targets solely through the development of in-state renewable energy resources.  There are too many permitting, land-use, cost and transmission constraints in California to expect that we can build enough capacity in the next 11 years to reach a 33% RES goal.  This reality will necessitate that we look at creative and cost effective ways to bolster in-state renewable energy development , and include delivery of out of state renewable energy to the California market. All of this will require that we create additional incentives and expedited permitting and appeal processes for renewable energy projects in California.  As noted below, GEA would like to make this a further discussion topic with CARB.

· Purchase and Use of Renewable Energy Credits (RECs)

CARB is proposing that “power purchase agreements for energy and RECs, REC-only transactions, and generation owned by regulated parties would be eligible to satisfy the RES.”  As it relates to the geographic eligibility question and REC markets, GEA is generally supportive of the concept of a procurement hierarchy that promotes the following objectives:

· First priority: development of new, in-state renewable energy projects

· Second priority: out of state delivered power with associated REC’s

· Third priority: purchased of WECC generation with unbundled REC’s 

The importance of the procurement hierarchy also helps alleviate the problems of leakage, and the de factor shifting of high GHG emitting energy source purchases to other out of state markets. Another method of ensuring that California not become too reliant on solely purchasing out of state unbundled REC’s to satisfy RES requirements is to limit the quantity or percentage of REC’s that can be purchased by regulated parties to satisfy RES targets. For instance, regulated parties could be limited to only claiming 20% of a RES target through the acquisition of unbundled REC’s.  Another concept would be that purchase of unbundled out of state RECs should be limited to making up for shortfall purchases in connection with Power Sales Agreements that otherwise are in compliance with California requirements.

· RES Compliance Options and Metrics

GEA supports the proposed option to measure compliance based on the current RPS metric of MWh of eligible renewable generation obtained by regulated parties.  Although the Concept Outline suggests an intriguing idea of developing a “compliance credit” whereby MWh of eligible generation would be converted to tons of GHG reductions to determine a regulated party’s compliance, GEA believes that CARB needs to favor on the side of simplicity and certainty. 

CARB has asked for additional comments and feedback “on the feasibility of using prescribed GHG factors for various resource types.”  In addition, CARB asks for feedback in Attachment 3 on the topic of “RES Generator GHG Factors.”  GEA has no doubt that geothermal resources would compete very effectively with other technologies if GHG reduction factors were used to determine RES compliance.  For instance, geothermal base load resource capacity could be used to displace heavy-GHG emitting electricity sources such as out of state coal power plants.  This approach could potentially lead to a very high “value added” factor for expanding geothermal energy delivery to California.  As the Outline points out, the goal is to create “an incremental incentive to select the least GHG intensive resource.” In our case, demonstrating that geothermal energy development in California that directly displaced out of state coal-energy delivery could clearly illustrate how the RES was leading to major reductions in GHG emissions for California. 

· RES Compliance Credits

The Outline proposes that “RES compliance credits (whether based on a percent generation or GHG metric) that exceed a regulated party’s obligation for a compliance period, could be used for future compliance periods or traded with other regulated parties.”  GEA is concerned that this proposal could actually undermine the goals of AB 32, create another complicated “credit” trading scheme and create disincentives for “regulated parties” to actually stimulate market demand for new renewable energy projects.

· Other Technologies and Changes in Load

GEA does not believe that deployment of other technologies promoted in the AB 32 Scoping Plan (such as rooftop PV and CHP systems) should reduce the RES obligation for regulated parties just because these technologies reduce a regulated party’s load.

Additionally, staff seeks comments on the concept of excluding future load deliveries to plug-in hybrid vehicles from the RES obligation.  GEA strongly believes that if one of the goals of the AB 32 Scoping Plan is to move towards “electrifying” the transportation system, and move away from an over-dependence on fossil fuels, then we want to encourage the greenest and cleanest electricity grid possible.  If load increases due to widespread deployment of plug-in hybrids or other electric vehicles, that policy choice and market decision only makes sense if we have gone to a 33% RES and beyond.  In other words, this is a good reason for load increases, and it should be accounted for and recognized as part of the 33% RES obligation.

GEA Requests a Meeting with CARB Staff to Discuss “Cross-Cutting” Issues for the Geothermal Industry

Again, GEA thanks CARB for the opportunity to comment on the Concept Outline for the RES Program.  We are interested in arranging a meeting with CARB staff to discuss our comments, and to have a more broad-ranging discussion on issues unique to the geothermal industry for the RPS/RES program, and how we can help the state achieve the AB 32 Scoping Plan objectives.  We will continue to monitor your public workshop and hearing process for the RES Program, and we will follow up with your staff to arrange a specific meeting time.  At that meeting, we would bring in technical experts from our industry to meet with CARB staff.  

Please contact me at (202) 454-5264 or via email at karl@geo-energy.org or our Western States Representative John McCaull at (530) 997-7586 or john@geo-energy.org if you have any further questions.

Sincerely,

Karl Gawell




John McCaull

Executive Director



Western States Representative

        			  209 Pennsylvania Ave, SE        Washington, DC 20003  U.S.A.�
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� See Page 103 of PDR for California Cap and Trade Program


� See Section 95820- definition of covered entity


� See Page 103.


� Page 99, Attachment 5, “Evaluating Quantification Methodologies for Inclusion in the Scope of the 


Cap-and-Trade Program”


� “� HYPERLINK "http://www.geo-energy.org/publications/reports/Environmental%20Guide.pdf" ��A Guide to Geothermal Energy and the Environment�”, GEA (April 2007).


� Bloomfield, K., Moore, Joseph and Nellson, Robert. “� HYPERLINK "http://www.geothermal.org/articles/greenhousegases.pdf" ��Geothermal Energy Reduces Greenhouse Gases�” Climate Change Research,(March-April 2003)  


� Page 56260,  Federal Register, Vol. 74, No. 209, Friday, October 30, 2009, Rules and Regulations 


40 CFR Parts 86, 87, 89 et al. 





� As noted in the WCI September 2008 Design Recommendations for the WCI Regional Cap and Trade Program, “some stakeholders suggested that the process emissions from geothermal electricity generation should be excluded because geothermal electric generation is a low-emitting process.”


� Page 12, � HYPERLINK "http://www.arb.ca.gov/cc/scopingplan/document/adopted_scoping_plan.pdf" ��AB 32 Climate Change Scoping Plan�, December 2008, California Air Resources Board





