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I. 
INTRODUCTION
Southern California Edison Company (“SCE”) welcomes this opportunity to provide its comments on the California Air Resource Board (“CARB”) staff’s workshop on “Point of Regulation for the Sources of Fuel Combustion Included in the Second Compliance Period in a California Cap-and-Trade Program,” presented on June 23, 2009.  SCE’s comments on this topic are limited to the inclusion of small electricity generators within the scope of combustion sources to be regulated upstream via their fuel providers beginning in the second compliance period.  SCE also offers a few comments regarding fuel production pathway emissions upstream from the point of regulation for natural gas and its potential impact on the electricity sector.
II. 
CARB should lower the narrow scope threshold for electricity generating facilities and minimize the number of electricity generating facilities that must be regulated upstream 
As SCE has stated in prior comments, CARB should lower the threshold for electricity generating facilities that are directly regulated in the first “Narrow Scope” compliance period of the cap-and-trade system so that very few, if any, electricity generating facilities have to be included within the scope of combustion sources to be regulated upstream via their fuel providers beginning in the second “Broad Scope” compliance period.
  SCE believes that electricity generation sources will pose unique challenges to the fuel suppliers, i.e., local distribution companies (“LDCs”), intrastate pipelines, and perhaps interstate pipelines for those small electricity generating facilities who are supplied directly from such pipelines.  These difficulties can be avoided by lowering the threshold for inclusion in the cap-and-trade program’s “Narrow Scope” so that all but the smallest electricity generating facilities are included. 

In particular, because of the annual variability in generation, it is possible that many small electricity generating facilities will be below the proposed 25,000 MT CO2e threshold for inclusion in the “Narrow Scope” in some years, but above the threshold, and thus directly regulated in the first compliance period, in other years.  Whereas LDCs (as the proxy for all fuel suppliers to electricity generating facilities) will likely be able to accurately track total fuel deliveries to electricity generation facilities, LDCs will have to rely on CARB’s mandatory reporting and verification program in order to definitely conclude whether specific electricity generating facilities are being directly regulated in the first compliance period (allowing the LDC to “net out” the facility’s fuel consumption from the LDC’s obligation) or whether the LDC needs to comply for the electricity generating facility’s fuel consumption and retire sufficient GHG allowances.  
Both LDCs and electricity generating facilities are likely to find this uncertainty and lack of control over compliance costs unappealing and perhaps unacceptable.  Such uncertainty complicates efficient hedging of compliance requirements because the compliance entities are not sure of their compliance obligations.  In addition, this uncertainty will likely complicate any allowance allocation scheme, especially if the allowances are to be allocated based on some historical evidence of likely compliance requirements.  Furthermore, this timeline implies another lengthy step in the compliance cycle.  LDC’s compliance obligations could only be verified, on a netted out basis, after electricity generating facilities’ direct emissions have been reported and verified by CARB. 
These complications can be avoided under a simplified system where all but the smallest electricity generating facilities are directly regulated as part of the “Narrow Scope” sources covered in the first compliance period.

III. 
CARB should not include fuel production pathway emissions upstream from the point of regulation for natural gas
CARB has not provided a strong justification why it must take into account natural gas’s upstream fuel production pathway emissions, sometimes synonymous with “life cycle” emissions, in determining the compliance obligation of the “Broad Scope” sources. 

When compared to the inherent naturally occurring carbon content of natural gas, the fuel production pathway emissions tend to be relatively very small.
  Furthermore, the “Narrow Scope” electricity generating facilities and large industrial facilities, who are much larger users of natural gas than the “Broad Scope” sources, will likely report their actual stack emissions, which do not take into account natural gas’s fuel production pathway emissions.  Unless CARB also wants to modify the entire data collection and reporting regime for all users of natural gas (i.e., “Narrow Scope” and “Broad Scope” sources), taking fuel production pathway emissions into account only for “Broad Scope” sources will create uneven treatment between different users of the same fuel.  

Because natural gas’s upstream pathway emissions tend to be very small, CARB should not take its upstream pathway emissions into account in determining the compliance obligations of the “Broad Scope” sources. 
IV. 
CONCLUSION

SCE appreciates this opportunity to comment on these issues.  SCE urges CARB to adopt regulations which are in line with the principles SCE sets forth herein. 
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� 	See Comments of Southern California Edison Company to the California Air Resources Board on Reporting and Verification in a Cap-and-Trade Program at 1-3 (July 9, 2009).


� 	This is different for biofuels.  Biofuel fuel production pathway emissions can typically be much bigger compared to its carbon footprint at the time of combustion.
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