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June 7, 2010

Ms. Mary Nichols

Chair

California Air Resources Board 

1001 I Street 

Sacramento, CA, 95814 -2828

Re: Division of Ratepayer Advocates’ Comments on the 
ARB Staff’s Proposal on Cap-and-Trade Regulation 

Dear Ms. Nichols: 

The Division of Ratepayer Advocates (DRA) is an independent division of the California Public Utilities Commission (CPUC) created by state legislation. DRA’s mission is to obtain the lowest possible consumer rates for utility services consistent with safe and reliable service. DRA appreciates this opportunity to submit comments to the Air Resources Board (ARB) regarding the ARB Staff’s Proposal on a greenhouse gas (GHG) cap-and-trade program. 

DRA continues to support consideration of a carbon tax to reduce greenhouse gas emissions because a carbon tax would be less prone to manipulation and would offer greater cost certainty. However, DRA’s comments will focus on the current ARB Staff’s Proposal. 

DRA filed comments in January regarding the ARB’s Preliminary Draft Regulation (PDR) and the recommendations of the Economic and Allocation Advisory Committee (EAAC). In those comments, DRA articulated several concerns (and related recommendations), including:

1. The risks and increased costs for ratepayers associated with utilities purchasing 100% of GHG allowances at the start of the cap-and-trade program, as recommended by EAAC.

2. The importance of establishing allowance price cap and floor provisions, and/or the establishment of a strategic reserve to control allowance cost volatility. 

3. The need for an additional “safety valve” and the ability of an independent market oversight board to proactively prevent major economic disruptions due to runaway levels of allowance prices. 

4. Preventing auction revenues from flowing into California’s General Fund.

A workshop was held at ARB headquarters on May 17 to discuss the ARB Staff's Proposal for modifying the ARB’s proposed GHG Cap-and-Trade program. DRA supports the ARB’s willingness to revisit many aspects of its proposed regulation in response to input from stakeholders and believes that the workshop process will help to ensure the cap-and-trade program achieves the goals of AB 32 while minimizing the harm to the California economy. 

DRA particularly supports the provision of transition assistance to regulated utilities for the benefit of their ratepayers, who are already bearing increased costs associated with the Renewables Portfolio Standard and other GHG mitigation measures. 

The following are DRA’s comments on Staff’s Proposal:

1. DRA supports the concept of free allocation of emissions allowances to public utilities based on a GHG emissions benchmark tied to retail electricity sales. DRA looks forward to participating in workshops to help ensure that the benchmark is appropriately established and helps to compensate consumers for the increased costs associated with cap-and-trade. 

2. DRA understands the justification for denying free allowances to fuel providers, but recommends that the ARB consider free allowance allocation to gas utilities. The ratepayers of these regulated companies will also be adversely impacted by the cost of cap-and-trade. According to recent estimates in the Updated Economic Analysis of California’s Climate Change Scoping Plan, issued by the Air Resources Board on March 24, 2010, the impact of AB32 on gas ratepayers is likely to be significant. DRA recommends that transition assistance to gas utility ratepayers in the form of free allowance allocation be considered in workshops as well. 

3. DRA believes the double-sided auction proposal is an innovative approach to allocating allowance value to utilities and maintaining a uniform carbon price signal. However, in workshops, DRA believes it will be important to explore the incentive impact of the double-sided auction in terms of bidding strategy. Will parties who are compensated for the value of their allowances have the same incentive to bid low as parties who are only buyers and not both buyers and sellers? DRA recommends there be an analysis of the impact of this auction design on bidding behavior to ensure it does not inflate allowance prices. 

4. DRA supports Staff’s proposed strategic allowance reserve to mitigate allowance price volatility. We look forward to participating in workshops to address the appropriate use of the strategic reserve, appropriate price levels at which the strategic reserve will be triggered, and how to create a safety valve to protect the market if the strategic reserve is inadequate to prevent allowance price runups. 

5. DRA notes that Staff’s proposal does not address the issue of effective oversight of the cap-and-trade allowance market. DRA reiterates that a market oversight body, with rules to be developed with input from stakeholders, will be essential for successful enforcement of the cap-and-trade auction rules and monitoring the emerging emissions market. 

6. DRA continues to be concerned about the potential for the allowance value to be retained by the State to mitigate the budget deficit as DRA believes this may violate the Sinclair Paint decision
. All allowance revenues must be returned to consumers or used to further the goals of AB32. 

Thank you for this opportunity to comment on the Staff Proposal and we look forward to working with ARB staff to refine the program in the coming months.

Best Regards, 

Cynthia Walker

Program Manager

Energy Policy & Procurement Branch

Division of Ratepayer Advocates 

California Public Utilities Commission 
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