DOCKET

BEFORE THE PUBLIC UTILITIES COMMISSION O? QILP“ !
OF THE STATE OF CALIFORNIA DATE 0 2 xm
Order Instituting Rulemaking to Implement the

RECD_ JUL G2 2ot
Commission’s Procurement Incentive Framework and

to Examine the Integration of Greenhouse Gas R. 06-04-009
Emissions Standards into Procurement Policies.

COMMENTS OF THE WESTERN POWER TRADING FORUM
ON THE JOINT STAFF PROPOSAL FOR REPORTING OF
GREENHOUSE GAS EMISSIONS BY LOAD-SERVING ENTITIES

Clarc Breidenich Daniel W. Douglass

224 ¥ 24™ Avenue East Douglass & Liddell

Seattle, Washington 98112 21700 Oxnard Street, Suite 1030

Telephone: (206) 829-9193 Woodland Hills, California 91367

Email: clare@wptf.org Telephone: (818) 961-3002

GHG Consultant Facsimile: (818)961-3004
Email:

douglass{@encrgyatiorney.com

Attorneys for the
WESTERN POWER TRADING FORUM

July 2, 2007


mailto:klatt@energyattorney.com

TABLE OF CONTENTS
L. INEEOAUCTION ...ttt ettt et sb et st esbeenae s
IIL. COIMIMENES ...ttt ettt e e bt e e bt e et eesabe e e sabe e e sabeeesabeeeeabeeeenseesneeas
A. Treatment of unspecified pOwer purchases...........ccccoeveeeiieiieniiienieeieeee e

B. Contract-Shuffling ........cooovieiiiiiie e e e

I11. COMCIUSION ettt e e e e e e e et e e e e e e e e e e e aeeeeeeeeaaaaaaaeeeeeeeennnnaas



BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking to Implement the

Commission’s Procurement Incentive Framework and

to Examine the Integration of Greenhouse Gas R. 06-04-009
Emissions Standards into Procurement Policies.

COMMENTS OF THE WESTERN POWER TRADING FORUM
ON THE JOINT STAFF PROPOSAL FOR REPORTING OF

GREENHOUSE GAS EMISSIONS BY LOAD-SERVING ENTITIES

In accordance with the direction provided in the June 12, 2007 Ruling under
Rulemaking 06-04-009, the Western Power Trading Forum (“WPTF”) respectfully
submits the following comments on the “Joint California Public Utilities Commission
and California Energy Commission Staff Proposal for an Electricity Retail Provider GHG
Reporting Protocol.” Also, WPTF is concurrently filing these comments in the CEC’s
Docket 07-OITP-01.

L. Introduction

WPTF has not taken a position on whether a load-based greenhouse gas (GHG)
cap for the electric power sector, or the alternative ‘first-seller’ approach recommended
by the Market Advisory Committee is preferable, and our comments should not be taken
as an endorsement of either. However, as the Staff proposal is premised on the
assumption that California will implement a load-based system, our comments are
provided in that context.

In WPTF’s view, the proposed reporting protocol would yield a reasonably
accurate picture of both statewide and entity level emissions from the electric power
sector either in the absence of GHG regulations, or under a source-based cap and trade
system. However, under a load-based cap and trade system, the protocol provides the

incentives and the means to enter wholesale power transactions to reduce assigned



emissions levels. Those transactions may give the appearance of emission reductions,
without stimulating any actual reductions.

Further, WPTF believes that under a load-based system, the differences between
assigned emission rates for specified power and unspecified power in the proposed
protocol provide incentives that run contrary to ongoing efforts to improve the efficiency
and reliability of California electricity markets.

For these reasons, WPTF does not consider the Staff reporting protocol
appropriate for monitoring and enforcing compliance with a load-based emissions trading

system. Detailed comments are provided below.

II. Comments

A. Treatment of unspecified power purchases

WPTF considers the Staff proposal’s reliance on proxy emission rates for
unspecified power to be especially problematic. The marginal dispatch analysis used to
develop the emission factors appears to be methodologically sound and is probably
accurate. However, the assignment of different emission factors for different power
pools provides opportunities and incentives to enter transactions that undermine the
efficient operation of electricity markets and which will reduce the accuracy of these
emission rates over time.

For example, the Staff proposal would assign emission factors of 900 1bssMWH
for power purchased in the CAISO real-time market, and 1000 1bssMWH for power
purchased in the Integrated Forward Market (IFM). Instead of scheduling a resource in
the IFM, the incentive exists to purchase the same power in the CAISO real-time market
and therefore reduce the emissions attributed to each MWH by 100 lbs. In this way, the
incentives created by the GHG limit run directly counter to the States’ efforts to move
power schedules out of the real-time market and into the forward market.

Second, the Staff proposal creates an opportunity to obscure high-emission
generation behind proxy emission factors. Selling this power under unspecified contracts
could save up to 1681 1bssMWH of emissions (i.e. the difference between the emission

rate of a coal-generator and the default emission rate of the Northwest Power Pool). The



ability to reduce assigned emissions will encourage high-emission generation to favor
unspecified sales over unit-specific contracts.

Third, the difference between the default emission rates for the Northwest and
Southwest Power Pools will encourage the scheduling of power for delivery through the
Northwest interties, further congesting these lines. Although daily and seasonal patterns
of imports and load conditions would likely constrain this practice, GHG regulations

should not provide such an incentive.

B. Contract-shuffling

In response to concerns regarding the potential for contract shuffling, the Staff
proposal states that the PUC and CEC would monitor the proportion of unspecified
power in each retail provider’s portfolio, as well as changes in aggregate patterns, during
the early years of reporting, and investigate any perceived shifts. The proposal further
states that cases of suspected contract shuffling would be responded to quickly, but does
not indicate what such a response would be.

Under a load-based system, the compliance obligations will be on retail providers,
but many of the “contract shuffling” activities, such as the examples provided under our
comments on the treatment of unspecified power above, will be carried out by suppliers.
Retail providers will not have knowledge of, or the ability to influence, these types of
activities. Further, the suppliers who engage in these activities will not be subject to
California regulatory jurisdiction. The Staff proposal to address contract shuffling by
monitoring and educating retail providers is ineffective in addressing these types of
activities.

With respect to specified power purchases, the Staff proposal suggests that claims
to new contracts with low or zero emission power from existing plants should be treated
with skepticism because such contracts are unlikely to induce additional generation. To
address this, Staff proposes special conditions for new contracts with existing plants, such
as limiting these claims to in-state resources or a demonstration that the contract was in
place prior to a plant’s construction. This proposed “additionality test” could interfere
with normal contracting practices and prevent efforts by retail providers to reduce GHG

emissions. This condition could also yield the absurd result that a contract that a retail



provider undertakes to meet the requirements of California’s Emission Performance

Standard could not counted for compliance under a load-based trading system.

C. Exports

The Staff proposal does not provide sufficient discussion of the treatment of
exported power under the reporting system. Staff seems to implicitly assume that, even
under a load-based system, the California Air Resources Board will impose GHG
restrictions on in-state generators that would prevent the generator from exporting
emissions. Regardless of whether this is the case, PUC/CEC staff should address how
responsibility for emissions from generators that export power will be distributed

between California retail electricity providers and exports.

D. Internalization of the GHG price in dispatch decision

Although WPTF does not take a position on the load-based or first seller
approaches, GHG regulation will be most effective and least disruptive of wholesale
electricity markets if the price of GHG emissions is captured at the generator level and
reflected in the subsequent dispatch decision. The staff proposal provides no discussion
of this important issue and it is not clear to WPTF that it has been considered. We
recommend PUC/CEC staff specifically consider whether its proposed approach injects

the cost of GHG emissions into dispatch decisions, and address this in its response.

E. Reporting and Tracking

The Staff proposal would require all retail electricity providers to annually report
all wholesale purchases from specified purchases. For an out-of-state plant, retail
providers would also be required to report the plant’s net generation, fuel-consumption
data, emission and oxidation factors and greenhouse gas emissions. This requirement
creates unnecessary administrative burden for merchant generators, and is duplicative of
information already reported to the Federal Energy Regulatory Commission, the Energy
Information Administration and the Environmental Protection Agency. Further, changes
in wholesale power transactions will render proxy emission factors inaccurate over time,

and necessitate their frequent revision.



III.  Conclusion

WPTF appreciates this opportunity to comment and the Commission’s
consideration of the comments listed herein. Finally, WPTF recommends that the PUC
and CEC further explore the use of WREGIS to track GHG emissions associated with
electric power generation, and to coordinate its efforts with other Western States. It is
imperative that California’s GHG emission regulations for the electricity sector are

compatible and consistent with future regional and federal efforts.

Respectfully submitted,

Daniel W. Douglass
Douglass & Liddell

Attorneys for the
WESTERN POWER TRADING FORUM

July 2, 2007
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WASHINGTON, DC 20005
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SUITE 2000
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SAMARA MINDEL
REGULATORY AFFAIRS ANALYST
FELLON-MCCORD & ASSOCIATES

9960 CORPORATE CAMPUS DRIVE, SUITE 2000

LOUISVILLE, KY 40223

CATHY S. WOOLLUMS

MIDAMERICAN ENERGY HOLDINGS COMPANY
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NEW YORK, NY 10166
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1725 | STREET, N.W. SUITE 300
WASHINGTON, DC 20006
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205 SEVERN RIVER RD
SEVERNA PARK, MD 21146

ANDREW BRADFORD

SENIOR MARKET RESEARCH ASSOCIATE
FELLON-MCCORD & ASSOCIATES

SUITE 2000

9960 CORPORATE CAMPUS DRIVE
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RALPH E. DENNIS
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BRIAN POTTS
SUITE 700
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RELIANT ENERGY RELIANT ENERGY, INC
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JULIE L. MARTIN ED CHIANG

WEST 1SO COORDINATOR ELEMENT MARKETS, LLC
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ENERGY INSIGHTS ENERGY INSIGHTS
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RELIANT ENERGY
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PO BOX 98510
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SENIOR COUNSEL
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PO BOX 98510

LAS VEGAS, NV 89193-8510
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PO BOX 10100

6100 NEIL ROAD, MS S4A50
RENO, NV 89520
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NEVADA DIV. OF ENVIRONMENTAL PROTECTION
901 S. STEWART ST., SUITE 4001
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DOUGLAS BROOKS

NEVADA POWER COMPANY

SIERRA PACIFIGC POWER COMPANY
6226 WEST SAHARA AVENUE

LAS VEGAS, NV 89151
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SOUTHWEST GAS CORPORATION
PO BOX 98510

LAS VEGAS, NV 89193-8510
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ENERGY ECONOMICS, INGC
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ELENA MELLO

SIERRA PACIFIC POWER COMPANY
6100 NEIL ROAD

RENO, NV 89520

DARRELL SOYARS

MANAGER-RESOURGCE PERMITTING&STRATEGIC

SIERRA PACIFI1G RESOURCES
6100 NEIL ROAD
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LEILANI JOHNSON KOWAL

LOS ANGELES DEPT. OF WATER AND POWER
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RANDY S. HOWARD ROBERT L. PETTINATO

LOS ANGELES DEPT. OF WATER AND POWER LOS ANGELES DEPARTMENT OF WATER & POWER
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LOS ANGELES, CA 90012 LOS ANGELES, CA 90012

HUGH YAO RASHA PRINGE
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ATTORNEY AT LAW ATTORNEY AT LAW
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GLENDALE, CA 91206-4394
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SEMPRA ENERGY
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ATTORNEY AT LAW
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CALIFORNIA CENTER FOR SUSTAINABLE ENERGY CALIFORNIA CENTER FOR SUSTAINABLE ENERGY
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ATTORNEY AT LAW
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711 VAN NESS AVE., STE. 350
SAN FRANCISCO, CA 94102

MICHAEL A. HYAMS

POWER ENTERPRISE-REGULATORY AFFAIRS
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ATTORNEY AT LAW
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PETER W. HANSCHEN JOSEPH HENRI
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JODY S. LONDON
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CLYDE MURLEY
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BERKELEY LAB
MS—90-4000
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BERKELEY LAB
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RITA NORTON

RITA NORTON AND ASSOCIATES, LLC

18700 BLYTHSWOOD DRIVE
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MODESTO IRRIGATION DISTRICT
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MODESTO, CA 95354
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SAN RAFAEL, CA 94903
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MODESTO IRRIGATION DISTRICT
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RICHARD MCCANN, PH.D
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LEGAL AND REGULATORY DEPARTMENT
151 BLUE RAVINE ROAD
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KAREN EDSON
151 BLUE RAVINE ROAD
FOLSOM, CA 95630

SAEED FARROKHPAY

FEDERAL ENERGY REGULATORY COMMISSION
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FOLSOM, CA 95630

KIRBY DUSEL

NAVIGANT CONSULTING, INC
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RANCHO CORDOVA, CA 95670

SCOTT TOMASHEFSKY
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151 BLUE RAVINE ROAD
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ROBIN SMUTNY-JONES
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151 BLUE RAVINE ROAD
FOLSOM, CA 95630

DAVID BRANCHCOMB
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AUDRA HARTMANN
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EXECUTIVE DIRECTOR
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CEERT

1100 11TH STREET, SUITE 311
SACRAMENTO, CA 95814

WEBSTER TASAT
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1001 | STREET
SACRAMENTO, CA 95814

EDWARD J. TIEDEMANN

ATTORNEY AT LAW
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CURT BARRY
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AIR RESOURCES BOARD
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SACRAMENTO, CA 95814

WEBSTER TASAT
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BUD BEEBE
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6201 S STREET
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BALWANT S. PUREWAL

DEPARTMENT OF WATER RESOURCES
3310 EL CAMINO AVE., LL-90
SACRAMENTO, CA 95821

KAREN NORENE MILLS

ATTORNEY AT LAW

CALIFORNIA FARM BUREAU FEDERATION
2300 RIVER PLAZA DRIVE
SACRAMENTO, CA 95833

DENISE HILL

DIRECTOR
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LAKE OSWEGO, OR 97035

EL1ZABETH WESTBY

ALCANTAR & KAHL, LLP

1300 SW FIFTH AVENUE, SUITE 1750
PORTLAND, OR 97201

ALAN COMNES

WEST COAST POWER
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PORTLAND, OR 97214

CATHIE ALLEN
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PORTLAND, OR 97232

SAM SADLER

DOUGLAS MACMULLLEN

CHIEF, POWER PLANNING SECTION

CA DEPARTMENT OF WATER RESOURCES
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LINDH & ASSOCIATES
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ALCANTAR & KAHL
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65 SW YAMHILL STREET, SUITE 400
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