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January 20, 2017

Via Electronic Submission

California Air Resources Board
1001 I Street
Sacramento, CA 95812

Re: Comments of Powerex Corp. on the Proposed 15-Day Amendments to the Cap-and-
Trade Regulation and the Mandatory Reporting Regulation

Dear Chairwoman Nichols and Members of the California Air Resources Board,

On behalf of Powerex Corp., I submit the enclosed comments on the California Air
Resources Board’s proposed 15-day amendments to the Cap-and-Trade Regulation and the
Mandatory Reporting of Greenhouse Gas Emissions Regulation. Powerex’s comments address
the Board’s proposed interim solution to the inaccurate accounting of greenhouse gas emissions
in the Energy Imbalance Market, as well as certain proposed clarifying amendments. Powerex
thanks the Board for its consideration of these comments and its continuing effort to ensure the
continued vitality of the Cap-and-Trade Program.

Sincerely,

Nicholas W. van Aelstyn

Enclosure

cc: Rajinder Sahota, Branch Chief, Cap-and-Trade Program (w/ encl.) (via email)
(rsahota@arb.ca.gov)
Brieanne Aguila, Manager – Mandatory Greenhouse Gas Reporting, Greenhouse Gas
Data (w/ encl.) (via email) (baquila@arb.ca.gov)
Craig Segall, Counsel, Executive Office, California Environmental Protection Agency
(w/ encl.) (via email) (craig.segall@arb.ca.gov)
Derek Nixon, Leakage, Cap-and-Trade Program (w/ encl.) (via email)
(dnixon@arb.ca.gov)
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Com m entsofP ow erexCorp.onDecem ber21,2016P roposed15-Day R ulem aking

P ow erex Corp.(“ P ow erex” )subm itsthefollow ingcom m entstotheCaliforniaAirR esourcesBoard
(“ CAR B” )forthe15-day rulem akingconcerning(1)proposedam endm entstotheCaliforniaCapon
GreenhouseGas(“ GHG” )Em issionsandM arket-BasedCom plianceM easures(the“ CapandT rade
R egulation” orthe“ CT R ” )and(2)proposedam endm entstotheR egulationfortheM andatory R eporting
ofGreenhouseGasEm issions(the“ M andatory R eportingR egulation” orthe“ M R R ” ).

Com m entsonP roposedAm endm entstotheCapandT radeR egulation

GHG AccountingintheEnergy Im balanceM arket(the“ EIM ” )

AsdiscussedindetailinP ow erex’spreviouscom m ents,1 thecurrentEIM algorithm doesnotaccurately
identify theout-of-stateresourcesthatactually aredispatchedinordertosupportEIM transfersof
electricity toserveCaliforniaload. P ow erex believesthatthecurrentEIM algorithm ishavinganum ber
ofunintendedadverseconsequences,including:

1. U nderstatingtheactualGHG em issionsassociatedw ithadditionalout-of-statedispatchtoserve
CalifornialoadintheEIM ,w iththeresultthattoofew GHG em issionsallow ancesareretired
underCalifornia’sCap-and-T radeprogram .

2. U ndercertaincircum stances,theEIM algorithm canm akeout-of-stateresourceserroneously
appearm oreeconom icthanin-stateresources.T hiscanresultin“ leakage” by im properly
shiftingGHG em issionsfrom in-stateresourcestoout-of-stateresources,evenw hentheout-
of-stateresourcesarenotlow ercost(w henGHG costsareincluded).

3. U ndercertaincircum stances,theEIM algorithm doesnotconsiderdifferencesinGHG em issions
intheselectionofw hichout-of-stateresourcetodispatch. BecauseGHG costsarenot
accurately consideredby theEIM algorithm ,theEIM cannotappropriately dispatchlow -or
zero-em ittingout-of-stateresourcesoverhigher-em ittingout-of-stateresources.

AfterCAR B raisedconcernsregardingGHG com plianceundertheEIM design,theCaliforniaIndependent
S ystem O peratorCorp.(“ CAIS O ” )em barkedonastakeholderprocesstoexplorepotentialsolutionsto
ensureaccurateGHG accountingintheEIM . Aspartofthatprocess,CAIS O iscurrently intheprocessof
finalizingthepreferred“ tw o-pass” approachthatem ergedfrom thestakeholderprocess.2 P ow erex is
optim isticthat,onceim plem ented,thetw o-passsolutionw illensurethattheEIM accurately recognizes
theGHG em issionsfrom out-of-stateresourcesdispatchedtoserveCaliforniaload,avoidingallofthe
unintendedconsequencesidentifiedabove.

R ecognizingthatitm ay notbefeasibletoim plem entthe“ tw o-pass” solutionuntillate2017atthe
earliest,CAR B proposesabridgesolutionbeginningJanuary 1,2018 tosupportaccurateaccounting
w hileCAIS O w orkstoim plem entitslong-term approach. U nderCAR B’sproposedinterim solution,

1
S eeCom m entsofP ow erex onCAR B’sO ctober21 S takeholderW orkshoponP roposedAm endm entstotheCap-

and-T radeR egulation(N ov.4,2016),availableathttps://w w w .arb.ca.gov/lists/com -attach/39-ct-am endm ents-w s-
ViZVP FU jW W 9W IgFk.pdf,andCom m entsofP ow erex onCAR B’sP roposed45-day R ulem aking(S ept.9,2016),
availableathttps://w w w .arb.ca.gov/lists/com -attach/4-capandtrade16-W zhQ O Q R oW GYGZQ R q.pdf.
2

S eeR egionalIntegrationCaliforniaGreenhouseGasCom plianceandEIM GreenhouseGasEnhancem ent– S traw
P roposal(N ov.17,2016),availableathttps://w w w .caiso.com /Docum ents/S traw P roposal-R egionalIntegration-
EIM GreenhouseGasCom pliance.pdf
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CAR B w illretireadditionalGHG allow ancestoaccountfor“ outstandingem issions” thatsupportEIM
transferstosupportCaliforniaload,butthatarenotassignedtoany EIM participantsunderthecurrent
EIM algorithm .

P ow erex believesthatthisinterim solutionisanim portantstepforw ardtow ardsensuringaccurateGHG
accountingintheEIM . Itisim portanttorecognize,how ever,thattheinterim solutionw illonly address
thefirstadverseconsequenceidentifiedabove;itw illnotdoanythingtoensurethatGHG costsare
appropriately takenintoaccountinCAIS O ’sdispatchprocesses. Instead,itappearsthatuntilthetw o-
passdesignforGHG com plianceisim plem entedintheEIM ,theothertw oadverseconsequences
experiencedtodatew illpersist. S pecifically,therew illcontinuetobeinstancesinw hichhigh-em itting
out-of-stateresourcesw illbedispatchedinconnectionw ithim portsservingCaliforniaload,evenif
low er-em ittingout-of-stateorin-stateresourcesareavailable. Forthatreason,w hileP ow erex supports
theim plem entationofabridgingsolution,itbelievesitrem ainsvitalthatthefulltw o-passsolutionbe
im plem entedinatim ely m anner,consistentw ithappropriatepre-im plem entationtestingand
validation. P ow erex understandsCAIS O isw orkingtow ardsachievingthisobjective.

Intheeventthatim plem entationofthetw o-passsolutionisnotachievedw ithinareasonable
tim efram e,itm ay becom ebothappropriateandnecessary toexploreadditionalinterim m easuresthat
aredesignedtoaddressthebroaderrangeofadverseconsequencescurrently arisingfrom operationof
theEIM algorithm . O nesuchadditionalinterim m easure,previously discussedinP ow erex’scom m ents,
w ouldbetoexplorechangestoCAR B regulationstorequireEIM im portsservingloadinCaliforniatobe
reportedas“ unspecifiedenergy.” Alternatively,CAR B andCAIS O couldw orkcollaboratively todevelop
otherpossibleadditionalinterim m easuresintheeventthattheim plem entationofthetw o-pass
solutionissubstantially delayed.

T oensuretim ely im plem entationofthetw o-passsolutionintheEIM ,P ow erexencouragesCAR B to
continuecoordinatingclosely w ithCAIS O regardingim plem entationtim elinesand,ifitbecom es
necessary,thedesignofadditionalinterim m easures.

R esourceS hufflingintheEIM

Inthe15 day rulem akingpackage,CAR B indicatesthatithasnotm odifieditsinitialproposaltom odify
CT R § 95852(b)(2)(A)(10)by addinglanguagethat“ Electricity im portedthroughtheCAIS O EIM m arketis
notexem ptedfrom resourceshufflingprovisions.” 3 CAR B staff“ anticipatethattheam endm entsnow
beingproposedtotheregulation,alongw iththosethatm ay beproposedinsubsequentnotice
packages,andviaanticipatedchangestotheCAIS O tariff,w illultim ately addressthisissue.” Inother
w ords,itappearsthattheproposedlanguagew ouldberem ovedifandw henCAIS O im plem entsthe
tw o-passsolution,providingfurtherencouragem entforprom ptim plem entation.

P ow erex strongly supportsCAR B’seffortstoensurethattheEIM properly treatsGHG em issionsina
m annerthatfully com pliesw ithboththeletterandtheintentofCalifornia’sCap-and-T radeprogram .
P ow erex hasconsistently advocatedforrobustGHG treatm entintheEIM ,includinginitscom m ents
during2013 (w hentheEIM designw asbeingdeveloped),itsFER C filingsin2014 (w hentheCAIS O tariff
am endm entstoim plem enttheEIM w eresubm ittedtotheagency),andinits2016 com m entsinboth
CAIS O ’sstakeholderprocessandCAR B’srulem akingproceedings.

3
CT R § 95852(b)(2)(A)(10)alsoadds“ (exceptEIM )” toitsexistingrulethatbidsthatcleartheCAIS O day-aheador

real-tim em arketdonotconstituteresourceshuffling.
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How ever,P ow erex doesnotbelievethatadoptingtheproposedlanguageregardingresourceshuffling
andtheEIM isaneffectivew ay toensuretim ely im plem entationofthetw o-passsolutionintheEIM . As
apracticalm atter,proceedingw iththeproposedlanguagem ay createuncertainty forout-of-stateEIM
participantsregardingtheim plicationsoftheproposedlanguage,eventhoughtheinaccuratetreatm ent
ofGHG em issionsissolely theresultofhow theEIM algorithm isdesigned. S pecifically,aresourcethat
subm itsabidintotheEIM doesnotcontrolw hethertheEIM algorithm deem sitsoutputasserving
Californiaload,nordoesitevencontrolw hethertheresourceisdispatchedatall. N otonly doesitseem
tobeunfairtocreatethisuncertainty forEIM participantsconsideringthattheoutcom esaretheresult
ofthecurrentEIM algorithm ,thereseem stobenothingthatEIM participantscoulddotoavoidthe
uncertainty thatw ouldbecreatedby theproposedruleexcepttoavoidEIM participationaltogether.4

T hesolutiontotheadverseGHG-relatedoutcom esarisingfrom thecurrentEIM algorithm istom odify
thatalgorithm . Creatingnew regulatory uncertainty forEIM participants— w hicharenotinchargeof
theEIM algorithm oritsm odifications— m ay dolittletoencouragetim ely im plem entationofatw o-pass
solution. M oreover,theuncertainty createdby theproposedrulem ay m aterially discourageEIM
participation,andunderm inetheotherbenefitsofthatm arket.

P ow erex strongly urgesCAR B torem ovetheproposedupdateto§ 95852(b)(2)(A)(10). Asdiscussed
previously,P ow erex believestherearefarm oreappropriateandeffectivestepsthatCAR B cantaketo
ensurethetim ely im plem entationofarobusttw o-passsolutionintheEIM .

DefinitionsintheP roposedAm endm entstoCapandT radeR egulation

P ow erex isappreciativeofCAR B’seffortsw ithrespecttothedefinitionof“ Im portedElectricity” inCT R
§ 95802(a),restoringthe“ firstpointofreceipt” languagethatw asoriginally rem ovedinthe45-day rule-
m akingpackage.W hileP ow erex believesthatCAR B’sinitialproposalw ashelpful,P ow erex
acknow ledgesindustry concernthatthechangeproposedinthe45-day rule-m akingprocessonce
com binedw ithotherportionsoftheregulationm ay haveaddedunnecessary confusion.

Com m entsontheP roposedA m endm entstotheM andatory R eportingR egulation

Delivery T rackingConditionsR equiredforS pecifiedElectricity Im ports

P ow erex notestheproposedchangem adetoM R R § 95111(g)(3)intheinitial45-day rulem aking
package. U nderthecurrentversionofthisprovisiontherehasbeensom econfusionw ithintheindustry
astow hetherornotanelectricity im porterhadthediscretiontoclaim aspecifiedsourceim portw henit
m etthedirectdelivery requirem entsandtheelectricity im porter(a)isaGP E,or(b)hasaw rittenpow er
contractfortheelectricity generated.CAR B hasproposedtoreplacethew ord“ m ay” w iththew ord
“ m ust” ,clarifyingthatanelectricity im porterdoesnothavethediscretionandm ustclaim theelectricity
asaspecifiedsourcew hentheelectricity im porterm eetstheprescribedrequirem ents.P ow erex
appreciatesCAR B’seffortstoclarify thisrequirem entandtoaddressany rem ainingindustry confusion
aboutthisprovision.

4
Conceivably,EIM participantscouldinform CAIS O ,throughtheirbids,thatthey areunw illingfortheiroutputto

bedeem eddeliveredtoCalifornia. How ever,thisw ouldhavethesam epracticaleffectonCaliforniaconsum ersas
ifthoseout-of-stateresourcesabandonedEIM participationentirely.
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DefinitionsintheP roposedAm endm entstotheM andatory R eportingR egulation

P ow erex isappreciativeCAR B’seffortstom odify the45-day rulem aking’sproposedchangesinM R R
§ 95111(a)forthedefinitionsof“ FirstP ointofR eceipt” ,“ Continuousphysicaltransm issionpath” ,
“ Im portedElectricity” ,and“ GenerationS ource” . W hileP ow erex believesthatCAR B’sinitialproposal
w ashelpful,P ow erex acknow ledgesindustry concernthatw hencom binedw ithotherportionsofthe
M R R ,theproposedchangestothesedefinitionsm ay haveaddedunnecessary confusion.


