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SACRAMENTO MUNICIPAL UTILITY DISTRICT'S COMMENTS ON THE
PROPOSED REPORTING AND TRACKING PROTOCOL

In accordance with the California Energy Commission's (CEC) regulations and
the Rules of Practice and Procedure of the California Public Utilities Commission
(CPUC) the Sacramento Municipal Utility District (SMUD) provides the following
comments on the Interim Opinion on Reporting and Tracking of Greenhouse Guas
Emissions in the Electricity Sector (“Proposed Decision™). These comments are being
provided to both the CEC and the CPUC. The comments are organized to follow the
structure of both the Proposed Decision and Attachment A, Proposed Electricity Sector

Greenhouse Gas Reporting and Tracking Protocol (*Protocol”).

1. The Default Emission Factors should be Coordinated with Surrounding
States (Proposed Decision -- I)

Section I of the Proposed Decision includes default emission factors for
unspecified power purchased from defined areas. SMUD repeats its concern about using
a consistent methodology for determining the emissions from Northwest imports from
1990, the baseline period of 2004 to 2006, and the future'. Unless appropriate, defensible
and consistent methods are used, increases or decreases in carbon values for Northwest
imports could be simply the result of a change in calculation method instead of any actual

increase or decrease in the carbon content of the energy.

The Proposed Decision modifies the value used for the Northwest®. This value is
inconsisient with the values provided by Washington and Oregon. SMUD is concerned
about the differences in values used by neighboring states and those used by California
for power from these locations. If different states use different carbon values for the
same energy, it will be more difficult to link California's program with programs adopted
in other states. Ultimately, a regional tracking system will be necessary to improve the

accuracy of carbon emissions for imported energy. SMUD remains concerned that

' Reply comments of the Sacramento Municipal Utility District on the Joint California Public Utilities
Commission and California Energy Commission Staff Proposal for an Electricity Retail Provider GHG
Reporting Protocol, at 3, 07-OIIP-01 and R.06-04-009, dated July 10, 2007.

2 Proposed Decision aL 4, Table 1.
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different carbon numbers will create unnecessary barriers to a regional tracking system.

2. The Protocol should Expand the Categories of Sources to Allow Calculation
of Emission Rates for Out-of-State System Purchases (Proposed Decision --
¥V, Protocol - 2.1)

The Proposed Decision defines two categories of sources of power. SMUD
believes the accuracy of the reporting can be further improved by providing a subset of
the general unspecified category. As further discussed below, SMUD uses system
contracts to obtain power. In order to improve the accuracy of the "unspecified” energy
calculation, entities need to be able to provide carbon content for systems. For example,
in the information SMUD has provided to the California Climate Action Registry
(CCAR), SMUD has worked with out-of-state system resource owners to develop an
emission rate consistent with the CCAR power utilities protocol certified value for power
purchases from individual systems. SMUD uses this number to calculate the carbon
content of the energy supplied under a system contract. The Proposed Decision and
Protocol should include a method as robust as the method proposed for multi-
jurisdictional control areas. Robust system specific calculations would create a more
accurate carbon content number for long-term system contracts than a general Northwest
mix number. Wherever possible, SMUD recommends that system carbon numbers be
used to improve the accuracy of the carbon content assigned to power purchases in place

of general area averages.

The Proposed Decision presents a definition for native load and a calculation
method for determining the net carbon contained in a load serving entity's (LSE) system.
The Protocol in Sections 3.1 and 3.11 allow low carbor and other resources to be claimed

by the LSE when they meet the conditions to be classified as to "serve native load".

In determining emmission related to sales from unspecified sources (see
Section 3.11), ARB excludes generation from plants used to serve native
load from the calculation of resources deemed to be available for
wholesale sales.

(Protocol at A-6.) An out-of-state system could either use a number calculated in
accordance with the requirements of their state or use the method ultimately adopted by

CARB. As opposed to using a general geographic area mix that includes various states
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and regions in other countries, an LSE could determine the carbon content of system
sales from an identified system. A geographic area default would only be used where

specific system information is not available.

3. Attempts to Obtain Emissions Reductions Through Reporting Requirements
Create Confusing and Complicated Reporting Regulations (Proposed
Decision --V.3, Protocol — 3.8 )

SMUD has reviewed the confusing and complex method proposed to address
issues variously described as "contract shuffling”, "leakage” or reductions that are not
"real, permanent, quantifiable, verifiable, and enforceable.” While the goals of these
efforts may be noble, the resulting protocol is complicated, confusing and rife with
unintended consequences. In reality, contracts and markets supplying out-of-state power
to Californians have only a partial, virtual connection to the to the flow of power on the
western grid. Power flows at any moment are determined by all generators and loads on
the western grid at that moment. This quality of commercial and physical connection
with power supplies in other states has helped to serve the needs of California but places
limits upon the ability of California to control those assets. Unfortunately, this situation
does not provide simple solutions to California regulators. Nonetheless, creating a
difficult and confusing reporting mechanism is not a satisfactory solution. The Proposed
Decision and the Protocol attempt to assure emissions reductions through the reporting
and tracking regulations, but in SMUD's opinion, over constrains existing multi-state
commercial relationships and introduces confusing and complicated reporting exclusively
aimed at out-of-state commerce. As justification for using these elaborate reporting
requirements, the Proposed Decision looks to the portion of Assembly Bill (AB) 32 that
relates to adopting emission limits and reduction strategies in California Health and
Safety Code Section 38652 (d)(1). Section 38652 addresses rules and regulations to be
adopted by CARB by 2011 for the express purpose of setting GhG limits and reduction
measures. Furthermore, those provisions included in (d)(1) relate only to Parts 4 and 5 of

the statute.
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Any regulations adopted by the state board pursuant to this part [4] or Part
5 (commencing with Section 38570) shali ensure all of the foliowing: (1)
The greenhouse gas emission reductions achieved are real, permanent,
quantifiable, verifiable, and enforceable by the state board.

(Cal. Health & Safety Code Section 38652[d]{1].) Part 4 addresses emission
reductions including adoption of rules to achieve GhG reductions, early action measures,
scoping plan and emission limits. Part 5 is focused on market-based compliance

mechanisms. Reporting requirements are included in Part 2.

SMUD continues to advocate for accuracy in all aspects of the GhG regulations
however, the Proposed Decision creates an unnecessarily complicated reporting scheme.
The reporting regulations should focus on reporting without unnecessarily complicating

the reporting structure.

Section 3.8 of the Protocol contains the discussion of how to address wholesale
sales of energy and whether the emissions associated with those sales can move with the
energy. SMUD supports the comments of the Northern California Power Agency, Los
Angeles Department of Water and Power and Southern California Public Power
Authority that any carbon associated with LSE owned assets should be attributable to the
LSE only to the level of the energy taken by the LSE. SMUD assumes this complicated
calculation method is proposed to address “contract shuffling”. SMUD is concerned that

these regulations will have unintended consequences.

SMUD does not own or have power plant specific contracts with coal plants.
Nonetheless, SMUD sells excess energy from its natural gas fired generation. When
reporting GhG emissions under CCAR, SMUD has attributed the carbon associated with
its natural gas fired generation to the entity purchasing that energy or when selling system
power has used its residual system mix to determine the carbon content of the energy
sold. SMUD fills a vital role in serving the needs of the region when selling excess
power from its natural gas units or its system. SMUD has attempted to understand the
calculation method described and is concerned that it may attribute additional carbon to
SMUD when SMUD makes system or natural gas unit wholesale sales under the

calculation method included in Section 3.8. One of the criteria used to determine whether
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a LSE is able to transfer the carbon associated with a sale of energy is whether “the
specified plant was the marginal plant during the hours in which the power was sold.”
How is the marginal plant defined? Is the marginal plant based solely upon the price
charged for the energy? If so, SMUD could not take higher priced renewable resources
and sell natural gas because ot the higher price of the renewable resource. If the marginal
resource takes into account the loading order to take renewable resources first, then the
energy sold in conjunction with the increased operation would be natural gas.
Nonetheless, in order to determine the marginal price, SMUD would have to reveal
proprietary and confidential pricing information from its and its contracted resources.
Therefore, this method could be impossible to implement. We are hard pressed to

understand this regulation and why it makes sense to include it in the Protocol.

4. Reporting Emissions from Owned Power Plants Should Not Adversely
Impact Wholesale Sales to Out-of-State Buyers (Proposed Decision --
Footnote 3, Protocol -- 3.2, 3.6, 3.7, 3.8, 3.9, 3.10, 3.11)

SMUD is concerned that western states looking to adopt consistent
protocols to California will find it is impossible. The Protocol essentially has set up a
California only electric sector carbon cap. The Proposed Decision and Protocol count all
of the carbon produced in-state as well as all of the carbon from purchases but fail to
deduct from that total the carbon associated with wholesale power sales. Failure to
deduct carbon from exported power will limit the effectiveness of any future California
participation in the Western Climate Initiative, and will prevent states such as Oregon and
Washington, should they decide to proceed with a load based cap, from implementing a
consistent load based cap. In effect, California is claiming the carbon that would flow to

load in Oregon and Washington.

AB32 does not require the state to cap the emissions from all electricity generated
in the state and all imported to serve California's load, it requires the state to account for
the emissions associated with all electricity consumed in the state, as is made clear in AB

32.

Account for greenhouse gas emissions from ail electricity consumed in
the state, including transmission and distribution line losses from
electricity generated within the state or imported from outside the state. . .
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(Cal. Health & Safety Code Section 38530|bl[2] [emphasis added].) Unlike other
industries, AB 32 focuses on emissions from electricity consumed in the state.
Regulation of other industries focus on the source of the emissions, "require the
monitoring and annual reporting of greenhouse gas emission from greenhouse gas
emission sources”. (Section 38530[b][1] [emphasis added].) When California takes into
account all electricity produced and consumed in the state, California is in a sense double
counting its greenhouse gas emissions. By double counting, California makes it

impossible to link to other states, which is a principle specifically required by AB 32..

The state board shall do both of the following:

Review existing and proposed international, federal, and state greenhouse
gas emijssion reporting programs and make reasonable efforts to
promote consistency among the programs established pursuant to this
part and other programs. . .

(Section 38530[c] [emphasis added].) Therefore, it is imperative that the

Proposed Decision and Protocol create a system thal can be linked with others in

surrounding states.

SMUD has no objection to reporting all generation and associated emissions with
its owned or owned through joint powers entities power plants. However, SMUD is
concerned about attributing the carbon content of energy sold by SMUD in wholesale
transactions in addition to the emissions from all of the energy produced and purchased to
serve native load. Under the California Climate Action Registry (CCARY), SMUD
subtracted wholesale sales from its greenhouse gas (GhG) profile submitted to CCAR.
SMUD subtracted from its load based greenhouse gas emission total sales from swaps
and exchange agreements as well as wholesale sales. SMUD did not differentiate

between sales to in-state entities or out-of-state entities.

Protocol Section 3.9 differentiates between sales to entities within California and
sales to entities located outside of California. Energy sold to counterparties within
California is deducted from an LSE’s total emissions. Energy sold to counterparties

outside of California is not. This difference becomes an incentive for LSE’s to sell
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energy to in-state entities. SMUD is concerned that such an incentive may create an
impediment to wholesale sales to out-of-state entities potentially in violation of the

dormant Commerce Clause and/or the Federal Power Act.

Furthermore, once the energy is sold, SMUD is not always able to tell whether the
energy is used directly by the original purchasers or resold and sent to a different
location. SMUD has two concerns about the construct of the Protocol regarding the
attribution of carbon from wholesale sales 1o the retail service providers. First, SMUD is
concerned with the presumption in the regulations that an entity selling power wholesale
will be able to accurately determine the ultimate location where the energy i1s used. Many
parties to this proceeding have delineated the downside of using NERC e-tags for
tracking energy purchases or sales. SMUD has no control of the energy or resale of that
energy once the initial transaction is completed. SMUD is concerned about creating a
false sense of accuracy of reporting based upon information that may not be accessible to
the selling party or in the case of NERC e-tags, potentially inaccurate for carbon content
use. Second, including the carbon content of wholesale sales as a responsibility of an
LSE or including these sales in a hard cap will impact SMUD's and others’ ability to
continue to sell energy from its generation facilities to out-of-state entities. SMUD is
concerned this may reduce the volume of wholesales sales from LSE’s with impacts on
the broader power market that could very well be undesirable. In addition, the Protocol
treats in-state and out-of-state sales differently potentié]ly creating conflicts with the
dormant Commerce Clause. Also, these policies may impact the liquidity of the
wholesale energy market and run afoul of the Federal Power Act. Lastly, these policies
may punish neighboring states whose energy supplies are vital to providing sufficient

energy to meet California’s demand.

Furthermore, SMUD is concerned about the apparent treatment in the Protocol
and the Proposed Decision to count the carbon associated with both the power delivered
and received under an exchange agreement. Footnote 3 of the Proposed Decision refers
to treatment of energy delivered under an exchange agreement “as a purchase or sale,
respectively, for purposes of GHG accounting.” The Protocol states “ARB sums the

quantities of purchases and exchanges”. (Protocol —3.6.) Protocol Section 3.10 requires
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LSE’s to report “aggregated sales and power deliveries”. SMUD is concerned about the
potential unintended consequences of this requirement. An entity involved in an
exchange agreement would in effect be responsibie for the carbon of both sides of the
transaction. By placing a double carbon burden upon the LSE’s involved in these
transactions, the regutations will discourage the use of exchange or swap agreements.
These agreements take advantage of the physical assets located in different regions so
that extra power available in one season can be sent to another region when that region is
short of desirable resources and replaced when the opposite is true. These arrangements
conserve natural resources by limiting the number of power generation assets to be
located in each region. SMUD queries whether the environment is improved by creating
a disincentive for these transactions and thereby, creating a need to obtain additional

assets in each region.

Particularly troubling is the required summing of all emission from owned

resources and all purchases as described in the Protocol in section 3.7:

ARB sums the total metric tons of emission from owned power
plants, purchases from specified sources, and purchases from unspecified
sources as described in the above sections. ARB then converts the GHG
emission to CO; equivalents and calculates the total.

At the very least the values for energy generated by LSE owned assets and sold at
wholesale should be reported separately and not summed with the energy produced and
purchased to serve an LSE’s load. Summing these values implies a higher carbon
loading to an LSE than is associated with serving its load. Summing these values wil}
create an inaccurate representation of the GhG impacts of serving the needs of California.

These values should be reported separately as distinct vaiues and not summed.

SMUD does not agree with the Proposed Decision’s reliance upon Section
38505(m) to require inclusion of all of the energy produced in the state as well as all of
the energy consumed in the state. Should the CPUC and CEC decide to accept the
premise in the Proposed Decision, SMUD feels it is imperative that the CPUC and the
CEC evaluate the impacts on the wholesale power market from your proposed Protacol,

CARB is looking to the CPUC and the CEC to provide support on electric industry
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issues. It is imperative that the CPUC and CEC explain in detail potential impacts to the

wholesale power market from the adoption of these regulations.

5. The Proposed Treatment of Null Power is Correct (Proposed Decision —
V.B.2.b, Protocol - 3.3)

The Proposed Decision attributes a geographic emission factor to null energy.
Because null energy has been stripped of its renewable or low carbon attributes, it is
correct to apply an average carbon emission factor to this power. To maintain the low
carbon attributes of the original energy source in the null energy would reduce and
undermine the value of the credits sold by the renewable or low carbon source. SMUD

supports the treatment of null energy in the Proposed Decision and the Protocol.

6. The Proposed Treatment of Substitute Energy and Firming for Intermittent
Renewables is Correct (Proposed Decision — V.B.2.c & d, Protocol —3.3)

Both the Proposed Decision and the Protocol allow firming to 15 percent of the
energy received under a plant specific purchase agreement with the firming energy being
counted at the carbon emission rate of the underling specified power plant carbon
emission rate. Both documents recognize the need to allow firming of plant specific
agreements for the orderly operation of the electric grid. SMUD supports this concept

and recommends its inclusion in the CPUC and CEC recommendations to CARB.

SMUD supports the recommendation included in the Proposed Decision in
Section V.B.2.c to allow firming of intermittent renewable resources. Firming is
important to continue the level of support for these renewable resources in the market and
to allow the orderly function of the transmission grid. Although the Protocol in Section
3.3 explicitly specifies whether the energy is from a renewable resource, the protocol
does not specifically mention the treatment of firming energy. The Protocol in Section

3.3 should be expanded to describe firming as permitted in the Proposed Decision.

7. New Contracts with Existing Renewable Resources should Carry their Low
Carbon Attributes (Protocol — 3.3)

SMUD supports the comments of the California Municipal Utilities Association

regarding the limitations placed upon new purchases from existing renewable resources.
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Consistent with SMUD’s earlier comments, the Protocol should not place any barriers to
contracting with renewable or low carbon resources. using the economic might of
California to contract with sustainable renewable resources is the high road to low carbon
leadership. Refusing to accept the low carbon attributes of an existing renewable
resource makes contracting with that resource difficult for California LSE’s. SMUD sees
only downside to this prohibition. In effect, existing renewables are punished by these
regulations whose entire purpose is to encourage low carbon generation. In light of the
existing challenges to attaining the goals set by the renewable portfolio standard,
attributing carbon emissions to some of these non-carbon emitting sources would create

additional unnecessary barriers to achieving and exceeding these goals.

8. The Regulations Should Allow Reporting and Calculating Emissions for
Systems Located Qutside of California (Proposed Decision — V.C.2.c,
Protocol - 3.4 and 3.5)

The Proposed Decision allows for the calculation of system power in Section
V.C.2.c. SMUD supports this addition to the regulations as an opportunity to increase the
accuracy of the emission factors used for the general category of unspecified i)ower.
SMUD has existing long-term contracts with systems located outside of California for
which more accurate emissions information is available and should be applied to these
contracts. SMUD suggests that if such a value is available from the system providing the
energy based upon a calculation method used by another state or is calculated consistent
with the method proposed for in-state system power sales, those values should be used in

place of the general geographic area average.

Although additional system power emission factors are addressed in the Proposed
Decision, SMUD does not see a similar provision included in the Protocol. Therefore,
SMUD recommends inclusion of a similar provision in the protocol for caiculating

emissions from systems located in other states.

9, Calculation Methods and Amounts for Transmission Losses Need to be
Determined (Protocel — 3.6)

The Protocol in Section 3.6 simply states “ARB calculates default emission

factors, and accounts for transmission losses.” Nowhere does the Protocol specify how
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these transmission losses are to be calculated. Since transmission losses amount to a
significant percentage of an LSE’s total load, the method and percentage applied as
transmission losses needs to be a known, stable and transparent value prior to commercial
contracting. That value also need to be equitable relative to utility and California
baseline emissions. Some transmission contracts use seasonal averages to estimate
losses, reflecting the increased losses that occur during the high-load, high-temperature
summer season. The CPUC and CEC should survey various transmission owning entities
to determine a basis for a reasonable loss factor or factors that can be applied on a

consistent basis for California LSE's.

10. Reporting for Publicly Owned Utilities should be Limited to CARB and the
CEC

CARSB is the agency responsible for tracking and monitoring as well as
enforcement of state GhG limits and requirements. Publicly owned utilities are not
jurisdictional to the CPUC. Publicly owned utilities should report only to CARB. If
reporting forms are combined with reporting requirements to the CEC, SMUD will
provide the GhG reporting information also to the CEC. Reporting beyond two state

agencies is excessive and unnecessary.

11. Conclusion

SMUD respectfully requests the CPUC and the CEC take these comments into

account in finalizing the Proposed Decision and Protocol.

Dated: August 24, 2007 Respectfully submitted,

Lzl il

Jane E. Luckhardt
" Downey Brand LLP
555 Capitol Mall, Tenth Floor
Sacramento, CA 95814
Tel: (916) 444-1000
Fax: (916) 444-2100
Email: jluckhardt@downeybrand.com

Attorneys for the
Sacramento Municipal Utility District
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