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SACRAMENTO MUNICIPAL UTILITY DISTRICT'S COMMENTS ON THE
ALLOWANCE ALLOCATION ISSUES

The Sacramento Municipal Utility District (SMUD) herein responds to the
Administrative Law Judge's Ruling Requesting Comments and Noticing Workshop on
Allowance Allocation Issues ("ALJ Ruling"). This filing conforms with the California
Energy Commission’s (CEC) regulations and thé Rules of Practice and Procedure of the

California Public Utilities Commission (CPUC) and is being filed with both agencies.

SMUD stands on its record and reputation for supplying high quality electricity
service to its Sacramento customers provided from a resource portfolio that demonstrates
‘care for the environment and the economic well being of the population we serve.
Electric utility greenhouse gas (Ghg) emissions are only a tenth of the Ghg emissions
within California and only a fifth of California’s total when imports are included in the
total. Nonetheless, the electric industry is taking a leading role in reducing Ghg
emissions in California. This leadership position speaks volumes about the depth of
concern for the environment and effectiveness of the present regulatory structure of the
electric industry in California. SMUD’s locally elected regulatory Board is exemplary in
this regard. Despite significant load growth SMUD has maintained its carbon emissions

at or near its 1990 level.

It is from this perspective that SMUD offers its comments included here. Further,
SMUD believes that to preserve the qualities that underpin our present successful efforts,
the scope of actions considered here should no longer consider the First Seller point of
regulation as viable. Our answers to the questions posed assume that the point of
regulation will continue to be the retail electric service provider. The reasons for this also
give context to our belief that Ghg emission allowances should be administratively

allocated to the Retail Provider.

For publicly owned electric utilities in particular and for all Retail Providers even
those with regulated resource oversight, SMUD believes the Retail Provider is in the best

position to make knowledgeable decisions on electricity supply portfolios that:
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e Minimize costs of Ghg reductions to the customers in their service territories,

¢ Retain a reliable and nonvolatile supply of power for all hours of the year, and

e Make decisions affecting large capital energy infrastructure in sufficient time E
to minimize costs and operational difficulties during a change in infrastructure

character.

A second major reason for placing the point of regulation at the LSE in California
is that the greatest reductions in utility Ghg emissions are driven by policy command
regulations; e.g., demand reductions through energy efficiency, prohibition on
investments in high carbon emission baseload generation, and addition of new renewable
energy generation to the utility resource mix. Each of these major thrusts is regulated at

the Retail Provider.

Third, placing the point of regulation at the Retail Provider will reduce
overlapping regulatory requiremerits and process. To assure a “ton is a ton of CO2
equivalent” in Ghg reduction regions linked to California, energy efficiency based
reductions of Ghg , including recognition of some early actions, will clearly need toc be

based on Retail Provider emission rates. Even if the electricity sector cap were placed at

the “First Seller”, a state recognized load-based emissions rate for Retail Providers would

still be required.

Within the bounds stated above, SMUD's comments below respond to the

questions in the ALJ Ruling and can be summarized in the following bullets.
¢ The point of regulations should be the Retail Provider,

o Allowances should be allocated administratively based initially on

""erandfathering' emissions.

e Allowances should be transitioned along a smooth line from

""grandfathering'’ emissions based in 2012 to "'an updated benchmark'’
or electricity share by 2020.

487484.1 2



e Allowances should be allocated annually with a compliance period of

three or four years.

o No auction should be used, but if one is used: a) start very small and
phase in based upon experience; b)auction proceeds should benefit
ratepayers through use by Retail Providers; c)regulatory structure
should specify uses of proceeds to minimizing the cost of regulatory Ghg
prograns such as energy efficiency, research and development, demand
side management, carbon capture and storage, and reducing the impacts
of global warming; d) trading of allowances with bilateral agreements
should be allowed (i.e. a secondary market); e) limit purchasers and
sellers to Retail Providers and any others required to obtain allowances;
D) schedule multiple auctions held annually auctioning a portion of the
allowances at each auction; g) require public disclosure of all auction
and trading amounts and prices, and h) use a centralized statewide

auction that can transition into a wider western or national system.

o Early action credit required in Assembly Bill (AB) 32 should be reflected
in the cap set for each Retail Provider and phased in during the period
of 2012 through 2020.

SMUD notes that the questions presented will only be answered from the confines
of the electric and natural gas industries. Nonetheless, the issues presented were
originally suggested by the Market Advisory Committee (MAC) who focused on the
impacts and market structures for the broader California economy. Therefore, SMUD
cautions using the structures from the MAC on the energy industry alone when the MAC

clearly intended the system to apply to all sectors.

For ease of review of SMUD's responses, the questions are shown in bold text,

and the responses directly follow the questions.
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Please comment on each of the criteria listed by the MAC.,

" a. Reduces the cost of the program to consumers, especially low-
income consumers,
b. Avoids windfall profits where such profits could occur,
c. Promotes investment in low-GHG technologies and fuels

(including energy efficiency),

d. Advances the state's broader environmental goals by ensuring
that environmental benefits accrue to overburdened communities,

e, Mitigates economic dislocation caused by competition from
firms in uncapped jurisdictions,

f. Avoids perverse incentives that discourage or penalize
investments in low-GHG technologies and fuels (including energy
efficiency),

g. Provides transition assistance to displaced workers, and
h. Helps to ensure market liquidity.

1. Are these criteria consistent with AB 32?7 Should other criteria be added,
such as criteria specific to the electricity and/or natural gas sectors? In
making trade-offs among the criteria, which criteria should receive the most
weight and which the least weight?

One criteria that is missing from the list is rewarding or at the very least not penalizing
early leadership in carbon reduction. As SMUD’s public record attests, our entity wide
Ghg emissions while variable year to year, have remained essentially flat since 1990; this
despite a one third increase in electricity demand within our service territory. AB 32 in
Section 38562(b)(3) specifically recognizes that entities that have voluntarily reduced
their greenhouse gas emissions prior to the implementation of regulatory greenhouse gas
limits and reductions receive appropriate credit for early voluntary reductions.

SMUD has expended considerable funds to promote energy efficiency, to purchase and
build renewable generation, and to develop from their infancy solar technologies just now
blossoming in California’s economy. Furthermore, SMUD has focused on developing
efficient, relatively low polluting, gas fired resources. The costs for these low carbon
activities and investments have been bom by SMUD's ratepayers. It is imperative in
setting criteria for allocation of allowances that early actors not be penalized for reducing
carbon emissions prior to enactment of the regulations. Acting otherwise would be
contrary to the statutory language of AB 32.

In addition, because of the long lead times in effecting infrastructure change in the energy
industry, additional items to be included for consideration on the list are:
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e Early development of currently uncertain, advanced energy supply and demand
technologies that are clearly compatible with Executive Order S-3-05 and the
acknowledged need to reduce Ghg emissions from all of society to less than a
quarter of present levels. This is similar to listed item ‘c.’, promotes investment,
but in our opinion beyond the ability of incremental market forces to efficiently
provide within the response time required.

* Availability of capital in quantity and with longterm dependability to facilitate
large infrastructure change. This is similar to listed item *h.’, liquidity of market
funds, but more specific to the highly regulated electricity industry.

Other important considerations that should be included in this list are foreseeable but
currently difficult to quantify changes to electricity demand from energy exchanges with
other economic sectors. Two specific examples in particular must be considered and both
are named as important Ghg reduction policy thrusts. They are illustrative of the
potential for unintended consequences if un-restrained market forces or poorly designed
regulatory structure were imposed on only the highly regulated electricity industry.

These are:

s Substitution of low carbon electricity for petroleum in the transportation sector,
and

¢ Substitution of natural gas fueled, locally generated electricity for grid supplied
electricity where apparent net Ghg emissions reductions can be achieved relative
to grid supplied electricity.

Clearly both of these technology options could potentially reduce the total California Ghg
emissions inventory. Unfortunately, they do not fit into the criteria referenced above.
Furthermore, the incremental effects of unintended market drivers may not match
longterm goals for California.

As for which of the items on the MAC list that are of lesser applicability, SMUD notes
that they all are seemingly of interest for a cap and trade program scope as expansive as
that envisaged by some on the MAC. However, for a scope within the bounds of this
regulatory arena, some items, for instance listed item ‘g.’, assistance to displaced
workers, may be beyond the reach of this effort.

3.2  Basic Options

2. Broadly speaking, should emission allowances be auctioned or allocated
administratively, or some combination?

SMUD believes that for the highly regulated electric utility industry greenhouse gas
emission allowances should be administratively allocated to the rate setting authority of
retail service providers, As the options grow and grow for all of the things that revenue
generated from monetized value of allowances could be used for, the more it is obvious
that the value should be vested with those authorities that carry fiduciary responsibility
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for setting the rates that the affected consumers must pay to generate those monetized
values. While it is possible in theory to monetize the allowance value through an auction
and then vest those monies back to the rate setting authority for the protection of the
consumer, the process so created at least adds inefficiency, and at its worst exposes the
consumer’s money to an untried market mechanism - an exposure that the electricity
consumers of California are loath to re-experience.

SMUD does recognize the need for Retail Providers to sell and purchase allowances at
various times. These transactions are necessary regardless of whether the allowances are
administratively allocated or auctioned. A system similar to the oasis system used for
transmission access should be developed to allow for secondary trades between Retail
Providers.

3. If you recommend partial auctioning, which proportion should be auctioned?
Should the percentage of auctioning change over time? If so, what factors
should be used to design the transition toward more auctioning?

As stated above, SMUD does not advise development of an allowance auction. Also it is
clear that the overwhelming majority of Ghg emissions reductions from the electric utility
industry will come from regulatory bounds already in place to decrease consumer
demand for energy and to increase the quantities of renewable energy used by generators.
However, should the California Air Resources Board adopt an overall Ghg program that
includes an auction, SMUD recommends that the auction begin as a very small portion of
the overall allocation amount. Two or three percent of the total electricity sector
allowance allocation available in year one would be sufficient to *“try out” an auction
scheme. The approximately two million tonnes of allowances available through auction
in that first year monetized at an as yet undetermined price variously estimated at $10 per
tonne, $50 per tonne or more would yield sufficient potential reductions to begin a
market while limiting the expense to California electricity consumers. Recall that the
expenses would come on top of Retail Providers' commitments to renewable energy and
demand side reductions.

Over time and if the auction is functioning efficiently, the percentage of allocations
purchased through the auction could be increased. The allowances available through the
auction should be limited to a maximum of those allowances that could be needed to be
exchanged to effect the Ghg emission reductions expected from the electricity sector.

SMUD notes that to the extent that auction proceeds are not returned to the consumer (as
we suggest through the rate setting authorities), the cost of the allocations simply become
a cost adder to utilities that then become additional ratepayer costs.

4, How should new market entrants, such as energy service providers,
community choice aggregators, or (deliverer/first seller system only) new
importers, obtain emission allowances, i.e., through auctioning,
administrative allocation, or some combination?

A means of updating prior allocated amounts to reflect changes needs to be incorporated.
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Such updating should provide for new entrants as well as demographic shifts and
progress in reducing Ghg emissions. The updating method should preserve stability for
investors while rewarding good progress towards a low carbon future. Updating the
allocations should occur no less than each compliance period.

5. What are the important policy considerations in the design of an auction?

One of the most important questions is how the proceeds from the auction will be spent.
SMUD recommends that these proceeds be returned to the rate setting authority of the
Retail Providers (e.g., the public Boards for publicly owned utilities) to be used to reduce
the costs faced by ratepayers. The rate setting authority is in the best decision making
position to understand all of the rate increasing demands to be borne by the retail
customer in meeting Ghg reduction requirements, and to balance resources to meet them.

A second important policy consideration is avoiding unintended impacts on the electric
market and ratepayer costs. To address these issues, SMUD recommends that any
auction begin with a small percentage of the allowance market to allow the market to
develop and function without the potential for large impacts to any market participant or
retail service provider. Let the market work out its kinks prior to moving into a larger
auction.

Finally, the allowance auction should not be a money making opportunity for those who
do not need the allowances as these would indeed be “windfall” profits. The auction
should be limited to those entities that need the allowances. Trading among those who
need the allowances after the initial auction will be necessary and should be available to
all participants needing allowances. Nonetheless, the auction itself should not be a
speculative or profit generating activity. Experience with newly devised energy markets
in California have shown that the costs of speculation and profit taken for unproductive
reasons will be born by the ratepayers.

6. How often should emission allowances be auctioned? How does the timing
and frequency of auctions relate to the determination of a mandatory
compliance period, if at all?

Auction schemes which could promote liquidity and stability for investors have been
suggested in Federal legislation. One such scheme which might be considered would (in
conjunction with a three or four year compliance period) offer a significant portion of the
allowances to be auctioned (maybe half) well in advance of their need, say three or four
years before the allowance validity year with the balance offered in the compliance year.
Multiple auctions held periodically through any year, quarterly for instance, would add to
public scrutiny of the process and perhaps enhance confidence.

7. How should market power concerns be addressed in auction design? If
emission allowances are auctioned, how would the administrators of such a
program ensure that all market participants are participating in the
program and acting in good faith?

To address these and other concerns SMUD recommends that the auction portion of the
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allocations be limited in the initial years to a small percentage of the overall allocations.
By limiting the amount of allocations that are auctioned, the system can address potential
concerns such as market power and windfall profits without threatening the entire
program. An implementation period that only expands the auction portion of the
allocations as the market develops and functions properly has the ability to avoid some of
the problems experienced with the market function under AB 1890.

As a publicly owned entity, SMUD is comfortable working in the light of public
disclosure. We believe it allows more and better ideas to be brought forward as well as
increasing public confidence. Because of this, it is important that regardless of whether
allowances are auctioned or administratively allocated, the owner of each allowance, the
record of every allowance change of ownership and any price paid should be public
record along with any promise of use for such allowance, if not for use by the registered
owner at the point of regulation.

8. What criteria should be used to designate the types of expenditures that
could be made with auction revenues (including use to reduce end user
rates), and the distribution of money within those categories?

The auction revenues should be returned to the rate setting authority of the Retail
Provider for use at their discretion in minimizing cost to consumers for the total response
needed to fight global warming. Because each Retail Provider is in a different situation
regarding current carbon content, magnitude of change needed for demand reduction, for
owned assets or contracted assets to comply with the major carbon reduction regulations
already imposed, and to meet needed changes yet unforeseen, each rate setting authority
is in best position to determine the best use of these auction revenues. This program
could be similar to the program used to select appropriate uses for public goods funds.

A note of caution should be considered regarding auctions. Use of auction revenue may

be directed to relieve of the cost of compliance from regulatory driven reduction

programs (e.g., efficiency technology research and development, demand side

management incentives, carbon capture and storage research and development, etc.)

However, at least for the first several compliance rounds, perhaps a decade, the cost of i
carbon as revealed by the markets will likely have substantial and unpredictable M
volatility. High quality programs cannot be effectively based on a volatile funding H
stream.

9. What type of administrative structure should be used for the auction?
Should the auction be run by the State or some other independent entity,
such as the nonprofit organization being established by the Regional
Greenhouse Gas Initiative?

If an auction is used it should be a statewide auction. The auction should allow for a ‘
secondary market for bilateral or "oasis" type trades between Retail Providers.

3.4  Electricity Sector

a. Grandfathering: '"A method by which emission allowances are

N¥7484.1 8



10.

freely distributed to entities covered under an emissions trading

program based on historic emissions." (MAC report, p. 93.)

b. Benchmarking: "An allowance or allocation method in which
allowances are distributed by setting a level of permitted emissions
per unit of input or output' (e.g., fuel used or sales to customers
(pounds (Ibs)/megawatt-hour or Ibs/million British thermal units
(MMBtu)). (MAC report, p. 90.)

c. Updating: "A form of allowance allocation in which
allocations are reviewed and changed over time and/or awarded on
the basis of changing circumstances (such as output) rather than
historical data (such as emissions, input or output). For example,
allowances might be distributed based on megawatt-hours generated
or tons of a product manufactured." (MAC report, p. 96.)

d. Others: Such as population (Ibs of carbon dioxide
(CO;/customer or Ibs CO;/capita) or cost of compliance (based on
retall provide supply curves of emission reduction measures, or a

comparable metric.

If some or all allowances are allocated administratively, which of the above
method or methods should be used for the initial allocations? If you prefer
an option other than one of those listed above, describe your preferred
method in detail. In addition to your recommendation, comment on the pros
and cons of each method listed above, especially regarding the impact on
market performance, prices, costs to customers, distributional consequences,
and effect on new entrants,

SMUD has held the carbon content of its generation to approximately its 1990 level
despite significant load growth. SMUD ratepayers have paid for the investments that
made this achievement possible. Nonetheless, SMUD recognizes the need to craft a
carbon reduction solution that works for the entire state. Therefore, SMUD proposes an
administrative allocation that recognizes the real costs faced by high carbon Retail
Providers through initial allocations based on historic emission rates (i.c.,
grandfathering). But, to avoid penalizing entities like SMUD that have expended
considerable funds to achieve a relatively low carbon footprint, the administrative
allocation should transition to a form of updated benchmarking by 2020. The short
transition time is necessary to recognize early actors. Under this balanced approach, the
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allowances should be allocated to Retail Providers based upon a combination of need i.e.
current carbon burden identified as “grandfathering” above and the percent of electrical
energy they serve in California, “electricity share,” a form of updated benchmarking.
This system creates a balance between the burden faced by high carbon entities with
significant need to reduce the carbon content of their generation and recognition of those
whose carbon content is lower so as not to punish low carbon leaders. The system should
follow a smooth transition over the time period between 2012 and 2020 from an initial
focus on reducing the increased cost of regulatory compliance due to high emissions
assets, to a focus on allocation based upon electricity share so as to recognize the efforts
of early carbon reductions. Thus, except to the extent that a minimal auction is
warranted, allowances should be allocated to retail service providers at the outset in
proportion to the Ghg quantity represented in their retail electricity and shifting smoothly
to allocation by 2020 based upon the retail provider’s California retail sales electricity
share.

SMUD has considered potential advantages offered by allacation based upon per capita
consumption of electricity, but believe that the complexities needed to accommodate
widely divergent climactic regions across California would be too great a challenge.

The above scheme encourages early reductions in high carbon resources, rewards early
leaders and provides an early advantage to high carbon entities that need to make the
most significant reductions. Furthermore, while a system based on benchmarking may
appear to reduce incentives for energy efficiency, any marginal effects on energy
efficiency should be clearly outweighed by the lower overall cost of carbon reduction
achieved by energy efficiency measures.

11.  Should the methed for allocating emission allowances remain consistent from
one year to the next, or should it change as the program is implemented?

As stated above, the system should be updated with due regard for stability of investor
interests and reward for early action.

12. If new market entrants receive emission allowance allocations, how would
the proper level of allocations be determined for them?

By placing the point of regulation at the provider of retail electricity, the number of new
entrants is reduced and stability and predictability are greatly enhanced. The updating
allowance allocation recommended above would accommodate new retail service
providers at each compliance period.

13.  If emission allowances are allocated based on load/sales, population, or other
factors that change over time, how often should the allowance allocations be
updated?

As indicated in answers above, the allowance allocations should be updated annually to
reflect load growth and new entrants.
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14. If emission allowances are allocated based on historical emissions
(""grandfathering'’) or benchmarking, what base year(s) should be used as
the basis for those allocations?

Because SMUD’s Ghg emissions have remained relatively constant when averaged over
the last decade and a half, we are somewhat indifferent to the time of setting the
benchmark. However, as is public record for SMUD through our entity-wide emissions
disclosures, and for the electricity sector in California as a whole, considerable variation
in year to year emissions of Ghg are the norm. This is easily correlated with variations in
hydro-based resources, but likely has other common modes as well. For this reason
multiple years of emissions need to be considered in setting a baseline. Three or four
years of consecutive data would provide a minimum baseline period.

Furthermore, the compliance period for the renewable portfolio standard (RPS} is going
into place at the same time as these Ghg requirements. The base years should be selected
carefully to ensure early RPS compliant entities are not punished for meeting RPS
requirements in advance of the deadline.

15. If emission allowances are allocated based initially on historical emissions
(""grandfathering''), should the importance of historical emissions in the
calculation of allowances be reduced in subsequent years as providers
respond to the need to reduce GHGs? If so, how should this be
accomplished? By 2020, should all allocations be independent of pre-2012
historical emissions?

SMUD’s response to this issue is contained in the response to question 10 above.

16,  Should a two-track system be created, with different emission allowances for
deliverers/first sellers or retail providers with legacy coal-fueled power
plants or legacy coal contracts? What are the factors and trade-offs in
making this decision? How would the two tracks be determined, e.g., using
an historical system emissions factor as the cut-off? How should the
allocations differ between the tracks, both initially and over time? What
would be the market impact and cost consequences to consumers if a two-
track method were used?

Providing the holders of legacy coal projects or contracts with different allowances would
be an attempt to recognize the inherent costs upon these utilities of transitioning their
generation resources from coal to another generation source that could very well be
higher cost energy than their current contracts. Nonetheless, allowances have value that
could become a windfall profit if not managed properly. Therefore, any system
providing these allowances to entities holding these legacy contracts should be designed
so that these allowances do not become an area of profit, sending a mgnal to industry that
those with the highest exposure will be rewarded.
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17. If emission allowances are allocated administratively to retail providers,
would other adjustments be made to reflect a retail provider's unique
circumstances? Comment on the following examples, and add others as
appropriate:

a. Climate zone weighting to account for higher energy use by
customers in inclement climates, and

b. Increased emission allowances if there is a greater-than-average
proportion of economically disadvantaged customers in a retail
provider's area.

SMUD believes that the complexities in adjusting allocation schemes to accommodate
the two listed concerns are beyond the reasonable expectation for this rulemaking.
However, by vesting allocation of allowances with rate setting authorities who regularly
balarice these issues and more as they pertain to customers in their service territory, these
concerns will be balanced as appropriate for all of California.

18.  Should differing levels of regulatory mandates among retail providers (e.g.,
for renewable portfolio standards, energy efficiency investment, etc.) be
taken into account in determining entity-specific emission allowance
allocations going forward? For example, should emission allowance
allocations be adjusted for retail providers with high historical investments
in energy efficiency or renewables due to regulatory mandates? If those
differential mandates persist in the future, should they continue to affect
emission allowance allocations?

Differences in initial utility conditions should be afforded in setting the cap(s), not in the
allocation schemes. Any adjustments in allocation of allowances based upon RPS and
energy efficiency investments should be made upon the actual amount of energy
efficiency or renewable energy investments achieved by a retail service provider not on
regulatory mandates. Just because an entity has a reguiatory mandate does not mean that
entity has achieved all of the goals set by the regulatory mandate. Similarly, just because
an entity does not have a regulatory mandate does not mean the entity is not committed
and has not expended substantial funds for energy efficiency, renewable energy sources
or research and development for low carbon resources. Therefore, if differing levels of
investments in low carbon strategies are to be considered, they shouid be based upon
goals achieved not mandates.

Despite SMUD's concerns, should the CPUC and CEC decide to take regulatory
mandates into account, they need to treat common publicly owned utility (POU) board
actions like regulatory mandates. Common POU board actions include adopted budgets
with specific energy efficiency goals, board resolutions, and strategic directives to name a
few-examples.
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19.  How often should the allowance allocation process occur? How far in
advance of the compliance period.

The allowance allocation process should be set on an annual basis even with longer
compliance periods. To the extent that unpredictable changes to allocations could occur,
those changes should be set with due regard for confidence in the process and stability of
funding. In any case, at least prior to the beginning of the compliance year to allow
entities to plan for the following year.

20.  What are the distributional consequences of your recommended emission
allowance allocation approach? For example, how would your method affect
customers of retail providers with widely differing average emission rates?
Or differing rates of population growth?

Administrative allocation of all allowances to the Retail Provider, the recommended point
of regulation, will best preserve ability of the highly regulated electricity industry to
maximize balancing opportunities as needed. By beginning the allocation process with a
focus on historical emissions, the impact to ratepayers served by high carbon retail
service providers will have some relief.

The ratepayers from high carbon retail service providers will be facing the highest
potential immediate costs for carbon reduction. Nonetheless, ratepayers of lower carbon
retail service providers have in some instances already paid for low carbon resources.
For example, SMUD has expended considerable funds to encourage energy efficiency
improvements for its ratepayers. Furthermore, those same ratepayers have paid for the
development of early utility scale solar, investments in hydrogen fueling station and
advancements in hydrogen vehicles, and higher cost gas fired generation in comparison
to coal. Therefore, these comparisons of ratepayer costs when focused only on the
current situation fail to fully recognize the costs already included in rates of some retail
service providers to support existing low carbon strategies. These costs are just as real as
the current costs faced by the ratepayers of high carbon retail service providers.
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2l.  Would a deliver/first seller point of regulation necessitate auctioning of
emission allowances to the deliverers/first sellers?

SMUD believes that it would, and to considerable total of all the allowances. The great
risk in initiating such a scheme is yet another reason to refrain from the First Seller
model.

22.  Are there interstate commerce concerns if auction proceeds are obtain from
all deliverers/first sellers and spent solely for the benefit of California _
ratepayers? IF there are legal considerations, include a detailed analysis and y
appropriate legal citations. '

SMUD has no comment.
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23.  If you believe 100 % auctioning to deliverers/first sellers is not required,
explain how emission allowances wouild be allocated to deliverers/first sellers.
In doing so, answer the following:

a. How would the amount of emission allowances given to
deliverers/first sellers be determined during any particular
compliance period?

b. How would importers that are marketers be treated, e.g.,
would they receive emission allowance allocations or be required to
purchase alil their needed emission allowances through auctions? If
allocated, using what method?

c. How would electric service providers be treated?

d. How would new deliverers/first sellers obtain emission
allowances?

e. Would zero-carbon generators receive emission allowance
allocations?

f. What would be the impact on market performance, prices, and
costs to consumers of allocating emission allowances to deliverers/first
sellers?

g What would be the likelihood of windfall profits if some or all
emission allowances are allocated to deliverers/first sellers?

h. How could such a system prevent windfall profits?

SMUD recommends against further consideration of the First Seller model. It is unviable
in several dimensions as California’s response to AB 32. Proceeding with load-based
point of regulation obviates the need to consider the many complexities presented by this
question.

24.  With a deliverer/first seller point of regulation, should administrative
allocations of emission allowances be made to retail providers for subsequent
auctioning to deliverers/first sellers? If so, using what allocation method?
Refer to your answers in Section 3.4.1, as appropriate.

SMUD supports putting the retail service provider as the point of regulation. These types
of concerns present the difficulties of using a first seller system. If the regulations adopt
a first seller system, the real focus needs to be on the auction revenues and using those
revenues to reduce the cost impacts to ratepayers. The auction revenues need to be
provided to the retail service providers to offset some of the costs on ratepayers of
compliance with the new regulations.

E47484.) 14




25.  If you recommend allocation of emission allowances to retail providers
followed by an auction to deliverers/first sellers, how would such an auction
be administered? What kinds of issues would such a system raise? What
would be the impact on market performance, prices, and costs to customers? l

SMUD has no comment.

26. Answer each of the questions in Section 3.4.1, except Q16, but for the natural
‘gas sector and with reference to natural gas distribution companies (investor
- or publicly-owned), interstate pipeline companies, or natural gas storage
companies as appropriate. Explain if your answer differs among these types
of natural gas entities. Explain any differences between your answers for the
electricity sector and the natural gas sector.

SMUD only supplies natural gas to some of its owned electrical generation assets. It is
SMUD’s position that its natural gas transmission facilities would therefore, only be
subject to regulation as a part of the electric utility sector in regards AB 32. This
approach would avoid double counting the emissions from SMUD's gas transmission and
distribution system.

27.  Are there any other factors unique to the natural gas sector that have not
been captured in the questions above? If so, describe the issues and your
recommendations.

As noted in our answer to question 1, allowance allocation process needs to consider the
potential for changing consumer use of energy supplies for their needs. Of interest
regarding natural gas and electricity changes is the potential for development of onsite
generation of electricity that displaces grid supplied electricity.

28.  Considering your responses above, summarize your primary
recommendations for how the State should deslgn a system whereby
electricity and natural gas entities obtain emission allowances if a cap and
trade system is adopted. n

SMUD has in our answers above recommended a fair and reasonable approach to

allowance allocation as pertains to the electric service industry. In summary, SMUD

advocates for the Retail Provider as the point of regulation. Allowances should be

administratively allocated beginning initially in 2012 based on grandfathered emissions

(100 percent) with a short transition to updated benchmarking (100 percent) by 2020.

Allowances should be provided annually and updated annually to allow for load growth,

new entrants and other changes. The compliance period should be a three or four year

period. A secondary market for trading allowances must be established to allow bilateral _
trades among Retail Providers and could follow a system similar to the Oasis system used ‘
for transmission. Early action credit should be reflected in the cap set for each Retail

Provider and should be phased in over the 2012 to 2020 timeframe.

SMUD does not recommend using an auction, but if one is used it should begin initially
with a very small (2 to 3 percent) portion of the market and phase in only after the
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auction has proved successful. Auction proceeds should be returned to the Retail
Providers for use in minimizing the costs in fighting global warming. Only Retail
Providers should be allowed to participate in the auction to avoid creating a pure profit
opportunity since those profits are simply additional costs to the ratepayers. Any auction
should occur multiple times during a year with the results public. Any auction should be
statewide with the ability to transition to a regional or national system.

Dated: October 31, 2007 Respectfully submitted,

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

=Lr i



CERTIFICATE OF SERVICE
[ hereby certify that I have this day served a copy of the attached:
SACRAMENTO MUNICIPAL UTILITY DISTRICT'S COMMENTS ON THE
ALLOWANCE ALLOCATION ISSUES

on all known parties to R. 06-04-009 and CEC Docket No. 07-OIIP-01 by transmitting an
e-mail message with the document attached to each party named in the official service
list. Iserved a copy of the document on those without e-mail addresses by mailing the
document by first-class mail addressed as follows:

See attached service list

Executed this 3 1st day of October 2007, at Sacramento, California.

Lois Navarrot

BB74R4. | 1 7

T



Service List R. 06-04-009, updated October 29, 2007

cadams @covantaenergy.com; steven.schleimer@barclayscapital.com;

steven.huhman @ morganstanley.com; rick_noger@praxair.com;

keith.mccrea@sablaw.com; ajkatz@mwe.com; ckrupka@mwe.com;

lisa.decker@constellation.com; cswoollums @midamerican.com;

kevin.boudreaux @calpine.com; trdill@westernhubs.com; ej_wright@oxy.com;
pseby @ mckennalong.com; todil @mckennalong.com; steve.koerner @elpaso.com;
jenine.schenk @apses.com; jbw @slwplc.com; kelly.barr@srpnet.com;
mmtaylor@sipnet.com; smichel @westemresources.org; roger.montgomery @swgas.com;
ron.deaton @ ladwp.com; snewsom@semprautilities.com; dhuard @manatt.com;
curtis.kebler@gs.com; dehling@klng.com; gregory.koiser @constellation.com;
npedersen @hanmor.com; mmazur@ 3phasesRenewables.com; tiffany.rau @bp.com;
klatt@energyattorney.com; rhelgeson@scppa.org; douglass@energyattorney.com;
pssed @adelphia.net; akbar. jazayeri @sce.com; annette.gilliam @sce.com;
cathy.karlstad @sce.com; Laura.Genao@sce.com; rkmoore @ gswater.com;

dwood8 @cox.net; amsmith@sempra.com; atrial @ sempra.com;

apak @ sempraglobal.com; dhecht @sempratrading.com; daking@sempra.com;
svongdeuane @semprasolutions.com; troberts @sempra.com,

liddell @energyattorney.com; marcie.milner@shell.com;

rwinthrop @pilotpowergroup.com; tdarton @ pilotpowergroup.com;

Ischavrien @semprautilities.com; GloriaB @anzaelectric.org;

llund @commerceenergy.com; thunt @cecmail.org; jeanne.sole @sfgov.org;
john.hughes @sce.com; llorenz @semprautilities.com; marcel @turn.org;

nsuetake @turn.org; dil@cpuc.ca.gov; fjs@cpuc.ca.gov; achang@nrdc.org; rsa@a-
klaw.com; ek @a-klaw.com; kgrenfell @nrdc.org; mpa@a-klaw.com; sls @a-klaw.com;
bill.chen @constellation.com; bkc7 @pge.com; epoole @adplaw.com;

agrimaldi @mckennalong.com; bcragg @ goodinmacbride.com; jsqueri @ gmssr.com,;
jarmstrong @ goodinmacbride.com; kbowen @ winston.com; Icottle@winston.com;
sbeatty @ cwclaw.com; vprabhakaran @ goodinmacbride.com; jkarp@winston.com;
jeffgray@dwt.com; cjw5 @pge.com; ssmyers @att.net; lars@resource-solutions.org;
alho@pge.com; aweller@sel.com; jchamberlin @strategicenergy.com;

beth@beth4 | 1.com; kerry.hattevik @ mirant.com; kowalewskia@ calpine.com;
wbooth @booth-law.com; hoemer@ redefiningprogress.org; janill.richards@doj.ca.gov;
cchen @ucsusa.org; gmorris @emf.net; tomb®@crossborderenergy.com;

bmec @mcecarthylaw.com; sberlin @mccarthylaw.com; anginc@ goldrush.com;
joyw@mid.org; jjensen @kirkwood.com; mary.lynch@constellation.com; Irdevanna-
rf@cleanenergysystems.com; abb@eslawfirm.com; mclaughlin@braunlegal.com;
glw @eslawfirm.com; Luckhardt, Jane; jdh @estawfirm.com;

vwelch @environmentaldefense.org; www @eslawfirm.com; westgas @aol.com;
scohn@smud.org; atrowbridge @daycartermurphy.com; dansvec @hdo.net;

notice @psrec.coop; deb@a-klaw.com; cynthia.schultz @ pacificorp.com;

kyle.l.davis @pacificorp.com; ryan.flynn @pacificorp.com; carter@ieta.org;
jason.dubchak @niskags.com; bjones @mjbradley.com;

kcolburn @symbioticstrategies.com; rapcowart @aol.com; Kathryn. Wig@nrgenergy.com;
sasteriadis@apx.com; george.hopley@barcap.com; ez@pointcarbon.com;

RET484.1 18




burtraw @rff.org; vb @pointcarbon.com; kyle_boudreaux @fpl.com;

andrew.bradford @constellation.com; gbarch@knowledgeinenergy.com;

ralph.dennis @constellation.com; smindel @knowledgeinenergy.com; brabe @umich.edu;
bpotts @foley.com; james.keating @bp.com; jimross @r-c-s-inc.com,;

tcarlson @reliant.com; ghinners @reliant.com; zaiontj @bp.com; julie.martin@bp.com;
fiji.george @elpaso.com; echiang@elementmarkets.com; nenbar @energy-insights.com;
nlenssen@energy-insights.com; bbaker@summitblue.com;,

william.tomlinson @elpaso.com; kjsimonsen @ems-ca.com; Sandra.ely@state.nm.us;
bmcquown @reliant.com; dbrooks @nevp.com; anita.hart @swgas.com;

randy.sable @swgas.com; bill.schrand @swgas.com; jj.prucnal @ swgas.com;
sandra.carolina@swgas.com; ckmitchell ] @sbcglobal.net; chilen@sppc.com;
emello@sppc.com; tdillard @sierrapacific.com; dsoyars @sppc.com;

fluchetti @ndep.nv.gov; leilani.johnson@ladwp.com; Lormraine.Paskett@ladwp.com;
randy.howard @ladwp.com; robert.pettinato@ladwp.com; HYao@SempraUtilities.com;
rprince@semprautilities.com; rkeen@ manatt.com; nwhang @manatt.com;

piazayeri @stroock.com; derek @climateregistry.org; david@nemtzow.com,
harveyederpspc.org @hotmail.com; vitaly.lee@aes.com; sendo@ci.pasadena.ca.us;

slins @ci.glendale.ca.us; THAMILTON5S@CHARTER.NET; bjeider@ci.burbank.ca.us;
rmorillo @ci.burbank.ca.us; roger.pelote @williams.com;

aimee.barnes @ecosecurities.com; case.admin@sce.com; tim.hemig@nrgenergy.com;
bjl@bry.com; aldyn.hoekstra@paceglobal.com; ygross @sempraglobal.com;

jlaun @apogee.net; kmkiener @fox.net; scottanders @sandiego.edu;

jkloberdanz @semprautilities.com; andrew.mcallister@energycenter.org;

jack.burke @energycenter.org; jennifer.porter @energycenter.org;

sephra.ninow @energycenter.org; jleslie@luce.com; ofoote @ hkcf-law.com;
ekgrubaugh@iid.com; pepper@cleanpowermarkets.com; gsmith@adamsbroadwell.com;
mdjoseph @adamsbroadwell.com; diane_fellman @ fpl.com; hayley @turn.org;

mflorio @turn.org; Dan.adler@calcef.org; mhyams @sfwater.org; tburke @sfwater.org;
norman.furuta@navy.mil; amber@ethree.com; annabelle.malins @fco.gov.uk;
dwang@nrdc.org; filings @a-klaw.com; nes@a-klaw.com; obystrom@cera.com;
sdhilton @stoel.com; scarter@nrdc.org; abonds @thelen.com; cbaskette@enemoc.com;
colin.petheram @att.com; jwmctarnaghan @duanemorris.com; kfox @ wsgr.com;
kkhoja@thelenreid.com; pvallen @thelen.com; spauker@wsgr.com;

rreinhard @mofo.com; cem@newsdata.com; hgolub @nixonpeabody.com;
jscancarelli@flk.com; jwiedman @ goodinmacbride.com; mmattes @nossaman.com;
jen@cnt.org; lisa_weinzimer@platts.com; steven @moss.net; sellis@fypower.org;
amo@recurrentenergy.com; ELL5@pge.com; gx12@pge.com; jxa2 @pge.com;

JDF1 @PGE.COM; RHHJ @pge.com; sscb@pge.com; svs6@pge.com; S1L7@pge.com;
vjw3 @pge.com,; karla.dailey@cityofpaloalto.org; farrokh.albuyeh @ oati.net;

dtibbs @aes4u.com; jhahn @covantaenergy.com; andy.vanhorn @vhcenergy.com;
Joe.paul@dynegy.com; info@calseia.org; gblue@enxco.com; sbeserra@sbcglobal.net;
monica,schwebs @bingham.com; phanschen@mofo.com; josephhenri @ hotmail.com;
pthompson @ summitblue.com; dietrichlaw2 @earthlink.net; Betty.Seto@kema.com;
JerryL @abag.ca.gov; jody_london_consulting @earthlink.net; steve @schiller.com;
mrw @mrwassoc.com; rschmidt@bartlewells.com; adamb@greenlining.org;
clyde.murley @comcast.net; brenda.lemay@horizonwind.com;

AHI4RA L ].9

ARETERMFR e

ki



carla.peterman@gmail.com; elvine @1bl.gov; rhwiser@lbl.gov; C_Marnay @ lbl .gov;
philm@scdenergy.com; rita@ritanortonconsulting.com;

cpechman @powereconomics.com; emahlon @ecoact.org; richards@mid.org;

rogerv @mid.org; fwmenier@tid.org; brbarkovich @earth]ink net;
johnrreddmg@earthlmk net; clark.bernier@rlw.com; rmccann @umich.edu;
cmkehrein@ems-ca.com; e-recipient@caiso.com; grosenblum @caiso.com; rsmutny-
jones@caiso.com; saeed.farrokhpay @ferc.gov; david@branchcomb.com;
kenneth.swain @navigantconsulting.com; kdusel @navigantconsulting.com;
gpickering@navigantconsulting.com; lpark @navigantconsulting.com;

davidreynolds @ncpa.com; scott.tomashefsky@ncpa.com; ewolfe @resero.com;
Audra.Hartmann @ Dynegy.com; Bob.lucas @calobby.com; curt.barry @iwpnews.com;
danskopec @gmail.com; dseperas@calpine.com; dave @ppallc.com;

dkk @eslawfirm.com; wynne @braunlegal.com; kgough@calpine.com;
kellie.smith@sen.ca.gov; kdw @ woodruff-expert-services.com; mwaugh@arb.ca.gov;
pbarthol @energy.state.ca.us; pstoner@lgc.org; rachel @ceert.org; wtasat@arb.ca.gov;
steven@iepa.com; etiedemann @kmtg.com; ltenhope @energy.state.ca.us;

bushinskyj @pewclimate.org; Imh@eslawfirm.com; obartho@smud.org;

bbeebe @smud.org; bpurewal @ water.ca.gov; dmacmll @ water.ca.gov; kmills@cfbf.com;

karen@klindh.com; ehadley @reupower.com; Denise_Hill @transalta.com; sas@a-
kiaw.com; egw @a-klaw.com; akelly@climatetrust.org; alan.comnes @nrgenergy.com;
kyle.silon@ecosecurities.com; californiadockets @ pacificorp.com;

Philip.H.Carver @state.or.us; samuel.r.sadler@state.or.us; lisa.c.schwartz@state.or.us;
cbreidenich @yahoo.com; dws @r-c-s-inc.com; jesus.arredondo@nrgenergy.com;
charlie.blair@delta-ee.com; karen.mcdonald @powerex.com;

clarence.binninger @doj.ca.gov; david.zonana@doj.ca.gov; agc@cpuc.ca.gov,
aeg@cpuc.ca.gov; bim@cpuc.ca.gov; cfl @cpuc.ca.gov; cft@cpuc.ca.gov;
tam@cpuc.ca.gov; dsh@cpuc.ca.gov; edm@cpuc.ca.gov; cpe@cpuc.ca.gov;
hym@cpuc.ca.gov; hs1 @cpuc.ca.gov; jm3 @cpuc.ca.gov; jnm@cpuc.ca.gov;
jbf@cpuc.ca.gov; jk1 @cpuc.ca.gov; jst@cpuc.ca.gov; jtp@cpuc.ca.gov;
jol@cpuc.ca.gov; jci @cpuc.ca.gov; jf2@cpuc.ca.gov; krd@cpuc.ca.gov;

Irm @cpuc.ca.gov; Itt@cpuc.ca.gov; mjd @cpuc.ca.gov; ner@cpuc.ca.gov;

pw 1 @cpuc.ca.gov; psp@cpuc.ca.gov; pzs @cpuc.ca.gov; rmm@cpuc.ca.gov;
ram@cpuc.ca.gov; smk@cpuc.ca.gov; sgm@cpuc.ca.gov; svh@cpuc.ca.gov;
scr@cpuc.ca.gov; tcx @cpuc.ca.gov; ken.alex @doj.ca.gov; ken.alex @doj.ca.gov;
bdicapo@caiso.com; jsanders @caiso.com; jgill@caiso.com; ppettingill @caiso.com;

mscheibl @arb.ca.gov; epowers @arb.ca.gov; jdoll@arb.ca.gov; pburmich@arb.ca.gov;

bblevins @energy.state.ca.us; dmetz @energy.state.ca.us; deborah.slon@doj.ca.gov;
dks @cpuc.ca.gov; kgriffin@ energy.state.ca.us; ldecarlo @energy.state.ca.us;
mpryor @energy.state.ca.us; mgarcia@arb.ca.gov; pduvair@energy.state.ca.us;
wsm@cpuc.ca.gov; hurlock @water.ca.gov; hcronin @water.ca.gov

BALDASSARO DI CAPO

California Independent System Operator
151 BLUE RAVINE ROAD

FOLSOM, CA 95630

RBT484.1 ' 20

CHEST L FREES

D



MATTHEW MOST

EDISON MISSION MARKETING & TRADING, INC
160 FEDERAL STREET

BOSTON, MA 02110-1776

THOMAS MCCABE

EDISON MISSION ENERGY

18101 VON KARMAN AVE, SUITE 1700
IRVINE, CA 92612 '

MODESTO IRRIGATION DISTRICT
1231 | I'TH STREET
MODESTO, CA 95354

KAREN EDSON
151 BLUE RAVINE ROAD
FOLSOM, CA 95630

MARY MCDONALD

DIRECTOR OF STATE AFFAIRS

CALIFORNIA INDEPENDENT SYSTEM OPERATOR
CAISO

151 BLUE RAVINE ROAD

FOLSOM, CA 95630

CPUC Assigned Commissioner and ALJs

Michael R. Peevey, Assigned Commissioner
California Public Utilities Commission

505 Van Ness Avenue

San Francisco, CA 94102

Charlotte F. Terkeurst, ALJ

California Public Utilities Commission
505 Van Ness Avenue

San Francisco, CA 94102

Jonathan Lakritz, ALJ

California Public Utilities Commission
505 Van Ness Avenue

San Francisco, CA 94102

8874341 21



CEC

California Energy Commission
Docket Office, MS-4

Re: Docket No. 07-OlIP-01
1516 Ninth Street

Sacramento, CA 95814-5512

8874841

22




