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I. 	 INTRODUCTION 

Pursuant to the October 15,2007 ruling of Administrative Law Judges Charlotte F. TerKeust 

and Jonathan Lakritz, Morgan Stanley Capital Group Inc. ("MSCG) respectfully submits its reply 

comments on issues related to the distribution of greenhouse gas ("GHG) emission allowances.' 

11. 	 REPLY COMMENTS 

In these reply comments, MSCG responds to certain comments that address the 

Commission's questions on issues related to the distribution of GHG emission allowances. The 

State should read MSCG's reply comments in conjunction with its initial comments, which lay out 

its overall position on allowance allocation. 

A. 	 Regularlv-Scheduled, O ~ e n  Auctions Would Foster Market Liquiditv 

1. 	 Pac@Corp, LADWP, and SCPPA inaccurately equate broad market 
participation in GHG allowance auctions with market manipulation 

MSCG disagrees strongly with PacifiCorp's suggestion that California limit who it allows to 

participate in allowance auctions to address alleged adverse consequences that might arise with 

' Administrative Law Judge's Ruling Requesting Comments and Noticing Workshop on Allowance Allocation Issues, 
Order Instituting Rulemaking to Implement the Commission's Procurement Incentive Framework and to Examine the 
Integration of Greenhouse Gas Emissions Standard into Procurement Policies (Docket No. R.06-04-009)(issued Oct. 
10,2007). 




"nongenerators bidding to acquire all~wances."~ PacifiCorp's recommendation is premised on its 

false assumption that, unless auction participation is limited, "[fjinancial speculators could 

participate, hoping to acquire allowances cheaply and sell them to companies that need them to 

operate at a higher price."3 PacifiCorp's meritless theory that increased auction participation will 

result in unlawful manipulation warrants no consideration by California. 

PacifiCorp inaccurately equates broad market participation with "market manipulation." As 

MSCG pointed out in reply to an identical claim made by CalEnergy earlier in this proceeding, this 

is a significant conclusion unaccompanied by any supporting data. Moreover, PacifiCorp does not 

demonstrate how limiting auction participation to current first-sellers, California generators, or 

entities that can show that they will be a first-seller, would eliminate the potential for speculation or 

market manipulation. Instead, if California adopted PacifiCorp's proposal, it would likely reduce 

market liquidity for allowances to the detriment of the State. 

L A D W  states that "[ilf a large percentage of allowances are auctioned, there is a chance of 

market manipulation."4 It then claims that entities that need allowances to serve native load and 

unsuccessfully bid at auction may have to "purchase allowances at significantly higher prices from 

entities that are speculating (e.g., financial entities)."' LADWP repeats the logical error it made in 

its August 6,2007  comment^.^ It suggests that if one event occurs (e.g. ,  participation by financial 

entities in auctions) another event will result (e.g., market manipulation). L A D W  once again fails 

to provide any evidence to show that a financial entity's participation in California's GHG 

2 PacifiCorp Comments at 9. 

Id. 
4 LADWP Comments at 8. 

Id. 
6 See LADWP Comments (filed in this docket on August 6,2007). 






















































