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These comments and three attached papers present recommendations regarding 
the market design for reducing greenhouse gases (GHG) in California. The authors 
of these three papers have decades of experience as participants in and evaluators 
of the energy and emissions markets that will be affected by the regulatory 
framework to be adopted by the State of California. Importantly, the conclusions 
expressed here regardirlg the appropriate regulatory framework for California and 
the West differ significantly from the market design currently preferred by the 
California Public Utilities Commission (CPUC). 

The first paper, given in Attachment A, is 'A Com~arison of Three C ~ D  and Trade 
Market Desians and Incentives for New Technoloaies to Reduce Greenhouse 
Gases," by the authors of these comments.' Our paper addresses fundamental 
market design issues and compares source-based, load-based, and first- 
sellerldeliverer market designs for regulating greenhouse gases (GHG). It also 
compares incentives for the development and deployment of new technologies 
under each of the three potential market designs. These comparisons show that 
new technologies would realize higher values under source-based and first- 
sellerldeliverer market designs than under a load-based system. The comparisons 
also show that a load-based regulatory system would be more complex, costly and 
inaccurate than either a source-based or a first-seller system. 

A further conclusion of this analysis is that the adoption of an integrated, source- 
based market design covering many sources in many states will provide the greatest 

' Van Horn, Andy and Ed Remedios. A Cornoarison of Three Cao and Trade 
Incentives for New Technoloaies to Reduce Greenhouse Gases, VHC Working Paper 2007-1 1-01, 
Nwember 16,2007. w.vhcenergy.com 





Van Horn Consulting Comments on GHG Type and Point of Regulation 

Whv California's Future Reaulatorv Framework for Greenhouse Gases Should 
Focus on Emission Sources. Instead of Reaulated Load Servina Entities (LSEs) 

1) Sources determine their own emission rates. 
2) Sources buy and install improved technologies. 

3) Sources can more accurately measure and verify their own emissions and 
reductions. 

4) Sources can properly internalize the costs of emission reductions or 
allowance purchases by passing on these costs in prices. 

a. Electricity market operating decisions will reflect emissions 
allowance (EA) prices in a source-based market, but not in a 
load-based market. 

b. Gaming and other evasive practices, such as contract shuffling, 
will be reduced. 

5) Responsibility for emissions compliance should lie with the ownerloperator of 
a Source, not the buyer of the product. (Under a load-based approach 
compliance obligations will be placed on the LSE buyer, not the seller.) 

6) Compliance and emissions trading is now successfully conducted in Source- 
Based markets with strengths and weaknesses that are understood. 

7) The First Seller/Deliverer approach is a Source-Based approach for in-state 
electric power generators and becomes more like a Source-based approach 
as the geographic scale of the regulated market grows. 

8) There must be Source-Based compliance protocols and measurement of 
emissions by Sources, even if a load-Based market design is adopted. The 
near to real time measurement and allocation of emissions to downstream 
buyers will be more difficult than under a Source-based system, 

9) Clear & stable price signals from emission allowances in a Source-based 
market will provide better incentives to develop improved technologies and to 

, comply at least-cost by allowance trading. 

a. Fossil-fired resources will internalize allowance costs. 

b. Non-emitting Renewables, which require long-term contracts, will gain an 
additional cost advantage by not having to acquire allowances. (The 
amount of renewables that will be developed will be determined by the 
cap, the rate of decline of the cap and the cost of allowances by 
mandates like a Renewables Portfolio Standard.) 

10)As a result of tracking inaccuracies and "adverse selection" for generators, 
the Environmental lntegrityof any Load-Based market will be compromised. 

a. Low emitters will seek long-term contracts that recognize their low 
emission rates. 




















































































































































