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REPLY COMMENTS OF THE
LOS ANGELES DEPARTMENT OF WATER AND POWER
ON THE ADMINISTRATIVE LAW JUDGES' RULING REQUESTING COMMENTS ON
TYPE AND POINT OF REGULATION ISSUES

In accordance with Rule 14 of the Rules of Practice and Procedure of the Public
Utilities Commission ("CPUC" or "Commission™) of the State of California, the
Los Angeles Department of Water and Power ("LADWF®) hereby files the following
Reply Comments submittad in response to the “Administrative Law Judges' Ruling
Requesting Comments on Type and Point of Regulation Issues,” filed November 19,
2007 | in CPUC Rulemaking R.06-04-00%9 ("Rulemaking™) and California Energy
Commission (CEC) Docket # 07-0lIP-1.
L. INTRODUCTION

The LADWP appreciates the opportunity to provide reply comments on issues
ralated to type and point of regulation bayond the first saller. 'We also recognize that the
racommendations the CPUC and CEC adopt and forward to the California Air
Resources Board (CARB) are intanded to help inform, on bahalf of the alactricity sector,
the CARB's AB 32 nulemaking process that encompassas many other sectors and
sourcas of greenhouse gas (GHG) emissions that may likely be included in a CARB
GHG program. The LADWP's participation in this joint CPUC/CEC procseding reflects
our primary goal, which is to work in partnarship with the State to achieve real
anvironmental benefits through GHG reductions, to protect customers from unfair cost
burdans and rata spikes and to preserve slactric system reliability. The LADWP
strongly supports AB 32 and California's efforts to develop a comprehansive GHG
emission reduction program with reductions beginning in 2012 that encompass all
electricity sactor emissions, in-state and imported. While we see merit in deferring a



cap-and-trade program, as a secondary compliance tool, to a broader regional and/or
federal program, we do not support delaying the implementation of AB 32 overall. .

The LADWP does not support a first seller approach that shifts compliance
burden away from California retail service providers, falsely relies on higher market
clearing prices for wholesale electricity to alter dispatch to cleaner resources, or
weakens load-based emission reduction strategies. Direct emission reduction
measures, aside from discrete early action measures, should begin in 2012.

In the process of vetting the point of regulation, parties have identified legal
and/or technical constraints for each ‘option, whether first seller, load-based or some
hybrid of a sourcé—based. The LADWP still continues to view the load-based point of
regulation as the least susceptible to legal challenge and most effective for reducing
emissions from retail providers to meet the intent of AB 32 to address emissions from all
electricity consumed in the state (in-state and imported). |

The LADWP has stated in this proceeding that our preference for a California-
only program is a load-based approach, despite the fact that we are neutral in terms of
impact on our operations since we would be the point of regulation as a retail provider
or as a generator and given that we are fully resourced and do not fely on the wholesale
market to serve our native load. Our position changes when the discussion broadens to
a regional (WECC-wide) or federal prografn, in which case it is clear that a source-
based approach is superior, and problems identified with a California-only approach
dissipate.

An emerging alternative that warrants serious consideration is deferral of a

California-only cap-and-trade program until there is a regional or federal cap-and-trade
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program. This does not preclude California from aggressively continuing with existing
electricity sector programs (renewables, energy efficiency, etc.) as load-based emission
reductioh strategies. In evaluating this option, the CPUC/CEC and the ARB must
consider the options for the electricity sector to continue to pursue emission reductions
in a “transitional” non-market phase that provides‘for real, permanent, quantifiable,
verifiable, and enforceable emission reductions in the near-term.

A load-based command approach, as currently implemented in California,
provides for those reductions in a manner that eliminates many of the legal and
technical challenges for a California-only market-based approach identified thus far in
this proceeding. The CPUC/CEC and the ARB would also have to consider the risks
associated with implementing a California-only market-based apbroach, for which the
LADWP has expressed its concemns about an illiquid market. The potential exercise of
market power and repercussions on the electricity and emissions trading markets, and
most importantly the donsequehce of an allowance allocation methodology that creates
a punitive wealth transfer that diverts resources away from direct emission reduction
efforts are risks that are simply unacceptable. Further discussion about deferral is

included below. |

. PRINCIPL. R OBJECTI ] INEV, Tl
D NS
A.

The LADWP, as a retail provider and a balancing authority, believes that
reliability of the electric power system should be the first-ranked principle for evaluating

design options for the electricity sector. Reliability of the electric power system is
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dependent upon two elements, resource adequacy and security. Resource adequacy is
the availability of sufficient generation and transmission resources to meet customer’s
projected energy needs plus reserves for contingencies. Security is the ability of the
system to remain in tact after experiencing sudden disturbances, outages or equipment
failures. Any GHG emission reduction program must be designed with reliability, as the
first and foremost principle, in mind. Other parties’ comments recommending the
addition of this principle include the following:

o SMUD: “Maintain/Enhance Reliability: Does the approach being considered
compromise the efficient and reliable operation of the electric grid? Does the
approach provide incentives that will encourage the location of generation
outside of California further pressuring transmission capabilitites? Does the
approach discourage location of generation in load centers?” SMUD at 2.

o SDG&E: “SDG&E would add the safety and reliability of the electric system to

the list of objectives (this would be broader than compatibility with MRTU).
SDG&E at 4.

o NCPA: “The objective of greenhouse (GHG) reductions must be achieved in
the context of providing safe and reliable electric service to California’s
consumers.” NCPA at 2.

e |EP: Ranks Grid Reliability as “very important®: “To what extent will the
proposed approach support (or alternatively undermine) grid reliability and
electricity service?...IEP believes that if this design objective is not realized,
as a threshold matter, then the other objectives will, in hindsight, look pale in
comparison.” |IEP at6.

B. Egquity and Fairness

The LADWP recommended in its Opening Comments that the principle of equity
and faimess be included in the principles for evaluating the design of a GHG emission
reduction program for the electric sector. SCPPA also suggested this in their Opening
Comments, “Faimess should be included in the list of principles and objectives.” SCPPA

at 10. “It would be unfair to require communities that...face the greatest challenges and
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costs in meeting AB 32 goals to simultaneously transfer wealth to other communities
that...are less challenged and consequently face lower costs.” SCPPA at 11. SCPPA
also included, as part of their Opening Comments the resolution adopted November 14,
2007 by the National Association of Regulatory Utility Commissioners (NARUC) “EL-1
Resolution on Federal Climate Legislation and Cap-and-Trade Design Principles.
Besides the MAC’s inclusion of “equity” as a design principle in their recommendations
to the ARB, the NARUC also exprésses support for this same principle, “Any emissions
allowance allocation program should not inappropriately advantage or disadvantage
particular regions, local distribution companies...or generators...” SCPPA Attachment A:

NARUC Principle #7 at 4.

il. DEF FA T-BA CAP- -TRADE SYSTEM

California has been a leader on climate change with the passage of AB 1493
(Pavley) to reduce passenger car greenhouse gas (GHG) emissions by about 30
percent by 2016. Governor Amold Schwarzenegger's 2005 Executive Order plus
Assembly Bill 32 (Nufiez-Pavley), along with the passage of SB 1368 (Perata) continue
to demonstrate California’s leadership on the issue of climate change. California’s
participation in the International Carbon Action Partnership (ICAP) and support of
regional efforts like the Western Climate Inftiatjve and Midwestern Greenhouse Gas
Reduction Program have helped to build the momentum needed for federal action on
the issue. These important efforts illustrate a groundswell of public support for federal
action that up until now has been lagging behind.

In considering deferral of a cap-and-trade program, the CPUC/CEC and ARB

should evaluate key factors, including 1) broader market and sector participation, 2)
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similar or equivalent timeframe for implementation, 3) consistency of federal and state
regulatory frameworks, 4) ability to achieve federal level and state level (likely more
stringent) emission reduction goals cost-effectively, §) ease of transition, and 6)
avoidance of dual compliance obligations (i.e. same emissions are paid for twice, once
under an AB 32 program and second under a federal program). A regional or federal
market-based program, if implemented in the same timeframe as AB 32 and in a way
that allows California to achieve the reduction goals envisioned in AB 32, provides an
approach that eliminates the futile intra-sector debate that has occurred in California.
Parties have differing views on deferral of a cap-and-trade system until there is a
regional or federal program, and some of that may be due to the perception that a
federal program may not be in place for several years. The fact is that regional and
federal GHG efforts are moving more quickly than what might have been anticipated
even one year ago. In some respects, the “delay” is nearly undetectable in terms of
time, yet the broader approach offers an opportunity for better integration of efforts
which translates into a smoother transition, and less opportunity for potential market

problems that can happen if and when an emissions trading market is not robust.

In May 2008, the Western Climate Initiative (WCI) subcommittee
recommendations on key elements of regional cap-and-trade program will be released,
followed in July 2008 with the release of the proposed design of a WCI regional cap- |
and-trade program. In August 2008, WCI partners will release design recommendations
for a regional cap-and-trade program. At the federal level, legisiative proposals are
advancing the federal GHG dialogue very quickly, such as the Lieberman-Wamer

Climate Security Act of 2007 (S. 2191) that proposes an implementation start date of
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2012, the same start date as proposed in AB 32.

With respect to parties’ opening comments on the point of regulation, there is a

general recognition that a federal program eliminates many of the challenges that would

be faced by a California-only approach. However, there are differences of opinion on

what a California-only non market-based program would entail:

DRA: “DRA also recognizes the benefit of refraining from developing a market- -

based California system until a comparable Western regional or federal system is
in place.” DRA at 4. “From the perspective of the electricity sector...a cap-and-
trade system is only beneficial if it truly does reduce emissions. If leakage and
contract shuffling issues greatly undermine reduction efforts, then a cap-and-
trade system would result only in reductions on paper. If this is the case, then a
cap and trade program is certainly not important in the near term...it might be
beneficial to wait until a regional or national program is in place, and, in the
meantime, rely on other strategies to reduce electricity emissions.” DRA at 19.

CAISQ: “Our recommendation against adopting a load-based program for
regulating the emissions of greenhouse gases associated with electricity
consumption in California should not be interpreted as implying that we
necessarily favor the immediate implementation of source-based trading in the
state. The very likely advent of federal GHG regulation in the next few years
means that there are advantages to deferring implementation of a formal trading
system in California until the form of federal regulation becomes
clear...[Because] California’s dependency on imported power raises doubts
about the environmental integrity of a California-only GHG trading system, it is
difficult to justify the cost of establishing a sophisticated trading system...that
might be abandoned quickly in the face of a federal program.” CAISO at 9.

PG&E: “PG&E believes that the key variable to consider in assessing these
alternatives is whether a national GHG system is likely to be implemented within
the same general time frame as AB 32. PG&E believes the answer is yes, a
national GHG system is likely to be in place in the same general time frame as
implementation of AB 32, and therefore {in-state only source-based, and

- programmatic implementation of AB 32 pending adoption of a national program]

may be significantly more efficient and effective than any load-based
approach...” PG&E at 1-2. “A key integration issue is the transferability of
allowances from a state to a federal program. Inability to transfer such
allowances may cause significant integration issues and be very costly to
complying entities and to LSE’s customers.” PG&E at 27. PG&E'’s first and
foremost preference is a national source-based, multi-sector cap and trade
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- approach with a WECC-wide regional source-based approach as a second
option.” PG&E at 28.

e SCE: “If California elects to delay the development of a market-based program
and implements additional programmatic solutions, it is imiportant that such
programmatic solutions do not impose a dual burden on California...such
programmatic solutions must apply...equally to all entities in the electricity sector
(i.e. IOU, POU, ESP, and CCA)." SCE at 14.

o SDG&E: A deferral of a market-based cap-and-trade to a regional or national
system is reasonable given the heightened sensitivity to GHG regionally and
nationally. There is now a realistic expectation of such cap-and-trade markets
emerging in the near term. SDG&E's concemn is that command and control
regulations...could effectively prohibit California from participating in a regional or
national market...[To] the extent that GHG reduction activities have been
mandated by regulation, they may not get credit in any national market than may
be developed, depriving California ratepayers of the value of the efforts that they
have funded to generate the GHG emission reductions.” SDG&E at 12-13.
“Transitional command and control regulations coupled with flexible compliance
mechanisms put in place in anticipation of developing a larger cap-and-trade
market in the future could be an efficient way to expand the magnitude of GHG
reductions, and relieve California of the leakage, tracking, and electricity market
distortions that are inherent problems in a California-only market.” SDG&E at 13.

+ GPI: “findiscriminant] reliance on the illusion of market forces from the beginning
of the program, when markets are neither mature nor functioning competitively,
can be a poor policy choice.” GPl at 2. “With California so dependent on
imported energy, and the fact that imported energy is the most carbon-intensive
on the westem grid, only a regional approach to greenhouse gas control can truly
avoid abuses practiced on California consumers.” GPI at 8. “Until a regional
approach to greenhouse gas regulation is assured, the load-based approach
offers Califormnia the best chance to minimize the risks of program manipulation
that are associated with imported power.” GPI at 10.

o EPUC/CAC: “An argument can be made that Califomia has an opportunity to
provide leadership in a regional or federal program if it continues down the road
to implementation of AB 32. This leadership could increase the likelihood of
broader adoption of California principles, although that broader adoption is
certainly not assured. It is not clear...that California cannot bring the same
influence to bear in regional or national negotiations.” EPUC/CEC at 25.

 SCPPA: If a federal program were to include such a cap-and-trade feature, it
would be helpful for the California program to include tradable allowances so as
to fit into a national cap-and-trade program...The CPUC...planned to institute
allowance trading in the interest of having a California program that would fit with
a subsequent national program...” SCPPA at 35.
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o Calpine: “[It] is important to the long-term success of California’'s GHG emission
reduction efforts that the trading system be designed to anticipate and take into
account an expected federal trading system.” Calpine at

o WPTE: “WPTF supports continued development of a GHG cap and trade
program for California, but nevertheless urges the state to do so with an ongoing
recognition that its system must eventually be compatible with a regional and
national system.” WPTF at 1-2. “...a comprehensive federal approach will avoid
constitutional challenges that otherwise could confront a state or regional
approach.” WPTF at 6. “The potential for emission leakage decreases
substantially under a regional (i.e. WECC-wide) GHG trading system, and gain
under a federal system.” WPTF at 10.

Another consideration that CPUC/CEC and ARB must evaluate is the integration
of AB 32 emission reduction goals with federal regulatory efforts (i.e. non-legislative
GHG reductions). Aside from the legislative proposals that have been debated
extensively in recent months, the U.S. Environmental Protection Agency is expected to
embark on several rulemakings to address GHG emissions in 2008 that would have a
direct impact on stationary sources (including electricity generators), including the
following: 1) proposed rule under Clean Air Act (CAA) Sections 202 and 211 for motor
vehicles and fuels — “Endangerment” Rulemaking, 2) Advance Notice of Rulemaking on
stationary source controls under CAA Section 165 (Prevention of Significant
Deterioration (PSD)IBest Available Control Technology (BACT), 3) final action on
California’s petition for a waiver under CAA Section 209, and 4) proposed rules under

CAA Section 111 for utility boilers (new and existing) and possibly for other source

categories.
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IV. CONCLUSION

The LADWP strongly supports AB 32 and the State's efforts to reduce emissions
in the near-term through direct emission reduction load-based programs. The LADWP
does not support a first seller approach that would likely weaken support for load-based
programs and may create an emissions trading program that results in an unfair wealth
transfer away from direct emission reduction efforts. The LADWP believes the intent of
AB 32 is to reduce emissions. The State should remain focused on that goal and reject
efforts to shift compliance obligations away from retail providers and create
opportunities for inappropriate financial gain. Should the State opt to defer a cap-and-
trade market-based program until there is a source-based regional or federal program,
the LADWP believes such action does not preclude the State from embarking on an
emission reduction program starting in 2012 that is specifically designed for California

that meets the intent of AB 32 to address both in-state and imported electricity.
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The LADWP appreciates the opportunity to provide these reply comments to the

CPUC and CEC for your consideration.

Dafed: December 17, 2007 Respectfully submitted,

LADWP 121707

/s/ LEILANI JOHNSON KOWAL

LeiLani Johnson Kowal, Environmental Superwsor
Legislative and Regulatory Affairs

Los Angeles Department of Water and Power

111 North Hope Street, Room 1536

Los Angeles, CA 90012

(213) 367-3023 Office Phone’

Email: Leilani.Johnson@ladwp.com

/s/ LORRAINE A. PASKETT

Lorraine A. Paskett, Director

Legislative and Regulatory Affairs

Los Angeles Department of Water and Power
111 North Hope Street, Room 1536

Los Angeles, CA 90012

(213) 367-8698 Office Phone

Email: Lorraine.Paskett@ladwp.com
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kerry.hattevik@mirant.com
kevin.boudreaux@ecalpine.com
kfox@wsgr.com
kgough@calpine.com
kgrenfell@nrdc.org
kgrifin@energy.state.ca.us

LADWP 081507

CPUC R. 06-04-009 Service List

kjinnovation@earthlink.net
kjsimonsen@ems-ca.com
kkhoja@thelenreid.com
klatt@energyattomey.com
kmills@cfbf.com
kmklener@fox.net
kowalewskia@calpine.com
krd@cpuc.ca.gov
kyle.l.davis@pacificorp.com
kyle.sllon@ecosecurities.com
kyle_boudreaux@fpl.com
lars@resource-solutions.org
Laura.Genao@sce.com
lcottle@winston.com
Idecarlo@energy.state.ca.us
leilani.johnson@ladwp.com
liddeli@energyattorney.com
lisa.c.schwarz@state.or.us
lisa_weinzimer@platts.com
llorenz@semprautilities.com
lund@commerceenergy.com

Imh@eslawfirm.com

Lorraine.Paskett@ladwp.com
Ipark@navigantconsuiting.com
Irdevanna-rf@cleanenergysystems.com
Irm@cpuc.ca.gov
{schavrien@semprautilities.com
itenhope@energy.state.ca.us
itt@cpuc.ca.gov
marcel@tum.org

marcie. milner@shell.com
mary.lynch@constellation.com
mclaughlin@braunlegal.com
mdjoseph@adamsbroadwell.com
mflorlo@turn.org
mgarcia@arb.ca.gov
mgillette@enernoc.com
mhyams@sfwater.org
Mike@alpinenaturalgas.com
mjd@cpuc.ca.gov
mmattes@nossaman.com
mmazur@3phasesRenewables.com
monica.schwebs@bingham.com
mpa@a-klaw.com
mpryor@energy.state.ca.us
MMW@mrwassoc.com
mscheibl@arb.ca.gov
mwaugh@arb.ca.gov
nenbar@energy-insights.com
ner@cpuc.ca.gov
nes@a-klaw.com
nlenssen@energy-insights.com
norman.furuta@navy.mil
notice@psrec.coop
npedersen@hanmor.com
nsuetake@turn.org

Page20f3

ntronaas@energy.state.ca.us -
nwhang@manatt.com
obartho@smud.org
obystrom@cera.com
ofoote@hkcf-law.com
pbarthol@energy.state.ca.us
pburmich@arb.ca.gov
pduvair@energy.state.ca.us
pepper@cieanpowermarkets.com
phanschen@mofo.com
Phillp.H.Carver@state.or.us
philm@scdenergy.com -
pjazayeri@stroock.com
ppettingill@caiso.com
pseby@mckennalong.com
psp@cpuc.ca.gov
pssed@adelphia.net
pstoner@lgc.org
pthompson@summitblue.com
pvallen@thelen.com
pwi@cpuc.ca.gov
pzs@cpuc.ca.gov
rachel@ceert.org
ralph.dennis@constellation.com
ram@cpuc.ca.gov
randy.howard@ladwp.com
randy.sable@swgas.com
rapcowart@aol.com
ray.welch@navigantconsulting.com
rhelgeson@scppa.org
RHHJ@pge.com
rhwiser@ibi.gov
richards@mid.org
rick_noger@praxair.com
rita@ritanortonconsulting.com
rkeen@manatt.com
rkmoore@gswater.com
rmccann@umich.edu
rmiller@energy.state.ca.us
rmm@cpuc.ca.gov
rmorillo@ci.burbank.ca.us
robert.pettinato@ladwp.com
Robert.Rozanski@ladwp.com
roger.montgomery@swgas.com
rogerv@mid.org
ron.deatori@ladwp.com
rprince@semprautilittes.com
meinhard@mofo.com
mtaylor@srpnet.com
rsa@a-klaw.com
rschmidt@bartiewells.com
rsmutny-jones@caiso.com
rwinthrop@pilotpowergroup.com
ryan.fiynn@pacificorp.com
S1L7@pge.com
saeed.farrokhpay@ferc.gov



samuel.r.sadler@state.or.us
sandra.carollna@swgas.com
Sandra.ely@state.nm.us
sas@a-klaw.com
sasteriadis@apx.com
sbeatty@cwclaw.com
sberin@mccarthylaw.com
sbeserra@sbcglobal.net
scarter@nrdc.org
scohn@smud.org
scott.tomashefsky@ncpa.com
scottanders@sandlego.edu
scr@cpuc.ca.gov
sdhilton@stoel.com
sellis@fypower.org
sendo@cl.pasadena.ca.us
sephra.ninow@energycenter.org
sgm@cpuc.ca.gov
slins@cl.glendale.ca.us
sls@a-klaw.com
smichel@westernresources.org
smindel@knowledgeinenergy.com
smk@cpuc.ca.gov
snewsom@semprautilities.com
spauker@wsgr.com
sscb@pge.com
ssmyers@att.net
steve.koemer@elpaso.com
stave@schiller.com
stevek@kromer.com
steven.huhman@morganstaniey.com
steven.schleimer@barciayscapital.com
steven@iepa.com
steven@lipmanconsulting.com
steven@moss.net
svn@cpuc.ca.gov
svongdeuane@semprasolutions.com
svs6@pge.com
tam@cpuc.ca.gov
tburke@sfwater.org
tcarison@reliant.com
tex@cpuc.ca.gov
tdarton@pilotpowergroup.com
tdillard@slerrapacific.com
THAMILTONS@CHARTER.NET
thunt@cecmail.org
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tiffany.rau@bp.com
tim.hemig@nrgenergy.com
todil@mckennalong.com
Tom.Elgie@powerex.com
tomb@crossborderenergy.com
tomk@mid.org
trdill@westernhubs.com
troberts@sempra.com
UHelman@caiso.com
vb@pointcarbon.com
vitaly.lee@aes.com
vjw3@pge.com
vprabhakaran@goodinmacbride.com
vwelch@environmentaldefense.org
wbooth@booth-law.com
westgas@aol.com
willlam.tomlinson@selpaso.com
wsm@cpuc.ca.gov
wtasat@arb.ca.gov
wwwi@eslawfirm.com
wynne@braunlegal.com
ygross@sempraglobal.com
zaiontj@bp.com

Sent via U.S. Mail to:

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

KAREN EDSON

CAISO

151 BLUE RAVINE ROAD
FOLSOM, CA 85630

MARY MCDONALD

DIRECTOR OF STATE AFFAIRS
CAISO

151 BLUE RAVINE ROAD
FOLSOM, CA 95630
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