Commissioner Simon’s Talking Points on the 

Proposed Decision on Greenhouse Gas Regulatory Strategies

Colleagues:

After evaluating this comprehensive Proposed Decision on Greenhouse Gas policy, I support the joint efforts by this Commission, the California Energy Commission, the California Air Resources Board (ARB), and parties.  This has been a daunting undertaking as we have navigated through some of the most complex and critically important energy policy issues of our time.  While there is still work left to do to successfully implement a statewide program, this Proposed Decision clearly marks a defining moment in our efforts to address the challenges posed by Climate Change.  

The objectives set forth in Assembly Bill 32 are ambitious and essential, and we are answering the call to action.  As we work to broadly enhance our procurement incentive framework to mitigate greenhouse gas emissions from energy consumed in our State, we must seek to protect our environment in the most expeditious and cost-effective manner possible.  Addressing Climate Change will come with a considerable price tag for our consumers.  The Proposed Decision is therefore a delicate balancing act as it walks a tightrope of difficult policy tradeoffs under aggressive carbon constraints and currently harsh economic realities.

While I support most of the findings and conclusions of the Proposed Decision, there are still questions to answer about how best to implement a balanced regulatory regime that meets the goals of AB 32 while insulating consumers from risk.  Some of these questions await analysis and final conclusions by the ARB.  

The PD recommends a combination of increased policy program mandates and a market-based cap-and-trade system for reducing emissions.  Based on the cost-modeling scenarios in E3’s GHG calculator tool, the PD determines that Energy Efficiency will be the least-cost, preferred method of programmatic reductions.  I agree that our long term strategic plan for Energy Efficiency should be the cornerstone of our approach to meeting AB 32 objectives for the electricity sector.  

Nevertheless, I have some concerns about the exposure of ratepayers to risk in a potential cap-and-trade system, if one is ultimately adopted by ARB.  First, while I believe that a cap-and-trade system can theoretically offer some of the least expensive emissions reductions, we should endorse the implementation of adequate cost containment mechanisms to minimize volatility in an emissions allowance auction market.  In particular, the ARB should give serious consideration to the initial implementation of a reasonable price cap on emissions allowances to prevent runaway auction prices.    

California’s experiences with market failure in the energy sector should give us pause as we recommend a regulatory system that will likely cost our ratepayers billions of dollars.  Although we hope for a robust market that is efficient and liquid, there are still too many questions to answer about potential gaming and other risk factors in an already highly constrained economy.  We must take a more cautious approach at the outset to ensure stability in California’s nascent regulatory regime.  

Second, I have some concerns about the impact of our policy recommendations on consumers across the state, particularly for the disproportionately large number of low-income consumers in the service territories of some of our Publicly Owned Utilities (POUs).  I recognize that the California Energy Commission and the ARB have jurisdiction over our POUs, and I believe that the burden of emissions reductions must be shared by all Load Serving Entities and ratepayers.  However, we have to be particularly vigilant of the potential for unintended financial consequences in this very difficult economy.   The PD admirably attempts to ease the pain our Southern California municipal utilities’ customers could experience through a gradual move toward a 100% auction and a transition to a sales-based allocation approach in 2020.  However, there will still be winners and losers in this unfortunate game of tradeoffs while these utilities wean themselves from coal and other carbon-intensive resources.

This brings me to my third concern.  Although it will ultimately be ARB’s decision as to how to parse out the overall responsibility for emissions reductions across sectors, we must continue our dialogue with the CEC and the ARB to ensure that a disproportionate share of the State’s emissions reduction responsibility is not placed on the electricity sector.  

The key drivers behind our greenhouse gas policy should be cost and equity.  We must continue to work with ARB to determine the most cost-effective mix of policy mandates and market-based emissions reductions rather than picking arbitrary targets for both.  Mandating a disproportionate share of the responsibility to reduce total emissions could result in unnecessarily higher costs for electricity consumers.  Moreover, if we are going to adopt a multi-sector cap-and-trade system, then we should allow it to function as intended: to find innovative emissions reductions across all sectors at marginal cost.  Politics and the traditional ease of regulation of the electricity sector should not compromise the most cost-effective path to meeting AB 32 objectives.
Finally, producing our electricity responsibly and using it more intelligently will require a fundamental shift in human capital.  We will not achieve the goals outlined in this recommendation if we fail to develop a workforce capable of turning our policies into realities. This is an opportunity to call upon California’s best qualities and once again, demonstrate that our state is capable of reinventing itself through innovations in technology, policies, and practices.  
We should urge the ARB to use emissions allowance auction revenue not only for investment in emissions reducing policies and customer rebates, but also to help fund a statewide Green Workforce Development Program.  There is no language in this Proposed Decision that addresses the need to cultivate economic stimulus in the form of green jobs.  New career tracks and job classifications will clearly be a requirement to meet our energy efficiency, RPS, and AB 32 objectives.  Green collar job development must move from the periphery to the forefront with real metrics and targets.
In closing, I want to commend Julie Fitch and her dedicated staff for their incredibly hard work on this monumental Proposed Decision.  I would also like to thank Administrative Law Judges Charlotte Terkeurst and Jonathan Lakritz, Nancy Ryan, Joel Perlstein, and parties for their contributions to this long and comprehensive proceeding.  I will file a concurring opinion.
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