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This letter conveys NW Energy Coalition comments on the Western Climate Initiative Electricity Subcommittee’s draft proposal and supplements our support of comments on the treatment of voluntary renewable energy programs submitted separately by the Western Climate Advocates Network.

A healthy and vibrant market for Renewable Energy Credits (RECs) is dependent on purchasers of the product remaining confident that: 

1. Their REC purchases result in lower carbon emissions, and

2. The contractual terms under which the RECs were purchased are honored.

Failing either objective risks diminishing the value of RECs already sold, as well as the health of the REC markets.  Further, overt actions that diminish the value of RECs may spawn legal actions levied by REC holders against the sellers of the RECs, or perhaps the participating states themselves.

I.  Ensuring RECs Reduce Carbon Emissions

Purchasers of RECs have the reasonable expectation that their purchases will result in reduced power system emissions.  Indeed, contracts for RECs often include in the definition of “environmental attributes” conveyed to the purchaser:

“…benefits associated with the generation of electricity from the Eligible Renewable Resource and its displacement of generation from non-renewable energy resources…”

It is therefore crucial that renewable energy generation in the WCI directly reduce the number of available allowances.  This can be accomplished either through a set-aside and retirement of allowances in proportion to the amount of renewable generation in the WCI, or by directly reducing allowances issued each year by a similar amount. A set-aside, as discussed in our previous comments, is likely the best approach for the voluntary REC market. A direct allowance reduction issued each year is likely the best approach to account for the emissions reductions anticipated from Renewable Portfolio Standard compliance.  

II.  Avoiding inconsistent treatment of RECs and null power

It is best that the treatment of RECs and null power (the power remaining when an unbundled REC is separated from renewable electricity) be consistent across all jurisdictions and consistent with past usage and contracts.  Inconsistent treatment would require separate tracking if some jurisdictions define RECs or null power differently than others.

Two pr     oposals for the treatment of RECs and its associated null power have been generally discussed:

A.  RECs are used for RPS compliance, they carry zero carbon emissions.  The associated null power is not renewable, but has zero carbon (like nuclear power). 

B.  RECs are used for RPS compliance, and they carry negative carbon emissions.  The negative amount has not been generally agreed-upon, but most discussed is either system mix or minimum EPS standard (1100 lbs/MWh).  The null power associated with this REC definition is deemed to produce an equal amount of positive carbon emissions.  
NWEC believes that much of the difference in proposals regarding how unbundled renewable electricity is treated derive from differences of opinion regarding how RECs and null power are defined.  Calling it a “definition” problem does not make it just a semantic dispute, however, for the consequences are quite different.  At bottom, it is a disagreement over whether carbon reduction benefits from trades within the WCI go to the purchaser of null power or to the purchaser of the RECs.  Since this dispute seems to often divide along geographic lines, we will, for the sake of this discussion only, call RECs and null power treated as A above, California RECs (CA-RECs) and California-null power (CA-null power); and, if treated as B, Northwest RECs (NW-REC) and null power (NW-null power).

The lack in clarity regarding these definitions has not been too important until now (although it does affect disclosure requirements and truth in advertising requirements for utilities and businesses), because there is no carbon regulation.  All that really mattered was that a purchaser of a REC could be certain that a renewable MWh of electricity was generated somewhere on the grid, thus displacing or avoiding a MWh of brown power.  This occurs under either construct.  Without a carbon cost mechanism, characterizing the null power was not important.  But with a cap and trade system, inconsistent or vague definitions can no longer be allowed.

CA-RECs and CA-null power -- As we understand it, the current draft proposal of the WCI Electricity Subcommittee uses the CA-REC and CA-null power construct.  Under the proposal, neither RECs nor null power carry emissions.  Renewable generators (or FJDs for imported power) will not have to acquire carbon allowances for null power sales.  

An LSE may purchase a CA-REC for RPS compliance, but the REC will not, by itself, allow the LSE to claim it is using carbon-free power.  If the LSE’s supplier acquires CA-null power, it can claim it is selling carbon-free power (and therefore will not have to have a carbon allowance), but not renewable power.  Only by purchasing both—essentially rebundling a unit of renewable power—can the owner claim it is both carbon-free and renewable. 

It is important to note that under this construct, carbon compliance and RPS compliance are completely unrelated.  A CA-REC purchaser can be confident that a MWh of renewable electricity was generated, but he/she cannot say that his/her power is clean.  On the other hand, if his/her supplier purchases null power, it will be clean, but without the REC it will not be renewable.  It will be treated like nuclear power.   Finally, because CA-null power is carbon free, we would expect that it will fetch a premium in the marketplace equal to the price of carbon allowances.  A renewable generator will make two premiums:  one on the sale of the REC, and another on the sale of the null-power.  It is important to recognize that the market will tend to make the sum of those two premiums equal to the one premium the generator would receive if it sold the power bundled.  (It would be somewhat bizarre to expect a generator to be able to make more money by unbundling its power and selling the separate pieces than it would receive from selling bundled renewable electricity, and we do not believe the market will allow that to occur.)

NW-RECs and NW-null power – Under a NW-REC/null power construct, an LSE or end-user can purchase a NW-REC and claim he/she has both renewable and carbon-free power.  If, for example, his/her actual power came from fossil-fuels, the negative carbon content of the NW-REC can cancel out an equivalent amount of carbon.  NW-null power, to be consistent, is treated as fossil fuel power and requires the generator (or FJD) to acquire allowances.  Under this construct null power does not fetch a premium in the market, because the REC carries all of the benefits.  And, a generator of renewable energy who decides to sell unbundled NW-null power must acquire carbon allowances for it. 

(We understand that RECs may be held by end users or LSEs, while allowances must be held by generators.  The NW-REC/null power construct is compatible with a first deliverer mechanism.  Under this construct, an end use or LSE holder of the REC would transfer it to its supplier of brown power (including null power) to retire, avoiding the need for the supplier to purchase an allowance.)
Ensuring consistency in marketing messages and “common-sense” understanding of RECs

It has taken a long time to develop the REC market.  A major hurdle has been to educate the public on how buying something so vaguely connected to their electricity actually causes renewable generation to be built and emissions to decline.  It would be counterproductive and harmful to the market to change the common-sense definition that most REC purchasers have of what they are buying.  

Typically purchasers of unbundled RECs receive “dirty” power from their utility.  They buy (unbundled) RECs to “clean up” their power, so they can tell their neighbors or advertise to their customers (or as utilities, disclose to their customers) that they now have “clean” power.  In a very real sense, they believe that the purchase of the RECs has compensated for the dirty power they get from their utility.  And, of course, it has.  Purchasing the REC has caused a unit of renewable energy to be generated, and thus displaced a unit of dirtier power, since fossil fueled generation is almost always the marginal resource.  The fundamental relationship here is that REC + fossil fuel power = zero emissions.

In physical terms, however, it is the null power that has actually displaced the fossil fueled electricity.  But it is the purchase of a REC that caused a unit of null power to be put on the grid.  This is what the REC purchaser is buying.  For this concept to be consistent and avoid double counting, it is important that the null power not be allowed to also be credited with reducing the fossil fuel emissions.  If the purchaser of null power can claim that this power is clean, and if the purchaser of the REC + fossil fueled power can also claim his/her power is clean, we double count the benefits of the renewable energy.  

Any proposed treatment of RECs and null power must keep this relationship consistent with previous marketing campaigns (and existing contracts), or risk muddying the waters and creating deep(er) cynicism toward unbundled RECs.  Simply put, REC owners expect to be able to claim that their power is renewable and carbon free.  They believe, and it is in most contracts, that they have purchased all of the environmental attributes of the renewable energy.  To allow the purchaser of the null power to also claim that his/her power is emissions free is double counting, and furthermore will reduce the value of RECs in the market place.  Only the NW-REC/null power construct maintains this understanding.
Ensuring Contractual Terms of Purchase and Sale

Although there exists some variation among enabling contracts under which entities purchase and sell RECs, they commonly provide that sale of RECs entails the “Environmental Attributes” of renewable generation separate from the actual energy produced.  Such environmental attributes typically include benefits associated with displacement of fossil generation.  It is our view that the WCI rules must ensure that the displacement benefits now received under terms of REC contracts continue under any proposed cap-and-trade rules.  

Some participants in the WCI Electricity Subcommittee have expressed reluctance to a construct that deems emissions to null power and assigning emissions reduction, or negative emissions, to the RECs generated (i.e., the NW-RECs/null power construct).  Instead they have supported what we call here the CA construct, where neither RECs nor null power has emissions.  Without some type of further accommodation, our view is that this could lead to situations in which the sellers of null power receive economic benefits from the fossil displacement that have been sold to the REC purchaser—likely a violation of the terms of the REC contract.

Consider an example where null power is not required to hold allowances (i.e., is treated like our definition of CA-null power).  Assume that a Load Serving Entity (LSE) meets load from a combination of null power and fossil fuel purchases.  While the fossil purchases will carry the cost of the needed allowances, the null power will not—but both will likely sell for the same price, because they are equivalent as far as complying with carbon requirements.  The seller of the null power will have economically benefited from the emissions-free characteristic of the null power which was contractually sold to the third party REC purchaser.  This appears to have invalidated the terms of the REC purchase, devaluing the associated RECs, degrading the integrity of the REC market, and potentially opening the REC seller (and possibly the implementing governing body) to legal liability for financial harm to the REC purchaser.  The magnitude of the potential legal actions is unknown, but in our view the potential harm inflicted on the REC markets is significant and should be avoided.

As we noted in our discussion of CA-RECs/null power, the premium fetched by renewable power, under this construct, will be split, with some coming from the sale of the REC and the rest from the sale of the null power.  This split causes the value of a CA-REC to be reduced, since the null power gets the rest of the environmental value (the claim that it is emissions-free).

One way to avoid the issue described above is to use the NW-REC/null power construct:  levy deemed emissions to the null power and an equal quantity of deemed emissions reduction to the RECs once the two are separated.  The net effect on allowances and emissions is zero and will not affect net emissions allowed under the cap.  Other methods of accomplishing the desired outcome may be acceptable, but the central theme of protecting the contractual obligations under REC trading contracts should be maintained. (This discussion is not germain to bundled RECs and energy, since the energy bundled with the REC carries all of the environmental attributes, including being emissions-free.)

We believe that the NW construct is optimal.  Null power within the WCI jurisdiction or imported to the WCI jurisdiction should carry deemed emissions.  Doing otherwise would be a clear case of the environmental benefits of the fuel displacement going directly with the null power and away from the RECs.  One implication of this may be to make it difficult to impossible for jurisdictional entities to import null power due to legal liability.

Conflicting jurisdictions

If the WCI moves ahead with a construct that a particular jurisdiction cannot agree to—due to existing disclosure laws and definitions of RECs and null power—it is essential to set up a system that can track different REC and null power types.  If customers in one region pay the price for a REC that doesn’t reduce carbon emissions (CA-REC), they should not be allowed to be exchanged or sold as RECs that do reduce emissions.  Likewise null power with and without emissions must be tracked separately.  For example, The Climate Registry is currently pursuing a policy that says that when you are counting carbon, you have to count null power as having emissions and you get to subtract carbon if you own RECs; while we understand that current practice in California is different.
The prospect of tracking different types of RECs and null power may be unpleasant, but it may be necessary.  Currently, for example, Oregon allows a utility or end-user to claim that the purchase of a REC reduces emissions, and the purchase of null power is treated as brown fossil-fueled power.  This is due to the use of a NW-REC/null power construct definition that assigns negative emissions to the REC and positive emissions to the null power.  If different states have already codified in disclosure rules/laws and contract language different REC and null power definitions, there may be no other way to maintain the value of those contracts than to track different RECs and null power.
Summary

1. NW Energy Coalition views it necessary to reduce the available allowances by the amount of all renewable generation in the WCI jurisdiction in order to accomplish the reasonable expectations of REC purchasers.  

2. We support the NW-REC/null power construct as the optimal treatment.  Under that construct, null power generated by renewable resources is responsible for deemed carbon emissions and must acquire allowances, and the associated unbundled RECs accorded an equal amount of emissions reduction (negative emissions). 

If, however, a single definition for RECs and associated null power cannot be agreed-upon, at least for the purpose of existing REC purchase contracts, RECs and null power from jurisdictions with different constructs must be tracked and accounted for as per their different definitions. 

The NW Energy Coalition is an alliance of more than 1110 environmental, civic and human service organizations, faith communities, unions, utilities and clean energy businesses in Oregon, Washington, Idaho, Montana and British Columbia.  We advocate for clean and affordable energy throughout the Northwest.




