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PROCEEDI NGS
2:04 p.m

CHAI RPERSON PFANNENSTI EL: This is an
Ener gy Conmi ssi on speci al business neeting with a
very short agenda, but it does not nean it will be
a short busi ness neeting.

We'll begin with the Pl edge of
Al | egi ance. Pl ease join me.

(Wher eupon the Pl edge of All egi ance was

recited in unison.)

CHAlI RPERSON PFANNENSTI EL: As | said,
this is a special business neeting, and we have
one itemon the agenda. And it is for the
Conmi ssion to consider possible approval of the
proposed final opinion on greenhouse gas policies
and recomrendations for the electric sector.

M. Perez, will you wal k us through the
pr oposed deci si on.

MR PEREZ: Okay. Good afternoon
Chai rman Pfannenstiel and fell ow Conmi ssi oners.
My nanme is Pat Perez with the California Energy
Conmmi ssion. And today | would like to just
briefly run through what is in the proposed fina
opi nion for the greenhouse gas strategies.

As many of you are probably aware, this
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itemwas heard this norning by the California
Public Uilities Comm ssion and was adopted on a
five-to-zero vote. And it's now up to us to bring
forth our recommendati on so that we can jointly
del i ver our recommendati ons on reduci ng greenhouse
gas enissions for the electricity sector to the
Air Resources Board.

So, with that I'"d like to really cover
five mpjor itenms quickly today. Provide sone
background and context. Talk a little bit about
the Septenber 12th interim opinion, which many of
you have probably revi ewed extensively and
unfortunately probably have not had nuch tine to
review t he decision that went out earlier today.

And then also just briefly summari ze the
key common areas that all of you provided us, as
well as those listening in. And then talk a
little bit about sone of the content in the
proposed final opinion.

And then as we recogni zed many weeks
ago, there are a nunber of issues, areas that are
going to require additional analysis, study and
possi bly nodeling that we've identified for the
future rul emaki ng proceedi ng by the Air Resources

Board, of which we're proposing that the
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Cali fornia Energy Conmi ssion and Public Utilities
Conmi ssion would assist in that effort.

I'd al so, before | go any further | want
to thank the AB-32 Conmittee here at the Energy
Commi ssi on, nade up of Chairnman Pfannenstiel and
Commi ssi oner Byron, for the guidance that we've
had on this very anbitious effort, as well as the
support, the input fromall Conm ssioners here at
t he Energy Conmi ssi on.

And President Peevey and his staff,
Nancy Ryan, in particular, and Julie Fitch and
Charl otte Terkeurst that have been instrunental
and critical in working with us to put together
this joint final opinion.

And I'd also Ii ke to acknow edge the
staff internally here at the Energy Conmi ssion
t hat have offered tremendous assi stance, through
t he gui dance of our Executive Director Melissa
Jones, and our Deputy Directors over here to ny
right, Valerie Hall and Sylvia Bender. And then
al so the | egal support that we've had throughout
this proceeding from Lisa DeCarl o.

And be rem ss in not also acknow edgi ng
the |l ong hours and two peopl e that have worked

side by side with ne on putting this together over
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many many weekends that we've been devoted to
this, two Advisors, Laurie tenHope and Di ana
Schwyzer who have been critical and instrumental
in getting this docunent out; |ast night at | east
finalized anyway, and for the nmany many nonths and
eveni ngs and weekends they devoted to this

pr oj ect .

So, with that, just for alittle
background. As nobst of you are aware we are
produci ng recommendati ons, and | want to
under score recommendati ons, to the Air Resources
Board. Because at this point in tinme we do not
know how the Air Resources Board is going to use
the input that we're providing. But we're
certainly going to be working with themin a
col | aborative manner to insure that nany of our
recomrendati ons get serious attention in their
rul emaki ng proceeding that will soon follow the
adoption of the scoping plan in Decenber.

Where we are today, of course, has been
built on a very lengthy and strong record. For
many of you, over 65 stakehol ders have
participated in this forumwhich |led to the March
2008 interimopinion, as well as what we delivered

last month. And then ultinately to what we're
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going to share with you today.

Sone of the recomendati ons, of course,
is that regulatory requirenents are going to be
the foundation for achieving both our short-term
and | ong-term greenhouse gas eni ssion reduction
goal s.

And that we see the compl ementary
efforts of incorporating a market approach, or
what we refer to as a cap-and-trade program as
essential for achieving these long-term
reductions. And that is why we are reconmendi ng,
as is the Air Resources Board, that we pursue a
mul ti -sector cap-and-trade program

Sone of the recommendations are, of
course, not net to those of you that did read the
Sept enber draft or interimopinion, is that again
we're going to aggressively pursue all cost
effective energy efficiency, expand renewabl e
energy to achi eve hopefully a 33 percent goal by
2020.

And on the subject of em ssions
al | owances and all ocati ons, we are recomrendi ng
that a portion of those all owances be auction.
And that nuch of the revenue that is gathered and

collected fromthat effort be returned to the
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custoners within those areas where the nopbney was
actually generated from

And then al so to address |long-term or
actually near-termlowincome bill relief, because
of sone of the additional costs that nmay cone
about as part of this program

Certainly issues that have been raised
by many of the stakehol ders throughout this
proceedi ng cover the issues of nbpdeling.

Certainly we saw a | ot of comments, in fact there
were 30 sets of comrents that we received that
focused on the itens | have up here in front of
you today on the Power Poi nt.

We received a |l ot of comments and
questions regardi ng the key input assunptions that
went into the nodel that was used for assessing
the various policy options that we were | ooking
at, whether it be 33 percent renewables, 20
percent, or another alternative such as an
expanded natural gas-fired generation a
possibility. So, as a result we did receive a |lot
of comments on that.

Al so the distribution of em ssions
al | owances and a cap-and-trade generated a | ot of

comment, as well as concern. And then we al so
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addressed what the potential opportunities were
for capturing greenhouse gas reductions through
expanded use of conbi ned heat and power.

And then al so we comrented on sone of
t he mar ket design of flexible conpliance itens
t hat ARB shoul d consi der as they devel op an
overal |l nmarket approach to reduci ng greenhouse gas
em ssi ons.

Sonme of the basic comnments, |'m not
going to go over this, but you know, energy
efficiency is the top of our |oading order, and
the nost cost effective strategy for reducing
greenhouse gas eni ssions. Both Comm ssions will
be pursuing that in an aggressive way, working in
tandem and col |l aboratively with the investor-owned
utilities and publicly owned utilities.

And nor eover, renewabl e energy we see as
t he stepping stone for achieving our |onger term
goal s out to 2050.

And as we | ook at the conbination of
approaches we're recommendi ng, we see cap-and-
trade as a backstop or a conpl enentary neans of
provi di ng auctions for achieving further
greenhouse gas reductions, particularly if we

don't achieve all of our goals with the market or
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regul atory approaches we're pursuing.

O course, we have to al so acknow edge
that there will be cost inpacts. And there was
quite a bit of extensive npbdeling that was done by
E3 consultants down at the California Public
Uilities Commission. And we were al so very nuch
concerned about those cost inpacts and how we'd
m nimze them over tine.

We realize there's still a lot of
additional work that will need to be done down the
road, because for one thing, when we put this
together we did not have the full benefits or
appreciation for the Western Climate Initiatives
docunent that came out after our Septenber report,
and sonewhere down the road we're going to need to
fully assess and eval uate a regi onwi de nul ti sect or
cap- and-trade program

But overall | think one of the things
that was interesting is that when we | ooked at the
potential cost of rate increases that may occur, a
lot of that is going to be due to the increases in
capital cost and the grow ng demand for
electricity which is unrelated to AB-32. And
think that's really inportant to renenber.

It's also extrenely inportant that we
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have prograns and policies in place to ninimze
sone of that potential consuner inpacts. But at
the sanme tinme our efforts to pursue energy
efficiency in an aggressive nmanner will, to sone
extent, offset those increased costs. And
ultimately keep consuner bills down.

Whien | refer to new findings, these are
areas in the docunent that |I know many of you
probably have not read yet. But when you | ook at
t he docunent we rel eased this norning and conpare
it to the Septenber 12 docunent, these are areas
where we've made some changes to the | anguage to
address i nput that we received on the previous
docunent .

And when | say input, |I'mtalking about
the comments that we received from many of you on
Cctober 2nd, as well as the reply comments and
i nformati on you provided us on Qctober 7th. And
we did receive additional comments fromthe
Di vi si on of Ratepayer Advocates | think it was on
Cctober 10th of last week. So that was taken into
consideration in putting this together.

Certainly the annual reductions and the
sl ope or how fast we achi eve those reductions is

going to be ultinmately dependent on the type of
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10
cap-and-trade programthat's ultimtely desi gned
by ARB if, indeed, we go down that path. So
there's going to be additional work that is going
to have to be undertaken followi ng this
pr oceedi ng.

Let's see, we also -- one of the big
topic areas is the approach for distributing
all owances to retail providers. Again, the
Conmmi ssi ons are reconmmendi ng a sal es- based
appr oach

However, if nore detail ed npdeling
reveal s larger distributional inpacts than what is
currently seen in the comments that have been
provided to us, as well as what we've described in
the report, itself, then the Comm ssions have
expressed a willingness to revise this
recomrendati on, or suggest the Air Resources Board
further explore other opportunities for |ooking at
this issue.

So, we've very open and receptive as we
nove into the ARB' s rul emaki ng process. And
m ght add it looks like it's going to be a two-
year process, so there's anple opportunity to
i ncorporate and adjust and nake necessary changes

as new i nfornmati on becones avail abl e.
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We' ve al so concluded that it's
reasonabl e to include em ssions associated with
all electricity consuned in California and
generated by conbi ned heat and power facilities in
excess of the thresholds that ARB will ultinately
deci de.

And that it's al so reasonable to provide
conparabl e regul atory treatnent for all facilities
regardl ess of whether they're delivering
electricity to the California grid, or sinply
serving their onsite needs.

And that when it comes to allocating the
al l owances to entities that deliver conbi ned heat
and power to the grid, and for electricity
consuned onsite, we are recommendi ng a fuel -
differenti ated out put approach which is described
in the report.

Wth respect to sonme of the all owance
all ocation, we do believe that we need to get far
nore information in this area. And, again, that
is part of the discovery and i nformati on phase and
additional input that will cone about as a result
of the rul enaki ng process that ARB will be
enbar ki ng after they adopt the scoping plan.

For us it's extrenely inportant. W' ve

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

12
been focused on the electricity and natural gas
sectors, but we realize that in order to get a
conpl ete assessnent and fully appreciate and
understand the relative cost, we need to know what
the costs are for reducing em ssions in the other
sectors, too. And that will come forward, because
as you' ve seen through the recomendati ons,
whet her it be the Western Climate Initiative or
with the scoping plan, we're going to be expandi ng
this cap-and-trade to go beyond el ectricity to
i ncorporate the industrial sector, transportation
sectors down the road.

Al so want to point out for those that
are listening in, | forgot to nmention at the
outset of nmy presentation, that this is avail able
on the Energy Conmission's website. |If you're
following us, we are on slide 12 right now

As part of | ooking at all owance
all ocations, there were sone key criteria that we
used in evaluating and ultinately arriving at the
reconmendati ons we have in this opinion. And that
i s one, that whatever approach we reconmnend or
suggest, that it mnimze cost and provide equity
anong the various narket participants that are out

t here.
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And al so that it supports a well -
functioning market with appropriate price signals.
Certainty, as well as predictability, to the
extent we can count on that.

And then that it also be sinple to
adm ni ster to keep down cost and keep the burdens
to a bare nmininmum so that we don't have a | arge
bureaucracy. And that our overall focus, of
course, and ultinmate goal is to focus on the
overall goals of Assenbly bill 32 and not | ose
sight of our overall efforts to reduce greenhouse
gas eni ssi ons.

Initially what we're recommendi ng ri ght
now is on the allowances is that we begin with 20
percent all owances aucti oned. Ei ghty percent of
that would be distributed to deliverers. And then
eventually ranp up to 100 percent.

The rationale for that was that we
recogni ze that the capital investnents that your
i ndustry is going to have to nake are huge, and
take many years. And for that reason we didn't
want to junp or recomrend right upfront going into
100 percent auction.

Al so that free all owances woul d be

allocated to deliverers based on the energy
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output, as well as the fuel source of electricity.
And that if emtters reduce carbon content of
t heir power, allowances can be sol d.

Agai n, allowances for the auction
granted to the electricity retail providers are on
behal f of their custoners. W also feel it's
i nportant that they be required to sell all owances
in an i ndependent centralized auction that could
either be run by the Air Resources Board; or if
they deened appropriate, by an alternative
i ndependent agent anyway. And |'msure that's
going to generate nore di scussion as we nove into
t he ARB proceedi ng.

And then all owance all ocations to change
over tine based on the historical portfolio of
em ssions, and ultimately noving in the direction
of a sal es basis by 2020. Those are sone of the
key recomrendati ons here.

Wth respect to auction revenue, a huge
i ssue that many of you did comment on. And
think we're all inline with the concerns as to
noney that originates in the electricity sector be
returned to the electric generation sector.

And for that reason we want to

underscore that the auction revenues be used
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specifically for AB-32 purposes to support
i nvestments and expanded renewabl e energy, as well
as energy efficiency prograns, as well as new
energy technol ogies. And equally inportant, the
infrastructure to acconmmodat e the expansi on of our
electric system whether that be transm ssion or
di stribution.

And for the publicly owned utilities --
actually what | should say, the Public Uilities
Conmi ssion, of course, would have authority for
the investor-owned utilities, and, of course, your
governi ng boards for the publicly owned utilities
i n deciding how that noney is distributed.

And then we've al so recommended -- we
being the Public Utilities Comm ssion and the
Energy Conmission, that a small portion of those
al | omances woul d be -- auction revenues be used
for statew de energy sector prograns that would
have to be conpl enent and support AB-32.

It's fundanentally inportant that this
nmoney be used for AB-32 purposes. And we
under score that throughout the docunent and
t hr ough our recomrendati ons.

Treat nent of conbi ned heat and power.

You know, for projects that are | arger than what
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the ARB specifies as the mininmumfor qualifying in
terns of their regulations, that we felt that
greenhouse gas em ssi ons consuned onsite or
delivered to the grid be included in a regional
cap-and-trade program And receive all owance
al l ocations consistent with others that are
participating in this sector.

But we al so reconmend and acknow edge
the fact that there's additional work that needs
to be done in this area to identify the type and
si ze of conbi ned heat and power projects that
shoul d recei ve encour agenent, whether it be
t hrough additional incentives or other nechani sns,
to expand, so that we can capture additional
potential, | should say greenhouse gas reductions.

And, again, the Conm ssions have agreed
to work together to devel op the key rul es
programs, as well as any policies that night need
to be devel oped to achi eve those goal s.

Wth respect to nmarket design, the
fl exi ble conpliance issues, this is going to be
very inportant that whatever we ultimtely come up
with, that we maintain the environnental integrity
or the objectives of AB-32, and not | ose sight of

our goals to achi eve greenhouse gas reducti ons.
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Because of the very uni que nature of the
electric utility industry and changes in | oad,
whet her they be from weat her or hydrol ogic
conditions, we believe it's extrenely inportant
t hat we have a great deal of flexibility and
options for the industry to pursue in a cap-and-
trade program

And nor eover, that whatever we
ultimately decide on in working with the Air
Resources Board, that it be an open and
transparent trading systemthat involves as many
trading partners as possible to hopefully insure
that the market is not ganed by a select few |
think it's very inportant to have as many
partici pants invol ved.

And we believe by addi ng greater
flexibility to the systemthat this can put
downward pressure on overall costs.

As | noted earlier, we do support a
mul ti sector regional cap-and-trade market with no
restrictions on nmarket participation, and links to
ot her equally stringent cap-and-trade prograns.

And what | nean by equally stringent
progranms is in other regions and states we want to

make sure that they neet the fundanental
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t hreshol ds as outlined in Assenbly bill 32.

We're al so recommendi ng t hree-year
conpliance periods to give industry, you know,
sufficient time to transformto this | ower carbon
or no-carbon narket. Because we recogni ze there's
going to be trenendous cost associated with this,
as well as significant tinme to make the capital
i nvest ment s.

We're not recommendi ng any safety val ve,
price triggers, nechanisns that would kick in if a
certain price | evel were achieved, at this nonent.
Al so suggesting that ARB | ook at unlinmted banking
of eni ssions allowances, as well as offsets.

But on the issue of offsets, that they
shoul d neet the requirenents of AB-32, and not
just be linmted to California. So we're | ooking
at potential offsets that go beyond the region,
and perhaps the country.

And, again, we have conmitted jointly to
working with ARB to tackle these issues and to
cone forward with recomendati ons, as well as
support themw th our anal ysis and expertise that
the Public Utilities Comm ssi on and Energy
Conmi ssi on have.

Now, as part of this overall opinion,
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one of the things that we recogni zed as we were
putting this docunent together is that there are a
| ot of changes that are occurring out there in the
world and in the market.

As | mentioned earlier, the Wstern
Climate Initiative group has put out their draft
reconmendati ons. W need to fully appreciate and
understand what they're doing, as well as there's
going to be additional work coming forward as they
fine-tune their recomrendati ons.

And at this point in tine we also don't
know what the inplications of the gl obal financial
situation mght be, and will that have any bearing
on what we do here. But it will certainly need to
be addressed.

So here's a nunber of issues that we're
recomrendi ng that we further explore as we work
with ARB in crafting the regul ations for achieving
t he AB-32 goal s.

And that is to ook at the inpacts of a
| onger or shorter phase-in periods on the
em ssions all owances. It sets inplications for,
you know, revenue transfers and so forth. Al so,
adj ustnents to the sal es-based all owances for

noncar bon-enitting resources that several of you
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commented on extensively. And, again, it had a
lot to do with potential wealth transfers between
different entities. And we're sensitive to those
i ssues.

And al so, narket and regul atory barriers
for conbi ned heat and power. Both California
Public Uilities Comm ssion and the Energy
Conmi ssion will be pursuing that in an aggressive
manner here to identify what those barriers are
and recomrend ways to overconing the barriers so
that we can capture quality combi ned heat and
power .

And then al so the potential inpacts on
el ectric sector allowance allocations for the
electrification in other sectors. And in
particular, just to give you one exanpl e,
transportation. What inpact will that have
particularly in a nmultisector cap-and-trade
program

And then al so the natural gas sector
contributions to greenhouse gas reductions. And
potential of increased natural gas use in
transportation. Those will all have to be
addressed in this part of the overal

recomrendati ons, you know, the natural gas sector
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is al so being recommended for part of the cap-and-
trade program

And then the overall calculations. And
I don't want to get into the technical aspects of
this. The weighting factors for sone of the
approaches for distributing, and the all owance
allocations to deliverers will require sone
addi ti onal anal ysis and revi ew.

And then finally the updates to the
deliverer of specific output-based proportions
used in the distribution process. How do we treat
the new retail providers that may eventually cone
into this market? That's going to be an issue
that requires further analysis.

And then al so going fromthe historical
based sal es-based al | owance all ocati on, and how
steep should that slope be in terns of what we're
asking industry, or the pace of which they achieve
those reductions will be addressed as part of the
next proceedi ng.

And then al so the set-aside for
voluntary renewabl e electricity nmarket and those
credits, associated credits are a topic of
interest and concern. And there's a host of

i ssues associated with those that are being
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handl ed in separate proceedings. But wll also be
a focus of the rul emaki ng process.

And with that, Committee, that's all
have for now.

CHAI RPERSON PFANNENSTI EL: Thank you
very nmuch, Pat. W're going to open it for public
comment. Let ne just observe as we do so that we
are here because the AB-32 requires that the
Energy Conmi ssion and the PUC work together to
make recommendati ons for the electric and natural
gas sectors to the ARB.

And so we have this joint proceeding
ongoi ng for sone 18 nonths or so with the PUC
We've worked in collaboration with them W have
now a series of joint reconmendations that if the
Ener gy Comm ssi on approves the opinion that the
PUC approved this norning, that then we will
submit to the ARB for use in their rul emaking.

They are, and Pat pointed this out in
one of his earlier slides, they're the ultimte
deci si onmakers in this proceeding. Qurs is a role
of providing technical expertise, which we have
done.

W did it based on sonme very good

analysis and a lot of staff work and deli beration.
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And we poi nted out throughout this decision, and
Pat pointed out in his slides, we recognize that
there's nore work to be done. And we're
commtting to working with the ARB, as necessary,
to resolve the issues in front of us.

So, while the action today, if we take
action today, it will close the proceeding that we
opened with the PUC. There will be ongoi ng work
that will feed into the ARB two-year-|ong

rul emaki ng for inplenentation.

But, with that, let ne turn it to the
blue cards that | have in front of ne.
Jim Cal dwel | , Assi stant General WNManager

of L.A Departnent of Water and Power.

MR, CALDWELL: Good afternoon
Conmi ssioners. Let nme start with what we really
i ke about this proposed opinion. And that is the
enphasi s on aggressive energy efficiency in the
renewabl e portfolio standard.

It was good to see in Pat's
presentation, | think, in an early slide where he
said that these are the keys for 2050. And |
think it's a thenme that Comm ssi oner Dougl as has
been on the stunp talking about, is that this is

not about 2020, and this is not about the | owest
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cost of carbon reductions fromnow to 2020. This
is about a |longer term nuch bigger picture.

And to the extent that we do not include
and do not focus on energy efficiency measures and

renewabl e portfolio standard neasures in these

early years in the program what will happen is
that buildings will be built that consune energy,
too nmuch energy. That power plants will be built

that enmt too nuch greenhouse gases. And we will
live with the consequences of that infrastructure
i nvestment over the next 10 to 12 years, for a
very long tine.

We're very clear that the infrastructure
that causes the carbon enissions today was |argely
built 40 and 50 years ago. And we will live with
t he consequences of what we build in the next 12
years for at |least 40 to 50 years beyond that. O
else we will be in sone sort of stranded cost
adj ust nent node sonewhere forever if we do that.

So that the enphasis has to be on
bui I ding things fromhere on out, building
bui | di ngs which are as energy efficient as they
can, which are energy neutral if we can, as soon
as we can. And building as nuch as we can for

things that emt zero carbon.
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And if anyone believes that this state,
that the utilities in this state, or the sector in
this state should not be aggressively going for
renewabl es, given the resources that we have in
this state, given the wi nd, given the solar, given
the geothermal, world class resources that we
have, given the technol ogy that we know how to do
t oday, that we know how to do, that the w nd
t echnol ogy wor ks, that the geothermal technol ogy
works, isn't going to get any better unless we
actually practice it, unless we do it.

And, yes, maybe there are some new
things in solar that people are tal ki ng about now.
Eccl esi astes, | believe, had it right in this
i nstance, said, you know, nothing is new under the
sun, sayeth the Prophet.

But there is fresh noney, there is fresh
i deas, there is fresh energy involved in the sol ar
business. And they're throwing a | ot of things
out there on the wall. And as an old fellow with
gray hair, who's been in that business for a |ong
time, | don't necessarily believe all that | hear
fromthe new fol ks that come on, but | do believe
that sone of that's going to stick. Sone of

that's going to stick. |I don't know whi ch one, but
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I do know that some of it is going to stick

And so we do have to nmake those
i nvestments now. W, as the utilities in the
state, have to nmake those investnents today.

And that's what LADW's plan is really
all about. It's an investnent plan. 1It's not a
procurement plan, it's not a plan to nininize the
cost of carbon between now and 2020. It's an
i nvestment for the future. |It's an investnent for
our kids and for our grandkids. And that's what
we |ike about this proposed opinion.

Now, you know, anybody who starts a
speech like that, saying |'mgoing to start with
what | |ike, obviously there's the other shoe
conming in what is it that we don't I|iKke.

And what we don't |ike about the
deci si on, what we don't appreciate about this, is
that we think that what you gave at the begi nning
there, what you gave with that is you took it away
with the all owance opinion as to how to distribute
t he al | owances.

Because what the sal es-based al | owance
does is it takes the noney away fromthose who
have to nmake the investnments, who should be

required to nake the nost investnents, who started
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off, if you will, with the biggest, highest carbon
intensity.

So you take the nopney away from them and
give it to those who either can't or won't nake
those investnents. You give it to the people who
say, we really don't have to do 33 percent because
we al ready gave at the office.

You know, we've been doi ng energy
efficiency for along time. W don't see a | ot
nore. Ckay.

And you take it away fromthe people who
have these investnent plans, who need to nmake the
i nvestnment plans. And if you take it away, then
who is going to nake the investnents. Who's going
to nake the investnments to get us out of coal.
Who's going to make the investnments to build
energy efficient buildings in the Cty of Los
Angel es if the noney goes sonewhere el se.

And al t hough we appreciate all the
caveats that are in the things that Pat tal ked
about, and we appreciate the fact that there is a
reconmmendati on there that says that all this noney
shoul d stay within the electricity sector, | nean
who' s ki ddi ng who.

Does anybody who wat ched t he budget
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process over the past few nonths believe that they
can build a | ockbox that's strong enough to keep
trust funds that are put up here for a purpose,
and keep them you know, allocated to that
pur pose?

That at the federal level all of the
talk now is how do we spend that noney. All of a
sudden we see this auction revenue as generati ng.
I nmean, the nunbers at the federal |level are like
$100-, $200-billion a year.

And already you're seeing, well, let's
see, 15 percent of that should go for deficit
reduction; 15 percent should go for healthcare.
Al'l very good things to do, but they're not being
directed to the investnment that they talKk.

O they say, all right, how about let's
do sone -- we have to watch for custoner bills.
So maybe we ought to rebate sone of that to | ow
i ncone consumers. Well, where do you think the
noney canme fromin the first place.

You know, Los Angel es Departnent of
Wat er and Power has a hi gher percentage of | ow
i ncome consuners than any utility in the state.

And when that noney gets transferred fromus to

somewhere else, it cones froml owincone people.
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It cones fromthe single nothers in east L. A

And to say that sonehow, after all of
this stuff, that sonme of that's going to cone back
in the formof a rebate, why don't we just |eave
it where it was. Wiy don't we just leave it to
t he peopl e who are charged by the city charter,
and by our governi ng boards, w th nmaking the
i nvest ment deci sions for the future.

And if we don't neke those investnents,
i f somehow we say that we're going to do
sonmet hi ng, that we're going to reduce carbon
em ssions by a certain anmount, and then we don't,
at that point naybe we can tal k about enforcenent.
Maybe we can tal k about this.

But don't take it away at the begi nning
so that then we can't do that. Then neither we
nor the state can enjoy the benefits of that
i nvest nent .

So we appreciate all the caveats, but we
really do believe that sone of the fl awed nodeli ng
topology that we started with, where we started
with the viewas if we were just one large utility
for the whole west, and therefore whatever
happened i nternally, whatever distributional

i npacts didn't matter. You know, that that was a
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problem And that caused us to go down this path.

And then the other thing that we think
happened is that people's sort of disconfort with
t he way previ ous cap-and-trade all owances have
been issued, where polluters, if you will, were
allocated free enissions in perpetuity, whether
t hey nade any changes or not. O whether they
di d.

That that caused people to junp onto,
fromthe frying pan into the fire. And saying,
what we really want to do there, or saying what we
wanted to do, was to allocate enissions on the
basis of sales, i.e., allocate the em ssions on
the basis of the | egacy investnents in the past.

And so what we're doing with this
al  owance al |l ocati on neasure i s subsidizing
i nvestnments |ike Hetch-Hetchy. Subsidizing
i nvestments |ike Diablo Canyon. And in perpetuity
gi ving all owances for those investments. And
taking them fromthe people who have to nake the
i nvestnments for the future. And we think that's
bad public policy.

So, thank you for listening to us. W
intend to be in this. And we intend to prosecute

this issue as long as we can, because it is

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

31
sonething that is fundanmental to our future as an
institution. And we believe it's fundanental to
t he success of AB-32.

Thank you.

CHAI RPERSON PFANNENSTI EL: Thank you,
Jim Norm Pedersen, Southern California Public
Power Authority.

MR, PEDERSEN: Good afternoon, Chairman
Pf annenstiel. Norman Pedersen for the Southern
California Public Power Authority. |It's certainly
a pleasure to be here on this auspicious
af t er noon.

Like M. Caldwell, | would |like to start
by thanking you. 1[1'd like to thank you for sone
of the very inportant revisions that are in the
revi sed deci si on

For exampl e, we appl aud the strengthened
| anguage in the revised deci sion about the return
of option proceeds to retail providers. As was
expl ained in the opening presentation, if
al l owances are allocated to retail providers and
their option to deliver, is there is a threat that
the pot of option revenues that woul d be created
woul d be rai ded by people el sewhere in the city.

And on page 16 and el sewhere in the
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revi sed decision, there's an explicit
recomrendati on to ARB that the ARB adopt
saf eguards to assure that auction proceeds go back
to retail providers. W agree with that.

Al so, there is several places in the
decision, a reference to a new provision under
which retail providers that are also deliverers
that had to, as deliverers, buy all owances, say,

t hrough the auction, they would only have to
pay -- those retail providers who are also
deliverers would only have to pay the net

di fference between what they had bid into the
auction and the auction proceeds they woul d be
getting back fromthe auction.

That' s another neasure that woul d assure
that the auction proceeds would actually go back
to retail providers.

However, in our view the nost inportant
revision in the revised PDis actually on page 5.
And actually, simlar |anguage appears el sewhere.
And that | anguage indicates that the PD -- the
decision is not a static docunent. And it goes
on, the two Conmi ssions will continue to analyze
col l aboratively the issues related to AB-32, and

as further infornmati on becones avail able, we wll
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assess whet her any of the recomendati ons i ncl uded
herein should change. W will provide further
reconmendati ons at ARB as appropriate as this
i npl ement ati on process proceeds.

We believe that there are severa
provisions in the decision that do need to be
further exam ned and further analyzed. A cardinal
exanple, in our view, is actually the provision
that is now at page 211 of the decision. Used to
be on page 210.

This is the provision that rejects the
CEC and the PUC Staffs' suggestion that was
included in the staff paper, that if all owances
are allocated anpng retail providers on a sales
basis, anpbng retail providers, then the allocation
shoul d, as the staff put it, should be on a net
| oad approach, or net sal es approach. In other
words, there should be an excl usion of an
allocation to sales that are supported by big
hydroel ectric or nucl ear generation

We thought the staff had it right when
t hey nmade that suggestion. First, in our view,
there is absolutely no need to all ocate all owances
to sal es supported by big hydroel ectric or nuclear

r esour ces. There are no em ssi ons.
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Secondly, we thought that the
al | owances, we thought the argunent that
al | owances shoul d be given to big hydroel ectric
and nucl ear resources to reward those resources as
constituting early action just didn't make sense.
We thought it just could not nake sense to say
that dans built on the Anerican River in the 19th
century, that nuclear projects built early in the
20th century constituted early action.

And actually, the ARB's agreed wth
that. They've defined early action as it appears
in AB-32. And they've defined it as actions
bet ween when AB-32 becane effective January 1
2007, and when regul ations, the ARB s regul ati ons,
take effect January 1, 2012. And actually there's
| anguage in the revised decision that reflects
that ARB deterni nation.

well, if those two argunents aren't
appropri ate grounds for adopting gross sales, as
opposed to net sales, as a basis for allocating

al | owance anpong retail providers, what could be

the rationale, in the PDthere is -- in the
decision there is still sone | anguage that
provi des an additional argunent. The deci sion

woul d state: We conclude that a transition to
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al l owance all ocations nade in proportion to
unadj ust ed sal es by 2020 woul d strong incentives
for increased reliance on all |ow and nonenitting
resources, including | egacy generation.

We | ook at that and we wonder what kind
of incentive is needed. First of all, we've got
the declining cap. That's supposed to provide an
incentive to install renewables. And on top of
that, if that doesn't work, we've got a comrand
and control 33 percent RPS. So it |ooks like
we' ve kind of got new renewabl es covered.

What about the | egacy hydro and nucl ear
resources that are nentioned in the PD? How are
we supposed to get access to that? | don't find
any provision in the decision that is telling the
utilities that do have access to the zero enitting
| egacy resources that they're supposed to nake
those available to southern California utilities
that don't have them avail able to them now.

The peopl e who have them are going to
keep them and we aren't going to be able to get
access to themregardl ess of what kind of
i ncentive is provided through the gross-sales
appr oach.

Now, apparently recognizing the problem
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with the one argunment that's presented in the PD
for why the gross-sal es approach shoul d be
adopt ed, this norning President Peevey pointed to
figure 5-10, with which I'"msure you're famli ar
in the PD, that shows that the inpact on LADW and
the southern California utilities of adopting the
gross-sal es approach, and the overall allowance
al |l ocati on nethodol ogy that's recommended in the
PD, woul d have, as President Peevey put it, only a
4-6-8 nmills per kilowatt hour inpact.

Well, what kind of argunent is that? |Is
it okay to nug soneone if you only take $20? |Is
it okay to rob a liquor store if you only take
$100? That, to us, does not seemto be the right
criteria, the anobunt that is actually taken. And,
of course, in this instance there would be a
wealth transfer. And the wealth transfer would be
substanti al .

In LADW' s openi ng comrents on the
deci sion they, assumi ng $100 a ton, quantified the
weal th transfer as being approximtely $4.8
billion. If you want to assune $30 a ton, it
would be a lot less, but it would still be about
$1.5 billion.

As M. Caldwell explained, the utilities
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in southern California need that noney in their
service territory.

And so we think that the rejection of
the net-I|oad approach, the staff's proposed net -
| oad approach, is an exanple of a provision in the
deci sion that does need further exam nation. And
we woul d hope you woul d be open to that as we go
f orwar d.

In our comrents we raised a nunber of
ot her ones, safety valve. | won't go into all of
them t hat we rai sed. But certainly the rejection
of the net-|oad approach is a cardinal exanple.

We appl aud your determ nation that this
shoul d not be a static docunent. And we hope you
will entertain our suggestions for revisions in
the future. And thank you for the opportunity to
be here today.

CHAI RPERSON PFANNENSTI EL: Thank you,
M. Pedersen. I'"'mincredibly inpressed that you
have gone through this entire docunent, it sounds
like, fromthe tine it was first posted. Good
j ob.

MR. PEDERSEN: Went through every word.

CHAlI RPERSON PFANNENSTI EL: We do

appreci ate your conmments.
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MR. PEDERSEN: Thank you.

CHAI RPERSON PFANNENSTI EL: Bud Beebe,
Regul atory Affairs Coordi nator from SMJD

MR, BEEBE: Good afternoon,

Conmi ssioners. M nane is Bud Beebe; I"'mwith the
Sacranento Municipal Uility District.

This is nomentous. You know, it's an
incredi ble feat that the joint Comm ssions have
done on this. You've worked very closely
t oget her, conbini ng your technical talents here
and your understanding of the publicly owned
utilities, with the efforts of the Public
Uilities Conm ssion over in San Franci sco has.
And | think that's remarkabl e.

Here we are at a big decision point.

And is this going to end with a bang or a whinper?
I think not. | think it all just sort of is this
bi g sigh of resignation that we have a | ot of work
in front of us.

That's inportant, and you have clearly
indicated in this decision that there is a | ot of
wor k ahead of us. That said, still there's nany
things that are inmportant in what is going to
become sort of this basecanp that's establi shed by

t hese deci si ons.
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And | think that SMJD supports the
overall work, though we do have sone reservati ons,
as all of us nust, going forward with a great dea
of uncertainty.

SMJUD was a big supporter of AB-32 at its
very begi nning. W believe that it's the right
course for California, and this decision is a
bal anced and wel | -considered set for the electric
utility sector. It renmains to be seen how wel |
this all fits with a nultisector approach. It
remains to be seen how California fits within the
| arge Western Climate Initiative. It remains to
be seen how California fits within a federal or an
i nternational assessnent and policies regarding
t hese sane issues.

And it's in that context that | think
I'd like to make an item And that is that it's
i mportant that this work really stands not only as
a recommendation to the ARB, but it is also a
deci sion that deci sionmakers in jurisdictions
outside of California, which includes the federa
governnent, will take into consideration as they
| ook forward to what they feel they have to do on
this very inportant societal subject.

And so as we think in Californi a of what
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we should do here, we want to recommend that you
not only | ook at what happens when we | ook only
froman internal California structure, but also as
California nmust ultimately | ook to other
jurisdictions outside of itself.

California has a very very clean and | ow
greenhouse gas resource mx for its generation of
electricity. And in federal resource plans we
could be disadvantaged if we gave too nuch in
policy to people who are high emtters.

On the other hand, we have to be careful
to conserve our resources and to use them for the
best possible evolution to a | ow carbon future.
What you' ve attenpted here, | think, genuinely has
attenpted to do exactly that. And to the extent
that the ultimte world works out the way we have
set up in this scenario | think this will be a
very nice plan.

But, there are nmjor contingencies that
have to be considered. Three of those things we
think are worthy of specific nmention. One is that
the all ocation methodol ogy associated with
al | owances to be auctioned works well as a
bal anci ng mediumwi thin the confines of our

assuned availability of all owances to the State of
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Cal i fornia.

But given the relative upset of overal
rel ati onshi ps between California and ot her
jurisdictions, I'mnot saying things are in
turnoil or anything, but there's just nothing set
there yet. And so putting auctioning as far
forward in the whol e process as you have, starting
with a 20 percent and going to 100 percent within
four years, neans that it places a great deal of
burden on how well the allocation nethodol ogy
associ ated with those auction all owances really
pans out.

And SMUD sees potential difficulties in
doing that. And unnecessary, because the fuel
di fferenti ated out put-based all owance al |l ocati on
met hodol ogy, which you' ve accepted for the non-
aucti oned al |l owances, perforns nmany of the sane
bal anci ng requi renents that you get fromthe
met hodol ogy that you proposed for your auctioned
al l owances. And so we don't see the need to go to
an auction as quickly and as heavily as you' ve
i ndi cated here.

That said, we would -- the fue
di fferenti ated out put-based all ocation anal ysi s,

itself, still has not been fully tested with
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anal yses and with stakehol der input.

So, however we go in this, we have a
|l ong road. We would appreci ate additional
cautions as we go down the road to both I ook
clearly, froman anal ytical standpoint, at what
the fuel differentiated output-based allocation
met hodol ogy can do for us vis-a-vis the
met hodol ogi es that you' ve recommended wi thin the
aucti oned al | owances.

And al so just to realize overall how
California fares in its relationships with other
jurisdictions is a key point in this.

The second point 1'd like to
specifically nmention is that the reliability of
the electricity grid is, of course, of paranount
i mportance to California decisionnmakers, to this
body, to the PUC, and certainly, certainly to
t hose of us who have to deal with it every single
day in putting together our resource plans.

We know that the decision in March noted
that electricity grid reliability is a very
i nportant consideration in all that you do.
However, we did not see, within these specific
anal yses that are the backbone for this decision,

a specific | ook at how the market - based
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met hodol ogi es for all owance all ocati on and the
effects on narket, how those overall effects m ght
affect grid reliability.

And we would really like to have grid
reliability becone a specific criterion in
consideration by the ARB and by these Boards as we
do additi onal anal yses on narket-based
met hodol ogi es.

And lastly, we all try to figure out
just howit is that we can get early actions
goi ng. Everybody says that early action's got to
be like an inportant part of this thing. But
until we start to identify specific prograns that
m ght be accessible to communities and to others
that could be used, say, as offsets, then there
will be a great reluctance fromthe people who
could nake a difference in early actions in
actually foll ow ng through and begi nning their
pr ogr ams.

So, we would like to see a bit nore
evi dence of specific prograns within the offset
structure that could be given credits in the very
earliest days of this process.

So, those are ny three itens and a

general commendation for this body and al so for
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the PUC for working together so well, and for
listening to our comments, as well.

Thank you very nuch.

CHAI RPERSON PFANNENSTI EL: Thank you,

M . Beebe.

Mar k Krause, PG&E.

MR, KRAUSE: Madam Chair and
Conmi ssioners, | guess |I'lIl start off with 18
nmonths. It's pretty ominous to think that you
spend 18 nonths doing anything. But | think it
actually kind of understates the work that staff
and the Conmi ssion has done.

Just one quick story. About three weeks
ago | asked for a neeting with staff, any staff
that would hear us, for the joint 1QUs, all three,
to come and tal k and sort of kick ideas around.
And | think we got three enmail responses.

I was a little worried we were going to
have nore fol ks on the 10U side than fromthe
agency. Turned out 20 people, 20 staff showed up.
And they had questions and they had issues they
wanted to talk about. And that was, you know,
three weeks. | nean it's been a long, long tine
and they kept up the marathon. And apparently

it's a marathon that's not quite over.
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W want to start by saying we're very
supportive of the decision in the way that it
tracks the | oading order, and particularly its
commitnent to all achievable energy efficiency.
That's an area which PG&E has a proven track
record, and will continue to work on.

We're pleased to see the first deliverer
system that nopdel included fromthe very outset.
And encouraged by the efforts of cost contro
provi ded by multiyear conpliance period.

Unlimted offsets, and all owance banki ng.

W will continue through the ARB, and
with you and the PUC, to work toward additi onal
measures for cost control and those market
volatility issues.

We're pleased to see that the fina
recomrendati on acknow edges that additional
nodel ing will be needed and that narket design
el enments may be needed and adjusted to reflect the
results of those efforts.

Most inmportantly we believe that the
deci sion hits square on the narketing objective of
i nsuring environnental integrity.

And | guess that's about it. W really

were glad to see that the Comm ssions both are
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going to be involved as we nove over to the ARB.
And t hank you very much for all your work

CHAI RPERSON PFANNENSTI EL: Thank you,
Mar K.

Are there others who would like to
address us on this decision? Yes, please conme
f orwar d.

MR MLLER Taylor MIller with Senpra
Ener gy speaking on behalf primarily of Senpra
Energy Uilities this afternoon

Just a quick comment in support in
general of the proposed final decision. And also
an acknow edgenent of the amazi ng anpbunt of work
that went into this on the part of the staffs of
both agencies. And |I'd just echo those coments
of Mark Krause from PGE on that topic.

We woul d just enphasize a coupl e of
points. And, first, the need, which is reflected,
as has been noted, in the final decision to treat
t hese recommendati ons, to sone degree, as
condi ti onal upon additional analysis going forward
concerning the econonic effects of the nmeasures
and the technical feasibility.

I think it's generally recognized that

all those anal yses are not done. For exanple,
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there is no econom c nodeling, as yet, of the
fuel - based out put - based al |l ocati on as proposed in
t he decision. That analysis is going on right
now, | believe.

I'msure there'll be others. As you
wel | know, the ARB's attenpt to use the energy
2020 nodeling to evaluate the inpacts of proposed
alternatives on an intra-sectoral basis is not yet
done.

So, we'll have, as has been stated, a
coupl e of years at |east, going forward. But we
woul d just enphasize the need to treat the
analysis as prelinnary essentially.

Finally, regarding the issue of the
sal es-based all ocation, we're in general support
of a sal es-based all ocation on behalf of Senpra.
However, the concern with the decision to, it
seenms, and | have to confess | haven't read the
brand new one this norning, as Norm has managed to
do sonehow - -

(Laughter.)

MR MLLER -- but | don't believe it's
been changed. Perhaps it has. The initi al
al l ocations are em ssions based. And the decision

only proposes transitioning to a sal es-based | ate
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in the period.

So it seems that that concern is largely
addressed. And al so a fuel -based sal es allocation
al so accounts for differences in emni ssions based
on fuel. So | don't think that -- it seems to be
a reasonabl e bal ancing of those interests to us.

In fact, of course, as everybody woul d
like to have their position adopted a hundred
percent, in which case we would prefer a sal es-
based type allocation at the outset.

So, | won't take any nore of your tine.
Thank you very mnuch

CHAlI RPERSON PFANNENSTI EL: Thank you.

O her public comment?

MR RATHKE: Good afternoon. My nane is
Justin Rathke; I'mw th Capstone Turbine
Corporation. W're the world | eader in | ow
em ssion mcro --

COW SSI ONER ROSENFELD: Justin, can you
push the mike up a little bit?

MR, RATHKE: |'msorry. M nane is
Justin Rathke with Capstone Turbine Corporation.
We make mcroturbines that are put in conbined
heat and power systens.

Many references were nade in the
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docunent to | ooking into the unique issues

associ ated with CHP. W understand that the PUC
and perhaps the Energy Conmi ssion, as well, wll
open a separate proceeding related to CHP.

To ny knowl edge | haven't seen any
details on that. But I'd like to express on
behal f of Capstone and, you know, we sit on the
California Clean Distributed Generation Coalition.
You know, we | ook forward to working with the
Conmi ssi ons.

And really, you know, it's a very
conplex issue, howto treat CHP within the context
of a cap-and-trade, and how to deal with some of
the barriers that are truly standing in the way
of , you know, reaching the goals that have been
set by AB-32 and the scoping pl an.

So, | would just, you know, like to
commend you, and express our interest in working
with you in the future.

Thank you.

CHAI RPERSON PFANNENSTI EL:  Thank you for
bei ng here.

G her comments? Public coment ?
Conmments fromthe dais? Comni ssioner Rosenfeld.

COWM SSI ONER ROSENFELD: "1l pass.
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CHAI RPERSON PFANNENSTI EL:  Conmi ssi oner
Dougl as.

COW SSI ONER ROSENFELD: 1"l pass
because |'' mvery happy with energy efficiency
conmes first.

(Laughter.)

CHAI RPERSON PFANNENSTI EL: Commi ssi oner
Dougl as.

COW SSI ONER DOUGLAS: Thank you, | do
have sone brief comments.

COW SSI ONER DOUGLAS: I al so think that
this decision provides a very inportant starting
poi nt for thinking about how to achi eve our
climate goals in the electricity sector

| also particularly like that it puts
energy efficiency first, and renewabl es, a cl ose
second, in ny mind. W really really have to
achi eve our energy efficiency and renewabl es goal s
to get where we need to go. Not only in 2020, but
very nuch in 2050.

The deci sion al so essentially proposes a
phase-in to cap-and-trade with -- in a cap-and-
trade system which, itself, transitions froma
system that accommpdates the reality of the very

different starting points of so many parties in
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this industry. And transitions towards a system
t hat increasingly rewards the cl eanest and the
| east-polluting generation. And so directionally
that's absolutely how we need to go.

I have a few observati ons about the
al l ocati on questi on, which, of course, was the
focus of nobst of the public comment and nuch of
the anal ytical work that has gone into this
pr oceedi ng.

Cap-and-trade theory, itself, has a very
conpelling logic toit. And it nmakes a | ot of
sense to think about putting a price on something
that we want | ess of. And creating essentially
mar ket i ncentives at every stage of the decision
process to, in fact, produce less of this thing.
And | ook for cleaner alternatives. And | ook for
t he nost cost effective cleaner alternatives. So
there's very strong conpelling logic to the cap-
and-trade theory.

VWhat we have certainly found, what
thi nk everyone in this roomat this point
recogni zes, after this proceeding, is that
applying this theory to a real industry sector in
the real world with historical and geographi c and

ot her circunstances that we were just faced with
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is messy. And there's probably no better way to
put it.

It's challenging. The stakes are high.
It natters a ot to people through the state. It
very well could inpact the ability of sone
entities. And it's hard to predict which ones,
even, at this point, to make the needed
i nvestnments that we really want to see in energy
efficiency and renewabl es.

And for all of these reasons the Energy
Conmmi ssion and the PUC have strong | anguage in
t hi s deci sion about the need for really good
i nformation; about the need to cone back, if
needed, and | ook again at what we've proposed
based on better information that we expect wll
conme forward in the next couple of years.

The net hodol ogy of the decision, in sonme
ways, underscores the challenges of coming up with
an allocation schene. Wat we essentially do in
this decision is ook at our existing electricity
sector and nodel the results, npdel to the best of
our ability the results of different tinelines,
different allocation schenes on that sector. And
assess those results against sone policy goals

that we set out upfront and that have been
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const ant throughout nuch of this proceeding.

And the PUC has al ready voted, and we
propose, in this decision that is before us now,
to say that the allocation schene that we' ve put
in the decision is to reasonably achi eve these
goal s based on what we know. And we need to know
nmore; we need to analyze this nore.

But as a starting point, it seens |ike
it basically works. And I think that's the best
anyone can do at this point in tine.

I"d al so want to nmake the point, and
this very nmuch cones to what M. Beebe said in his
comments, that, in part, because of this
met hodol ogy the actual allocation schene that we
propose could have very different results if it
were applied to a nultisector cap-and-trade
system depending on how that is set up. O a W
system depending on how that works. O a
nati onal system

And so, again, taking our recomendation
in isolation without really going through the
exerci se of saying, well, how does this work when
it's applied to this actual systemthat's before
us, could lead to results that woul d make us, |

think, want to re-exam ne our fornula.
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So, again, | just want to underscore
that that is the nethodol ogy, and that is -- we're
gi ving ARB the best we have based on what we know.
But there's a lot still that we don't know.

I wanted to briefly address M.
Pedersen's comrent on net sales. | actually
happen to agree with you, M. Pedersen, that
provi di ng all owances in an auction for | egacy
nucl ear and hydroel ectric generation isn't needed
to insure that there is an incentive to continue
runni ng those resources.

I think the incentive to run those
resources lies in the fact that they exist, that
t hey' ve been ratebased, they've been largely paid
off in many cases with the exi stence of a cap-and-
trade system These resources provi de those who
are lucky enough to have themwi th a | ower carbon
intensity that helps them even if they don't get
al l owances that they can sell for in the all owance
mar ket .

Now, that said, | don't agree with you
that therefore having the recommendati on the way
it is means that sonehow you were robbed. And
think I want to put it a slightly different way

fromthe way you put it.
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We recommend that in the begi nning we
start out with essentially historical basis, and
we transition to this net-sales basis. And in the
begi nning entities with | egacy coal resources wl|
be seeing sone benefit fromthe coal resources.
And towards the end, under this reconmmendati on,
entities with the | egacy hydro and nucl ear wll
see sone benefit fromthat.

And t here's not hing pure what soever
about that recommendati on. One coul d poke hol es
at it on both ends, and certainly people wll.

I think the key is does the math work
out in such a way that the result is reasonabl e.
And what this decision before us says very clearly
isif it does not we should revisit this
reconmmendation. | think that's true of other
reconmendati ons, as well.

I will just conclude by noving off of
cap-and-trade. AnD | think sonetines in this
proceeding, in particular, the tenptation is to
take up all of our air tine on cap-and-trade, but
this Conmi ssion -- you know, our core work is in
energy efficiency and renewabl es, and insuring a
snoothly functioning, reliable, well-planned

electricity systemwth all of the good hard work
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of policy analysis that goes behind it.

So, we're very nuch conmitted to that.
We hope that everyone who has been readi ng every
word of our greenhouse gas all ocation documents
participates with the sane | evel of energy in our
efforts to neet our energy efficiency and
renewabl es goals. W certainly will provide the
same energy and nore towards our efforts to neet
t hose goal s.

CHAI RPERSON PFANNENSTI EL: Now, vy
partner on the AB-32 Commttee, Comm ssioner
Byr on.

COW SSI ONER BYRON:  Thank you, Madam
Chai r man. It's certainly been enjoyabl e working
with you on this. And | comend your | eadership.
You' ve been as unfl appabl e as one of the
candi dates in the Cbanma- McCai n debat es.

(Laughter.)

COWM SSI ONER BYRON:  You know, |'ve al so
noticed during this process that the PUC and the
Energy Conmi ssion do things differently. The do
proposed deci sions, we tend to do recomendati ons.
They have assi gned Conm ssioners, we have
Committees. They regulate nonopolies, we try and

take a broader view towards all the energy service
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providers in the state.

We have different roles and
responsibilities, but in this case we have a
common goal that we've been working on. And
t hi nk that both Comnm ssions have been very
effective.

And for the last 18 nonths, as others
have poi nted out, we've been worKking
col l aboratively on this joint proceeding to nake a
recomrendation to the Air Resources Board on how
to reduce greenhouse gases for the electric
sector.

Thi s has been extraordi nary on many
levels. This is a big deal. I really am
i npressed how t he Conmi ssi ons have cooperated at
all levels. W've been charting unexpl ored new
waters here is what we've been doing for the state
in trying to provide this | eadership on this key
i ssue.

And there were a | ot of accol ades that
wer e handed out this norning by ny coll eagues at
the PUC for the efforts on behalf of staff. 1I'd
like to pay certain attention to the stakehol ders.
Their involvenent and attention to detail, |

t hi nk, has been extraordinary. And | assune that
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many of you are here today because you coul dn't
comment at the PUC, because you're parties. And
we're glad to have you

Qur rules are different, as you know,
and we really welcone the input. 1In fact, | net
with many of you in recent days, and |'d like to
commend you all for your very thoughtful and
measur ed i nput. It's been very hel pful, and
difficult at the sanme tine.

And | al so acknow edge that sone
st akehol ders have begun and want to take action
already. And so we need to really do what we can
to provide further assurances that that early
action and action taken now will be recogni zed and
count ed.

O course, the electric sector is just
one piece of a nuch |arger puzzle, as you know. I
suspect we have stretched the resources of the
st akehol ders to the limt. But it's not over

We're going to -- so, |I'll just say
t hank you, but it's not over. W're going to need
you at all three agencies going forward. And |
think this is really just the beginning. | don't
think the 18 nonths quite covers it.

You know, but nmaybe npst extraordinary
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of all is that remenber the foundation of this
decision is reliance on the regul atory mandat es
for an unprecedented conmmitnent to energy
efficiency and renewabl es, as Conm ssi oner Dougl as
has pointed out.

There will be a lot of continued
di scussi on around the market nechanisns. But 100
percent econonically achi evabl e energy efficiency
and 33 percent renewabl e are new and extraordi nary
goals for the entire electricity sector. And
credit both Commi ssions for the work on this.

And they've already started, as you
know, we're ranping up building standards and
appl i ance standards, the energy efficiency work
that goes on, snart-communities, point-of-sale
requi rements that our Chairnan has spear headed,

i nvestor -owned energy efficiency prograns. The
list goes on. RETlI, the Renewabl e Energy

Transni ssion Initiative to try and begin

i mpl emrenti ng renewables in a nuch nore substanti al
way. | could go on. The work has al ready begun
towards these two goal s.

But, having said all that, what we're
voting on today here is not perfect. It is a

snapshot. W have a | ot of additional work to do,
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a lot of additional nodeling and analysis. And we
are open to additional input as we nove forward.

I'd like to al so characterize this
reconmmendation as a trajectory of sorts. W have
a conplicated ni x of changes that we're trying to
i mpl erent over a period of years to get all the
el ectric providers throughout the state from where
they are today to where they need to be, so we can
see real, verifiable and fair reductions of
gr eenhouse gases.

And | would also say that in that it's
not been perfect, it's been difficult at tines.
I'd like to apologize to the Public Uilities
Conmi ssion. We're not easy to work with here at
the Energy Commi ssion. And | suspect we've driven
themcrazy at tinmes fromour attention to detail,
whi ch they m ght characterize as mnutia; all the
changes that we've requested and made, which they
m ght characterize as nits.

But, you know what, we've agreed on all
the basic principles. As President Peevey
espoused this norning in their proceeding, we are
in conmplete agreenent with the principles and this
recomrendation as it stands today.

I'd like to conplinment staff's -- |
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think the PUC conplinmented their staff in

extraordinary detail, and we really haven't done
that. |'mgoing to just say thank you. But |
will call out one, it's a self-serving one that

"1l call out, my Advisor Laurie tenHope has been
a trenendous assistance to ne, and | hope to ny
fell ow Conmi ssi oners.

And I'd also Ii ke to acknow edge that mny
counterparts at the PUC took this very seriously.
I know in ny conversations with them they've
taken it as seriously as ny coll eagues here at the
Conmi ssi on have.

| appreciated the thoughtful comments
earlier this norning when they voted five-zero to

approve this what they call a proposed deci sion,

what | call a recommendati on.
Now, how doe this all -- what's this al
mean in the greater schene of things? |'d just

like to put just a little bit of my own
characterization on that. 1'd like to nmake sure
that we all acknow edge that despite the | aw
itself, there's still a great deal of public
opposition to the efforts to reduce greenhouse
gases, and governnent intervention in this

process.
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So we have a continued responsibility to
wor k on education, increased awareness; and
getting their buy-in is still an inportant and
ongoi ng aspect of what we nust continue to do.

Anot her itemin the greater schene of
things nmight be that we really don't fully know
what the future will hold. W' re naking our best
guesses at that, trying to understand narkets and
r esponses.

But a coupl e of key issues that cone to
m nd that have been pointed out already, and I
apol ogi ze for reiterating them Certainly, how
does this fit in the context of the Wstern
Climate Initiative or federal |egislation. And
what's the inpact of the financial crisis on
credit narkets going forward as Comm ssi oner Bohn
poi nted out, as well, this norning.

You know, and we never fully know t he
mar ket response, the nmarket nanipul ati on or
gaming, as | call it, that Comm ssioner G ueneich
identified this norning. And the unexpected
consequences of our actions here. W don't really
fully understand how this will all fit into that.

But the biggest concern that |1've got,

and | don't think I've heard this raised yet
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today. Wiile we continue to focus on greenhouse
gas reductions, |I'd like to say | don't think we
can forget to nmind the store.

VWhat | mean by that is, of course, all
t hese greenhouse gas reduction prograns are right
in our kitchen. They are our bread and butter,
energy efficiency, renewabl es, demand response.
These are all what we do and we do well.

But, you know, we're not going to be
able to neet the growi ng demand for electricity in
the state by just inplenenting these programs to
reduce greenhouse gases. Denand growth conti nues
primarily due to population. And, of course, we
al so want to retire the agi ng power plants, the
|l ess efficient power plants, in the state.

We're going to continue to need nore
nonr enewabl e power. --

COVWM SSI ONER ROSENFELD: Renewabl e

power .

COW SSI ONER BYRON: We're going to
continue to need -- that's already part of the
mandat e.

COW SSI ONER ROSENFELD: Ch, sorry --
COVWM SSI ONER BYRON: And | believe we're

going to continue to need nore --
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COW SSI ONER ROSENFELD: We need it.

COW SSI ONER BYRON:  -- nonrenewabl e
power. And right now we're virtually frozen in
terms of our ability to site nonrenewabl e power
plants. Even the renewables are in sone jeopardy
her e.

And |1'Il just characterize the issues
that | think many of you are aware of. W're
bei ng chal |l enged, we're being put on notice that
we're going to be challenged to | ook at greenhouse
gases as part of our responsibilities under CEQA.

There's an issue in southern California
that's pretty significant. W characterize it as
the priority reserve. The once-through cooling
rules that are comng out. Things that we'd |ike
to do, like electrify the transportation sector.
The | and use i ssues that are comng up for |arge
solar projects. Transnission siting to get to
t hose | arge renewabl es.

And | still put this on the list, as
wel | . I think we have challenges with the
el ectric procurenent process that are going to
play into all of this.

Havi ng said all that, we have sone

significant challenges in mnding the store. And
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that is we're going to continue to need to build
power plants while we reduce greenhouse gases. |
don't want a repeat of what happened when we
focused solely on deregulation in the | ast decade
and forgot that we need to keep the lights on and
t he econony hummi ng. Both Comm ssions have
i mportant continuing roles in addressing this
i ssue.

I'd also li ke to enphasi ze one ot her
t hing, and Commi ssioner Grueneich did this as well
this norning. W are not going to solve
greenhouse gases in California alone. W need to
do all of this in the context of the |arger
mar kets. We've put our proceeding in the context
of the Western Climate Initiative, but we're
really |l ooking for a larger federal role and our
place in the world, so we should address this
i ssue, as well.

Nevertheless, California is certainly
denonstrating | eadership and that's our intent
here. |'"mproud to be part of this Comm ssion
and the PUC, in addressing these critical issues.
And 1'd like to reiterate nmy commitnent to all the
st akehol ders that I'm going to continue to work on

getting this right, and working with the PUC and
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the Air Resources Board.

Madam Chai rman, would it be
i nappropriate to nmake a notion at this tine, or
woul d you care to do that?

CHAI RPERSON PFANNENSTI EL:  You certainly
may nove, --

COVM SSI ONER BYRON: |'d like to nove
the item

CHAI RPERSON PFANNENSTI EL: -- and then |
have sonme comments before --

COWM SSI ONER BYRON:  Absol utel y.

CHAI RPERSON PFANNENSTI EL: -- before we
take a vote.

COW SSI ONER ROSENFELD:  And | second

CHAI RPERSON PFANNENSTI EL: You may
second it. It's been noved and seconded.

I think just about everything that needs
to be said has been said and then sone. But one
thing that | think we do not have enough of is the
t hanks. There's been an awful | ot of work that
went into not just the decision before us
Conmmi ssioners, but, in fact, the many wor kshops
that we participated in, the review of the very

good conmments that we got from many parties.
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It's been a long and intense effort by a
| ot of people. So, |I'll give a general thanks to
staff and the Conm ssioners' Ofices. But let ne
poi nt out a few people who really need sone
special thanks. And that's Laurie and Di ana,
certainly.

Nancy Ryan fromthe PUC. I know we've
put up with a lot with each other. I"mnot sure
Nancy would return nmy phone calls anynore.

(Laughter.)

CHAI RPERSON PFANNENSTI EL: Mushar
Waht er ver st (phonetic), of course, the
Admi ni strative Law Judge with whom we wor ked
cl osel y.

But | fundanentally want to thank Pat
Perez who did the yeoman's work around here in
pulling it all together both within our Conmi ssion
and between the two Conm ssions. He was pulled
into this, pulled off of other assignnents which
I'msure he longs for these days. But worked
tirelessly and actually probably m ssed the debate
| ast night, since he was here, | know, fairly late
when | talked to him So, thank you, Pat, on
behal f of us.

COWM SSI ONER ROSENFELD:  Pat, you shoul d
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take the day off tonorrow.

CHAlI RPERSON PFANNENSTI EL: Maybe hal f a

day.

(Laughter.)

CHAI RPERSON PFANNENSTI EL: And ny fell ow
Conmi ssioners. | think we've put a lot of effort
into this.

So, what we have before us is a docunent
t hat begins the process at the ARB. And as
Conmi ssi oner Dougl as pointed out, npbst of the air
time in this proceedi ng has been taken up with
cap-and-trade and the market nmechani sns. And t hat
is newand it's difficult, and it's taken us a
long tinme to get there.

W are offering to ARB our best
consi deration based on the information before us.
But we do so recogni zing that conpliance with AB-
32 is going to affect different utilities,
different retail providers differentially
dependi ng on their starting point.

And so what we tried to do in this
decision is allow sone tine and hopefully some
funding to allow people, allowthe utilities to
nove there in a way that would nitigate sone of

t he i npacts.
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But with that I want to go back to the
poi nt al ready made by ny fell ow Conmi ssi oners, and
that's the maj or fundanental buil ding bl ocks of
how we're going to conply with AB-32 are the
progranms that we've already begun in California,
energy efficiency and renewabl e energy.

But we've really only scratched the
surface of where we're going with those prograns,
if we really believe that we're going to be able
to achi eve a hundred percent cost effective energy
efficiency and a growi ng 33 percent, and then
some, renewabl es.

To be honest, we don't know how we're
going to do both of those things right away. But
we need to do them and we better |earn how to do
them And it's going to require not just this
Conmmi ssi on and not just our partners at the PUC
It's going to be a ot of state agencies; it's
going to be the Legislature; it's going to be al
of you, nany parties.

We're going to have to be finding new
activities, newinitiatives, new |l egislation
per haps, to nmake sone of this happen. W talk
about the need to nmke buil di ngs nore energy

efficiency. Well, right now the Energy Conmi ssion
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has the authority, the responsibility of setting
st andards for new buil di ngs, for major
renovations, but primarily new buildings. That's
a small percentage of the building stock in
Cal i f orni a.

W need to find a way of getting at
efficiency in existing buildings. That's just a
simal | exampl e of what | nean by a hundred percent
of cost effective energy efficiency in California.
We're going to have to do things better, but rnuch
differently.

Wth that | also want to point out a
coupl e of the underlying, a couple of the points
that were nade earlier. Jim Caldwell, besides
citing scripture, which always works in this body,
I think hel ped us, pointed out that we're really
| ooki ng at 2050 and beyond. That our perspective
needs to be nmuch | onger than the 2020. | think we
al ways have to keep that in nmind, because that's
really what we're fundanentally bringing to the
ARB is neeting these climte change goals for the
very long term

But al so, Bud Beebe poi nted out again
it's not just the tinme but it is the space. Qur

perspective needs to be regional, it needs to be
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national, and ultinmately it needs to be
i nt ernational .

So what we're bringing to the ARB is
actual ly much bigger than the 270-sone pages that
we're giving themnow It should be the stepping
stone for both of those efforts. A very broad,
very long and very inportant first step.

Wth that we have in front of us a
proposed decision, still, at this point,
recommendati on, and final recomendati on and

opi ni on on greenhouse gas regul atory strategies.

It has been noved and seconded. We'Il have a
vot e.

Al in favor?

(Ayes.)

CHAI RPERSON PFANNENSTI EL: It's been
approved. Thank you, all.

(Wher eupon, at 3:35 p.m, the special

busi ness neeti ng was adj ourned.)

--000- -
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