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SUBJECT:
The American Clean Energy and Security Act of 2009 (H.R. 2454) (Also known as ACES or the Waxman-Markey bill.)

On July 16, 2009, the Iowa Utilities Board (Board or IUB) initiated an inquiry in Docket No. NOI-2009-0002 to gather information from a broad cross-section of Iowa stakeholders on how they thought The American Clean Energy and Security Act of 2009 (H.R. 2454 or Waxman-Markey) could affect Iowa.  This document summarizes the process that was followed, written comments, oral comments provided at a workshop held on September 8, 2009, and contains discussion of the major issues addressed in this docket.  It also provides several documents (Appendices 1 through 5) that can be used as tools to navigate the voluminous content of the proceeding.  Active links have been incorporated throughout this document for ease of navigation.  
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I.  BACKGROUND
On May 15, 2009, the U.S. House of Representatives released national climate change legislation called the American Clean Energy and Security Act of 2009 (H.R. 2454, the Waxman-Markey bill).  The bill was amended and passed by the U.S. House of Representatives on June 26, 2009, and is now before the U.S. Senate.  The Waxman-Markey bill contains a declining cap on greenhouse gas (GHG) emissions from many sectors in the economy.  It creates an allowance allocation and trading system that allows covered entities to comply with the declining caps by reducing GHG emissions, using allowances allocated to the entity, purchasing allowances, and purchasing offsets.  For the electricity sector, it allocates allowances based 50 percent on historic emissions and 50 percent on retail sales.  The bill also allocates allowances to merchant generators for their wholesale sales.

During the summer of 2009, Utilities Board (Board) staff participated in various informal discussions regarding the Waxman-Markey bill with Iowa utilities, the Consumer Advocate Division of the Department of Justice (Consumer Advocate), and Iowa Department of Natural Resources staff.

From these discussions, it appeared that Iowa utilities generally supported the concept of a declining cap on greenhouse gas emissions, as long as the caps were based on achievable limits and allowed sufficient time for the utilities to be able to comply.  However, the utilities expressed a number of concerns about how allowances are allocated in the bill.  Since the bill allocates 50 percent of allowances to the electric utility sector based on retail sales and 50 percent based on historic emissions, Iowa utilities were concerned that they would be allocated a shortfall of allowances as compared to their projected emissions.  Initial estimates of the allocations Iowa utilities anticipated they would receive ranged from approximately 45 to 70 percent of their projected need in 2012.  This shortfall would mean they would need to implement some combination of (1) purchasing additional allowances from others to make up the difference between their assumed cap for emissions in that year and what they were allocated; and (2) reducing emissions below their assumed cap down to the level of allowances they were allocated.

The Iowa utilities also expressed the concern that this 50/50 formula is unfair because its application means that some utilities (outside of Iowa) would be allocated allowances in excess of their need.  This dynamic is a major concern for Iowa utilities.  They also stated their belief that the bill’s attempt to correct this unfairness, in a revision to Section 783 entitled "Prohibition Against Excess Distributions," does not alleviate this concern because the language in the bill states that allocations are to offset cost increases as opposed to simply capping the allocation at the utility’s emissions need.

Iowa utilities expressed a number of other concerns with the bill.  They opposed the allocation of free allowances to merchant coal generators for their wholesale sales because this allocation reduced the total number of available allowances and because Iowa utilities were not correspondingly allocated any allowances for their wholesale sales.  They stated that projected load and emissions growth from 2005 to 2012 caused a growing deficit between the allowances Iowa utilities would receive and those they needed for compliance.  Additionally, Iowa utilities were concerned about the bill’s creation of a carbon market and the uncertainty in price and potential for market abuses in such a market.

MidAmerican Energy Company addressed other issues unique to it with potentially significant impacts.  These were primarily related to its early incorporation of large amounts of wind into its portfolio and its large wholesale sales business (not merchant) that would not receive any free allowance allocations.

From these discussions, it also appeared that other entities supported the intent of the bill, citing its benefits for the environment and potential benefits to other sectors of the Iowa economy, such as renewable energy development and manufacturing.  These entities also supported the potential for new state programs that could be funded from the federal distribution of some allowances directly to the state of Iowa and for federal payments to low-income consumers.

II.  SUMMARY OF THE NOI PROCESS AND PARTICIPANTS

On July 16, 2009, the Board issued an order initiating this inquiry to gather information from a broad cross-section of Iowa stakeholders on how they thought the various provisions of the Waxman-Markey bill could affect Iowa.  Notice of the inquiry was posted on the Board’s Web site and anyone who wished was encouraged to participate.  The Board specifically invited other state agencies with jurisdiction and knowledge of these issues to participate in the inquiry.  In the order, the Board asked inquiry participants to file initial comments answering questions on various issues regarding the bill by August 14, to file reply comments by August 28, and to participate in a workshop on September 8, 2009.  The questions were listed in the order and were intended to stimulate discussion.  Participants were asked to include calculations and how their figures were derived with their comments.  The Board stated that the participants were not required to answer all the questions posed in the order.

Board staff received two informal requests to extend the inquiry deadlines and the Consumer Advocate filed a motion to extend the inquiry schedule on July 30, 2009.  The Board issued an order granting the motion and amending the deadline for initial comments to August 27, for reply comments to September 9, and moving the workshop to September 18, 2009.

The Board received detailed initial and reply comments from many other state agencies, utilities, environmental and public interest organizations, companies and business organizations, individuals, a union, and a wind energy organization.

· The following state agencies filed comments:  Iowa Department of Natural Resources, Iowa Department of Public Safety, Iowa Office of the Consumer Advocate, and Iowa Office of Energy Independence.  The Iowa Department of Public Safety limited its comments to the bill’s provisions concerning the adoption, administration, and enforcement of building energy codes and stated it was not taking a position regarding the bill.

· The following utilities and utility organizations filed comments:  Black Hills Energy, Interstate Power and Light Company, Iowa Association of Electric Cooperatives, Iowa Association of Municipal Utilities, ITC Midwest LLC, MidAmerican Energy Company, and Missouri River Energy Services.

· The following environmental and public interest organizations filed comments, sometimes filing them together as a group of organizations:  Environmental Law & Policy Center (Chicago office), Environmental Law & Policy Center (Iowa office), Iowa Environmental Council, Iowa Policy Project, Natural Resources Defense Council, Iowa Renewable Energy Association, Iowa Interfaith Power & Light, Plains Justice, Physicians for Social Responsibility (Iowa chapter), Sierra Club (Iowa chapter), An Independence Movement for Iowa, Iowa Global Warming Campaign, Iowa Citizens for Community Improvement, 1000 Friends of Iowa, Union of Concerned Scientists, and the World Resources Institute.

· The following companies and business organizations filed comments:  Ag Processing Inc., Iowa Association of Business & Industry, Iowa Industrial Energy Group, and SSAB Iowa Inc. (formerly IPSCO Steel Inc.).

· The following individuals filed comments, sometimes filing them together as a group:  Professor David Courard-Hauri (Drake University), Mr. David Dyvig, Ms. Rachel Haase, Mr. Joseph Indvik, Mr. Andrew Veysey, Dr. Eugene S. Takle (Iowa State University), and Mr. Chris Wolfe.

· The International Brotherhood of Electrical Workers (IBEW) – Iowa State Conference and Iowa Utility Workers Conference filed comments with the Board.

· The Iowa Wind Energy Association filed comments.

The Board held a workshop on September 18, 2009.  Given the number and breadth of the comments received, the Board structured the workshop to ensure that all entities who filed written comments would be able to speak at the workshop.  Participants in the inquiry were given the opportunity to file questions they wished the Board to ask other participants, although no one filed questions.  A court reporter recorded the workshop.  Each entity that filed written comments was given the opportunity to make a short presentation, and then the Board members and Board staff asked questions of the witnesses.  Some individuals and entities attended the workshop but did not speak.  The following individuals and entities made presentations and answered questions at the workshop:

· State agencies:  Iowa Department of Natural Resources, Iowa Department of Public Safety, and the Iowa Office of the Consumer Advocate.

· Utilities and utility organizations:  Black Hills Energy, Interstate Power and Light Company, Iowa Association of Electric Cooperatives, ITC Midwest LLC (no presentation, offered to answer questions), and MidAmerican Energy Company.

· Environmental and public interest organizations, sometimes speaking as a group:  Environmental Law & Policy Center (Chicago office), Environmental Law & Policy Center (Iowa office), Iowa Environmental Council, Iowa Policy Project, Natural Resources Defense Council, Iowa Renewable Energy Association, Iowa Interfaith Power & Light, Plains Justice, Physicians for Social Responsibility (Iowa chapter), Sierra Club (Iowa chapter), An Independence Movement for Iowa, Iowa Global Warming Campaign, Iowa Citizens for Community Improvement, 1000 Friends of Iowa, and the Union of Concerned Scientists.

· Companies and business organizations:  Ag Processing Inc. and SSAB Iowa Inc. (formerly IPSCO Steel Inc.).

· Individuals:  Professor David Courard-Hauri (Drake University) and Mr. Joseph Indvik (on behalf of himself, Ms. Rachel Haase and Mr. Andrew Veysey).

Following the workshop, the Board provided one additional opportunity to file written comments, which were due on October 19, 2009.  The following entities filed post-workshop comments with the Board:  Black Hills Energy, Environmental Law & Policy Center (Chicago office), Iowa Policy Project and Iowa Environmental Council, Interstate Power & Light Company, Iowa Department of Natural Resources, MidAmerican Energy Company, PMX Industries, and the Sierra Club – Iowa chapter.

Appendix 1 of this memo shows who filed initial comments, who filed reply comments, who attended the workshop, who spoke at the workshop, and who filed post-workshop comments attached to this Board staff memo.  In their comments, the participants referred to many reports and studies.  Appendices 2 and 3 show these reports and studies and who cited them.  One table is organized by participant and one table is organized by report/study.  The electronic version of the tables includes clickable links to the reports and studies when they are available.  All of the written comments filed with the Board and all Board orders issued in this inquiry are posted on the Board’s Web site at www.state.ia.us/iub in the electronic filing system under Docket No. NOI-2009-0002.  All of these are also listed in Appendix 4 and each includes a link to the document in the electronic filing system.  Appendix 5 includes summaries of the written comments received in this docket, and the oral comments made at the workshop on September 18, 2009.  In addition, in Appendix 5 following the summary of comments for each person, there are links to the exhibits and reports filed by that person.  Appendix 6 contains a list of acronyms.
III.  SUMMARY OF AREAS OF AGREEMENT

Although participants in this inquiry disagree on many aspects of the Waxman-Markey bill, there are a few areas of agreement.  This section will summarize issues in which there is agreement.  It will also summarize some issues where there are blocks of agreement, even though all participants do not agree with a position.

The Iowa Department of Natural Resources, utilities (other than Black Hills Energy) and utility associations, environmental and public interest groups, the Iowa Wind Energy Association, several individuals, and the Consumer Advocate expressed support for a declining cap on greenhouse gas emissions and agree that Congress should set greenhouse gas emission reduction limits.  Several utilities stated they support a declining cap if it is technologically and economically feasible, if there are provisions to reduce the impacts on customers, and if the time periods are sufficient to maintain the reliability of the electric system and allow time to adapt.  The inquiry participants do not necessarily agree on what the declining limits should be or the timing of the limits.  They do not agree on what limits are achievable.

Some industrial participants supported a declining cap on greenhouse gas emissions so long as the technology is available to make reductions possible, and some did not.  These participants expressed considerable concerns that they would not receive sufficient allowances to cover their emissions, they have no current technology to allow them to reduce their emissions, they are already operating efficiently, and they have limited or no ability to pass increased costs along to customers.  They are concerned that the bill will harm them when they compete in global markets because competing businesses in developing countries would not have to comply and would not have to pay the increased costs caused by the bill.  They agreed that the free allowance provisions in the bill for U.S. energy intensive/international trade vulnerable industries are not sufficient to protect them when they compete in global markets.  These participants are also very concerned about increased electricity prices because energy use is one of their largest operating costs.  They are concerned that increased costs due to the bill could drive their industries out of the U.S. and that the bill will create loss of Iowa and U.S. jobs.

Utility participants and some industrial participants oppose the allowance allocation and trading part of the Waxman-Markey cap-and-trade system.  The Department of Natural Resources, several individuals, and the environmental and public policy groups, other than Plains Justice and the Sierra Club, support the Waxman-Markey cap-and-trade system, including the trading requirements.  Plains Justice and the Sierra Club support a system that would auction 100 percent of allowances. 

Participants agreed that given existing technologies, meaningful greenhouse gas emission reductions in Iowa will require a transition from generation largely based on coal to generation using more natural gas and renewables and increased use of energy efficiency and demand side management.  Participants supported increased use of wind as one of the best low-carbon generation sources for Iowa and support Iowa’s programs to encourage the use of renewable generation.  Participants agreed that Iowa should continue and increase its energy efficiency programs.  Participants agreed that carbon capture and sequestration is not commercially available.  The utilities and the Consumer Advocate agreed that the ability of electric utilities to meet the bill’s carbon dioxide limits for the year 2050 depends in part on technological developments that do not currently exist and costs that are unknown.  

Some utility participants supported increased use of nuclear generation as necessary to meeting greenhouse gas reduction targets.  Some environmental and public policy groups and individuals oppose increased use of nuclear generation and some support it.

All participants except the Natural Resources Defense Council (NRDC) agreed the Waxman-Markey bill will result in increased costs to utilities and electric customers in Iowa, although there is significant disagreement about the level of increased costs.  This issue is discussed more fully below.  Participants agree that the major reasons for the increased costs are that electric generation relied on by Iowa utilities is heavily dependent on coal as the energy source and that Iowa utilities will not receive free allowances sufficient to cover their greenhouse gas emissions.  

Participants who commented on the issue agreed that estimates of increased costs due to Waxman-Markey reflected only the increased costs due to the shortfall of allowances Iowa utilities will receive.  The utilities and the Consumer Advocate agreed there will also be significant additional costs to Iowans from capital investments that must be made to reduce greenhouse gas emissions, increased use of natural gas, increased use of renewables, increased energy efficiency programs, and additional transmission to support renewables.

All participants who commented on the issue agreed that any system to achieve greenhouse gas emissions reductions should be structured to minimize adverse economic impact on the U.S. economy and on consumers, particularly low income consumers.  

Participants who commented on the issue agreed that free allowances for the electric sector should be allocated to local distribution companies as is done in Waxman-Markey.

Many participants agreed that utilities should not receive more free allowances than they need for compliance.  They agreed the 50/50 allowance allocation formula in Waxman-Markey will result in some out-of-state utilities, primarily larger utilities on the east and west coasts, receiving windfalls because they will receive more allowances than they need for compliance.  

In contrast, utility participants and the Consumer Advocate agreed that Iowa utilities would not receive enough allowances to cover their emissions.  Therefore, the utilities agreed, the allowance allocation parts of the bill would disproportionately adversely affect Iowans.  Details regarding estimated allowance allocations to Iowa utilities are discussed below.  

Utilities think the differences in financial impact to Iowans compared to other parts of the country will be significant.  Environmental and public interest groups think the differences in financial impact on various areas of the country will not be very great.  

All of the utilities, utility associations, and the Consumer Advocate agree that allocating 50 percent of allowances based on retail sales in Waxman-Markey is unfair and harms Iowa utilities and their customers.  These entities uniformly support an allowance allocation based 100 per cent on historic emissions.  They also support giving credit for utilities who have invested in renewables and energy efficiency prior to the year 2012.

Some environmental organizations and individuals do not support allowance allocation based solely on historic emissions.  They support allocation based partly on sales to reward utilities with lower emissions rates.

All utility participants and the Consumer Advocate agreed that the anti-windfall provision in Section 783(b)(4), inserted in Waxman-Markey with the manager’s amendment, would not correct the inequity in the allowance allocation created by the 50/50 allocation formula.  They agreed that the section’s tying the number of allowances an entity could receive to its costs rather than to its historic emissions meant the section would not effectively prevent utilities from receiving more allowances than they need for compliance.  MidAmerican and IPL cited to an EPA analysis prepared at the request of Wisconsin Senator Russ Feingold, in which the EPA stated the provision “would be very difficult to implement because it would require a great deal of speculation.”

All participants who commented on the issue except ELPC - Chicago agreed that the Waxman-Markey allocation of free allowances to unregulated merchant generators for their wholesale sales, while not allocating any free allowances to other utilities with generation for their wholesale sales, such as those in Iowa, is unfair and will harm Iowa utilities with generation when they sell into the wholesale market.

The utility participants agreed that the proportion of allowances allocated by the bill to the electric industry as a whole should be increased from 35 to 40 percent, to cover the electric sector’s emissions.

Utility participants agreed the current five-year transition period during calendar years 2025-2030 for the transition from free allowance allocations to the electric sector to no free allowances to the electric sector is too short and will result in hardship to customers and economic dislocation.  They support a longer transition period or a continuation of free allowance allocations.

Many participants expressed considerable concerns regarding the potential for market manipulation, high prices, and price volatility in the carbon allowance market created by the trading provisions in Waxman-Markey.  They support increased federal oversight of carbon markets.  

Many participants expressed support for measures to control costs and limit volatility of allowance prices.  Many utility and industrial participants and the Consumer Advocate expressed support for a price cap or price collar on the price of allowances, which would safeguard against higher than expected or volatile allowance costs and provide long term planning stability.  

Some environmental organizations opposed a price collar because of the potential to allow additional GHG emissions above the cap in the event of a price spike.  Some environmental organizations prefer that the price of electricity be allowed to rise and customers, particularly low income customers, be given separate direct payments to partially offset the increased prices. 

Some utility participants, the Consumer Advocate, and the Sierra Club expressed support for limiting participation in carbon markets to those entities that need allowances for compliance.  They are concerned that participants without compliance obligations will treat the carbon allowance market as a way to generate profits, not as a way to allow covered entities to achieve their compliance obligations at a more reasonable cost.  They are concerned this will artificially drive up the price of allowances and cause price volatility.  

The Iowa Department of Natural Resources, the environmental and public interest groups, and some individuals agreed that, although there will be economic consequences for Iowans from the Waxman-Markey bill, the economic and environmental consequences of not acting to reduce greenhouse gas emissions will be a much greater burden on Iowans.  They agreed there will be significant environmental benefits from the bill.  They also agreed it is important to act now to begin to reduce emissions and stabilize greenhouse gas concentrations.  These participants agreed the bill will provide substantial economic benefits to Iowa through the direct grant of allowances to the state to provide funding for various programs, such as the increased use of wind, increased investments and jobs in renewable energy and energy efficiency, state climate adaptation programs, and low-income household assistance.  They also pointed to the opportunity for Iowa farmers to earn income from participation in the carbon offset markets in the bill. 

Participants who expressed an opinion on the topic generally support federal funding for research and development of alternatives to fossil-fuel based generation.  Some participants think there should be greater federal support than that currently provided in the bill.  Some participants support federal funding for carbon capture and sequestration research and some opposed it.

Utility and industrial participants strongly support the Waxman-Markey bill’s provisions allowing the use of domestic and international carbon offsets as critically important for the ability to comply with emission limits in the early years and for cost containment.  Some environmental and public policy groups and individuals, who also support the offset provisions, also expressed support for more stringent oversight of international offsets to ensure offsets are legitimate.

IV.  ALLOWANCE ALLOCATION PROVISIONS

Under the bill, covered entities must have federal tradable allowances for all of their greenhouse gas emissions, including CO2 emissions.  One emission allowance allows the allowance holder to emit 1 metric ton of CO2
.  For perspective, this is approximately the amount of emissions produced by 1 MWh from a coal-fired generator or 2 MWh from a natural gas combined cycle plant.

2005 is used as a base year for determining emissions.  Reductions required are 3% by 2012, 17% by 2020, 42% by 2030, and 83% by 2050.
  It is an economy-wide program, which means that many sections of the economy must reduce their greenhouse gas emissions.  A portion of the total number of allowances is distributed to electricity local distribution companies (LDC).
  Of the pool available to electricity LDCs, 50% is distributed based on historic emissions and 50% is based on retail sales.  A portion of the total number of allowances is also distributed to natural gas LDCs.

Generally, participants agree that any allocations to the gas and electric sectors should be made to LDCs.
  Proceeds from other allowances are to be used to fund such things as renewable energy, energy efficiency programs, low-income programs, etc.  There was disagreement among the participants concerning where the proceeds from the other allowances should go.  

V.  COMBINED EFFICIENCY RENEWABLE ENERGY STANDARD

The bill establishes a Combined Efficiency and Renewable Energy Standard (CERES).  It requires retail electric utilities to submit federal renewable energy credits (RECs), each year, for the utility's combined CERES percentage requirement for that year multiplied by the utility's retail sales.  The CERES requirements are 6% by 2012, 9.5% in 2014, 13% in 2016, 16.5% in 2018, and 20% in 2020.  Up to one-quarter of the CERES requirement may be met with demonstrated new energy efficiency savings achieved after the bill's enactment.  The Governor of a state may petition to increase the efficiency portion to two-fifths.  For renewables, triple credits are awarded for certain small distributed renewables of 2 MW or less.  The bill also includes a provision for an alternative compliance payment of $25/MWh, adjusted for inflation.

The bill allows exemptions for non-qualifying facility hydropower
, new nuclear, and fossil fuel generation with carbon capture and sequestration (CCS).  These exemptions can be subtracted from the size of the utility’s retail sales, effectively reducing the amount of renewable energy the utility would need to meet the renewable percentage targets.  

VI.  PARTICIPANT POSITIONS ON COST / ECONOMIC IMPACTS

1.  Emission Reduction Requirements

HR 2454 requires GHG emission reductions in a schedule of declining caps and creates tradable allowances and an associated market.  In summary, the required reductions are based on 2005 emissions and reductions are required each year, with milestone reductions of 3% in 2012, 17% in 2020, 42% in 2030, and 83% in 2050.

The targets are weaker than some participants would prefer, with some groups expecting the fastest effective decline in the five years after 2025 when all freely-allocated allowances are phased out.  IDNR, Professor David Courard-Hauri of Drake University, ELPC’s David Schoengold, the Sierra Club of Iowa, students Mssrs. Veysey, Indvik, and Ms. Haase, and others argue for stricter and earlier targets, but support the bill.  Ag Processing disagrees, saying the targets may be counterproductive if entities (not just utilities) do not have the resources to meet targets.  Utilities generally argue to eliminate the phase out of free allocations after 2025, and generally that the targets are achievable but probably too aggressive and costly.  IAEC describes the 17% reduction in GHG emissions by 2020 as “extremely ambitious and costly” and adds that the utility sector will likely have to make greater reductions because other sectors of the economy have few options to reduce their emissions.  For its part, the IAEC also states the 17% reduction has an effect closer to 20%, apparently due to load growth.  IAMU suggests an exemption for units of 25 MW or less.  Consumer Advocate states the progressive targets address the immediacy of the issue and will force companies to reduce GHG emissions.

2.  Costs

It was estimated by participants that the U.S. carbon market created would have an early-year value approaching $2 trillion and rivaling the value of current oil trading.  In 2012, 43.75% of allowances would be allocated as “free” allowances to the electricity sector, declining over time.  These “free” allowances obviously have value, and therefore their distribution is hotly debated.  Some participants noted the associated carbon market would be the largest commodity market in the world.  Reducing carbon would necessarily change the way we source, produce and consume energy in the country and, as IPL and others suggested, impact every sector of the economy.

Black Hills, SSAB and others stated that GHG reduction will only be effective as part of an international effort - there must be a global response.  Therefore, legislation could impose significant costs on the national economy without achieving the goal of reducing global GHG emissions.  The bill does contain provisions to address concerns about disadvantaging internationally competitive industries, although industrial participants commented they were insufficient or, in some cases, they would not help at all.  At the workshop, SSAB stated domestic steel production is more efficient than in other countries, so that loss of energy intensive steel manufacturing in the U.S. will result in a net global GHG increase.
  SSAB explained there is the potential for a shift of jobs and production with no reduction, or potentially an increase, in global emissions.  SSAB advocated that processes that are more energy intensive and subject to global competition be carefully considered.

In partial response, IDNR commented that the U.S. has no moral standing on GHGs.  IDNR and NRDC's Ms. Stanfield stated the U.S. must lead and others will follow - ACES is affordable with economic benefits to Iowa.  Iowa Interfaith Power and Light suggests the U.S. has a moral responsibility to lead in solving GHG emissions problems.  But IPL (the utility) suggested the legislation would be improved with a consideration to loosen the targets but provide a trigger to raise them if the developing nations join.  IAMU concluded the legislation falls short on ensuring a reasonable cost.  

The Board specifically asked participants to provide estimates of the Waxman-Markey bill’s impact on Iowa consumer costs.
  Estimated cost impacts were intensely debated by the participants.  Although there was limited Iowa-specific information available, the Board received excellent written and workshop comments and the participants cited numerous studies.  These comments are summarized in the following table and arranged roughly in order of increasing cost estimates.

Impacts on Iowa Customers

	Participant(s)
	Impact in Monetary Terms

	IEC, IPP, and Natural Resources Defense Council (NRDC)
	$3.30 to $4.58 per month electric costs
(If you incorporate efficiency measures, electric bills will go down by $5.11 a month). .


	Public Interest Coalition (13 groups)
	Less than a postage stamp per day 
(American households will save $6 per month in electric costs by 2020).


	Environmental Law & Policy Center (ELPC) – Chicago office
	$2 to $5 per month "near term" electric costs.


	Professor David Courard-Hauri
	1.2 cents per kWh in electric costs.


	Andrew Veysey, Joseph Indvik, and 
Rachel Haase, University Students
	Under a $1 per day in Iowa.


	Sierra Club – Iowa Chapter
	Nationally, $100 to $200 per year.


	Union of Concerned Scientists
	$175 per household in 2020.


	Participant(s)
	Impact in Percentage Terms

	Black Hills Energy/Iowa Gas Utility Company

(Natural Gas utility in Iowa)
	Just in terms of gas costs, their customers would see an increase of 8 percent by 2016, and 33 percent by 2030.

	Interstate Power & Light Company (IPL)
	Residential electric customers will see increases of 8 to 10 percent by 2013, 10 to 15 percent by 2025, and 15 to 20 percent by 2030.
  Gas impact may be even greater due to allowance shortfall.

	MidAmerican Energy Company (MEC)
	Could see increased electric costs well above 20 percent.


	Iowa Association of Electric Cooperatives (IAEC)
	Iowa average electric costs increase 32 percent by 2012 if price of carbon is $100 a metric ton.


	Ag Processing Inc.
	48-61 percent by 2020 electric costs.


	Participant(s)
	Other Terms

	Iowa Office of Consumer Advocate (OCA)
	Difficult to estimate the “likely” costs to Iowa utilities and their customers.

	Iowa Department of Natural Resources (IDNR)
	Recommended Secretary of Agriculture Thomas Vilsack’s testimony before the House Agriculture Committee; USDA estimates farmers will net approximately $1-2 billion per year from 2012 – 2018, increasing to $20 billion annually in 2050.

	PMX Industries, Inc.
	Concern of paying twice, first for emission allowance and then for construction and improvements to existing plants.

	Iowa Association of Business & Industry (ABI)
	Loss of 2.4 million jobs and 3.1 trillion dollars in Gross Domestic Product.



As ubiquitous as carbon is to our way of life, estimating the cost impact of a carbon reduction bill is a very difficult undertaking.  Most participants cited other studies, and much of this information is on a national (or perhaps regional) basis, rather than specific to Iowa.
  Participants who did perform their own analyses were able to identify specific issues to Iowa.  However, of necessity, they did not model all aspects of the energy economy.  Therefore, these estimates probably represent focused and identifiable, but not completely independent, cost changes in Iowa.

ELPC's David Schoengold provided assumptions and examples of a cost ranging from $2-5/month for a residential electricity customer.  IEC-NRDC and the Public Interest Coalition suggested a cost impact of $3.30-$4.58/month, but estimated that energy conservation savings would result in net customer bill reduction of $5.11/month.  UCS concurs that efficiency could more than offset costs for the residential consumer.  Professor David Courard-Hauri estimated, with an allowance price of $17.50/ton, the price of electricity in Iowa would increase $0.012/kWh.  On the higher end of the spectrum, several utilities project residential electric increases of 20-25% (or greater) in the first year(s) due to an "allowance shortfall" alone.
  IPL states it would receive 2 million (about 25%) more allowances if the allocation were performed on the basis of emissions.  IPL estimated it would have about $250 million cumulative in higher costs due to its allowance shortfall.  It projected a $0.01/kWh increase in 2013 and $0.025/kWh increase in 2030.  Black Hills states a $50/ton allowance cost would increase electric bills by $0.063/kWh.  MidAmerican assumes a $25/ton allowance cost and states its allowance shortfall is $276 million in 2012 (resulting in an estimated increase in residential customer rates of 17%), increasing each year to $483 million per year in 2029 (resulting in an estimated increase in residential customer rates of 30%).  

Some industrial customers project impacts much greater than that, and MidAmerican and IPL both acknowledged that some commercial and industrial customers will likely see higher percentage increases depending on cost of service allocation.  Industrials also may have direct costs to comply for their own emissions as well as the increased cost of their purchased utilities.  Ag Processing estimated its costs will be $20 million per year through 2020.
  A large portion of their budget is energy and they do not think they will get industry allowances.  PMX Industries explained that it does not meet trade-exposed requirements in the bill to get allowances.  SSAB, a steel producer in Iowa, states that costs of U.S. legislation cannot be passed on to consumers because the business is globally competitive.

Several participants try to contextualize any cost increases by estimating costs of inaction.  The Environmental Policy Group said that climate change mitigation costs will be higher if there is delay, up to 20% of global GDP.  IDNR directed attention to a 2008 NRDC report, and estimated climate change cost as high as 3.6% of GDP.  Iowa Policy Project stated that low income customers are hurt most by doing nothing because they have the least means to adapt.  Specifically to Iowa, IDNR directs attention to a UCS report and notes greater frequency and severity of floods, soil erosion, water quality, business disruptions, more frequent catastrophic events, and homeowner and automobile damage that it stated were attributable to climate change.  IDNR Director Leopold did not quantify Iowa costs of climate change, but noted that Iowa's three regents' universities are developing a report, as directed by the Legislature, to submit to the Governor by January 1, 2011.

While participant comments on "costs" were summarized above, Board staff notes that the table presented and discussion includes somewhat apples-to-oranges comparisons.  Some special cost topics follow.

3.  Low-Income Impact

An offset to the Iowa utilities' allowance shortfall, at least for some Iowans, is the allocation of allowances to low-income electric consumers.  This is a large allocation, nearly equal to a third of all Iowa utility estimated shortfalls in 2012.  MidAmerican includes an estimate for this on its graph of projected CO2 emissions and allowances.
  This allowance allocation is only applicable to low-income customers and other utilities have not included a quantitative discussion of low-income allowances.

According to the Iowa Policy Project, low-income customers are least able to adapt, and the low-income customer protection provisions of the bill will mean that these customers will see an average net income increase of $40 in 2020.  IPP commented that one of the best elements of Waxman-Markey is that low-income customer impact is fully offset.  MidAmerican estimates that at $25/ton, approximately $100 million will return to Iowa, with about half of this amount to MidAmerican's low-income customers.
  MidAmerican states that Iowa would not get an equitable portion of these low-income allowances.  Iowa Policy Project referenced a Congressional Budget Office response to Senator Inhofe, explaining that there is some regional differential in low-income distribution, but it is not much.  

MidAmerican also suggests that, in lieu of direct refunds to low-income customers, utilities receive the low-income allowances with specific requirements for their use.
  This suggestion was vigorously opposed by some other participants.  

4.  Jobs

Participants almost universally assume that there will be renewable energy, energy efficiency, and biofuels jobs created in Iowa and additional revenue from agricultural and forestry offsets.  There is wide disparity in the opinions of net job and cost-benefits impact, though.

Iowa Policy Project and Skip Laitner of ACEEE estimate a 1% energy efficiency requirement would bring 2,390-3,130 jobs, and a 1.5% requirement would create 3,411-4,473 jobs.  Iowa Policy Project references a study showing a that a 20% by 2030 federal renewable portfolio standard (RPS) would mean 20,000 MW of wind in Iowa, 9,000 permanent jobs and 60,000 temporary construction jobs, lease payments, and property taxes.
  The Public Interest Coalition says Iowa's strong utility and regulatory history of energy efficiency and renewable energy can be an advantage and lead to renewables, agricultural and biofuel benefits.  Students Mr Vesey, Mr. Indvik, and Ms. Haase state that solar, efficiency, and wind expenditures will keep more spending in the state.  UCS states that renewable energy creates three times the jobs as like-sized fossil fuel plants.  IPP stated that ACES would create a net 4,000 jobs in 2020 and 6,000 by 2030 in Iowa.  ELPC's David Schoengold commented that the ABI estimates were not justified.

In contrast, IBEW states that renewable energy creates more short-term jobs, while coal creates more long-term jobs.  IBEW suggested more than 140 Midwestern power plants could potentially close.  From a commercial and manufacturing perspective, ABI states that electricity prices will increase up to 50% and gasoline will increase up to 20% by 2030.  Ag Processing cites the study by NAM and ACCF that Iowa will lose 28,000 jobs by 2030 and have a $1,087 reduction in disposable income, with a net job shift from the Midwest to the coasts.  ABI also cites the NAM and ACCF study estimate of 2.4 million lost jobs and $3.1 trillion cumulative loss by 2030 and that Iowa gross state product would be reduced $347-596 million.

5.  Allowance Need and Emissions Assumptions
MidAmerican, IPL, IAEC, IAMU and Consumer Advocate stress their primary concern is a first year, and continuing, shortfall between their allowance allocation and anticipated need.  As discussed by participants, the math for the cost impact in a given year is fairly straightforward as:


(Need - Free Allocation) x Assumed Allowance Price = Cost

Notably, there is almost no disagreement on utility estimates of the allowance allocations they will receive.
  IDNR independently checked, and IDNR and Consumer Advocate essentially accept the utilities' estimates of their allocations.

a.  MidAmerican Wholesale Sales

MidAmerican states that IDNR does not recognize the retail customer rate implications of its wholesale sales.  It states that these sales are profitable, and if these sales are not made, MidAmerican's retail revenue requirement would increase due to lost margins on these sales.  The Consumer Advocate agreed in initial comments that if the wholesale sales are reduced, there could be an adverse rate impact.

IDNR states that it does recognize the wholesale sales and potential relationship to retail rates.  IDNR disagrees with MidAmerican on whether the wholesale emissions cost can be recovered in wholesale prices.  IDNR explains that the allowances are given to protect the customer and therefore go to the local distribution companies (LDC) that have retail customers, not the wholesale seller "generator" (i.e. MidAmerican).  ELPC and IDNR also suggest that the allowance cost should be included in MidAmerican's wholesale prices and offers.  IDNR argues that the generator can recover 100% of any allowance shortfall cost from the purchasing LDC and the purchasing LDC can recover 100% of the allowance cost from its retail customers.  IDNR argues that the end user will pay the cost difference between the generator's need and the LDC's free receipt of allowances, and therefore that there is a market mechanism for the wholesale generator (e.g. MidAmerican) to recover allowance costs for these sales.

IDNR stated that MidAmerican could be expected to recover its entire cost of covering its wholesale emissions by charging more for its wholesale electricity.  Further, if this is not the case, IDNR states this is a market signal favoring lower or non-carbon generation, thereby meeting an intent of the bill.

MidAmerican explains that if natural gas combined cycle units are economically selected to run and set the market price more often,
 and given that these natural gas generators emit approximately half the CO2 emissions vs. coal, perhaps only half the allowance cost it would seek (for coal unit wholesale sales) would be priced into higher wholesale electricity prices.  In response, ELPC suggests that if natural gas sets the wholesale price, MidAmerican should make a large profit.
 

Consumer Advocate and Board staff concur with MidAmerican's characterization of the potential for adverse rate impact, because lost revenue from wholesale sales margins impacts retail ratepayers directly via the current revenue sharing mechanism, when applicable, or eventually via MidAmerican's revenue requirement in a rate case.  Wholesale sales revenues have helped facilitate MidAmerican's stable retail rates.  

Board staff notes that the wholesale electricity market does not include a mechanism to assign or collect new costs of wholesale emissions directly.  However a carbon cost to electricity producers will likely result in some carbon cost being priced into market clearing prices, though this is not possible to estimate quantitatively.
  IPL is another Midwest ISO energy market participant, though not a net wholesale seller, and explained that whether the allowance cost of wholesale sales can be recovered depends on what the market will bear.
 

There is nothing in the legislation that explicitly authorizes or facilitates a regulated utility to recover carbon compliance costs for its wholesale sales.  MidAmerican estimated its rates would need to increase by 20% in 2012, the first year of the bill's requirements, due to the allowance shortfall alone.  Consumer Advocate assumes MidAmerican's projected need for allowances, but reduces this need by the amount relevant to the wholesale sales.  Consumer Advocate recalculates the rate impact to MidAmerican customers in 2012, for allowance shortfalls only, as 11.5% instead.

The Waxman-Markey bill allocates free allowances to merchant coal generators (MCG) for their wholesale sales, but not to utility generators like MidAmerican and IPL.  MidAmerican, with its unique large wholesale sales volumes, states this disadvantages its coal units versus merchant coal units in wholesale market participation.  It stated the MCG allocation should be eliminated, or comparable allowances should be made to vertically integrated utilities, like MidAmerican, for their wholesale sales.  Although not all participants gave an explicit reason, none supported allocations to MCG and most were opposed or very strongly opposed.

b.  Utility Emissions Assumptions
ELPC's David Schoengold states that the utilities assume emissions at current levels, which contradicts the logic of the bill.  Also, he states that the utilities assume a 15% distribution of allowances to merchant coal generators and long-term fixed price contracts, whereas the bill total is actually 14.3%.  In general, he argues that MEC and IPL overestimate their future emissions when estimating the severity of costs.  He argues they ignore reduced usage, ignore generation mix changes, ignore energy efficiency as the cheapest alternative, and ignore other program benefits as a mitigation of costs.

IPL stated it included energy efficiency in its load forecasting done in the bill analysis, and projected receiving 61% of needed allowances in 2012.  MidAmerican explains three scenarios between now and 2012:  a business-as-usual case with an estimated 42% of their emissions covered with free allowances; a constant emissions case with an estimated 47% covered; and a reduced emissions case with 49% covered.  MidAmerican stated at the workshop it assumes all future load growth is eliminated by dramatic energy efficiency and renewable energy increases and that fossil generation is flat.  

MidAmerican also countered with a critique of the other studies, which was included in its reply comments as Attachment A.  In general, MidAmerican states that the studies include many assumptions that vary across all of these studies, which can drive different results.  MidAmerican's main point is that an average impact as described in the other studies, is comprised of results well above and well below the average, whereas, MidAmerican's analysis is based on company specific assumptions.  Consumer Advocate appears to generally to agree with utility need projections.

c.  Allocation Shortfall
Other than MidAmerican’s unique large wholesale sales, utilities in Iowa are similarly situated and, on average, it appears they expect to receive allowances for approximately 60-65% of their 2012 need.  Utilities, Consumer Advocate and IDNR project or concur on similar shortfall numbers for IPL and for MidAmerican retail sales.  Some of the reasons for the shortfall may be seen as fair or unfair – the result of past utility, regulatory, and state policy decisions.  

From Iowa utility comments, it appears they claim their shortfall is due to (in order of increasing impact):

· A 1% strategic reserve of allowances is withheld from the total number of allowances.

· The electric sector LDC allowance total is reduced for allowances to merchant coal generators and generators with long-term purchase power agreements (PPAs).

· If there is load and emissions growth, the 2005 base year national emissions are likely lower than the 2012 implementation year's emissions.

· MidAmerican specific impacts:

· MidAmerican, the largest utility wind owner in the country, built wind early, which reduces its emissions intensity and reduces its emissions-based allocation.  

· Vertically integrated utilities that sell a great deal of wholesale power are disadvantaged vs. merchant generators.  MidAmerican sold approximately 42% of its power wholesale in 2008.  This is a large part of its business model and revenue stream that has facilitated its “rate freeze” through 2013.

· 50 percent of electricity LDC allowances go to the LDC based only on retail sales, not historic emissions.

All participants had a preference to avoid or a strong objection to merchant coal generator allocations in this bill.  ELPC's David Schoengold estimated a $0.81-$1.02/month residential impact in 2020 due to the MCG allocation, based on utility need assumptions and EIA allowance costs.

The largest cause for an Iowa utility allowance shortfall is the portion of allowances distributed based on retail sales.  Because Iowa’s electric utilities are relatively carbon intensive, there is a shortfall in allocations versus anticipated emissions in 2012.  All participants agree on the existence of the electric utility shortfall and, for the most part, on the approximate magnitude of it.  Iowa utilities expect to receive, on average, perhaps 60-65% of their anticipated 2012 need.  Participants disagree on the meaning or relevance of the shortfall.

IPL projects it will receive allowances for 61% of expected 2012 emissions.  IAEC states cooperatives will average 68%, while the U.S. electricity sector as a whole will receive 82%.  MRES anticipates receiving about 60%.  MidAmerican offers three estimates for allowance receipts compared to 2012 emissions:  a business-as-usual case where it anticipates receiving 42% of need, a constant emissions case where it anticipates receiving 47% of need, and a reduced emissions case where it anticipates receiving 49% of need.  IDNR objects to MidAmerican's inclusion of emissions from wholesale sales, and several participants suggest that emissions will be reduced by efficiency and conservation and utility load growth assumptions are too high.  MidAmerican assumes constant emissions in most of its discussion, which it explains already incorporates 5% from energy efficiency.  NRDC estimates that Iowa utilities compose 1.19% of national electricity retail sales and receive 1.63% of allowances.  The Sierra Club states that utilities get above average allowances and should not ask for more.  The World Resources Institute stated that Iowa will receive a free allocation of approximately 70% of 2012 emissions, if 2012 emissions are approximately the same as 2005, and that the State of Iowa is 6th per capita in receiving 11.5 allowances per person.

Iowa electric utilities are unanimous in opposition to the fact that 50% of the LDC allowances would be distributed based on retail sales, and they want the formula to be based solely on historic emissions.  Consumer Advocate and some industrial participants supported this conclusion.  Professor David Courard-Hauri states this disproportionate shortfall is simply because Iowa is more dependent on coal, with less hydro and nuclear power, than other regions.  Iowa Policy Project referred to the Congressional Budget Office and REF reports on regional differences, and stated that regional variation in the price effects of ACES are not that significant because regions with larger increases in electric rates, such as the Midwest, tend to have relatively smaller increases in other goods.

6.  Paying Twice

Some participants use the term "paying twice," referring to paying for the cost of a shortfall of allowances and then paying for infrastructure and programs to reduce emissions.
  MidAmerican and IAEC explain that their estimates are for the cost of the shortfall only.  IPL explains its initial cost estimates to the Board were limited in scope, and there are other costs in addition to the cost of buying allowances to make up for a shortfall below the cap.  IPL argues that the Congressional Budget Office estimate of $175 per household in 2015 should also include these other costs.  IPL lists other potential costs, not modeled in CBO's, IPL's and others' estimates, including:  meeting the renewable energy and energy efficiency standards; building new and upgrading electric transmission to deliver renewable energy to meet a national RPS; establishing the Carbon Storage Research Corporation that is funded by a wires charge on customers; achieving peak demand reduction goals; complying with the plug-in electric hybrid vehicle infrastructure provision; and making capital investments needed to reduce emissions to meet the cap.

IPL estimated an 8-10% increase near term and a 25-30% increase by 2030 due to these other ACES requirements.  MidAmerican offered an example to address its medium-term needs including energy efficiency expenditures and seven gas combined cycle units costing $5 billion.

ELPC, IEC, NRDC, IDNR and others disagree and argue that the choice is to purchase an allowance or invest in infrastructure, but that utilities and customers will not pay twice.  They argue that investments in infrastructure will reduce emissions and eliminate the need to purchase an allowance.

MidAmerican argues that the amounts paid for the allowance shortfalls are dollars lost, paid to others likely outside of the state, and made unavailable for infrastructure investments required to actually reduce current and future emissions.  This is what MidAmerican calls "paying twice."  Consumer Advocate stated that "paying twice" may not be the best term, but it concurs that there is an additional cost for allowances.  

Utilities, industrial participants and Consumer Advocate agree that if a utility meets its emission reduction requirements, it should not be required to purchase additional allowances.  The utilities claim they want to spend money to meet reduction targets with infrastructure, not with shortfall-related allowance payments.  IDNR, NRDC and other environmental groups support the bill as a package.  They argue the bill is necessary and it brings overall benefits to Iowa when broader consideration is given beyond direct utility impact.  Mssrs. Veysey, Indvik, and Ms. Haase state that the non- or low-emitting LDCs should get favorable treatment.

7.  Windfalls

A non- or low-emitting utility, with a large hydro or nuclear component of its portfolio, could get a large number of allowances in excess of its need from the 50-percent portion of electricity LDC allowances that are distributed based on retail sales.  Iowa utilities explain this will result in a large reduction in allowances they will receive, will be a windfall to others, and will cause a wealth transfer out of the State of Iowa.  MidAmerican stated that allocations given to those with zero emissions creates a windfall and drives a transfer of wealth out of Iowa.  IPL agreed and simply stated that no utility should get allowances for more than their emissions.  This concern would be mitigated, or at least somewhat less objectionable to some participants, if a mechanism such as the "Provision for Prevention of Excess Allowance Distributions" in Section 783(b)(4) could be relied upon.

IDNR explained that capping allowance distributions at emissions need is not consistent with the intent of the bill - it should be capped at a utility's additional cost to comply.  The Public Interest Coalition and IDNR stated the provision in Section 783(b)(4) should provide protection, and should return excess allowances to Iowa LDCs, but IDNR could not quantify these.  MidAmerican argues the language in Section 783(b)(4) provides no practical relief, because it caps allocations based on costs resulting from the bill.
  IPL explains it as ineffective because it is impossible to identify costs specifically due to the bill; receivers can argue that they have higher costs versus business as usual.  The Consumer Advocate says the provision does nothing to help Iowa utilities, and IPL adds that EPA recognizes the provision will be ineffective.

In conclusion, almost all participants were opposed to the "windfall" potential.  The only participants who disagreed were Mssrs. Veysey, Indvik, and Ms. Haase.  They said preventing "windfalls" would be a detriment to low-carbon utilities and a disadvantage to hydro power and clean energy.  IDNR added that the language in the bill could be fixed if needed.

8.  Allocation, Auctions and Trading
Utilities, Consumer Advocate, the industrial participants, and some environmental organizations are concerned about the unprecedented size of the carbon market created, the potential for volatile prices, excessive speculation driving prices, and price manipulation.  MRES states the least possible cost should result from allocating allowances to LDCs, not to the highest bidder at auction.  

The Board asked for comments about the cap and trade for SO2 in EPA’s acid rain program and lessons that might be applicable to a carbon cap and trade system.  Participants stated the SO2 market is a poor comparison.  SSAB states there are no similarities of the Waxman-Markey bill to SO2 because SO2 regulation only applied to utilities with a captive customer base, not to manufacturers competing globally.  IPL and MidAmerican list numerous differences between the programs including sectors covered, different offsets, and a major difference in the availability of technology to control the emissions.  Plains Justice stated that the Acid Rain program showed trading produced lower costs than industry critics projected.

IDNR states that Cap and Trade is a proven capitalistic tool.  There may be initial price volatility, but industry responds.  

Consumer Advocate states that carbon costs and timing are currently uncertain and may or may not be explicitly included as a cost in electric resource planning.  It states that the allocation and trading system serves the legitimate purpose of price discovery for carbon.  Consumer Advocate suggests removing the uncertainty of carbon cost and timing, for planning purposes, is a benefit of the bill. 

Professor Courard-Hauri states that RGGI and the European Union trading failed initially because too many allowances were given for free, which does not allow price discovery.  He believes at least 10% of allowances should be auctioned, and that at only 10%, programs will be under funded and the impact of the bill could become regressive.  He argues that trading will provide the lowest price and the market provides incentives to cut emissions below a utility's cap, promoting innovation.  Further, he states that volatility is not necessarily undesirable, and a free market will provide the least cost solutions overall.  He argues that volatility should be minimized only to get utility participation. 

Plains Justice supports the Waxman-Markey legislation, but prefers a cap and dividend model, with all allowances auctioned at a fuel's point of entry to the economy and proceeds distributed per capita to consumers.  It argues that a 100% auction attaches full market value to each allowance.  The Sierra Club appears to concur.

IAMU states all allowances should be allocated because auctions disadvantage small not-for-profit utilities.

The utilities take the strongest position against the market and trading aspects of the bill, and advocate for states to be able to opt out of the market, while meeting the caps.  MidAmerican's objection is not simply to concerns about cap and trade, but also related to the specific design of this program in its distribution of free allowances, which causes what it characterizes as a disadvantage to Iowa.

IDNR Director Leopold's perspective at the workshop was that the bill is a package deal, not simply a power plant pollution control program.  He argues the market and auction are necessary to provide money for mitigation, adaptation, low-income assistance, and planning.

Dr. Eugene Takle also supports the need for mitigation and adaptation focus and funding, as provided by the bill.

IEC-NRDC filed comments that included estimates of distributions to Iowa for programs funded by allowance auctions.  At the workshop, NRDC's Ms. Rebecca Stanfield stated that Iowa will get 16.3 million allowances in 2016, plus 6.6 million allowances through other programs for low-income household assistance, plus 7.4 million for trade-exposed industries.  
Board staff notes participants commented that low-income, trade-exposed industry, and other allowances have value to Iowans and the economy.  They will not directly mitigate utility rates and Board staff cannot make any conclusion on the net impact of these provisions.

9.  Allowance Price
If Iowa utilities experience a shortfall, purchasing an allowance at the allowance price provides one method to comply.  IAEC estimates a high range of allowance prices, citing the National Association of Manufacturers (NAM) estimates of $48-61/ton in 2020 and $123-156/ton in 2030.  IPL used $25/ton in 2013, increasing at 4%/year, to $50/ton in 2030.  MidAmerican assumed $25/ton from 2012-2050.
  The Sierra Club offered EPA estimates of $12.64-21.10/ton in 2015 and $70.40-116.37/ton in 2050.

Professor Courard-Hauri of Drake said that, from the Clean Air Act SO2 (acid rain) market lessons, allowance prices will be lower than estimated.  He commented that the RGGI and European Union carbon market results of $3.30-$17.50/ton provide a range, and W-M allowance prices would likely be in the lower end of the range in early years.

Banking and borrowing of allowances is provided for by the bill, and can prevent or mitigate price spikes, according to many participants.
  Banking and borrowing provides some flexibility to take advantage of early reductions or to make larger step-wise program and resource changes, such as constructing transmission or new power plants that require multiple years to implement.  Also, several participants note offset provisions are an alternative compliance method and will lower the carbon price from what it otherwise would be.  IAEC notes that EPA, the Congressional Budget Office, and others conclude offsets decrease allowance costs 50-70%.  Mr. Indvik stated the EIA estimated that restricting international offsets could cause a 60% price fluctuation.  Participants concerned with accountability, such as the Public Interest Coalition and Mr. Indvik, want sound rules to ensure offset quality.  IDNR and IPL stated that local offsets were not reflected well enough and improvements to domestic offset language were needed.

MidAmerican stated that Waxman-Markey restricts offsets, banking and borrowing in two ways that increase costs: international offsets are surrendered at 1.25:1, essentially resulting in a 25% increase in their cost; and borrowing for vintage years 1-5 is limited to 15%, plus 8% interest per year.

10.  Allowance Price Cost Cap / Collar
An allowance price cost cap or collar would limit the cost of an allowance.
  NRDC opposes a cost cap as unnecessary and compromising the emissions cap.  It suggests that other existing tools, such as banking and the allowance reserve, will better perform this function.
  The Sierra Club argues the cost cap is unnecessary and reduces effectiveness of the bill.  Plains Justice opposes a price cap, stating that prices must be allowed to rise in order to change energy production and consumer behavior.

All utilities, the Consumer Advocate and some industrial participants support the addition of an allowance price cost cap or collar.  Consumer Advocate expects that electric utilities and customers will bear the most significant and immediate impact of the bill.  Consumer Advocate notes there was a technological solution for compliance with acid rain program requirements that provided an upper bound for costs.  It argues there is no technological solution to meet the 2050 GHG reduction requirement, and this cost exposure supports the incorporation of utility and customer protection.  

IPL adds that a price cap should be included to ensure the short-term compliance cost does not dramatically increase.  IPL also comments that if a collar is used, it should be narrower in earlier years and then could expand in later years.  This will help limit the likelihood of volatility in the early years of the program, which will protect consumers.  IPL stated the bill could also include an allowance price floor in order to send appropriate price signals.

11.  Compliance Methods
Most participants commented that energy efficiency and renewable energy were good initial methods to begin to comply with emission reduction requirements.  Most comments suggest the purchase of allowances and offsets are also likely to be used for early-year compliance.  Some utilities and ELPC’s David Schoengold then list new natural gas or fuel switching.  Many participants stated that energy efficiency would be the least cost.  

The Public Interest Coalition cites an ACEEE study and states that, through energy efficiency programs enabled by this bill, the country would spend $22.23 billion to avoid $47.14 billion in energy costs, netting $24 billion in savings.  Some participants challenge utility assumptions about energy efficiency and load growth.  MidAmerican notes that it includes energy efficiency as a 5% reduction in its estimated emissions need.  IPL also notes that energy efficiency is included in its forecasts.  

ELPC’s David Schoengold provided a table with his calculations of alternatives in terms of cost per ton of CO2 reduced.  Mr. Schoengold listed integrated gas combined cycle (IGCC) generation at $119/ton, IGCC with carbon capture and sequestration (CCS) at $39/ton, natural gas combined cycle (CC) at $1.60/ton, natural gas CC with CCS at $36/ton, wind at $22/ton, and conservation as least expensive.  He did not include an estimate for new nuclear units.

IPL assumes its existing emissions will be steady but it projects that it will begin purchasing 10% more wholesale power.

For renewable development, IPL states it would add 600 MW of wind by 2025 for compliance.  OEI states large-scale wind would be the next cost effective no-carbon solution after energy efficiency.

OEI emphasizes a need for large investments in electric transmission infrastructure.  ITC-Midwest stated that SmartGrid investments will not replace the need for large transmission projects, and these transmission projects reduce CO2 by providing the ability to deploy renewable energy.  The Public Interest Coalition stated that transmission planning must include assumptions about distributed generation.

IPL estimated an 8-10% increase in costs near term and a 25-30% increase in costs by 2030 due to these program and infrastructure-related actions to comply with the bill’s requirements.  MidAmerican offered an example to address its medium-term needs including energy efficiency expenditures and seven gas combined cycle units costing $5 billion.  These were offered as estimates of the additional costs Iowa utilities will incur in addition to the costs the utilities and Consumer Advocate assume from the allowance shortfall.

The Sierra Club states that the utilities ignore distributed generation.  Mssrs. Veysey, Indvik and Ms. Haase suggest more should be done to encourage small-scale residential wind, solar water heating, solar photovoltaic, and biomass energy.

In addition to the previous compliance methods, the Sierra Club lists coal retirements and biomass co-firing.  The Sierra Club states that switching from coal to natural gas is a low cost solution at around $25/ton, assuming a $7.50/mmBTU price of natural gas.  IAMU specifically recommended allocating sufficient allowances to avoid fuel switching to avoid upward pressure on natural gas prices, gas utility bills, and upward pressure on electricity prices from higher cost natural gas generation.

Consumer Advocate states that compliance methods would include demand side management (including efficiency), renewable energy, consideration of SmartGrid, evaluation of fuel switching and retirement or replacement of major GHG emitting units, consideration of new nuclear, and research and development of CCS.  MidAmerican suggested some coal units would be retired and gas units constructed.  However, MidAmerican also noted that constructing natural gas combined cycle units is only a medium-term solution because these units still emit half the CO2 of a coal unit.  MidAmerican explained that zero carbon energy is required for long-term compliance.  This would include renewables, nuclear and coal or gas with CCS.  OEI states that nuclear and coal with CCS are not currently economical and that both cause water usage concerns.  Several utilities noted that renewable energy alone cannot reliably meet electricity needs.  Black Hills stated that more wind generation will require more natural gas unit construction and operating hours.  Black Hills gave the example that one of its gas plants currently starts 200 times per month just to back up wind, resulting in significant expense.

The bill allocates 1.75% of allowances in 2014, growing to 5% of allowances in 2020, for the deployment of carbon capture and sequestration (CCS).  Iowa utilities, overall, typically generate about 75% of their electricity from coal.  CCS could help coal and natural gas-fired generation reduce emissions, if proven, and therefore could benefit Iowa.  Utilities generally state that the bill’s provisions to fund research and development in this area are not adequate.  They argue that carbon capture and sequestration will not be commercially available to help Iowa utilities meet early-year emission reduction requirements and may not be ready by the 2020 or 2030 target years either.  The Sierra Club stated that CCS will not be available for two decades and will require an initial $90/ton subsidy.  IPL estimated that CCS retrofit on existing units would cost $1600/kW, though Iowa coal seams may be able to be used for CO2 storage.  There are also significant concerns about liabilities related to storage that were noted by Plains Justice, IAEC, IPL and others.  Participants commented that successful CCS would require substantial research and development funding, early project subsidization, efforts at storage site identification, pipeline work, and legal and liability work.  

The costs and uncertainty of long-term compliance alternatives is a recurring theme in comments.  NRDC, the Public Interest Coalition and the Sierra Club refer to the Iowa Climate Change Advisory Council (ICCAC) recommendations for available technical compliance options.  MidAmerican stated the ICCAC report did not provide rigor in analyzing the options’ impacts on household energy costs, gasoline costs, impacts on manufactured goods and the cost of doing business.  MidAmerican stated the ICCAC therefore issued the report as a list of policy options, rather than recommendations.

Among all compliance options offered by participants, Board staff believes these are for the most part not “either-or” compliance options, as there are vastly different characteristics among them.  With respect to utilities, future energy efficiency and resource planning will be used to develop options and analyze costs and benefits.

12.  CERES Costs and Benefits
UCS states that renewable energy will lower bills and estimates a 25% RPS will save Iowa ratepayers $330 million on gas and electricity bills by 2030.  UCS stated that Iowa imports coal from Wyoming, gas from Canada and the Gulf Coast, and oil from the Middle East, Mexico, Venezuela and Canada.

Nearly all participants commented that wind, biomass, and biofuels industries in Iowa are significant beneficiaries from CERES provisions in the bill.  However, the net impact is strongly contested.  

Board staff notes that Iowa was one of the first states to enact a renewable purchase requirement.  The 105 MW capacity purchase requirement for Iowa investor-owned utilities is relatively small.  This has apparently not been the factor limiting or driving wind development in Iowa to date.  As of September 30, 2009, Iowa had 3,053 MW of wind generation capacity installed, with associated output estimated at 15-17% of all electricity generated in Iowa.
  MidAmerican has a unique and large commitment to wind, currently with 1,284 MW of wind in Iowa.  MidAmerican states it is the national leader in ownership of wind generation among regulated utilities.  The renewable energy credits associated with this generation are mostly sold/available to out-of-state utilities and entities, because the Iowa renewable purchase requirement is relatively low.  Consumer Advocate explained that these revenues to a utility like MidAmerican would be lost if the credits were instead surrendered to meet the Waxman-Markey CERES requirement, indirectly raising rates.
  

MidAmerican states that its early wind development is actually penalized by the Waxman-Markey bill.  MidAmerican states that the bill only credits renewable energy placed in service in 2012 and beyond, resulting in a wind “early mover” penalty.  MidAmerican also notes that the bill’s provisions provide additional consideration of certain existing hydro and new nuclear units, but not wind, that reduce other utilities’ CERES obligations.

IEC-NRDC and ELPC's David Schoengold stated that the retail sales component of free allowance distribution rewards MidAmerican for its lower emission rate from the wind on its system.  IEC-NRDC continued that a purely emission-based allocation would actually punish utilities with cleaner generation, and the 50/50 formula is a compromise.  IDNR Director Leopold commented that he supported MidAmerican in the past that no further Iowa RPS legislation was necessary, and past wind development in Iowa has been wonderful.  IDNR states that the benefits of past renewable energy are already being received.  IDNR argues that the “early mover” wind penalty MidAmerican claims must be considered in the context of another MidAmerican’s position.  IDNR states the same early mover argument could be applied to low and non-carbon resource utilities, such as those with large hydro and nuclear fleets, in which case MidAmerican argues for an emissions-only allowance distribution formula.  

MidAmerican explains that, if it had not aggressively developed wind, its generation would have been more dependent on coal or gas and its emissions would have been higher.  MidAmerican states it therefore would have received a greater distribution of allowances in the 50% that are based on emissions [with no change to its distribution on a retail sales basis].  Consumer Advocate concurs that early developers of renewable energy are penalized, and argues with the utilities that the bill should be structured to reward them.

The utilities and Consumer Advocate also state that early movers in energy efficiency are penalized or disadvantaged.  Prior programs and results do not get any credit in this bill.  They argue that utilities and customers paid for efficiency investments that picked the "low-hanging fruit" in Iowa.  They argue that other states can more easily and cheaply get future efficiency savings.  Additionally, they argue that these efforts reduced historic customer energy usage, reduced utility retail sales, and therefore reduced the allowances distributed to them for CO2 compliance.  Utilities and Consumer Advocate argue that energy efficiency and renewable energy development prior to H.R. 2454 should be rewarded, possibly with credit as CO2 offsets.

Professor David Courard-Hauri stated that no additional credits should be awarded and that additional credits could result in double counting.  

NRDC's Ms. Stanfield stated that traditional rate design favors large base load power plant investment rather than energy efficiency, and their national efforts work to change that.  The Public Interest Coalition stated that Iowa utilities are already planning energy efficiency programs to meet 1.5% of sales with efficiency. 

13.  Natural Gas Utilities
Participation in the Board’s NOI focused primarily on electric utilities, but some important comments regarding gas utilities and customers were made.

Natural gas utility allowance distributions begin in 2016 and decline with time before being phased out in 2030.  IPL explained that gas LDCs have 12% of national emissions but receive 9% of the allowance allocation in 2016.  The bill requires that one-third of natural gas LDC allowances must be used for energy efficiency.  Therefore, IPL states that there will effectively be a 50% allowance shortfall in the first year.
  Black Hills anticipates natural gas prices will have direct increases of 8% in 2016 and 33% in 2030.  Additionally, both utilities and several others state that natural gas prices will likely increase due to fuel switching of electric generation from coal to gas.  IAMU stated that electric sector allowances, as designed, are not sufficient and that the program should specifically be designed to avoid this fuel switching.

Black Hills and IPL suggest eliminating the requirement to use one-third of allocations for energy efficiency.  The Public Interest Coalition, among others, supports the designation of one-third of allowance value for natural gas energy efficiency programs, and suggests a similar requirement should be made for electric utility allowances.  

Many participants suggest that increased energy efficiency is the cheapest method to achieve some emissions reductions, and there was near unanimous agreement that increased energy efficiency will be part of the compliance plans.  Utilities argue that federal legislation should not require that one-third of natural gas utility allowances be used for energy efficiency, but instead that the decision should be made at the state level.

14.  Federal Tax
IPL noted that the value of free allowances that are distributed may be subject to federal tax.
  IPL stated this would likely be determined by House and Senate conferees if a bill is sent to conference or in a future Treasury Department rulemaking.

15.  Potential Utility Customer Bill Impact
It is likely that Iowa utilities will not receive enough free allowances to cover their emissions.  Although the amount and fairness of the shortfall is debated, the fact that there would be a shortfall of allowances seems to be universally accepted.  Utility costs will impact utilities’ operating returns and will likely be passed on to utility customers through higher rates.  Below is a very brief discussion of how any higher utility costs could appear in customer bills.

Under cost of service regulation, utilities generally recover prudently incurred costs associated with providing electric service to customers; environmental compliance costs are normally associated with providing electric service.  Some participants suggest that cost changes may be absorbed by utilities, or offset by other resulting efficiencies.  However, it is also possible that increased costs could be borne entirely by customers.  For example, compliance costs could pass through existing energy cost adjustment mechanisms or through new energy rates.

A consumer-owned utility may operate as a not-for-profit, responsible only to its membership, while rate-regulated utilities have cost of service rates determined in proceedings before the Board.  For the investor-owned utilities, prudently incurred federal compliance costs can be charged to customers.  Alliant/IPL has an Energy Adjustment Clause (EAC) that is used in part to recover operating and maintenance costs associated with NOX, SOX, and mercury compliance requirements.  The EAC is regulated by the Board and is a direct pass through of certain costs, absent a full rate proceeding.  It is conceivable that prudently incurred costs for IPL’s carbon compliance could be recovered in this way.  Currently, MidAmerican has a revenue sharing mechanism with customers for revenues above certain earning levels.  This revenue sharing mechanism includes a rate freeze effective through 2013.
 Higher costs to MidAmerican would reduce or eliminate revenue sharing and could increase the likelihood of an earlier rate case and increased rates.

Participants generally agree there will be a first year allowance shortfall for Iowa utilities.  It appears to Board staff this will be a direct cost that utilities cannot recover from any source other than utility customers.  Any costs of compliance to Iowa utilities and their customers are currently only estimates.  Participants reference many other impacts beyond utility bill increases that increase or decrease costs to consumers, as previously discussed.  

VII.  MIDAMERICAN PROPOSAL FOR STATE OPT-OUT PROVISION

MidAmerican advocated for a provision for states to opt out of the allowance provisions of the bill including allocation, auction, and market participation.  Instead, under MidAmerican's opt-out provision, utilities would comply with the federal caps through requirements established by their state regulators.  This proposal was promoted primarily over concerns regarding MidAmerican's initial allowance allocation shortfall - what MidAmerican describes as "paying twice" - as well as concerns about the unprecedented size of the market for carbon, market volatility and price exposure, and excessive speculation by traders or even price manipulation.  PMX Industries, as an industrial participant and subject to the provisions of the bill, also supported a state compliance alternative.

Consumer Advocate cautiously agreed that alternative compliance by a state could be effective.  However, the Consumer Advocate warned that if such a program is not carefully crafted, it may attract large numbers of utilities, which would be problematic and critically undermine the Waxman-Markey cap and trade system and objectives.  Consumer Advocate suggested an opt-out provision should be narrowly tailored where it can be a least cost option.

IDNR and ELPC's David Schoengold commented that if the opt out were allowed, the state entities would lose the possibility for lower cost compliance by trading with out-of-state allowance owners.  Also, they state, domestic and international offsets would be unavailable.  They also commented that program benefits, such as low income funding, would be lost.

MidAmerican countered that if, for example, low income funding were desired, it could be funded with net savings from the avoided costs from not participating in the carbon market.

IDNR said that with a state plan, quantifying and enforcing fines would be extremely challenging for the states.  Due to long time periods involved and the potential to accumulate very large fines, IDNR argues that any penalties accrued might be unenforceable due to political realities.  It also commented that penalties might be challenged legally, leaving the State liable to the Federal government. 

MidAmerican outlined the plan conceptually through this proceeding and in U.S. Senate testimony.  It provided a more detailed whitepaper of its proposal in post-workshop comments filed with the Board on October 12, 2009.

VIII.  RECOMMENDATION

Board staff recommends that the Board direct General Counsel to prepare for Board review an order adopting this memo as the Board's final report and closing the inquiry docket.


RECOMMENDATION APPROVED

	
	/s/ Robert B. Berntsen               4-7-11

	
	Date

	
	

	
	/s/ Krista K. Tanner               4-8-11

	
	Date

	
	

	
	/s/ Darrell Hanson                     4-12-11

	
	Date


cc:  Standard Distribution

Appendix 1: 
Participants and Comments / Workshop Participation

	Company Name
	Name
	Initial
	Reply
	Workshop
	Post
Workshop

	1Sky
	Mr. Matt Denner*
	 
	 
	 
	 

	Ag Processing Inc.
	Mr. Tim Buthe**
	X
	 
	X
	 

	Black Hills Energy
	Mr. Patrick J. Joyce
Ms. Susan Walter*
Mr. Bob Amdor**
	X
	 
	X
	X

	Central Iowa Power Cooperative
	Mr. Jerry Barker*
Mr. Chad Herring*
	 
	 
	 
	 

	Individual
	Professor David Courard-Hauri**
	X
	 
	X
	 

	Individual
	Mr. David Dyvig
	X
	 
	 
	 

	Environment Iowa
	Mr. Eric Nost*
	 
	 
	 
	 

	Environmental Law & Policy Center (ELPC) – Chicago office
	Mr. David Schoengold**
Mr. Robert Kelter**
	X
	X
	X
	X

	Environmental Policy Group (Environmental Law & Policy Center (ELPC) – Iowa office, Iowa Environmental Council (IEC), and Iowa Policy Project (IPP))
	Mr. David Osterberg(IPP)**
Ms. Marian Gelb (IEC)*
Ms. Kerri Johannsen  (ELPC)*
Mr. Andrew Snow (ELPC)**
	X
	 
	 
	 

	Iowa Policy Project (IPP) and Iowa Environmental Council (IEC)
	Mr. David Osterberg(IPP)**
Ms. Marian Gelb (IEC)*
Mr. Nathaniel Baer (IEC)*
Ms. Teresa Galluzzo (IPP)**
	 
	X
	X
	X

	IEC, IPP, and Natural Resources Defense Council (NRDC)
	Ms. Rebecca Stanfield (NRDC)**
Mr. David Osterberg(IPP)**
Ms. Marian Gelb (IEC)*
	 
	X
	X
	 

	Public Interest Coalition (13 groups)
	Ms. Rebecca Stanfield (NRDC)**
And 12 others
	X
	 
	X
	 

	Individuals
	Ms. Rachel Haase
Mr. Joseph Indvik**
Mr. Andrew Veysey
	X
	 
	X
	 

	International Brotherhood of Electrical Workers (IBEW) – Iowa State Conference and Iowa Utility Workers Conference
	Mr. Sandy Opstvedt
Mr. David J. George
	X
	 
	 
	 

	Interstate Power & Light Company (IPL)
	Mr. Kent M. Ragsdale
Mr. Bernie Oleska*
Mr. Eric Guelker**
Mr. Bob Bartlett**
Mr. Erik Madsen**
Ms. Linda Mattes*
Mr. Randy Bauer**
	X
	 
	X
	X

	Iowa Association of Business & Industry (ABI)
	Mr. Michael Ralston
	X
	X
	 
	 

	Iowa Association of Electric Cooperatives (IAEC)
	Mr. Dennis Puckett**
Mr. Regi Goodale**
	X
	 
	X
	 

	Iowa Association of Municipal Utilities (IAMU)
	Mr. Robert Haug
	X
	 
	 
	 

	Iowa Community Action Association
	Ms. Lana Ross*
	 
	 
	 
	 

	Iowa Department of Natural Resources (IDNR)
	Mr. Richard A. Leopold**
Mr. Aaron Brees**
Ms. Marnie Stein**
	X
	X
	X
	X

	Iowa Department of Public Safety (IDPS)
	Mr. Michael R. Coveyou**
	X
	 
	X
	 

	Iowa Energy Center
	Mr. Kevin Nordmeyer*
	 
	 
	 
	 

	Iowa Global Warming Campaign (IGWC)
	Mr. Christian Ucles*
	 
	 
	 
	 

	Iowa Industrial Energy Group (IIEG)
	Ms. Vicki Place
	X
	 
	 
	 

	Iowa Interfaith Power & Light
	Mr. Tim Fink
	 
	X
	 
	 

	Iowa Office of Consumer Advocate (OCA)
	Ms. Jennifer C. Easler**
Mr. Ben A. Stead*
Mr. Charles Fuhrman**
	X
	 
	X
	 

	Iowa Office of Energy Independence (OEI)
	Mr. Greg Watkins
	X
	 
	 
	 

	ITC Midwest LLC (ITC)
	Ms. Lisa Stump**
	X
	 
	X
	 

	Iowa Utility Association (IUA)
	Mr. Mark Douglas*
	 
	 
	 
	 

	Iowa Wind Energy Association (IWEA)
	Dr. Harold D. Prior
	X
	 
	 
	 

	Kinze Mfg, Inc
	Mr. Mark Stauffer*
	 
	 
	 
	 

	Large Energy Group
	Mr. Robert J. Latham*
	 
	 
	 
	 

	MidAmerican Energy Company (MEC)
	Mr. William J. Fehrman**
Mr. Tim Tessier*
Mr. J.D.Davis*
Mr. Dean Crist*
Mr. Kevin Dodson**
Mr. Tim Grabinski*
	X
	X
	X
	X

	Missouri River Energy Services (MRES)
	Mr. Thomas J. Heller
Mr. John Pederson*
	X
	 
	 
	 

	Plains Justice
	Ms. Carrie La Seur
	X
	 
	 
	 

	PMX Industries
	M. S.G. Kim*
Mr. Jeff Meessmann*
	 
	 
	 
	X

	Repower Iowa
	Mr. Doug Niemela*
	 
	 
	 
	 

	Roquette America
	Mr. Ron Schmitt*
	 
	 
	 
	 

	Individual
	Mr. Kevin Schroder*
	 
	 
	 
	 

	Sierra Club – Iowa Chapter
	Mr. Wallace L. Taylor**
Ms. Patricia Fuller*
	X
	X
	X
	X

	SSAB Iowa Inc. (formerly IPSCO Steel Inc.)
	Mr. David Britten
Mr. Bill Zinkewich**
Mr. Joseph Wesselman**
	X
	 
	X
	 

	Individual
	Dr. Eugene S. Takle
	X
	 
	 
	 

	Union of Concerned Scientists
	Mr. Ron L. Burke**
	X
	X
	X
	 

	Individual
	Mr. Chris Wolfe
	X
	 
	 
	 

	World Resources Institute
	Mr. Nicholas M. Bianco
	X
	 
	 
	 


*attended workshop held on September 18, 2009

**speaker at workshop

Appendix 2: 
Reports and Studies Cited by Participants (By Participant Order)

	Company Name
	Report/Study
	Document
	Date Filed

	Professor David Courard-Hauri
	U.S. Energy Information Agency, State Energy Data System
	Response to Order Initiating Inquiry
	8/26/2009

	
	U.S. Bureau of Economic Analysis: Regional Economic Accounts
	Response to Order Initiating Inquiry
	8/26/2009

	
	Economic Analysis of Title V (Acid Rain Provision) of the Administration's Proposed Clean Air Act Amendments (HR 3030/S 1490)
	Response to Order Initiating Inquiry
	8/26/2009

	
	SO2 Allowance Trading:  How Experience and Expectations Measure Up
	Response to Order Initiating Inquiry
	8/26/2009

	
	European Climate Exchange, July, 2009 Monthly Report
	Response to Order Initiating Inquiry
	8/26/2009

	
	U.S. Carbon Dioxide Emissions from Energy Sources 2008 Flash Estimate
	Response to Order Initiating Inquiry
	8/26/2009

	
	European Energy Exchange
	Response to Order Initiating Inquiry
	8/26/2009

	
	U.S. Energy Information Agency (2000) Carbon Dioxide Emissions from the Generation of Electric Power in the United States
	Response to Order Initiating Inquiry
	8/26/2009

	
	Regional Greenhouse Gas Initiative: Auction Results
	Response to Order Initiating Inquiry
	8/26/2009

	
	Market Based Approaches to Environmental Policy: Regulatory Innovations to the Fore; Kosobud, R. F., Zimmerman, J. M., Eds.; Van Nostrand Reinhold: New York, 1997.
	Response to Order Initiating Inquiry
	8/26/2009

	
	U.S. Energy Information Agency:  Net Generation of Energy by Source:  Total
	Response to Order Initiating Inquiry
	8/26/2009

	
	U.S. Energy Information Agency:  State Energy Profiles
	Response to Order Initiating Inquiry
	8/26/2009

	
	Statemaster:  CO2 emissions by state
	Response to Order Initiating Inquiry
	8/26/2009

	Environmental Policy Group (Environmental Law & Policy Center (ELPC) – Iowa office, Iowa Environmental Council (IEC), and Iowa Policy Project (IPP))
	Global Climate Change Impacts in the United States
	Response to Select Inquiry Questions (Cover Letter)
	8/28/2009

	
	Stern Review
	Response to Select Inquiry Questions (Cover Letter)
	8/28/2009

	
	Economic Benefits of Investing in Clean Energy
	Response to Select Inquiry Questions (Cover Letter)
	8/28/2009

	
	The Clean Energy Economy: Repowering Jobs, Businesses and Investments Across America
	Response to Select Inquiry Questions (Cover Letter)
	8/28/2009

	
	Embracing the Future: The Midwest and New National Energy Policy
	Response to Select Inquiry Questions (Cover Letter)
	8/28/2009

	
	Costs and Benefits to Agriculture from Climate Change Policy
	Response to Select Inquiry Questions (Cover Letter)
	8/28/2009

	
	Pew Clean Energy Economy Iowa Factsheet
	Response to Select Inquiry Questions
	8/28/2009

	
	PERI Economic Benefits Iowa Factsheet
	Response to Select Inquiry Questions
	8/28/2009

	IEC, IPP, and Natural Resources Defense Council (NRDC)
	The Cost of Climate Change
	Supporting Documentation (NRDC)
	8/27/2009

	
	EPA Analysis
	Initial Comments (NDRC)
	8/27/2009

	
	DOE/EIA Annual Energy Outlook 2009 with ARRA (SR/OIAF/2009-03)
	Initial Comments (NDRC)
	8/27/2009

	
	Annual Energy Outlook 2007
	Initial Comments (NDRC)
	8/27/2009

	
	Iowa Climate Change Advisory Council, Final Report to the Governor (12/23/2008)
	Initial Comments (NDRC)
	8/27/2009

	
	Unlocking Energy Efficiency In the U.S. Economy
	Initial Comments (NDRC)
	8/27/2009

	
	The Estimated Costs to Households From the Cap-and-Trade Provisions of H.R. 2454
	Initial Comments (NDRC)
	8/27/2009

	
	Environmental Assessment of Plug-In Hybrid Electric Vehicles
	Initial Comments (NDRC)
	8/27/2009

	
	Economic Benefits of Investing in Clean Energy
	Initial Comments (NDRC)
	8/27/2009

	
	Green Prosperity: How Clean Energy Policies Can Fight Poverty and Raise Living Standards in the United States
	Initial Comments (NDRC)
	8/27/2009

	
	Center for Rural Affairs Report
	Reports (Reply Comments)
	9/9/2009

	
	ACEEE Report
	Reports (Reply Comments)
	9/9/2009

	
	Iowa Policy Project Report
	Reports (Reply Comments)
	9/9/2009

	
	RFF Report (IPP)
	Statement of Position (Reply Comments)
	10/13/2009

	
	CBO Letter (IPP)
	Statement of Position (Reply Comments)
	10/13/2009

	Ms. Rachel Haase, Mr. Joseph Indvik, and Mr. Andrew Veysey
	WRI Summary of H.R. 2454, the American Clean Energy and Security Act (Waxman-Markey)
	Comments
	8/27/2009

	
	The Incidence of a U.S. Carbon Tax: A Lifetime and Regional Analysis
	Comments
	8/27/2009

	
	The Incidence of U.S. Climate Policy: Alternative Uses of the Revenue from a Cap-and-Trade Program
	Comments
	8/27/2009

	
	Meeting the EU 2 degrees Celsius climate target: Global and regional emission implications
	Comments
	8/27/2009

	
	Global Climate Change Impacts in the United States
	Comments
	8/27/2009

	
	EPA Analysis
	Comments
	8/27/2009

	
	Energy Market and Economic Impacts of H.R. 2454, the American Clean Energy and Security Act of 2009
	Comments
	8/27/2009

	
	Embracing the Future: The Midwest and New National Energy Policy
	Comments
	8/27/2009

	
	The Economic Consequences of Waxman-Markey: An Analysis of the American Clean Energy and Security Act of 2009
	Comments
	8/27/2009

	
	Distribution of Allowances under the ACES Act
	Comments
	8/27/2009

	
	Congressional budget office Cost estimate
	Comments
	8/27/2009

	
	Climate Change 2007: Synthesis Report, Summary for Policymakers
	Comments
	8/27/2009

	
	Clean Air Act: A Summary of the Act and Its Major Requirements
	Comments
	8/27/2009

	Interstate Power & Light Company (IPL)
	The Future of Coal
	Comments
	8/27/2009

	
	The Estimated Costs to Households From the Cap-and-Trade Provisions of H.R. 2454
	Comments
	8/27/2009

	
	The Green Grid:  Energy Savings and Carbon Emissions Reductions Enabled by a Smart Grid
	IPL - Appendix C
	8/27/2009

	
	Congressional budget office Cost estimate
	Comments
	8/27/2009

	
	EPA Analysis
	Comments
	8/27/2009

	
	Climate Change Legislation: Tax Considerations
	Statement of Position (Additional Comments)
	10/19/2009

	
	Edison Electric Institute (EEI) Summary of the Tax Treatment of Emissions Allowances
	Statement of Position (Additional Comments) Attachmentt A
	10/19/2009

	
	EPA State by State Allocation Estimates and Effect of Section 783(b)(4)
	Statement of Position (Additional Comments) Attachment B
	10/19/2009

	Iowa Association of Business & Industry (ABI)
	The Economic Consequences of Waxman-Markey: An Analysis of the American Clean Energy and Security Act of 2009
	Heritage Foundation 2009 Study (Additional Information)
	9/8/2009

	Iowa Association of Electric Cooperatives (IAEC)
	USDA ERS
	Initial Comments
	8/27/2009

	Iowa Association of Municipal Utilities (IAMU)
	Productive and Unproductive Costs of CO2 Cap-and-Trade Impacts on Electricity Consumers and Producers
	Comments
	8/27/2009

	Iowa Department of Natural Resources (IDNR)
	The Estimated Costs to Households From the Cap-and-Trade Provisions of H.R. 2454
	Supporting Documentation (CBO Analysis)
	8/27/2009

	
	EPA Analysis
	Supporting Documentation:  EPA Analysis of ACES
	8/27/2009

	
	Climate Science and Assessment of Climate Change for Iowa (February 16, 2009) (Eugene Takle)
	Supporting Documentation:  Eugene Takle Presentation at Iowa Climate Change Briefing and Discussion
	8/27/2009

	
	House Committee on Energy and Commerce Memorandum
	Supporting Documentation:  House Committee on Energy and Commerce Memorandum
	8/27/2009

	
	EPA Inventory Of U.S. Greenhouse Gas Emissions And Sinks
	Supporting Documentation:  Statement of Tom Vilsack
	8/27/2009

	
	A Preliminary Analysis of the Effects of HR 2454 on U.S. Agriculture (USDA)
	Supporting Documentation:  USDA Preliminary Analysis
	8/27/2009

	
	Waxman - Markey Proposed Allowance Allocation
	Supporting Documentation:  Waxman - Markey Proposed Allowance Allocation
	8/27/2009

	
	Weather and Climate Extremes in a Changing Climate
	Supporting Documentation:  Weather and Climate Extremes in a Changing Climate
	8/27/2009

	
	Global Climate Change Impacts in the United States
	Supporting Documentation:  Global Climate Change Impacts in the United States
	8/27/2009

	
	Temperature Projections For the 50 US States over the Next 100 years:  An Analysis Based on Data Contained in the Climate Wizard Interactive Tool (Nature Conservancy)
	Statement of Position (Reply Comments)
	9/10/2009

	Iowa Office of Consumer Advocate (OCA)
	EPA Analysis
	Initial Comments
	8/27/2009

	
	2007 Iowa Residential Energy Survey
	Initial Comments
	8/27/2009

	
	Iowa Climate Change Advisory Council, January Report to the Governor (1/1/2008)
	Initial Comments
	8/27/2009

	
	Iowa Climate Change Advisory Council, Final Report to the Governor (12/23/2008)
	Initial Comments
	8/27/2009

	
	The Economist, A Special Report on Business in America
	Initial Comments
	8/27/2009

	
	H.R. 2454 Addresses Climate Change Through a Wide Variety of Energy Efficiency Measures
	Initial Comments
	8/27/2009

	
	Energy Market and Economic Impacts of H.R. 2454, the American Clean Energy and Security Act of 2009 (EIA)
	Initial Comments
	8/27/2009

	
	MIT Joint Program on the Science and Policy of Global Change
	Initial Comments
	8/27/2009

	
	Architecture H.R. 2454 FACT SHEET:  An analysis of Sec. 201 of Waxman-Markey; updating the national building code to meet the 2030 Challenge
	Initial Comments
	8/27/2009

	Iowa Office of Energy Independence (OEI)
	The Sustainability and Costs of Increasing Efficiency Impacts:  Evidence from Experience to Date
	Response
	8/27/2009

	
	Assessment of Achievable Potential from Energy Efficiency and Demand Response Programs in the U.S.(2010–2030)
	Response
	8/27/2009

	
	Electric Power Annual 2007: A Summary
	Response
	8/27/2009

	
	Wiring the Smart Grid for Energy Savings: Integrating Buildings to Maximize Investment
	Response
	8/27/2009

	
	California’s Decoupling Policy
	Response
	8/27/2009

	
	The Inverted Block Rate: An Alternative to Flat Rate Billing
	Response
	8/27/2009

	
	Return of the Energy Services Model:  How Energy Efficiency, Climate Change, and Smart Grid Will Transform American Utilities
	Response
	8/27/2009

	
	2008 Wind Technologies Market Report
	Response
	8/27/2009

	
	2006 Minnesota Wind Integration Study
	Response
	8/27/2009

	
	20 percent Wind by 2030: Increasing Wind Energy’s Contribution to US Electricity Supply. Department of Energy
	Response
	8/27/2009

	
	The Financial Crisis and Nuclear Power
	Response
	8/27/2009

	
	Cost and Performance Baseline for Fossil Energy Plants
	Response
	8/27/2009

	
	Treasury, DOE Announce More Than $2 Billion in Recovery Act Tax Credits For Energy Manufacturers
	Response
	8/27/2009

	
	Impacts Assessment of Plug‐in hybrid electric vehicles on electric utilities and regional U.S. power grids
	Response
	8/27/2009

	
	Life Cycle Assessment of Greenhouse Gas Emissions from Plug‐in Hybrid Vehicles: Implications for Policy
	Response
	8/27/2009

	
	The Green Grid:  Energy Savings and Carbon Emissions Reductions Enabled by a Smart Grid
	Response
	8/27/2009

	
	San Diego Smart Grid Study
	Response
	8/27/2009

	
	A Survey Of Time‐of‐Use (TOU) Pricing and Demand‐Response (DR) Programs, prepared for the U.S. Environmental Protection Agency, prepared by Energy & Environmental Economics, San Francisco, CA: 7/1/2006
	Response
	8/27/2009

	
	Real Time Pricing as a Default or Optional Service for C&I Customers: A Comparative Analysis of Eight Case Studies
	Response
	8/27/2009

	ITC Midwest LLC (ITC)
	American Clean Energy Leadership Act (S. 1462)
	Response to Select Inquiry Questions
	8/27/2009

	MidAmerican Energy Company (MEC)
	H.R. 2454 Addresses Climate Change Through a Wide Variety of Energy Efficiency Measures (ACEEE)
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	Climate Science and Assessment of Climate Change for Iowa (February 16, 2009) (Eugene Takle)
	Iowa Department of Natural Resources (IDNR)

	Confronting Climate Change in the U.S. Midwest: Iowa
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	Environmental Policy Group (Environmental Law & Policy Center (ELPC) – Iowa office, Iowa Environmental Council (IEC), and Iowa Policy Project (IPP))

	
	IEC, IPP, and Natural Resources Defense Council (NRDC)

	EDF study
	Sierra Club – Iowa Chapter

	Edison Electric Institute (EEI) Summary of the Tax Treatment of Emissions Allowances
	Interstate Power & Light Company (IPL)

	EIA Flash Report
	Sierra Club – Iowa Chapter

	EIA Flash Report 2
	Sierra Club – Iowa Chapter

	Electric Power Annual 2007: A Summary
	Iowa Office of Energy Independence (OEI)
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	Iowa Office of Energy Independence (OEI)

	Iowa Climate Change Advisory Council, Final Report to the Governor (12/23/2008)
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	Professor David Courard-Hauri

	McKinsey Study
	Sierra Club – Iowa Chapter
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	Statemaster:  CO2 emissions by state
	Professor David Courard-Hauri
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	The Cost of Climate Change
	IEC, IPP, and Natural Resources Defense Council (NRDC)
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	The Incidence of a U.S. Carbon Tax: A Lifetime and Regional Analysis
	Ms. Rachel Haase, Mr. Joseph Indvik, and Mr. Andrew Veysey

	The Incidence of U.S. Climate Policy: Alternative Uses of the Revenue from a Cap-and-Trade Program
	Ms. Rachel Haase, Mr. Joseph Indvik, and Mr. Andrew Veysey

	The Inverted Block Rate: An Alternative to Flat Rate Billing
	Iowa Office of Energy Independence (OEI)

	The Sustainability and Costs of Increasing Efficiency Impacts:  Evidence from Experience to Date
	Iowa Office of Energy Independence (OEI)

	Treasury, DOE Announce More Than $2 Billion in Recovery Act Tax Credits For Energy Manufacturers
	Iowa Office of Energy Independence (OEI)

	U.S. Bureau of Economic Analysis: Regional Economic Accounts
	Professor David Courard-Hauri

	U.S. Carbon Dioxide Emissions from Energy Sources 2008 Flash Estimate
	Professor David Courard-Hauri

	U.S. Energy Information Agency (2000) Carbon Dioxide Emissions from the Generation of Electric Power in the United States
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	Professor David Courard-Hauri

	U.S. Energy Information Agency:  Net Generation of Energy by Source:  Total
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	Unlocking Energy Efficiency In the U.S. Economy
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	USDA ERS
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	Iowa Department of Natural Resources (IDNR)
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	Responses to Board Orders
	X
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	Union of Concerned Scientists Reply Comments
	Statements of Position, Comments
	X
	X
	X
	 

	21906
	Sep 09, 2009
	MidAmerican Energy Company
	MidAmerican Energy Attachment A to Response
	Statements of Position, Comments
	X
	X
	X
	X

	21903
	Sep 09, 2009
	MidAmerican Energy Company
	MidAmerican Energy Response to Comments
	Statements of Position, Comments
	X
	X
	X
	X

	21927
	Sep 09, 2009
	Iowa Policy Project, Iowa Environmental Council
	IPP and IEC - ACEEE Report
	Reports
	 
	X
	X
	 

	21929
	Sep 09, 2009
	Iowa Policy Project, Iowa Environmental Council
	IPP and IEC - Center for Rural Affairs Report
	Reports
	 
	X
	X
	 

	21930
	Sep 09, 2009
	Iowa Policy Project, Iowa Environmental Council
	IPP and IEC - Center on Budget and Policy Priorities Report
	Reports
	 
	X
	X
	 

	21932
	Sep 09, 2009
	Iowa Policy Project, Iowa Environmental Council
	IPP and IEC - Iowa Policy Project Report
	Reports
	 
	X
	X
	 

	21933
	Sep 09, 2009
	Iowa Policy Project, Iowa Environmental Council
	IPP and IEC Comments
	Statements of Position, Comments
	 
	X
	X
	 

	21970
	Sep 09, 2009
	Iowa Environmental Council~Iowa Policy Project~Natural Resources Defense Council
	NRDC Reply Letter
	Statements of Position, Comments
	 
	X
	X
	 

	22031
	Sep 10, 2009
	Iowa Department of Natural Resources
	Iowa DNR Reply Comments
	Statements of Position, Comments
	X
	X
	X
	X

	22035
	Sep 10, 2009
	Environmental Law and Policy Center
	Cover Letter
	Correspondence
	X
	 
	 
	 

	22036
	Sep 10, 2009
	Environmental Law and Policy Center
	ELPC Comments
	Statements of Position, Comments
	X
	 
	 
	 

	22292
	Sep 14, 2009
	Iowa Interfaith Power & Light
	Iowa Interfaith Power & Light Response to ACES Inquiry
	Responses to Board Orders
	 
	X
	 
	 

	23366
	40080.46667
	Iowa Utilities Board
	Order Setting Post-Workshop Comment Schedule
	Order, Board
	 
	 
	 
	 

	23387
	Sep 24, 2009
	Petersen Court Reporters
	Transcripts and Exhibits from Workshop Held Friday, September 18, 2009
	Transcripts
	 
	 
	 
	 

	25210
	Oct 12, 2009
	MidAmerican Energy Company
	MidAmerican Energy Company Attachment A to White Paper
	Statements of Position, Comments
	X
	X
	X
	X

	25209
	Oct 12, 2009
	MidAmerican Energy Company
	MidAmerican Energy Company White Paper
	Statements of Position, Comments
	X
	X
	X
	X

	25316
	Oct 13, 2009
	Iowa Policy Project
	Iowa Policy Project - CBO Letter
	Statements of Position, Comments
	 
	X
	X
	X

	25318
	Oct 13, 2009
	Iowa Policy Project
	Iowa Policy Project - RFF Report
	Statements of Position, Comments
	 
	X
	X
	X

	25319
	Oct 13, 2009
	Iowa Policy Project
	Iowa Policy Project Reply Comments
	Statements of Position, Comments
	 
	X
	X
	X

	25609
	Oct 16, 2009
	Environmental Law and Policy Center
	Post-Hearing Comments
	Statements of Position, Comments
	X
	 
	 
	 

	25628
	Oct 19, 2009
	The Sierra Club Iowa Chapter
	Post-Hearing Comments
	Statements of Position, Comments
	X
	X
	X
	X

	25666
	Oct 19, 2009
	MidAmerican Energy Company
	MidAmerican Energy Co - Attachment B to Final Comments
	Statements of Position, Comments
	X
	X
	X
	X

	25664
	Oct 19, 2009
	MidAmerican Energy Company
	MidAmerican Energy Co. - Attachment A to Final Comments
	Statements of Position, Comments
	X
	X
	X
	X

	25662
	Oct 19, 2009
	MidAmerican Energy Company
	MidAmerican Energy Company - Final Comments
	Statements of Position, Comments
	X
	X
	X
	X

	25674
	Oct 19, 2009
	Black Hills/Iowa Gas Utility Company, LLC d/b/a Black Hills Energy
	Reply Comments of BHE Cover Letter
	Correspondence
	X
	 
	X
	X

	25675
	Oct 19, 2009
	Black Hills/Iowa Gas Utility Company, LLC d/b/a Black Hills Energy
	Reply Comments of Black Hills Energy
	Statements of Position, Comments
	X
	 
	X
	X

	25694
	Oct 19, 2009
	Interstate Power and Light Company
	Additional Comments
	Statements of Position, Comments
	X
	 
	X
	X

	25703
	Oct 19, 2009
	PMX Industries, Inc.
	Response to Questions
	Statements of Position, Comments
	 
	 
	 
	X

	25705
	Oct 19, 2009
	Iowa Department of Natural Resources
	Iowa DNR Final Comments
	Statements of Position, Comments
	X
	X
	X
	X


Appendix 5:  Summary of Comments Received

Below is a summary of all comments received in this docket.  This includes summaries of written comments received before and after the September 18, 2009 workshop, and a summary of the oral comments made at the workshop.  The purpose of this summary is to provide interested persons a summary of the parties' comments in a single document.  Board staff's intention was to accurately reflect the parties' positions and any inaccuracy or mischaracterization that might be found in this document is unintended.  The American Clean Energy and Security act of 2009 (ACES) is used interchangeably with HR 2454 or Waxman-Markey.

Following the summary comments for each party are links to any exhibits or reports filed in this docket by that party.  These are links to the documents that were filed in this docket via the IUB's electronic filing system.  The final section of this document contains a list of acronyms used and their meanings.

Board Questions from Order Dated July 16, 2009

The participants, in their written initial and reply comments, responded to questions posed by the Board's July 16, 2009, Order Initiating Inquiry.  For ease of reference the questions are listed below.

Questions on Greenhouse Gas Emissions Limits
Q1.
The Waxman-Markey bill sets a declining cap on greenhouse gas emissions.

Q1a.
Do you support a declining cap on greenhouse gas emissions?

Q1b.
Please explain your view of the greenhouse gas emissions limits in the bill, with particular attention to the amounts of the limits and the required dates of compliance for Iowa utilities.  How are the limits achievable?  Please explain your answer.

Q1c.
What programs, resources, and technologies are most likely to be used by Iowa utilities to meet required emissions limits?

Q1d.
What are the likely costs to Iowa utilities and their customers for programs, resources, and technologies to meet the emissions limits?  If possible, estimate these costs on a per metric ton of CO2 and per kWh basis and provide estimated impacts on rates for Iowa customers by customer class.

Q1e.
Please provide any specific suggestions to change the bill and explain your suggestions.

Questions on CO2 Allowance Allocation to Electric Utilities

Q2.
The bill allocates allowances to "local electric distribution companies, whose rates are regulated by states, to protect consumers from electricity price increases."  Some public discussion suggests that electric local distribution companies will initially receive 90 percent of allowances required to cover their emissions.

Q2a.
Please describe the anticipated amount of allowances Iowa utilities expect to receive in 2012.

Q2b.
How do these allowances compare to projected emissions?

Q2c.
How does the number of allowances received change over time in comparison to projected emissions?  Please provide projections of the number of allowances received and projected emissions for the years following 2012.

Q2d.
For years 2012 and following, how will Iowa utilities acquire sufficient allowances or otherwise comply?

Q2e.
If a utility is significantly short of allowances, please describe the estimated costs and any penalties.  For years 2012 and following, if possible, please explain these costs on a per metric ton of CO2 and per kWh basis and provide estimated impacts on rates for Iowa customers by customer class.

Q2f.
Does the allowance allocation system in the bill advantage/disadvantage Iowa utilities and customers?  Please explain your answer.

Q2g.
The bill includes a paragraph titled "Prohibition Against Excess Distributions."  What does the addition of this provision do with regard to allowances?  Will this provision mean that Iowa utilities will receive additional allowances?  Please explain your answer.

Q2h.
Please provide any specific suggestions you think are needed in the allowance allocation system in the bill and explain your suggestions.

Questions on Other Allowance Allocation Provisions

Q3.
In addition to the allowance allocations to electric utilities, the bill allocates allowances to benefit a variety of entities and public purposes, such as natural gas utilities and high-energy-using industries, automobile technology development, and carbon capture and sequestration.  The bill also makes allocations to states for purposes such as alleviating the impact of increased rates on low-income customers, for heating oil and propane users, and for renewable energy, energy efficiency, and adaptation.  Sections of the bill address State Energy and Environment Development (SEED) Accounts to "serve as a state-level repository for managing and accounting for all emission allowances designated primarily for renewable energy and energy efficiency purposes."

Q3a.
Please describe whether these provisions provide allowances, or revenue from the sale of allowances, to Iowans or the state of Iowa.

Q3b.
What does the bill require regarding the manner in which the state of Iowa or the other entities receiving these allowances may use them?

Q3c.
Please provide your best estimate of the number of allowances (or revenue from the sale of allowances) from these other sections of the bill that will benefit Iowa.

Q3d.
How will these provisions of the bill affect Iowa utilities and their customers?  Will these provisions help alleviate any shortfall of allowances which may occur?

Q3e.
How does Iowa's share of allowances or revenue from these other sections of the bill compare with other states?  Please explain your answer.

Q3f.
Please provide any specific suggestions to change these provisions in the bill and explain your suggestions.

Questions on CO2 Allowance Trading

Q4.
The Waxman-Markey bill would create a carbon allowance market and sections of the bill provide for oversight of the market.

Q4a.
What are your views on these sections of the bill?

Q4b.
For years 2012 and following, what are estimates of the cost or value of an allowance and what are the sources of the estimates?  What are the underlying assumptions (such as year, nominal or real dollars, assumed inflation rate) for these estimates?  Please indicate whether any estimates are more reasonable than others, and the reasons for this belief.

Q4c.
What types of entities will participate in the market?  Will participation by entities other than utilities with compliance obligations affect the market?  If so, how?

Q4d.
Please provide any specific suggestions to change the allowance market and market oversight provisions of the bill and explain your suggestions.

Questions on Offsets, Banking and Borrowing of Allowances

Q5.
The Waxman-Markey bill includes provisions regarding the use of offsets and banking and borrowing of allowances.

Q5a.
How will these provisions impact Iowa utilities and their customers?

Questions on Comparing Waxman-Markey with the Existing Clean Air Act Emissions Cap and Trade System

Q6.
Some entities have stated that the cap and trade system in the Waxman-Markey bill are identical to, or very similar to, the existing cap and trade system established in the acid rain provisions of the Clean Air Act.

Q6a.
Please describe the similarities and differences between the two cap and trade systems.

Q6b.
Do these similarities or differences affect your views regarding the Waxman-Markey bill?  Please explain your answer.

Questions on "Clean Energy" Standards, Carbon Capture and Sequestration, Clean Transportation, Smart Grid, and Transmission Planning Provisions

Q7.
The Waxman-Markey bill includes a Combined Efficiency and Renewable Electricity Standard (CERES).

Q7a.
The bill requires retail electric suppliers to submit federal renewable electricity credits and demonstrated electricity savings each year equal to the combined target for that year times the supplier’s retail sales.  Alternatively, electric suppliers may submit a payment initially equal to $25 per credit (2.5 cents per kWh).  Please explain how these sections of the bill will impact your utility and its customers.

Q7b.
Some sections of the Waxman-Markey bill address carbon capture and sequestration.  Is CO2 capture and sequestration ready for commercialization?  If not, when might it be expected and at what capital and operating costs?  What are some of the potential engineering and public impact consequences of capturing and storing large amounts of CO2?

Q7c.
The Waxman-Markey bill addresses the use of electric vehicles.  Will these provisions affect efforts to reduce CO2 emissions in Iowa?  If so, how?

Q7d.
The Waxman-Markey bill addresses "Smart Grid" features.  Will smart grid developments advance the goal of reducing CO2 emissions?  If so, how?  What implementation costs would be associated with your assumed smart grid scenario?

Q7e.
The Waxman-Markey bill addresses transmission planning that "recognizes the need for new transmission capacity to deploy renewable energy as well as the potential for more efficient operation of the current grid through new technology, demand-side management, and storage capacity."  Will such transmission planning help to advance the goal of reducing CO2 emissions?  If so, how?

Questions on Energy Efficiency

Q8.
The Waxman-Markey bill provides for efforts on the part of the Department of Energy to establish more stringent building code requirements, standards for building retrofit, rebates for efficient manufactured homes, building performance labeling, and standards plus incentives for lighting and appliances.

Q8a.
What will be the impact of these provisions to reduce CO2 emissions?  Do you have an estimate of the amounts of emissions reductions that will be achieved by these provisions?

Q8b.
How much will these programs cost?

Q8c.
If the energy savings of these mandatory programs are substantial, should the CO2 savings from these reductions be credited to the states or utilities where the savings occur as offsets against the CO2 reduction requirements?  Please explain your answer.

General Questions

Q9.
The Waxman-Markey bill establishes a cap and trade system as a way to reduce greenhouse gas emissions and spur additional investments in energy efficiency and renewable electric generation.

Q9a.
Should federal legislation include a price cap or collar on the cost of allowances?

Q9b.
Is there an impact by the Waxman-Markey bill on sectors of Iowa’s economy other than electric utilities?

Q9c.
Are there benefits of the Waxman-Markey bill for Iowa?

Q9d.
Are there any other aspects of the Waxman-Markey bill not covered in the above questions that you think will impact Iowa?

Summary of Comments by Participants

1.  Ag Processing, Inc.

Initial Comments

Ag Processing process soybeans in four states, including six locations in Iowa.  Processing of soybeans is a very energy intensive business which means energy is one of its largest operating costs.

Q1a.  Ag Processing supports clean air and gradual emissions reductions as long as technology is available to keep pace with the mandates but suggests that a declining cap can be counterproductive if entities do not have the resources to meet emission goals.

Q1d.  Ag Processing has seen costs estimates provided by MEC and NAM, which indicate electric rates increases between 48 to 61 percent by 2020 and 123 to 159 percent by 2030.  These estimates only account for the allowance costs and do not include new infrastructure to meet emissions targets.  Based on a study by Charles River Associates, Ag Processing estimates the costs of Waxman-Markey to be $20 million per year through 2020, not including indirect costs and increases in natural gas prices due to fuel switching.  To show the magnitude of these costs, Ag Processing's average net earnings per year from 1984-2008 were $41.2 million.

Q2h.  Allowances must be allocated to protect the Midwest from job losses in the industrial sector and the shifting of jobs from the Midwest to the two coasts.  The bill should not take low-cost Midwestern plants and shut them down without adequate compensation from the allowance system.

Q4a.  Ag Processing does not support allowance trading because it opens the door for price manipulation.  Industrial companies are at a disadvantage in bidding against utilities for allowances because industrials do not have captive customers that will absorb the costs.

Q7d.  According to Ag Processing, the allocation of costs for smart grid should be based on traditional cost of service principles in a formal rate case setting and must include a demand component so that all costs are not passed through on an energy component.

Q9a.  While price cap is one option for controlling costs; Ag Processing believes there should be some form of safety valve in the case of unanticipated harms to the economy or industry from the program.

Q9b/d.  Ag Processing submits that a study by the American Council for Capital Formation and NAM showed that Waxman-Markey will slow economic growth, decrease industrial production, create job losses, and increase electricity prices.  Iowa's job losses were projected to be 28,000 by 2030 with a drop of annual disposable income of $1,087 by that year.  Ag Processing opposes unilateral legislation with carbon caps or taxes and believes there has not been sufficient effort put towards the development of voluntary efforts to reduce emissions in an economically sound manner.  

Q9c.  Ag Processing supports energy efficiency and believes any bill should give credit to utilities that have undertaken significant investments in renewable energy.

Workshop Comments


Transcript pp. 167-171

Q:  Your initial comments included an estimate of costs of about 20 million per year.  Can you give us some information on the nature of these costs?  

A:  These are for direct emissions from our process and do not include any indirect costs from the utilities.  

Q:  Would your industry be eligible for the provisions related to impacted industries?

A:  We hope so, although to our knowledge, as of this date, we are not.  

Q:  Do you see any role for entities like Ag Processing in either helping create offsets or participating in that market?

A:  We do not see how we could be included in that process.  If there were a way for us to be included, we would definitely be interested in hearing about it.

Q:  If land is used for carbon sequestration, creation of offsets, would that potentially have an impact on your inputs?

A:  Naturally, it would drive up the price of the commodities.  We are owned by farmers and if carbon prices were priced into the commodity, they could take the farm production land out of production, which will then increase the price of our end product.

Q:  Roughly speaking, do you have an estimate of the percent of your commodity cost that's related to energy?

A:  Initially 40 percent.

Q:  Is your industry subject to other regional or international competition?  What do you think the fallout would be if it were more than 40 percent?

A:  It would be devastating to us.  

Q:  Are there any advantages for the Iowa sites over others that you see, or over other competitors?

A:  Right now, no.

2.  Black Hills Energy

Initial Comments

Black Hills supports a diverse energy portfolio including coal and states that coal-dependent states are unfairly targeted by the bill with a GHG mandate.  A carbon cost of $50 per ton would increase electric bills by 6.3 cents per kWh.  If legislation is passed, carbon credits should be allocated to existing emitters with a gradual phase-in or a portion of the credits being auctioned.

Black Hills is also concerned about a mandated federal renewable standard, especially if the mandate applies only to investor-owned utilities and exempts all public power.  Any such renewable mandate should be applied industry-wide.  Black Hills points to the 1970s and argues that mandates in fuel choices caused unreasonable increases in electricity prices.  Incentives will spur development in hydroelectric, nuclear, and clean coal technologies as well as renewable fuels.  Twenty-six states have adopted some form of renewable standard, and a "one size fits all" approach at the federal level could complicate state efforts and push energy costs even higher.

A federal RPS would increase costs by substituting expensive wind power for cheaper coal power, and also increase the cost of expensive natural gas generation that is needed when the wind does not blow.  Black Hills notes that one of its gas-fired plants in Colorado, which is entirely dedicated to supporting wind-based generation, starts and stops about 200 times each month because of the unreliability of wind power, resulting in significant costs.

Workshop Comments


Transcript pp. 171-178

We project the legislation would impact (natural) gas prices and that residential customers would experience an 8 percent increase in the billing rate between now and the year 2016 and a 33 percent increase by the year 2030.  Under current provisions natural gas climate change legislation would go into effect in 2016 and the federal CO2 tax would result in an increase in bills for all natural gas customers.  Customers would also experience indirect cost increases as demand for natural gas increases due to switching to natural gas fired electric generation.

Other problems with the legislation include:  the proposed CO2 reductions are too aggressive to be practical or attainable with currently available technology; it will be 10 to 20 years before alternatives to coal or natural gas fired generation are commercially available; the allowance allocation formula would be unfair to coal-reliant states (allowances should be made based on emissions, not on sales); there will be a redistribution of wealth; there is no cost containment which will result in a new multi-trillion dollar commodities market subject to speculation; a federal GHG emissions reduction program will only be effective as part of an international effort.

We think the legislation would be improved with the following changes:  electric utilities should receive allowances for 100 percent of their emissions; the emissions cap should be more gradually phased in during the earlier years; the emissions pool for the first year should equal 100 percent of actual emissions to start the program; costs should be contained via a maximum price or price ceiling; CCS technology should be developed and available; windfalls should be prevented; other nations should be required to reduce their emissions; customer benefits should be increased; all allowances allocated to natural gas distribution companies should be used for customer benefit rather than requiring a third to be used on energy efficiency.

Q:  Can you provide some context to the statement that the costs of the 20 percent RPS would increase customers' electric bills by approximately 22 million per year?

A:  I did not participate in that calculation, but we can provide you with that information.

Q:  Is the 8 percent increase you cited just for the cost of carbon compliance or does it include fuel switching also?

A:  It includes the effect of the legislation and the increase in natural gas costs due to the increased demand.

Post Workshop Comments

Black Hills projects the current provisions of the climate change legislation would result in an increase in bills for all natural gas customers, specifically customers could expect an 8 percent increase by 2016 and a 33 percent increase by 2030.  If the legislation is passed, utilities may switch from coal to natural gas-fired electric generation which in turn, may increase the commodity price for natural gas which will also be borne by the consumers.

Other problems present with the current legislation include:  the economic impacts are significant; the CO2 reductions are too aggressive; the allowance allocation formula is unfair to coal-reliant states; the legislation results in a redistribution of wealth; a new multi-trillion dollar commodities market, subject to speculation, is created; and, a federal GHG reduction program will only be effective as part of an international effort including major emitters from both developed and developing countries.

Black Hills recommends the legislation be changed to:  1) provide free emission allowances to LDCs and implement the emission cap more gradually in the early years; 2) create an allocation pool that matches 100 percent of actual emissions from the year that is chosen to start the program; 3) include power plants under construction and those placed in service after 2005; 4) adopt a price ceiling to reduce market volatility; 5) provide funding and allow time for CCS technology to become commercially available; 6) make emission credits available to those who need them for compliance preventing companies or commodity traders from getting windfall profits; 7) require other nations to reduce CO2 emissions; and 8) allow allowances allocated to natural gas LDCs to be used for customer benefit.

3.  Professor David Courard-Hauri

Initial Comments

Q1b.  Dr. Courard-Hauri suggests that the goal of 80 percent reduction in 2050 is good, but notes most of the cuts do not occur until after 2025.  He would prefer more rapid reductions which can be achieved through increased efficiency and conservation.  Iowans can achieve results similar to those California achieved in 2000 to 2004 if the consumers have the proper incentive.  While renewable energy will play a large role but will not be sufficient to meet the caps so the focus has to be on conservation and efficiency.  

Q1d.  A tradable permit scheme allows utilities to reduce emissions at the lowest price, either by making internal changes or purchasing permits from another company that can make reductions at a lower price.  Based on the lessons learned in with SO2 allowance trading, Dr. Courard-Hauri believes allowances will not be as expensive as projected.  The current estimates for carbon allowances ignore the potential for innovation and a market where carbon reduction technology can be developed. 

Dr. Courard-Hauri notes that in Europe, allowances trade at about $17.50 per US ton and anticipates the price to be lower in the Iowa due to the availability of renewable energy generation.  For Iowa's generation mix, this price would add 1.2 cents per kWh to the price of electricity.  In the US, allowances traded in the northeast by RGGI trade at about $3.30 per ton in July 2009.  Dr. Courard-Hauri believes CO2 allowances will trade between $3.30 and $17.50 per ton, with the price leaning toward the lower end in the early years or the program.

Q1e.  Because price signals are the most economically efficient way to achieve conservation, Dr. Courard-Hauri suggests the wording to protect consumers from rate increases be removed.

Q2f.  Iowa uses more coal and less nuclear and hydro than the national average so attempts to mitigate climate change will disproportionately impact Iowa.  However, since Iowa is leader in wind generation we may be able to turn that experience into economic benefit once national standards are applied.  The downside is that we have exploited a larger fraction of our wind potential than surrounding states.

Q4a.  While Dr. Courard-Hauri suggests a carbon tax is the most efficient way to reduce emissions, a carbon allowance market can reduce costs by allowing for cuts to be made where they are least-expensive and promote continuous innovation and cost-reductions.  Utilities that can make reductions cheaply can sell allowances to those who cannot.  The market also provides incentives to cut GHG below any caps established, promoting constant innovation.  Without trading, the pressure to continually develop lower cost ways to reduce emissions is significantly weaker.

Q7d.  Dr. Courard-Hauri states the Smart Grid will be most useful in balancing load so that energy is not wasted and has the potential to reduce the grid instability caused by wind and solar.

Q8c.  States or utilities should not get emissions credits for these efforts because the savings will show up in the form of fewer allowances that would have to be purchased.  Dr. Courard-Hauri notes that double counting should be avoided.

Q9a.  A price cap, starting at $40 per ton, should be included to limit economic harm, although it likely will never be reached because of the overestimates on costs of allowances.

Q9c.  Iowa should benefit from increased demand for wind power and biofuels.

Workshop Comments


Transcript pp. 199-205

We have tried emissions trading twice – in Europe and in the Northeast United States.  In both cases it failed initially because we gave away too many credits.  Europe gave away too many credits which resulted in windfall profits.  Once it became apparent there were too many credits, the bottom fell out of the market and prices plummeted.  The overall result was significant volatility, income redistribution and very little accomplished.  The same thing happened in the Northeast.  In Europe they have corrected this by giving out a significantly reduced number of emissions allowances in phase two, which has stabilized prices.  

These examples lead to the question is it best to auction credits or to just give them out.  The problem with giving them away is that there is no mechanism to discover prices and the result is dramatic price volatility.  When you auction them, theoretically you have purchasers who will be using them and price discovery.  It would be beneficial to auction at least some of the credits.

A free market is going to have some volatility.  The less you interfere with the market the cheaper it is going to be for the economy as a whole.  However, if we allow too much volatility it is going to reduce the desire for utilities to enter into the market and trade, which is what happened early on with the SO2 trading credits.

Q:  What percentage of credits do you believe should be auctioned off?

A:  As long as it is more than ten percent you will get most of the efficiencies out.  If only ten percent is auctioned off though, it will severely limit the ability to distribute some of the money to the people who are going to be hardest hit and keep it from being regressive.

4.  Mr. David Dyvig

Initial Comments

Mr. Dyvig, an Ankeny resident, said fossil fuels like coal and oil need to be developed to meet future consumer demand, at least until new sources of energy become competitive in price, availability, and reliability.

5.  Environmental Law & Policy Center (ELPC)

Initial Comments

Initial comments for ELPC were provided by David Schoengold.

Q1a.  A declining cap is necessary to avoid serious climate change and while the caps in HR 2454 may or may not be the most appropriate caps, they provide a starting point.

Q1b.  Mr. Schoengold submits there are only four approaches for reducing GHG emissions from the electric power sector which include: reducing the overall use of electricity with efficiency programs; changing the mix of generation to lower emitting technologies; capturing and sequestering emissions from generation; or allocating or selling offsets for emissions from the power sector by reducing emissions from other sectors.

Q1c.  Table 1 on page 3 of Mr. Schoengold's initial comments provides the cost of GHG reduction by shifting from coal to gas, installing CCS, and shifting to wind generation.  Mr. Schoengold also lists costs in a shorter table, which sums up the various technological approaches to CO2 reduction, compared to pulverized coal:

• IGCC without CO2 sequestration -$119 per metric ton reduction

• IGCC with CO2 Sequestration - $39 per metric ton reduction

• Natural gas without CO2 sequestration - $1.60 per metric ton reduction

• Natural gas with CO2 sequestration - $36 per metric ton reduction

• Wind generation - $22 per metric ton reduction
Table 2 - Costs of CO2 Removal through Energy Conservation is found on page 4 of his initial comments.

Q2a.  HR 2454 says that the allocation will be based half on MWH sales and half on CO2 emissions.  Mr. Schoengold used EIA’s Electric Power Annual to calculate the fraction of US MWH sales from Iowa and used Form 923 to calculate the fraction of CO2 emissions from Iowa.  Based on these data, Iowa Retail Sales are estimated at 45,269,500 MWH with resultant Iowa Electric Industry CO2 Emissions of 41.26 MMTCO2e.
Mr. Schoengold estimates Iowa is responsible for 1.2 percent of US MWH retail sales and 2.0 percent of US electric industry CO2 emissions.  Using the split set forth in HR 2454, Iowa should be allocated 1.6 percent of the electric industry GHG allowances.  Table 3, on page 6 of Mr. Schoengold's initial comments, details the application of that fraction to each year to give the annual allocation to Iowa and Table 4 on page 7 shows the projected allowance shortfall for Iowa utilities.

Q2f.  While there is uncertainty as to the impact of HR 2454 on Iowa utilities and their customers, Mr. Schoengold believes some reasonable conclusions can be made.  Likely impacts include:  no more than $2-$5 per month for the typical residential customer; the use of renewable energy in Iowa should increase; and increased energy conservation is likely to be the least expensive way of reducing the need to purchase allowances.

Reply Comments

IPL and MEC both claim that HR 2454 will greatly impact customer bills with IPL estimating residential bill increases of 8 to 10 percent in 2013 and 15 to 20 percent in 2030 while MEC predicted residential bill increases of 17 percent by 2012 and 30 percent by 2030.  Mr. Schoengold believes these analyses are flawed and ignore a number of mitigating circumstances which will reduce the bill impacts.  1) The energy efficiency parts of HR 2454 will reduce usage and mitigate rate impacts.  2) Changes in the generation mix, more renewables and natural gas generation, will reduce the emissions per MWH of generation; utilities have overestimate need for purchased allowances.  3) Energy efficiency is cheaper than purchasing allowances and more energy conservation on the part of MEC and IPL will reduce the need for allowances and the cost to customers.  4) Utilities have ignored benefits allocated directly and indirectly to Iowans to be used for non-utility purposes such as low-income assistance, deficit reduction, state energy efficiency programs, and assistance for stressed industries.  While these programs do not show up on electricity bills, they still benefit customers.  Mr. Schoengold believes residential customers are likely to see an increase of $2-$5 per month as a result of HR 2454, and that the utilities results are high due to their omission of the above factors.

When calculating their need for additional allowances beyond those freely allocated, Mr. Schoengold states that utilities assume their GHG emissions will be at current levels into the future which contradicts HR 2454.  The goal of HR 2454 is to reduce GHG emissions, with sections specifically addressing energy efficiency, renewables, and shifts in generation mix to reduce emissions.

An example cited by Mr. Schoengold is IPL's response to question Q2c where IPL presents a table showing CO2 emissions from 2012 to 2030 with projected emissions rising from 13.7 million metric tons in 2012 to 16.7 million metric tons in 2030, an increase of over 1 percent per year.  (See Table 2, page 15 of IPL's initial comments.)  Furthermore, MEC includes some changes in generation, but does not include additional energy conservation and renewable energy.  Mr. Schoengold notes modeling of the MAPP region under HR 2454, done by EIA, shows great reductions in GHG emissions through 2030 due to energy efficiency, changes in generation mix, increased renewable generation, etc.  Utilities have overstated future emissions which in turn overstate the cost of allowances and the cost to ratepayers.

Mr. Schoengold points out that ABI's estimates of the cost of GHG allowances exceeded other mainstream estimates and failed to justify their differences.  The ABI presented study by the NAM claiming the allowance price will be $123 to $159 per ton by 2030 which is several times estimates from both the EPA and the EIA.  The EIA estimates $18/ton in 2012, $32/ton in 2020, and $65/ton in 2030 while the EPA estimates $13/ton in 2015, $16/ton in 2020, and $27/ton in 2030.  

MEC calculates the cost of its allowance shortfall and includes the emissions from generation for the wholesale market.  Mr. Schoengold states it is inconceivable that a utility would sell power to wholesale customers at a price which does not include the cost of the allowances necessary to produce that power.  MEC does not factor this revenue into its cost estimates which means MEC is overstating the need for allowances in the retail market and the related cost.  The DNR discussed this problem in its initial comments and estimates that this causes MEC’s estimate of the allowance shortfall to be high by a factor of two.

HR 2454 calls for some electric sector allowances to be held back and distributed to merchant coal plants (10 percent) and to plants with long-term fixed price contracts (4.3 percent).  The utilities have assumed a 15 percent hold back, compared to the Act's 14.3 percent, but have not justified this number.  Even with the utilities’ assumptions on the distribution of allowances to merchant coal plants and plants with long-term contracts, Mr. Schoengold calculates the impact per residential customer runs from $0.81 per month in 2012 to $1.02 per month in 2020.

MEC claims that Iowa customers will have to pay twice for compliance with HR 2454, once for GHG allowances and once for technologies which reduce GHG emissions.  However, Mr. Schoengold asserts that investment in technologies to reduce GHG emissions will reduce purchased allowances and only those GHG emissions which continue to be emitted will require the use of allowances.

Mr. Schoengold believes there are two extremes; a utility which makes no expenditures to reduce GHG emissions will have high allowance expenses but no technology expenses while a utility which invests heavily in reducing GHG emissions and eliminates much or most of these emissions will have higher technology expenses but much lower allowance expenses.  A utility which falls between these two extremes will have a mix of some allowance costs and some technology costs, but it will not, have to pay twice for the same emissions.

MEC claims that Iowa is being treated unfairly under HR 2454 because MEC renewable energy is not given credit in the allocation of allowances.  Mr. Schoengold argues that MEC's assertion does not hold up to scrutiny and that investments in renewable energy will reduce GHG and the need to purchase allowances.  The portion of the allowance allocation based on MWH sales gives Iowa a direct credit for the reductions it has already made and the MWH generated with renewable generation will earn a full share of the 50 percent of allowances allocated on a MWH basis.

MEC proposes an alternative under which states would opt out of the allowance market and put into place a state designed and administered program to achieve the same result.  Mr. Schoengold states if the state were to set a cap equivalent to HR 2454, and properly implement and enforce that cap, the reductions in Iowa would match those achieved by the cap and trade proposal.  However, Iowa utilities would lose out on the potential benefits of capturing emission reductions that could be achieved out-of-state at a lower cost than in-state reductions.

Additionally, analysts who have studied the impact of the acid rain cap and trade system concluded that it led to lower costs of meeting the cap than if plant-level, company-level, or state-level caps were used.  Mr. Shoengold also points out if domestic and international offsets were being sold in the cap and trade market, and Iowa utilities were not allowed into that market, they would not be available to the Iowa utilities.

The approach suggested by MEC should be able to achieve equivalent GHG reductions to those achievable with cap and trade; however, the cost is likely to be higher.

Workshop Comments


Transcript pp. 15-31

The Iowa utilities do not appear to have accepted the threat of global warming, given the newspaper, radio, and television ads they have run.  They do not reflect a cooperative attitude.

The economic consequences of Waxman-Markey pale in comparison to the economic consequences of inaction.  Instead of fighting this legislation, the utilities (IPL in particular) should be focusing their efforts on increasing energy efficiency.  

The cost of Waxman-Markey for a typical Iowa residential customer (1,000 kWh per month) would be 2-5 dollars per month.  MEC projects monthly costs of $14 in 2013 and $25 in 2030.  IPL projects monthly costs of $10 in 2010 and $25 in 2030.  The utilities over-estimate the costs and under-estimate the availability of allowances.  Our analysis is based on EIA’s regional-specific analyses.

Q:  Concerning your estimated Iowa residential impact of $2-$5, is this based solely on the amount for allowance shortfalls?

A:  Yes.

Q:  Do you think there will be additional costs associated with fuel-switching to natural gas or technological improvements to reduce CO2 emissions?

A:  My projections reflect that new energy needs will be met with efficiency and with renewables rather than by building more large fossil plants.

Q:  Your comments indicated that it would be inconceivable that a utility would sell power to wholesale customers at a price that does not include the cost of allowances necessary to produce that power.  The ACES bill includes some allowances to merchant generators who sell power in the wholesale market.  Do you think this would prevent utilities such as MEC and IPL from including the cost of allowances in its wholesale price?

A:  I do not think so.  Their allowances will only reflect existing sales.  They will not have sufficient allowances to capture new customers.

Q:  You state that if we accept the utilities’ assumptions concerning the distribution of allowances to merchant generators and long-term contracts, the monthly impact per residential customer would be $0.81 in 2012 to $1.02 in 2020?  How did you calculate that?

A:  The needed allowances were calculated using the utilities’ assumptions and they were priced at the EIA’s allowance cost.

Q:  Will natural gas fueled generation likely be the main compliance choice for electric utilities?

A:  Energy efficiency will probably be the first choice and (depending on where they are located) renewable energy.  Natural gas will certainly be one of the prime choices.

Q:  You state that MEC did not include the effects of additional energy conservation and renewable energy in its analysis.  How much of each should it have included?

A:  I did not do a specific analysis of the availability and the costs of energy efficiency in Iowa.

Q:  Can you explain why you did not include nuclear power in your analysis?

A:  I was under the impression that new nuclear power was not currently under consideration here.

Q:  Can you explain how you incorporated costs (capital and operating) and the costs for removing CO2 in the natural gas fueled generation in the table you provided relating to alternative technologies?

A:  Each plant has certain associated capital and operating costs and each kWh produces a certain amount of GHG emissions.  I’ve compared the difference in cost for the gas plant 

Q:  At $2 to $5 per residential customer per month, do you feel that this bill will be effective in achieving the objective of reducing carbon usage if the price signal is so mild?

A:  The cost impact on the customers themselves may not change their behavior so much, but the cost impact on the utilities should change the way they generate electricity.

Q:  Do you see a problem with the mismatched situation where the utility receives a price signal encouraging it to produce less and the signal to consumers is to consume as much as you always have?

A:  The utility will likely use that price signal as a means of promoting additional use of energy efficiency through utility-directed and run projects.  This is likely how they will achieve reduced generation and therefore reduced sales to the customer without the customer responding to a price signal.

Post Workshop Comments

ELPC argues MEC's analysis is suspect compared to their analysis, which was based on EIA data.  The EIA data included changing cost effectiveness of energy efficiency, availability of technologies for emission reduction, the need to continually reduce emissions and the working of the allowance market.

MEC claims merchant plant competition will undercut MEC on price because they will be given free allowances; however, the merchant plants only receive an allocation of free allowances based on the current, not the new, sales.  Therefore, merchant plants will have no unfair price advantage over MEC based on the free allowance allocation.

ELPC states MEC will benefit from its early investment in wind energy rather than be penalized as MEC argued.  Half of the GHG allowances are allocated based on sales so MEC will receive some free allowances for power generated by wind.  Additionally, ELPC points out that MEC would need even more allowances to cover GHG emissions from its fossil-fueled plants that would have to run to replace the energy it gets from wind.

MEC suggests that natural gas prices influence the market price for wholesale power.  ELPC has not done an analysis to determine if it is true, but believes MEC's wholesale sales would be able to make a large profit if it is.  ELPC explains that since MEC has mostly low cost coal-fired generation, operating costs are lower than that of gas fired plats making enough profit to cover the cost of allowances needed to produce the power.

MEC's arguments regarding cap and trade allowances are not consistent.  MEC claims CCS, which is not yet commercially available, is needed to meet the GHG caps but then repeatedly states MEC can and will meet the caps.  Additionally, MEC favors a command and control approach where they meet all reductions based on its own system.  However, ELPC suggest this approach may be more expensive than the current cap and trade approach of ACES.

ELPC believes MEC's preference for a stair step cap rather than annual reductions will result in greater atmospheric GHG loading, undercutting the purposes the bill.  Additionally, ELPC suggests that MEC's analysis is flawed because it does not consider the cost effectiveness of energy efficiency, which they believe will become more cost effective as the cost of GHG allowances adds to the cost of operating coal-fired generation.  Finally, MEC's suggested price collar for GHG allowances could result in the government releasing additional allowances, essentially raising the emission cap specified in the current bill.

Links to Filed Exhibits and/or Reports

Chicago Council on Global Affairs Report
Costs and Benefits of Climate Policy to Agriculture
PERI Economic Benefits Iowa Factsheet
PERI Economic Benefits Report
Pew Clean Energy Economy Iowa Factsheet
Pew Clean Energy Economy Report
Stern Review Executive Summary
Stern Review Summary of Conclusions
USGCRP Report
6.  Environmental Policy Group

Initial Comments

These thirteen entities submitted a letter referencing various reports that addressed questions 9b, 9c, and 9d regarding potential impacts on other sectors of the economy and benefits to Iowa.  A study by the US Global Change Research Program showed that climate change will impact the Midwest with hotter summers, reduced air quality, increases in winter and spring precipitation with more flooding, problems with damaging insects and weeds for crops, and threats to native species of plants and animals.

The Stern Review on Climate Change showed higher mitigation costs the longer action on climate change was delayed, rising to 20 percent of global gross domestic product.  The costs to reduce emissions to avoid the worst impacts are much less.  Another study by the Political Economy Research Institute found that investments in clean energy generate about three times more jobs than an equivalent amount of money spent on carbon-based fuels.  Iowa could see a growth of 18,000 jobs and $1.5 billion in investment revenue.  The Pew Charitable Trusts study found that the clean energy economy in Iowa grew from 6,600 jobs in 1998 to more than 7,700 in 2007, and that for the last three years Iowa ranked 11th in venture capital funding, attracting $149 million, primarily in clean energy generation.

A study by the Task Force on National Energy Policy recommended prompt enactment of climate change legislation, maximization of energy efficiency, coordination of investments, and turning climate change and energy policy to an economic advantage.  A study by Bruce Babcock at Iowa State University found that any climate change would have a much more disruptive impact on agriculture than the price of carbon in a cap and trade program.

7.  Iowa Policy Project (IPP) and Iowa Environmental Council (IEC)

Reply Comments

IPP/IEC submits comments on issues related the impact of ACES on low-income Iowans and the number of jobs affected by the act.

According to IPP/IEC, ACES holds low-income households harmless and notes that low-income Iowans are particularly vulnerable to the effects of climate change because they lack the resources needed to help them adapt.  IPP/IEC argues that low-income households spend a greater share of their income on food, water and electricity than more affluent households.

In ACES, 15 percent of the allowances must be used for energy rebates and tax credits directed to low-income households, through two existing mechanisms, payments to low-income households through their electronic benefit transfer cards or a refundable tax credit.  The electronic benefit transfer cards are already used by state agencies to deliver benefits such as food stamps and can reach households not required to file taxes whereas the refundable tax credit is targeted to people below 150 percent of the federal poverty level.  In Iowa, IPP/IEC states that 542,497 people were at this income level as of 2007 and therefore would receive this relief.  These two mechanisms would provide relief in addition to the allowances give to utilities to keep customers’ bills down.  Combined, these relief provisions mean that the poorest 20 percent of households would see an average net annual income increase of $40 in 2020, according to the CBO June 19, 2009 analysis.
IPP/IEC asserts there are better ways to provide relief to households than the utility-based approach in ACES.  In an article submitted as an attachment by IPP/IEC, The Center on Budget and Policy Priorities states that, “utility-based relief would likely increase the overall cost to the economy of reducing carbon emissions by undercutting incentives for energy conservation and energy efficiency investments.” 

IPP/IEC submitted three reports about the job opportunities that would be created in Iowa from energy efficiency and renewable energy.  The first report by the IPP was produced in conjunction with Skip Laitner, an economist with the ACEEE, showed by increasing Iowa’s energy efficiency by 1 percent annually between 2,390 and 3,130 jobs would be created by the year 2030.  Increasing efficiency by 1.5 percent annually would create between 3,411 and 4,473 jobs by 2030.

The second report submitted by IPP/IEC is an Iowa-specific analysis by ACEEE which examines job creation in Iowa from ACES, and job creation by a version that includes additional energy efficiency.  Energy efficiency policies in ACES would create over 4,000 net jobs in year 2020 and nearly 6,000 net jobs in Iowa by year 2030; however, an improved version of ACES, with expanded energy efficiency programs, would create over 6,000 new Iowa jobs in 2020 and over 9,000 jobs by year 2030.

The Center for Rural Affairs' analysis focuses on economic and job creation from a national renewable energy standard of 20 percent by 2030 and finds that Iowa would build nearly 20,000 MW of wind energy, creating over 9,000 permanent jobs and over 60,000 temporary construction jobs.  In addition, there would be economic benefits from lease payments to landowners and property tax revenue.

IPP/IEC believes action is needed to protect Iowans, particularly low-income Iowans.  Also, Iowa should seize the opportunities that increased energy efficiency and renewable energy offer.

Workshop Comments


Transcript pp. 179-192

I will comment on two issues; the relationship between low-income and climate change, and jobs.  This organization works in three areas: budget studies, environmental energy in the environment, and low-income.  We have done studies on the question of how low-income households are protected with this bill.

Low-Income:  Climate change is a reality and doing nothing is the worst thing you could do.  Doing nothing hurts low-income the most because they have limited resources to address impacts.  We are pleased this bill addresses this issue.  It does so through direct targeting of relief to low-income people, either through electronic benefit transfer cards (which already exists for those receiving food stamps) which they just add to it if more money comes in or through or the earned income tax credit which returns taxes paid by those who probably should not be paying taxes.  The best thing we have seen for this bill is it fully offsets the effect on lower income people.

We disagree with MEC's position that more money should be given back to customers through their method rather than directly.  The direct approaches (benefit transfer cards or the earned income tax credit) are proven approaches and they work, and they work throughout the country.

Jobs:  There are different estimates of the number of jobs the bill would create.  We've seen estimates ranging from 2,400 to 6,000.  Many jobs associated with wind production end up in Iowa because of the advantages we already have.  In fact the governor touts the number of jobs in wind power every chance he gets.  The Department of Economic Development talks about 2,300 jobs, maybe heading to 9,000.

Q:  Do you know of any specific studies on the potential impact on low-income customers?

A:  Not Iowa specific, but the CBO had $40.  In a letter to Senator Inhofe there is a question about differential effect in different places.  They found an RFF study, which says there is a difference, but not much.  A study by NBER said the same thing.  We can provide these in reply comments.

Q:  When you cite studies about job growth and the economic impact of energy efficiency/alternative energy, are the assumptions in the report?

A:  Yes.

Q:  One study on jobs related to energy efficiency I saw recently had a questionable assumption buried in the details.  The assumption was that that every job provided went to somebody who would have otherwise been unemployed.  Another even more astounding assumption was that half of those people would have otherwise been in prison.  The assumptions are pretty key.

A:  The assumptions obviously make an awful lot of difference.  NAM talks about a job killer.  Iowa has lost manufacturing jobs.  We gained them up through 1990 to 1999 reaching 250,000.  The latest manufacturing figure from this morning is about 199,999.  In the midst of that you have new jobs coming in the wind industry.  Yes, assumptions, yes, but there is some reality here that you can refer to.

Q; Regardless of whether you favor the bill, if given a choice do you think that allowances should be made available to merchant generators as well or just to load-serving entities?

A:  I think that it would probably be better not to, but I would also like to be friendly since I would like to agree with MEC at least once.

Q:  What is your opinion on allowing non emission-generating entities to participate in an allowances trading market? 

A:  I am uninformed on that and could not venture a guess.

Q:  Do you have any comments on the opt-out provision MEC discussed earlier?

A:  It seems to be that he believes he gets everything he wants without costing anything, but I do not know.  The Waxman-Markey bill includes the two proven mechanisms for providing targeted relief to low-income people.  Perhaps that could be expanded up the income levels as an alternative to the opt-out.

Q:  Earlier you mentioned that the bill has flaws.  Would you like to share your thoughts on that?

A:  We prefer using direct methods, rather than using the utilities as the way to make people better off from what could happen with price increase.

Q:  Would utilities be required to ensure that the benefits flow to the consumer? 

A:  Yes.  This might be done through rate structure changes.  The bill does not have a method for tracking how these benefits go back to their customers, so that is lacking.  There would be 50 different ways because each state's utility regulator would be regulating this.  So there is a lot of uncertainty, and it is just not as simple as the direct mechanisms that already exist.

Post Workshop Comments

IPP's post workshop comments centered on research conducted by the CBO which demonstrated regional differences in the price effects of ACES are not significant.  Iowa Policy Project referred to the Congressional Budget Office and REF reports on regional differences, and stated that regional variation in the price effects of ACES are not that significant because regions with larger increases in electric rates, such as the Midwest, tend to have relatively smaller increases in other goods.  The post workshop comments included two attachments, the letter from the CBO and a study by RFF.

Links to Filed Exhibits and/or Reports

ACEEE Report
Center for Rural Affairs Report
Center on Budget and Policy Priorities Report
Iowa Policy Project Report
CBO Letter
RFF Report
8.  IEC, IPP, and Natural Resources Defense Council (NRDC)

Reply Comments

IEC/IPP/NRDC reiterates the initial comments made by NRDC on behalf of Public Interest Coalition and estimates the average household, with no consumption decrease, would see a $3.30 to a $4.58 per month bill increase.  However, if house household consumption decreases, consumers would actually see a bill savings of $5.11 compared to a business-as-usual scenario.

Some parties suggest that there are two different costs of compliance – costs for allowances to be acquired and surrendered for each ton of carbon emitted, and another cost for the investment to reduce the emissions.  IEC/IPP/NRDC states that this is not true and goes on to explain the utility can either purchase allowances and offsets to cover its emissions or it can reduce its emissions through energy efficiency programs, renewable energy investments, fuel switching or other measures.

Several assert that the allowance allocation in ACES unfairly penalizes utilities that have previously invested in renewable energy.  IEC/IPP/NRDC explains the reverse is true, since an allocation of allowances partially based on output will reward those utilities who have lower emissions rates across their systems.  A change to a purely emissions-based allocation would punish entities for having invested in clean generation sources.

According to IEC/IPP/NRDC, earlier cap and trade programs, such as the CAA's ARP, used a pure emissions-based approach, and were criticized for failing to recognize the lower emissions rates achieved by utilities that have invested in low-sulfur generation.  With a pure emission based approach the highest emitter continues to get allowances, whereas a pure output based approach would give allowances according to the power generated, rewarding those with lower emission rates by awarding them more allowances per ton of emissions than would go to higher emitters.  Since the ACES legislation is a 50/50 compromise, the suggestion made by some that the output-based portion of the allowances acts as a penalty for cleaner generators misconstrues the program.

It appears that section 783(b)(4) of the ACES legislation is misunderstood.  The allowances, considered excess for some utilities, will be made available to other LDCs to help them offset consumer costs.  IEC/IPP/NRDC does not understand why IPL and MEC believe this provision would not result in a higher allocation of allowances.

Workshop Comments


Transcript pp. 42-57

Ms. Stanfield offered comments on behalf of NRDC stressing the importance of the US leading the worldwide effort in addressing climate change and enacting federal climate policy this year.  The ACES legislation is affordable and will bring economic benefits to Iowans.  It is important to act now because delaying action would mean a sharper rate of emission reductions rather than the gradual emission trajectory in the legislation.

Q:  Could you explain what a position limit is and what it's intended to do?

A:  It prevents a concentration of market power in the hands of large entities that enough money that would allow them to hoard allowances.  We will want to make sure that there is not an upward effect in the market that would drive allowance prices unnecessarily high.

Q:  Does this relate to your comment on page 26 that the current position limits in existing commodity markets may be ignored by the markets?

A:  We want to ensure the position limits are enforced and believe the current language could be strengthened to assure more stringent enforcement of position limits.

Q:  Does the $4 per month average number for Iowa in the M.J. Bradley Associates study you cited, include or exclude any of the effects of allowances that are returned to customers through low-income assistance, SEED activities or other actions funded by the sale of ACES allowances?

A:  I believe that M.J. Bradley just looked at the allowance that flows back through the LDCs and it would exclude low-income allowances.

Q:  In your initial comments you say that Iowa will get 16.3 million allowances in 2016 and other programs will receive 6.6 million allowances for low-income household assistance, 7.4 million for trade-exposed industries and 300,000 for investment in workers.  Are those allowances part of the 16.3 million?

A:  No.  The 16.3 million came from a WRI analysis that does not include the other three mentioned.  Iowa would receive 16.3 million plus 6.6 million plus 7.4 million plus some other number, which is so speculative we did not include.

Q:  Should the trading of allowances be limited to entities that have to have allowances to cover their emissions, like the utilities, and not be open to other trades immediately, but maybe phase those in?

A:  Our concerns were about creating a sub-prime market and making sure that it has the proper oversight.  We are not suggesting limiting the traders that participate.

Q:  Is the NRDC saying that the existence of a CERES precludes utilities from using these savings either as offsets or as evidence of CO2 regulation?

A:  No.  To the extent the utility invests in energy efficiency and renewables, that will have an emission-lowering effect, which will be countable in the carbon market.

Q:  Does the NRDC have a position on whether allowances should be given to merchant coal plants?

A:  We do not oppose the legislation because it gives allowances to merchant plants but it is not something we are advocating for.

Q:  AGA and NRDC released a statement saying that you are joining forces to promote coal fuel cycle measurements.  Is that sending a signal that in terms of any fuel switching that occurs, there's a preference for natural gas?

A:  Ms. Stanfield then asked whether the question was whether the NRDC prefers natural gas over efficiency and went on to say that they have been working for the last 40 years on energy efficiency.  We are not suggesting that natural gas is the best compliance strategy, but it is one.  Energy efficiency should be the first line of compliance.

Q:  Does NRDC have an official position about how rate design helps or can address some of the issues we are facing now?

A:  Yes.  Traditional rate design favors investment in big baseload plants and can punish utilities for investing in energy efficiency by creating a situation where they're not guaranteed to recover the fixed costs that were deemed adequate in the last rate case.  We have been very active in working to change that.

9.  Public Interest Coalition (13 Groups)

Initial Comments

The Public Interest Coalition supports the comments prepared by NRDC which they attached to their initial comments.

Q1a.  NRDC supports comprehensive legislation this year and believes any delay will make climate situation worse and required emission cuts will be even steeper.

Q1b.  NRDC believes the 20 percent reduction by 2020 is achievable and necessary.  The EIA Energy Outlook 2009 suggests CO2 lower (1 percent) in 2020, compared to 17 percent increase predicted in 2007 Outlook.  According to the ICCAC, Iowa could achieve significantly greater reductions in year 2020 than a 22 percent reduction from 2005 levels.

Q1c.  NRDC states that Iowa utilities and regulators have developed strong mechanisms for energy efficiency and renewable energy and Iowa’s agriculture sector can develop and export the clean biofuels and provide agricultural sequestration of carbon to gain valuable offsets.  Pursuant to Board orders from 2009, MEC will soon be achieving savings of 1.5 percent and Alliant will be achieving savings of 1.3 percent through energy efficiency.

Q1d.  The impact ACES would have on Iowa electricity consumers would be modest to potentially positive.  NRDC referred to an EPA analyses which estimates allowance prices to be $13/ton in 2015, rising to $26-$27/ton in 2030 and predict net present cost per household of $80 to $111 per year or 22 to 30 cents per day.  NRDC also references a CBO study which estimates net household cost of $175 per household in 2020, or 47 cents per day.  Another analysis by MJ Bradley Associates estimates the average Iowa household would pay an additional $4 per month, or about 13 cents per day, in 2012 for electric bills while NRDC's analysis shows an average household electricity impact of $3.32 to $4.58 per month, absent any drop in consumption.  Also, the NRDC analysis energy efficiency in 2020 estimates Iowa households would save $5.11 per month relative to business as usual.

Q1e.  ACES has defects, but is a good starting point.  NRDC refers to the testimony by David Hawkins, Director of NRDC’s climate program, to the US Senate’s Environment and Public Works Committee on July 7, 2009 for a more thorough description of the changes NRDC has recommended in the legislation.

Q2a.  Iowa LDCs will receive 26 million metric tons of free allowances in 2012, based on Iowa’s electric sales being roughly 1.19 percent of LDC electricity sales nationally and Iowa emissions being roughly 1.63 percent of national utility-based emissions.

Q2b.  NRDC estimates that Iowa utilities would emit 39 MMTCO2e of carbon in 2012.

Q2c.  NRDC based their estimate on EPA's analysis of how the generation mix in the Midwest would change under ACES and determined Iowa utility-based emissions would decline gradually between 2012 and 2020 from 39 million metric tons to 34 million metric tons.  Iowa LDCs’ free allowances will decline from 26 million metric tons in 2012-2014, to 22 million metric tons in 2020.  NRDC believes Iowa utilities would need to purchase 12-14 MMTCO2e emission credits per year.

Q2d.  Electricity generators have the option to buy allowances in the market place, obtain allowances from the LDCs, or purchase offsets.  Another option would be that the generators can reduce compliance obligation by reducing emissions, pursuing energy efficiency in residential, commercial and industrial sectors, or shifting to lower carbon generation such as wind, solar, and bioenergy resources.  NRDC suggests that the best source of detailed information about the in-state opportunities for Iowa is the final report of the ICCAC.

Q2e.  NRDC believes the likelihood that a covered entity would have to ever pay a penalty is extremely small since there are many alternative cheaper compliance options.

Q2f.  The allowance allocation system in the bill advantages Iowa customers since Iowa household electricity bills will be $5.11 less in 2020 than they would be without passage of ACES.  This does not include refunds to low-income consumers under ACES.

Q2g.  NRDC suggest that this section will makes more free allowances available to benefit customers of higher-emitting utilities and may result in further reducing energy costs for Iowa electric customers.

Q2h.  The bill treats electricity and gas utilities differently by directing one-third of the emissions allowances for natural gas LDCs to help customers make energy efficiency investments.  NRDC recommends the same requirement be included for electricity LDCs.

Q3a.  NRDC refers to an analysis by WRI in partnership with the Georgetown Climate Center which estimates that Iowa would receive about 1.3 percent of the 452 million allowances distributed to states in 2016 through the SEED program, building codes, building retrofits and adaptation allowances.  While ACES distributes allowances, the IUB may require utilities to sell the allowances and deliver the value to customers in the form of rebate checks, energy efficiency programs, or a combination of the two.

Q3b.  NRDC states that Iowa must use SEED allowances as follows:  12.5 percent to local governments for energy efficiency and renewable energy; 20 percent for energy efficiency through building codes, energy efficient manufactured homes, and building energy labeling; 20 percent for various incentives to manufacturing facilities certified by DOE to produce renewable energy technology, electricity storage systems or install renewable facilities or equipment in and on buildings in an urban environment.  The remaining 47.5 percent must be used for any of the purposes described above except retooling manufacturing facilities.

Q3c.  Programs with funding that goes directly to states and/or gas utilities will receive 19.5 percent of total available allowances, excluding allowances to electric utilities to benefit customers.  Based on the WRI analysis, Iowa is expected to receive 16.3 million allowances in 2016 for these programs, which represents about 1.5 percent of the total national allocations.  Other Iowa programs such as assistance to low-income households, assistance to trade-exposed industries, and investment in workers will receive 29 percent of allowances.

Q3d.  These programs will more than offset the costs of carbon abatement by reducing energy demand through energy efficiency, deploying low carbon energy technologies, and through direct rebates to Iowa customers.

Q3e.  NRDC estimates Iowa will receive 1.5 percent of these allowances, which is higher than Iowa’s proportion of the national population.

Q3f.  It is critical for Congress to contain costs and protect consumers by promoting investment in all cost-effective efficiency, which would require approximately 26 percent of allowances.

Q4a.  More should be done to ensure the rules do not benefit speculators over time.  NRDC listed ACES bill provisions, issues to be resolved, and then improvements that should be made:  Improvements include:  1) Oversight Enforcement; 2) Close the Loophole for Avoiding Energy Market Oversight;  and 3) Resolve Issues with respect to Over the Counter Trading.  More detail can be found on pages 23-28 of the initial comments.

Q5.  Banking credits can help prevent allowance price spikes, by creating additional reserves that will be injected into the marketplace when allowance prices begin to rise.  The large number of offsets allowed in the ACES legislation will serve to dramatically lower the carbon allowance prices.  NRDC believes offsets can play a key role in managing the transition to a low-carbon economy, but have very serious concerns about the final ACES offset provisions since poor offset quality has been a serious problem under the Kyoto Protocol.  NRDC recommends offset quality should be ensured through sound rules; otherwise, there is a risk of creating a sub-prime asset.  If offsets do not actually reduce emissions as promised, they will quickly lose public trust and support.

Q6a.  ACES legislation builds on the experience of Title IV of the CAA, which similarly set a cap on emissions and reduced the number of allowances over time.  NRDC suggests the biggest difference between the carbon cap in ACES and the ARP cap on SO2 is that the carbon cap applies nationally to a much larger universe of sources (not just electric power plants), and the carbon market will be much larger.

Q6a.  NRDC states the basic architecture of Title III of the ACES legislation is sound, due to both its similarities to the ARP, and due to the differences.

Q7a.  Iowa utilities are already planning to meet nearly 1.5 percent of electricity sales with energy efficiency, which ACES allows as a substitute for up to one quarter of the clean energy standard.  The ICCAC identified emissions reductions of 48 MMTCO2e through renewable energy.  NRDC suggests that Iowa utilities will generate both renewable energy credits and will be generating carbon emission credits that likewise can be used for compliance or sold into the carbon market.  Development of renewable energy resources will create local jobs in Iowa, and will spur rural economic development.

Q7b.  NRDC’s refers to the July 7, 2009 testimony of David Hawkins before the US Senate Environment and Public Works Committee for their views on CCS technology and its treatment in the ACES legislation.

Q7c.  A shift to PHEV could result in substantial emission reductions in Iowa and across the nation.  In 2007, NRDC and EPRI studied the GHG consequences of a shift to electric vehicles and concluded the nationwide reduction in GHG would range from 163 to 612 MMTCO2e of carbon.

Q7d.  Investment in smart grid can contribute to the carbon emission reduction goals of ACES, however, NRDC has not conducted a detailed analysis of the ACES smart grid provisions.

Q7e.  NRDC believes that substantial additional transmission investment will be needed to take full advantage of our clean, renewable resources, and that national transmission planning processes should be tailored to respond to this need, and to maximize line-loss potential, storage potential and the benefits of demand side management.  The provisions of the ACES legislation will help to advance this goal.

Q8a.  The best analysis of the impact of these provisions of the ACES legislation is from the ACEEE which shows that the combination of all of the energy efficiency programs in the ACES legislation would produce energy savings of 5.4 quadrillion Btus in 2020 and 12.3 quadrillion Btus in 2030.  The combined CO2 emission impact of this amount of savings is roughly 345 MMTCO2e in 2020.

Q8b.  ACEEE estimates for five programs (building code requirements, standards for retrofits, rebates for efficient manufactured homes, building performance labeling and lighting/appliance standards) for the year 2030, an investment of $22.23 billion to avoid $47.14 billion in energy costs, the consumers would save a net $24 billion in 2030.

Q8c.  The savings will reduce electricity that must be generated and thus the electricity generators will need to purchase fewer allowances for compliance.  Distribution utilities may be able to offer complementary building retrofit programs or training for building code enforcers which would subsequently count some of the combined building retrofit savings toward their savings targets.

Q9a.  NRDC opposes a price cap or collar because it would create the expectation that allowance price spikes would allow more emissions to bring down the cost of allowances.  NRDC suggest that a cost collar is unnecessary and that protection against price spikes can be provided using tools that keep the integrity of the cap intact.  Furthermore, the ability to bank should provide another safeguard against escalation in allowance prices, while another tool is the 2.7 billion tons of allowance reserve (from within the cap) that can be injected into the market in the event of extraordinary price spikes.  The release of allowances from the reserve is triggered in the early years when the price exceeds $28 per ton.

Q9b.  Every sector of Iowa’s economy could benefit from Waxman-Markey since it will fuel a new era of clean energy development and Iowa is poised to play a leading role.  The energy efficiency provisions allow Iowa to cut energy costs and provide the same or better quality of life and productivity among business and industry.  The Political Economy Research Institute study shows that ACES, combined with the ARRA, will create more than 18,000 jobs in Iowa.
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Ms. Stanfield offered comments on behalf of the Public Interest Coalition and NRDC.  These comments are shown above under the participant of IEC/IPP/NRDC.

10.  Mr. Veysey, Mr. Indvik, and Ms. Haase

Initial Comments

Q1a.  V-I-H supports a declining cap on GHG emissions that covers all sectors of the economy.

Q1b.  The GHG emissions limits in ACES are not aggressive enough and do not fully address the problem of dangerous interference with the climate system.  Atmospheric concentrations of GHGs cannot exceed 450 ppm, however, the caps GHG emissions in the bill from large domestic sources is half of the reduction needed.  (See figure 2 on page 5 of the initial comments.)  Iowa utilities can comply with Waxman-Markey limits through short-term methods of efficiency in buildings and consumer products, switching to natural gas, improving transmission, and encouraging small-scale residential wind, solar water heating, photovoltaic, and biomass.  Long-term reductions can include large-scale wind, large-scale photovoltaic and solar thermal, smart grid, storage capacity, hydroelectricity, geothermal heating, conservation measures, and incentives for customers to change behavior with regards to energy usage.

Q1c.  Iowa utilities should use technologies displayed in Figure 3 on page 7 of the initial comments.  The graph shows the most cost-effective methods on the left side and the least cost-effective methods on the right side.

Q1d.  V-I-H discusses four studies of Waxman-Markey from EIA, EPA, CBO and Nate Silver of fivethirtyeight.com in detail on pages 8-13 of their initial comments.  If the price of allowances were $15, and the cost of all Iowa’s emissions were evenly distributed among its 1.2 million households, the yearly cost would be $974 per household which is relatively low compared to Iowa’s median annual household income of $48,000.  However, V-I-H acknowledges it is a gross oversimplification of the actual costs.  V-I-H estimates costs to households will be lowered by free allowances, some costs will be incurred by electricity generators, industry, and government; consumer device efficiency and building efficiency; carbon intensity of electricity will decrease; and foreign or domestic offsets.

Q1e.  The declining cap on emissions should be more stringent to limit global temperature rise to 2 degrees Celsius.  V-I-H suggests the allowance trading market should auction permits with no free allowances with the profits from sale of allowances rebated directly to consumers to ensure the most effective cost containment.  V-I-H believes the best legislation would provide the greatest incentive for decoupling electricity generation from carbon emissions, while rewarding consumers for using electricity more efficiently.  The current version of the Waxman-Markey bill is a decent start to addressing climate change.
Q2a.  The estimated allowances MEC and IPL will receive are 10,500,000 and 7,800,000 metric tons CO2 equivalent, respectively.

Q2b.  The estimated CO2 emission in 2012 for MEC is 15,900,000 metric tons CO2 equivalent while it is 11,300,000 metric tons CO2 equivalent for IPL.  V-I-H estimates for the State of Iowa’s entire electricity sector it will be 40,075,046 metric tons CO2 equivalent

Q2c.  V-I-H believes allowances have been over-allocated based upon the flawed projected emissions estimates and refers to the EPA study for business-as-usual projections of emissions.

Q2d.  Iowa utilities will comply by reducing emissions through increased efficiency, fuel switching, and increased production wind and solar projects.  On the other hand, V-I-H notes that if Iowa utilities choose not to engage in emissions abatement measures; they will most likely require more allowances than are freely allocated and will purchase additional rights to pollute on the allowance market or the domestic or international offset market.

Q2e.  Section 723 of the bill is very clear about penalties for violating the emissions restrictions with excess emissions penalized with a fine equal to twice the market value of the same number of emissions allowances.

Q2f.  The allowance allocation currently in ACES, helps Iowa utilities but disadvantages consumers.  Iowa’s utilities have an advantage because 50 percent of allowances will be allocated based upon historic emissions, thus negating an important incentive for switching to low-carbon sources of energy.  Allowances should be based on per capita or by retail sales since allowances based on historic emissions is the least efficient and will delay Iowa utilities in switching to low-carbon forms of energy.  In the long-term, allocating based upon historic emissions will not provide a net advantage to Iowa customers although they may experience slightly lower electricity prices, the health risks associated with fossil fuel combustion and the myriad effects of climate change will be outweigh the lower prices.  V-I-H suggests it would also mean lowered demand for clean energy technology within the state of Iowa, which would hurt consumers due to decreased employment opportunities in the clean power sector.
Q2g.  This part of the bill is a detriment to utilities that have very low GHG emissions since the EPA will freely allocate more allowances to high GHG emitting utilities.  V-I-H believes the provision is a disadvantage to regions with high amounts of hydroelectricity and other clean energy sources already in place, and an advantage to regions with coal-intensive energy sectors.  In the long-term, the section will also be detrimental to regions with high potential for increased production of low-carbon energy since they will have less of an incentive to develop that potential because this provision decreases demand for allowances from high-carbon utilities.

Q2h.  Allowance allocation should be based on number of customers served with the profits from the allowance auctioning system rebated directly to customers.  The allowance allocation system needs to ensure that incentives for decoupling GHG emissions from electricity production are applied to their maximum logical extent.

Q3a.  On pages 17 and 18 of V-I-H's initial comments Figures 13 and 14 gives detailed information on allowance allocations and permitted uses for SEED allowances.

Q3f.  V-I-H believes fewer allowances should be allocated to LDCs and merchant coal generators while more allowances should be allocated for the purposes of SEED.  The SEED funds should also be made available for the deployment of electric vehicle charging stations in public facilities to complement other provisions of the legislation that encourage the electrification of the US vehicle fleet.

Q4a.  V-I-H provides a discussion of utility costs and the price of carbon.  V-I-H refers to The US Global Change Research Program, which predicts big changes in temperature and rainfall patterns with each ton of emissions making Iowa's climate hotter and drier, reducing agricultural productivity, and destroying ecosystems.  Therefore, V-I-H argues each ton of emissions has a hidden cost that is not factored into the decisions about what to produce and consume.  The prices of carbon-intensive goods and services have reached an artificial equilibrium and reflect only a portion of their net social costs.  The Waxman-Markey bill is designed to help correct this market failure.

Q4b.  Studies by the EPA, CBO and EIA are the most comprehensive, unbiased, and detailed estimates available with the studies from EIA and EPA providing alternative scenarios including factors such as the availability of international offsets and the viability of energy technologies.  Each study represents a “middle of the road” estimate of allowance prices and taken together accurately represent the range of likely prices.  Figures 16 and 17 on pages 20 and 21 of V-I-H's initial comments summarize the allowance price projections from these three agencies.

Q4c.  The current version of the bill allows any individual, business, or organization to participate in the market which may cause volatility and increase allowance prices slightly as allowances are retired or held.  V-I-H believes this free market will provide liquidity, whereas in a closed market it may be difficult or impossible to trade allowances in the short-term.  In a large and open market, allowances can be readily exchanged for cash or traded with a large number of potential buyers and sellers.  The bill designates the CFTC to regulate the allowance market, which is a 35-year-old organization that specializes in "encouraging…competitiveness and efficiency" and "protecting market participants against fraud, manipulation, and abusive trading practices."

Q4d.  V-I-H suggests the emissions cap be tightened to better reflect the economic costs that will be imposed on our economy by the intensifying effects of climate change.  This would generate higher allowance prices which would impose a larger short-term burden on economic activity but would result in a long-term net gain due the benefits of avoiding climate change and transitioning to a clean energy economy.  V-I-H also recommends regulatory oversight of international offsets should be more stringent.  While this could produce higher offset prices, it would also help reduce volatility and improve investor confidence in a critical part of the allowance market.  Additionally, stringent regulation would ensure that offsets have real and lasting value and that they consistently produce actual emissions reductions.  The current version of the bill accomplishes important environmental and economic objectives while protecting businesses and consumers from precarious allowance prices.

Q6a.  In spite of some differences, the two cap-and-trade systems are very similar.  They both employ a declining cap under which covered entities receive allowances through auction or free allocation; allow unused allowances to be banked for future use or traded on the open market; have a reserve of allowances administered by the EPA.  V-I-H acknowledges that Waxman-Markey allows compliance to be satisfied through the use of offsets or by borrowing future credits and that there are other small differences between the two cap-and-trade systems.

Q6b.  Since the CAA program was immensely successful, the high degree of similarity between the two programs bodes well for Waxman-Markey.  During the first phase of the ARP, emissions were reduced further, faster, and more cheaply than expected and the program has achieved nearly 100 percent compliance while reducing emissions 22 percent below mandated levels in the first phase.  Furthermore, under the ARP, allowance prices have reached only $100-$200 instead of the expected $650-$850, and the annual cost of the program has been only 20-30 percent of original projections.  V-I-H asserts when given the right incentives, covered entities can and will find ways of cutting emissions without a detriment to their business and that cap-and-trade offers a market-based approach that can protect the environment while sparking ingenuity and advancement in the private sector.

Q7b.  CCS is not ready for commercialization and the IPCC estimates the technology will not be commercially viable until around 2030.  The National Energy Technology Laboratory plans to initiate large-scale field testing of different capture methods by 2018.  V-I-H notes there are CCS projects that sequester 1 million tons/year, but the average coal plant produces 4 million tons/year.  Current CCS technology is expensive and would add 70-100 percent to the cost of electricity for pulverized coal plants.  Adding CCS technology to IGCC plants would be less expensive, but would still increase the cost of electricity by 30 percent.  It is estimated that existing CCS technology would raise the cost by 2.5 to 4 cents per kWh and 30-40 percent more energy is needed to power the CCS technology.

Q9a.  V-I-H recommends the cap-and-trade legislation not include price limitations because it would be inefficient and disadvantageous.  Once a carbon cap is established, the market will decide allowances costs.  The more expensive an allowance is, the more incentive to shift resources away from carbon-intensive activities.  More expensive allowances also impose higher costs on businesses and consumers in the short-term.  V-I-H believes there is an optimal allowance price at which the net benefit is maximized and the net cost is minimized and the free allowance market is the most effective way to determine this price.  A price cap would reduce the stimulative and the value of US allowances worldwide.  Additionally, under a cap-and-trade system, efficiency pays but a price cap would reduce the incentive for firms to become more efficient.  A price cap would also reduce the job creation potential of the bill.

Q9c.  If ACES were made law the damaging effects of climate change would be lessened when compared with business-as-usual scenarios.  The US Global Change Research Program predicts under a high emissions scenario, states in the Midwest will have temperature and rainfall patterns similar to Texas by the mid to late 21st Century whereas Waxman-Markey will help Iowa’s farmers avoid this potentially devastating change and will also help them profit by selling GHG offsets generated with low-carbon farming methods.  V-I-H believes Iowa will benefit from the expansion of solar power, energy efficiency, and wind power.  Under Waxman-Markey, Iowans will send less of their money out of state and overseas to buy fossil fuels and spend more money on abundant renewable energies available in-state.
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I represent a group of college students and bring a unique perspective to this forum.  We’re old enough to understand the challenges of climate change and the opportunities of clean energy from a policy perspective, and young enough to feel the full effects of these policies as they play out into the future.

Three reliable studies have emerged from the extensive discussions concerning cost estimates of this bill.  They are studies from the EPA, the CBO and the EIA.  All three put the annual cost to households at well under a dollar per day.  The cost of action will be small but the economic, social, and environmental costs of inaction could be enormous.  The US Global Climate research Program projects that under a high emission scenario Iowa climate could resemble that of northern Texas by 2050.

Waxman-Markey also offers a number of benefits that Iowa could tap into.  Putting a price on carbon will encourage broad-scale investment in energy research, manufacturing, installation, and transmission infrastructure that simple subsidies cannot match.

Iowa has three currently unique and underutilized resources:  legendary soil, mighty winds, and some of the most hardworking and intelligent people in the country.  Farmers face decreasing yields due to climate change, the truth growth potential for wind has yet to be realized; and the best minds are draining out of the state in search of cutting-edge careers elsewhere.

I’m here to encourage you to stay focused on the big picture.  As a regulatory body, you help determine my generation’s future.  With the right incentives, the challenges discussed above could be addressed.  It has never been the spirit on this state to forgo long-term opportunity for short-term costs, especially when those costs are as low as those in Waxman-Markey.

Q:  Could you explain your concerns about the international offsets and what you might see as flaws in the system contained in the Waxman-Markey bill?

A:  International offsets will have a significant impact on carbon markets as they develop.  I think the estimate is that there could be a sixty percent price fluctuation if international offsets are constrained.  Clearly they are a very important aspect of the market and everyone wants to ensure that they function fluidly and effectively.

Q:  You indicated that the profits from the sale of allowances should be directly rebated to consumers.  How do you see that working?

A:  It could be done through a monthly adjustment clause or tax rebates or credits.

11.  International Brotherhood of Electrical Workers (IBEW) - Iowa State Conference and Iowa Utility Workers Conference

Initial Comments

While the IBEW supports a comprehensive energy bill that promotes renewable energy, energy efficiency, transmission, and reductions in GHG emissions, it believes Waxman-Markey imposes unnecessary costs on consumers.  IBEW notes that although Iowa utilities have been a leader in renewable energy, the bill penalizes the leaders and rewards those utilities that have not taken the initiative to address environmental concerns.

The act's emission allowance formula is based partly on electricity sales and not just on emissions.  As a result, customers of utilities with a high percentage of coal-based generation will have to pay higher electricity bills than they would have to pay if the formula were based solely on emissions.  IBEW asserts that customers of some utilities are being subsidized at the expense of customers of other utilities, particularly hurting Iowa and other Midwest customers.  The IBEW argues that Iowa customers will have to pay twice, once for the cost of allowances and again for the costs of the new measures and replacement generation to reduce GHG.

The IBEW is also concerned that passage of Waxman-Markey will result in job losses; with some estimates indicating that more than 140 Midwestern power plants could potentially close.  Renewable energy creates short-term jobs, but not long-term jobs like coal facilities.  Also, renewable energy cannot satisfy all necessary power needs and the current transmission system cannot support a large expansion of wind energy.  The bill's success is dependent of development of new technologies that may not be commercially viable for years.

12.  Interstate Power & Light Company (IPL)

Initial Comments

Q1a.  IPL would support a declining cap if the targets and timelines would:  match targets and timelines with the deployment of cost effective CCS, or other low-or-zero emitting technologies; avoid steep emission reductions in early years as to reduce fuel switching from coal to natural gas; and provide entities which receive allowances with sufficient time to understand how cap-and-trade will work and secure the investment capital needed to slow, stop, or reduce emissions to meet the targets.

Q1b.  The timing and magnitude of the initial and subsequent limits are aggressive but under the proposed cap-and-trade program, IPL would not be required to meet the GHG emission limit directly.  IPL could meet the emission limits either by reducing GHG, purchasing emission offsets, purchasing additional allowances or a combination of these.

Q1c.  According to IPL, the programs, resources and technologies include:  energy efficiency; renewable energy supply sources; lower or zero carbon-emissions new generation (natural gas combined cycle, nuclear, coal with CCS); or fleet re-dispatch with increased use of existing natural-gas and decreased use of coal-fired generating units.  Based upon macro-economic modeling of this bill, emission offsets will likely significantly contribute to meeting required emissions limits.  To meet short-term limits, IPL will most likely use increased energy efficiency and renewable energy, greater use of natural-gas fired generation (new and existing) and emission offsets will most likely be used by IPL to meet required emissions limits.

Q1d.  The estimated cost of CO2 allowances varies widely – from $25 to $80 per ton.  IPL assumes for planning purposes an allowance will be $25 per metric ton (2013), increasing at four percent per year and reaching $50 per metric ton in 2030.  In 2013, IPL would expect to see the price of energy increase by approximately 1 cent per kilowatt-hour with CO2 regulation over a scenario with no CO2 regulation.  By 2030, this increase would be expected to be roughly 2.5 cents per kilowatt-hour.  For more detailed information, see Table 1 on page 11 of PL's initial comments.

Q1e.  It is unlikely that federal agencies will have the many new regulations proposed and finalized by 2012, when the goal of ACES is to have a three percent reduction in GHGs.  Entities will need time to review, understand, and implement the regulations.  Appendix A, from the US Chamber of Commerce, illustrates the number of new mandates and regulations that must be promulgated.  IPL suggests that Congress consider lowering the targets, and include a “trigger” to raise them if developing countries agree to similar requirements within three years of the final bill’s enactment.  This could help minimize the competitive disadvantages some of IPL’s larger customers could face from this program and encourage developing countries to enter into binding commitments.

Q2a.  After incorporating the methods for distributing and allocating allowances included in ACES, IPL expects to receive approximately 8.4 million metric tons of allowances in 2012.

Q2b.  IPL estimates that its 2012 emissions exposure is approximately 13.7 million metric tons and allowance allocation, estimated at 8.4 million metric tons in 2012, will cover approximately 61 percent of its emissions exposure in that year.

Q2c.  Table 2 on page 13 of IPL's initial comments provides an estimate of IPL allowance allocation and exposure based upon IPL's internal analysis.  For the purposes of this analysis, IPL assumed that emissions from existing covered sources remain unchanged and power purchased from other suppliers using the wholesale bulk power market increases by approximately 10 percent per year.

Q2e.  The excess emissions penalty is a financial penalty equal to the product of the metric tons of emissions for which the covered entity failed to demonstrate 

compliance and twice the auction clearing price for the earliest vintage year emission allowances from the last allowance auction carried out before the deadline.

Q2f.  The proposed system disadvantages IPL’s customers.  By allocating allowances based upon retail sales and CO2 emissions rather than just upon CO2 emissions, the system penalizes IPL for larger CO2 emissions per retail electric sales due to its fleet of predominantly coal-fired generating units.  IPL estimates that it would receive roughly two million metric tons more of allowances in 2013 if allowances are allocated based upon CO2 emissions and that by 2030; IPL customers will have incurred more than $250 million in additional costs (assuming a price of $25 per ton).

Q2g.  The provision will not prevent some LDCs from receiving more allowances than they need.  IPL believes there are several problems with the language in this section such as:  it will be impossible for any LDC to precisely calculate the increased costs that are due to the enactment of the bill; the number of allowances that might be recycled back into the pool will be difficult to predict; it would still be possible for some LDCs to receive allowances that offset 100 percent of their costs while most covered entities in Iowa would face significant allowance shortfalls every year of the program; and if an LDC appears to receive windfall allowances, it will likely be able to argue that it does in fact need the excess allowances to meet increased costs relative to “business-as-usual.”

Q2h.  The allowances should be distributed to LDCs to help defray compliance costs incurred LDCs that generate a high percentage of electricity from fossil fuels.  Most Iowa LDCs and their customers will be disadvantaged by this allowance allocation formula as would other small-to-mid-sized LDCs throughout the Midwest that predominately rely on fossil fuels.  IPL suggests that Congress minimize the cap-and-trade program costs to end-use customers and achieve actual emission reductions by following the same allowance allocation approach used to address the problem of acid rain where state regulators ensured that LDCs use the value of the allocated allowances to minimize compliance costs to electric LDC customers.  Purchasing fewer allowances keeps more money in Iowa.

Q3a.  IPL’s primary focus is on allowances to natural gas LDCs, which in total are only nine percent of the total allowances, compared to 12 percent of GHG.  IPL believes that most Iowa natural gas LDCs will experience a shortfall of allowances at the onset of the new program in 2016, but there is time for the LDCs to develop compliance plans.  Natural gas LDCs must, however, spend one-third of the value of their allowances annually on energy efficiency creating, in essence, a total shortfall in allowances of 50 percent.  Additionally, allowances are also quickly phased-out from 2025 to 2030, making the shortfall even more severe in the later years of the program.  All allowances to LDCs should benefit customers, but IPL believes mandating energy efficiency for its customers is unnecessary since the LDC emissions cap already encourages these energy efficiency investments.  Some state regulators may prefer that natural gas LDCs provide their customers with more direct rate relief, such as a rebate, especially if robust and successful programs already exist as they do at IPL.
Q3b.  It appears the SEED accounts help states consolidate and distribute allowances, but are also a strong financial incentive to comply with the mandatory and voluntary provisions in the bill at the state and retail levels.  The SEED accounts will make it easier for the federal government to review how a state manages the value of allowances and achieves the various goals outlined in ACES, such as increasing commercial building efficiency standards and investing in different renewable energy projects.  IPL notes that states will be subject to various restrictions with 47.5 percent of allowances to be used exclusively for end-use energy efficiency, smart grid development, and the non-federal share of support for surface transportation capital projects.  The US EPA is to promulgate regulations within one year of the bill’s enactment.

Q3c.  IPL believes it is almost impossible to estimate how many allowances from other sections of the bill will ultimately benefit Iowa until all the federal and state regulations are in place.

Q3d.  State SEED funds could help energy efficiency and other initiatives across the country as identified in the response to question Q3b.  Assuming an allowance price of $30 per metric ton, IPL estimates the total SEED funds would exceed $10 billion per year by 2016 – in addition to roughly $5 billion per year from the natural gas LDC mandate for energy efficiency funding.  States slower to invest in energy efficiency and smart grid will benefit more from new funds than early adopters.  It is also possible that allowances distributed to states for energy efficiency and renewable projects could provide utilities with grants or loans to help make investments to reduce their emissions to the cap (or below) if challenges to secure adequate financing in the capital markets persists.

Q3e.  IPL believes the Senate should direct the EIA, CBO, or the appropriate federal agency to undertake one or more comprehensive studies before a final bill is signed into law so that lawmakers, consumers, and covered entities have a better understanding about what impact the bill will have on their individual states and local economies.

Q3f.  Congress should allocate more than nine percent of emission allowances to natural gas LDCs or remove the energy efficiency funding mandate if a utility or state can show that it has already implemented effective energy efficiency programs for the benefit of its customers.  This would provide more direct relief to end-use customers and would also support early adopters that have shown they can achieve significant energy savings without a restrictive federal mandate.

Q4a.  The support of big banks and financial institutions to help develop a CO2 allowance trading market focuses on using the allowance market to generate profits.  While some compare the ARP to ACES, IPL notes that there are few similarities other than using a cap-and-trade approach.  Specifically, the volume of SO2 emissions, the number of covered entities and the amount of allowances created and allocated in the ARP would be significantly less than what each of these would be under the proposed CO2 cap-and-trade program.  Since a CFTC commissioner recently stated that the $2 trillion CO2 market will become the biggest commodity market in the world within five years – dwarfing most other commodity markets, IPL is concerned that small and mid-sized utilities could be forced to compete against big banks and financial institutions in the carbon markets for allowances as well as offsets which could significantly increase the cost volatility to IPL’s customers.

Q4b.  A table of forecasted allowance prices is found on page 27 of IPL's initial comments shows results from the CBO and the EPA.  Prices range from $13 to $19 in 2015 up to $70 in 2050.

Q4c.  ACES does not preclude entities other than utilities with compliance obligations from participating in the market and IPL believes there will be parties with various interests that will participate in GHG emissions allowance and offset markets.  It will be critical that meaningful market oversight minimizes the drawbacks while preserving the benefits of broader participation in the market by entities without compliance obligations.

Q4d.  The most effective way to prevent allowance market speculation would be to restrict who can buy and sell allowances in the market to include only covered entities.  To ensure that covered entities cannot manipulate the market themselves, IPL believes Congress should limit how many allowances entities can purchase above their expected compliance obligations.  These protections would ensure that the market provides a credible method for utilities and others to make cost effective emission reductions while reducing the ability of speculators to manipulate market volatility for financial gain.

Q5a.  Offsets will provide them with an alternative means of compliance that may be more cost effective, especially in the short-term, than reducing CO2 emissions from its generating units.  The flexibility associated with allowance banking and borrowing will provide IPL with the ability to manage the timing of longer term investments.

Q6a.  The ARP cap-and-trade system was enacted to reduce annual SO2 emissions from coal-fired generating units by 10 million tons or by 50 percent while the ACES bill seeks to reduce GHG emissions by 83 percent beginning in 2012 with full reductions by 2050.  IPL states that roughly 75 percent of the US SO2 emissions come from utilities but only 40 percent of US GHG emissions come from the utility sector.  GHG emissions are unique because they are naturally sequestered, which may be enhanced through changes to agricultural, forestry and other land-use practices.  Using offsets increase the cap on the emissions but maintain the environmental benefits provided by the cap-and-trade system.  IPL suggests the ACES system uses more auctioning and distributes allowances to parties other than emitters.  Finally, IPL notes that unlike SO2 and NOx emissions controls, commercially available post-combustion control technologies to capture and sequester CO2 emissions from existing fossil-fuel fired power plants do not currently exist.
Q6b.  IPL believes that because of the significant differences regarding the context of the problem that the two cap-and-trade systems are expected to solve, the relevance of the outcomes and lessons learned from the cap-and-trade systems deployed in the ARP as well as other cap-and-trade systems used in the US should be sufficiently questioned and examined.  Some of the outcomes and lessons learned from these programs are not entirely irrelevant and should be leveraged in shaping an ACES cap-and-trade.  However, IPL states they should also not be regarded as directly transferable to a GHG emission cap-and-trade system without proper scrutiny and examination.

Q7a.  IPL estimates, that under ACES, it would have to add an additional 600 MW of wind, in addition to the authorized facilities, between now and 2025.  Renewable generation sources other than wind could be considered to meet this obligation.  If a utility were to consider a payment in lieu of achieving the targets outlined in ACES, it would have to consider the economics of doing so.

Q7b.  No.  CCS is not ready for commercialization at this time since the industry is still in the research and development phase of developing the technology.  EPRI, which IPL supports through its membership, is leading the way in this area with the public/private partnership FutureGen but it is difficult to calculate operating costs of CCS costs.  Capital costs for a CCS retrofit of existing coal-fired generating plants are approximately $1,600 per kilowatt of generating capacity based on Appendix 3.E of the 2007 MIT Study, The Future of Coal.  According to page 45 of the US DOE's Carbon Sequestration Atlas of the United States, Iowa has an advantage because of its prolific deep unrecoverable coal seams.

Q7c.  On pages 38-41 of IPL's initial comments, its provides many facts and numbers.  IPL concludes that based upon current estimates of penetration rates, it appears unlikely that substantial reductions in CO2 will occur in Iowa as a result of PHEVs.  On a most optimistic basis the CO2 savings could be as high as 4.2 million metric tons, on a most pessimistic basis, as low as 0.5 million metric tons.  The ultimate savings will depend on the acceptance rate of Iowans to PHEVs, the specifics of the PHEV technology, the CO2 footprint of the energy resources utilized for battery charging, the times that charging occurs, the driving patterns of Iowans and a number of other factors.

Q7d.  IPL provides a description of the Wisconsin Power & Light (WPL) Smart Grid project, but does not have an estimate of impacts or costs for savings.  Phase II of WPL’s Smart Grid Distribution Automation Program is to implement a Volt/VAR management system to reduce energy losses and overall supply requirements.  An integrated Volt/VAR optimization program will allow a utility to better support dynamic renewable sources of supply, but like most other distribution systems, IPL’s system was not designed to support dynamic sources of supply whose capabilities are tied to availability and variability of wind or solar energy.  Effective monitoring will allow a utility to better handle these renewable, yet variable sources of supply.

Q7e.  IPL's initial comments (pages 44-47) includes a description of the complex UMTDI process now underway, but reaches the following conclusion about ACES.  While IPL supports the concept of planning standards, it is unclear how FERC review and recommendations fit into the current RTO planning process.  If the FERC builds upon, streamlines, improves that framework, and insures continuity of planning coordination across various RTOs, it is an important and meaningful role.  However, if the role of FERC is simply one of an additional approval authority, IPL is concerned that this adds unnecessary complexity and bureaucracy to an already complex issue.  IPL supports the concept of regional transmission planning and entities such as ITC Midwest LLC and ATC who are focused on regional transmission planning and construction.

Q8a.  ACES' impact to reduce CO2 emissions will depend on many estimates, such as:  the amount of energy saved by energy efficiency actions; the amount of energy that would have been saved if ACES did not happen; the timing of when the net energy savings would have occurred during the year; the generation fuel type not used due to the net energy savings; and the CO2 emissions avoided by the generation fuel not used.  IPL has not calculated the amount of emissions reductions that will be achieved by these provisions.

Q8b.  The direct cost of ACES includes the investments in facilities to implement the net energy savings that are directly attributable to ACES and the administrative costs of the activities to effectuate ACES provisions related to building code requirements, rebates, equipment labeling and so on.  IPL has not calculated the direct costs of these programs.

Q8c.  The CO2 savings from these reductions should be credited to the utilities because their customers are making the investment in CO2 emissions reductions and therefore should receive the benefit.

Q9a.  IPL provides extensive examples of price manipulation scenarios on pages 49-52 of its initial comments and draws the following conclusions.  Congress should consider adding a price collar or price cap so that the utility’s short-term compliance cost does not dramatically increase due to reasons outside a utility’s control or due to the impact of excessive market volatility.  If Congress chooses to include a price collar, it should consider creating a narrow band in the earlier years of the program and gradually widen it over time to help limit the likelihood of volatility in the early years of this program.  IPL notes that it is important to remember that simply setting a collar is just the first step and Congress should also complement this safeguard mechanism with other policies which IPL lists on pages 50-51 of its initial comments.

Q9b.  ACES will have an impact on almost every sector of Iowa’s economy and any sector of Iowa’s economy that uses electricity or natural gas will feel the impacts of this bill through increased electricity or natural gas future costs.  Other covered entities in Iowa may also experience cost pressures from GHG reduction compliance under ACES, in addition to increased energy costs.

Q9c.  IPL suggests several benefits of ACES for Iowa.  First, the national RES should encourage other developers to look to Iowa for wind energy.  Secondly, since the definition of types of biomass fuel that are eligible to meet the RES was improved, that could help develop Iowa’s emerging bio-economy.  IPL is optimistic that the final bill will encourage a greater number of offsets to come from domestic locations, especially Iowa, rather than from overseas.  ACES contains new energy efficiency incentives and standards, which should complement Iowa’s top-rated state energy efficiency program.

Q9d.  IPL provides an extended critique of the CBO economic analysis on pages 55-60 of its initial comments.  According to IPL, the CBO analysis concluded that, by 2020, cap-and-trade would cost the average household approximately $175 annually.  However, CBO’s $175 annual cost estimate may need to be adjusted to include factors that impact program cost to Iowans.  Besides the added costs of buying allowances to make up for the shortfall below the cap, CBO, IPL, and most other covered utilities have not yet modeled many of the other compliance costs that may result from ACES.  The complexity of the bill and the large number of variables that impact cost make the provisions of the bill difficult to accurately model.  IPL provided a list of other potential costs on page 57 of its initial comments.

Workshop Comments


Transcript pp. 59-81

We are not here to advocate one position versus another, but to provide information based on our analysis of the situation.

Neither IPL nor Alliant has sponsored any advertisements related to the current bill.  By the end of this year we are optimistic that we'll have our ($450 million) Whispering Willow wind farm in service.  We are also talking about the possibility of installing AMIs and enabling technology.  We are taking steps to prepare for the future.

We continue to support strong RPS, energy efficiency, and investments in clean technology.  We believe provisions like the offsets provide opportunities for Iowans and so we support many of those.  Our efforts in Congress have focused on what we can do to try and mitigate those effects, and especially mitigate regional disparate effects.

We believe there are provisions that would be more harmful to the Midwest than other parts of the country, specifically the formula for allocating allowances.  It disadvantages Iowans and we continue to work with our delegation in Congress to try and improve that formula.

We're also focusing on cost-containment measures as a way to mitigate costs and advocate a cost collar with an allowance floor to send appropriate price signals and a ceiling price to protect consumers.

Q:  You provided estimates of percentage increases in customers' bills that did not include increased renewables, energy efficiency, additional transmission to support renewables.  Now do you have estimates available that include those?

A:  We have looked at this internally but they are not ready to provide those.  Perhaps in reply comments.

Q:  Do you think utilities would sell power to wholesale customers at a price that does not include the cost of allowances necessary to produce that power?

A:  It will depend on the price the market is able to bear and on the balance of market power between the buyer and seller.

Q:  What specific suggestions regarding tax provisions do you believe should be included in a climate change bill?

A:  Our tax people are not here so we will provide that later.

Q:  The IPL and MEC cost impact estimates have been criticized for not reflecting the drop in customer usage from energy efficiency or the reduction in carbon related to increases in renewables and natural gas.  How do you respond to that?

A:  We do include impacts of energy as part of load forecasting, as part of resource planning, and as part of our bill analysis.  Use of additional renewables will reduce the impacts of carbon.

Q:  The CBO estimates that the poorest 20 percent of households would see an average net annual income increase of $40 in 2020.  Has IPL prepared an analysis of this with regard to its low-income customers?

A:  Not that we're aware of.

Q:  What is IPL's view of the future natural gas supply situation given that there may be large-scale substitution of natural gas-fired generation to reduce CO2?

A:  We believe the price will continue to be volatile.

Q:  IPL objects to a requirement that LDCs spend one-third of the allowance value on natural gas end-use efficiency.  If this is not required and other states direct their LDCs to return the value of all allowances to their customers, will these customers then just continue to use natural gas inefficiently in other states?

A:  We do not so much object to the use of the value of some of the allowances on energy efficiency as much as we object to a mandated one-size-fits-all solution to what to do.  There are ways a rebate could be fashioned to return the value of the allowances to customers yet if it were structured on the margin customers could also the impact of the value of the carbon content of the fuel they are consuming in the rate structure.

Q:  IPL objects to the potential manipulation of the allowance market by speculators with no need to hold allowances to cover GHG emissions.  Would restrictions on participating entities make it impossible for brokers to help facilitate trades, which it appears now occurs in the SO2 allowance market?

A:  I believe our main concern there is the balance of having liquidity in the market that is needed for price discovery as opposed to having excessive speculation.  Some project this to be a $2 trillion market – the largest commodity market in the world.

Q:  Some believe that increased energy efficiency could produce substantial reductions in utility GHG.  IPL's current energy efficiency plan projects a goal of saving 1.3 percent of electric megawatt-hour sales by 2013.  Do you believe more than that is feasible?

A:  I believe it certainly is.  It is a question of cost versus benefits.

Q:  Why is a price collar on allowances important and what is the potential of that sort of restriction on market participants?

A:  Price collars would not necessarily restrict market participants.  The investments that are required to reduce carbon are long-term in nature and will require significant capital investment – which will have to be financed.  Having a 

floor will help give an assurance of a minimum amount of revenue that will come from a project.  A cap will provide some price certainty to the customers who ultimately have to pay for the cost of carbon.

Q:  I understand you were focusing on improving the formula for allowance allocations for Iowa.  Do you have a position on whether or not the electric sector overall is disadvantaged, or are you focusing mostly on what to do with the electric sector allocation?

A:  We have focused primarily on the 50/50 formula for the distribution in the electric sector.

Q:  Do you have an approximate cost implication if the free allowances are taxable?  Also, do you have any ideas of what more could be done to strengthen to protections against windfall profits, or are you comfortable with the existing language?

A:  IPL could not provide a dollar answer.

Q: Also, do you have any ideas of what more could be done to strengthen to protections against windfall profits, or are you comfortable with the existing language?

A:  We are not comfortable with the existing language and are struggling to come up with an alternative.  The newly added language is not clear or perhaps even enforceable in terms of how you would measure whether somebody actually needs the allowance to cover emissions or not.  Ultimately, no one should get allowances for anything more than the emissions they have.  

Q:  If the amount of allowances are finite and the demand for them is created by the cap, if the demand for the allowances do not change, the need for the allowances do not change and the price cannot rise to match that, what do you see as the result?  If the intent of the bill is for the price of the allowances to roughly march the price of the technology to meet the cap, and one is allowed to increase and the other is not, how do you see that affecting the ability of the market to function?

A:  The price collar would still be sufficient, although there is debate as to where you set the collar.  Over time a cap (to prevent volatility) would probably stay high for a long time, but would prevent wild swings and mixed signals to investors or developers.  This is why the floor is important as well.

Q:  What I am more concerned about is what happens to utilities who need to have a relatively high marginal cost of meeting their cap at that particular time, and because the price for allowance is held artificially low, other utilities that do not have as high a marginal cost of reaching the cap would still find the allowances a cost-effective solution.  Whereas they might not if the cost of allowances was allowed to rise to the market level, possibly making it difficult for companies that really need them to be able to buy enough allowances.

A:  That is one of the potential dilemmas here.  If you could not buy allowances or the cost was too high the alternative is to fuel switch, build more renewables, or utilize purchased power markets.  One of the dilemmas is that there is nothing out there that really sets a market price in terms of technology that says, "Here's my alternative."

Q:  In a scenario where a utility has no short-run alternative because the market price prevents them from first going to those who need them the most due to a limited price:  Would it make sense for the collar to be linked to some sort of temporary reduction or adjustment in the cap to avoid that mismatch between the need for caps and the ability to purchase them since artificial price limits tend to create artificial shortages?

A:  Yes.

Q:  You argue for incentives for local generation of CO2 offsets.  Have you developed any suggestions for what such incentives might be?

A:  Not yet.

Q:  You estimate that the price of energy will increase approximately one cent per kilowatt-hour, expanding to two-and-a-half cents per kilowatt-hour.  Can you explain why the increase is small for the residential class than the commercial/industrial class?

A:  These figures refer to percentage increases.  An increase of the same dollar amount would equate to a higher percentage of commercial/industrial rates because they are lower than residential rates.

Q:  Does IPL estimate that the renewable energy standard under ACES would require IPL to build an additional 600 megawatts of renewable generation (likely wind) beyond what is currently in development by 2025?

A:  Yes.

Q:  Concerning creating incentives for local offsets, what do you think might be needed?  Are you speaking of large-scale biomass?

A:  We can provide that.

Post Workshop Comments

IPL estimates residential customers will see an 8 to 10 percent increase in their bills as a result of other requirements in ACES such as increased energy efficiency, new RPS and new transmission.  In 2030, residential customers could see a 25 to 30 percent increase.  HR 2454 does not determine the tax implications of the emission allowances and IPL submitted a fact sheet prepared by EEI as Attachment A.

IPL also discusses deficiencies in the CBO study, which analyzed the impacts ACES has on low-income customers.  The study estimates the cap and trade provision would cost the average household $175 annually, but IPL claims the analysis was not based on the version of HR 2454 that passed the House.  It was based on a committee-approved version which included both an energy refund program and an energy tax credit for low-income households; however, the version passed by the house did not include the energy tax credit.  Additionally, the CBO study used national averages and did not provide economic impacts on a regional basis.  Midwest utilities are greatly dependent upon coal and will not receive enough allowances to cover emissions, therefore, the cost for consumers in the Midwest will be greater than other parts of the country.  The CBO analysis also did not consider current economic conditions or the current recession which could change the cost to households and to the federal government.  Lastly, the CBO study looked only at a 10 year period rather than the full period coved by the bill.  The CBO analysis fails to capture all the costs to households under HR 2454.

IPL supports investment in domestic offsets first, before considering international offsets and the ability to earn offsets for diverting biomass from landfills.  Attachment B of IPL's post workshop comments includes an EPA table showing the state-by-state impact of three difference allowance allocation formulas.  IPL notes that also in Attachment B, the EPA recognizes that the excess allowance provision would not be effective in preventing some states and utilities from receiving more allowances than they need.

Links to Filed Exhibits and/or Reports

Appendices A and B
Appendix C
Appendices D through F
13.  Iowa Association of Business & Industry (ABI)

Initial Comments

ABI, on behalf of its 1,400 member companies with 300,000 statewide employees, expressed concerns with Waxman-Markey, citing and attaching an analysis of the bill prepared by NAM and the American Council of Capital Formation.  The study highlighted the economic impact of Waxman-Markey, including a national loss of 2.4 million jobs and a $3.1 trillion cumulative loss in gross domestic product by 2030.

The study notes that because overseas competitors such as China and India are not reducing GHG emissions, the bill would give an edge to overseas competitors and discourage domestic investment and job creation with no global environmental benefits.  The study estimates residential electricity prices will increase by up to 50 percent and gasoline prices by up to 26 percent by 2030.

The study specifically addresses Iowa, and finds that by 2030 passage of Waxman-Markey would mean job losses in the range of 24,020 to 32,720.  Disposable household income would be reduced between $823 and $1,351 by 2030, while electricity prices could increase between 7 and 8 percent by 2015 and by up to 64 percent in 2030.  Natural gas and gasoline prices would also increase significantly.  Iowa's gross state product would be reduced by between $347 million and $596 million per year by 2020.  Iowa's schools, universities, and hospitals would see energy bills increased between 28.2 and 42 percent by 2030.

Links to Filed Exhibits and/or Reports

Iowa Specific Information
Heritage Foundation 2009 Study
14.  Iowa Association of Electric Cooperatives (IAEC)

Initial Comments

Q1a.  The IAEC supports enacting affordable, flexible legislation to address climate change but does not support using the existing CAA as the vehicle for control.  The IAEC and NRECA judges all climate change and energy legislation based upon whether it maintains affordable electricity.

Q1b.  Meeting the goals of the bill will have varying impacts on the cooperatives providing generation service to Iowa distribution cooperatives and thus to the member-consumer owners of the distribution cooperatives.  Some generation provider portfolios have as much as 40 percent carbon free resources whereas others have significantly less.  The allocation of free allowances will help cooperatives meet their compliance obligations under the bill.  The bill’s requirement to reduce emissions by 17 percent below 2005 emissions levels by 2020 is extremely ambitious and a very costly short term requirement.  Furthermore, IAEC asserts that this 17 percent cut is actually closer to a 20 percent reduction when compared to the expected emissions forecast by the EIA for 2020.

Q1c.  Using energy efficiency improvements and switching from coal to natural gas are the most likely options to comply with the bill's emission caps in the short term, with some additional renewable energy being added to the generation mix for the utility sector.  Most analysis of cap and trade programs has determined that the utility sector will have to make reductions beyond its proportionate share because other sectors have few options to achieve the reductions required.

Q1d.  IAEC notes that many coop consumers are already facing their own economic challenges and state that in Iowa, for the year 2007, urban per capita income was $37,034 versus Iowa’s rural per capita income of $32,225.  According to NAM the price of CO2 is estimated to be between $48 and $61 per metric ton by 2020 and between $123 and $156 by 2030.  Since the average monthly residential electric bill in Iowa is approximately $100, a $100 per metric ton carbon price would mean the average residential customer would see a 100 percent increase in their electric bill.  If the price of carbon is $25 per ton then a 25 percent increase is likely however, this number does not include the value of the allowances allocated to Iowa LDCs under the bill.  The allowance formula provides Iowa coops on average 68 percent of the allowances that they would need in 2012, which will result in an increase in the average customer’s bill of 32 percent in 2012.

Q1e.  The IAEC recommend that the reduction requirements be adjusted during the first 15 years of the program to more accurately reflect the expected availability of technology.  IAEC believes any climate change legislation should include:  1) achievable emission caps and timelines; 2) robust cost containment measures; 3) offset credits to provide flexibility; 4) allocation of allowances to LDCs according to carbon content of fuel mix; 5) establishment of a single, integrated program; and 6) incentives for technology development and deployment.

Q2a.  IAEC estimates that Iowa cooperatives will receive 50 to 70 percent of the allowances that they will require.
Q2b.  EIA does not have state-by-state fuel mix for electricity sold at retail in each state available.  A NRECA analysis shows cooperatives in Iowa will receive approximately 70 percent of the allowances they will need.  IAEC, on page 7 of the initial comments lists the NRECA estimate for other states and notes the average range for cooperatives across the country is from 61 percent to 71 percent.  However, the figures do not take any growth or changes in emissions into account.  The Iowa RECs have experienced significant growth from the biofuels industry and using Iowa REC historic growth rate of 3.4 percent the 70 percent estimated figure reduces down to about 50 percent.

Q2c.  The IAEC has not conducted such an analysis of allowances but the NRECA has estimated, at the national level, allowances allocated under the bill as a percentage of projected emissions for 2020 and 2030 under various growth scenarios.  Allowance allocations are phase out between 2025 and 2029 under the bill so in 2030, LDCs would receive no allowances.  In 2020, coops would receive 50.8 percent of needed allowances in a low growth scenario and 38.1 percent in a high growth scenario.  IAEC assumes cooperatives will purchase allowances (or offset credits), invest in technology to reduce emissions of existing plants, invest in new generation technology that has lower emissions that the existing fleet of generators or invest more capital into energy efficiency or a combination of any of the above to achieve the desired result.

Q2f.  Iowa electric coops will be disadvantaged by receiving only 68 percent of needed allowances in 2012, whereas, the electric utility sector will receive on average 82 percent.

Q2g.  The IAEC agrees with MEC’s analysis and details MEC's five points on pages 8-9 of IAEC's initial comments.

Q2h.  All emission allowances should be allocated to LDCs based on the emissions attributable to the production of the electricity sold at retail and that this legislation must be limited to addressing the carbon issue in a manner that holds down the cost for the people who will have to face the costs of this bill.  The free allocation of allowances should not be phased out in favor of an auction, as the bill currently does between 2025 and 2029.

Q3a.  It is the IAEC’s understanding that the allocations detailed in Section 782g of the bill direct 9.5 percent of allowances in 2012 (and decreasing amounts thereafter) to go into a SEED account to be used by state and local governments for efficiency and renewables projects.

Q4a.  The bill will impose significant new costs on electric utilities for additional energy efficiency programs, costs to physically reduce emissions from existing power plants and investments to add more renewable energy resources, and the construction of additional transmission.  The bill’s proposed trading mechanism imposes the additional cost of buying the emission allowances, offset credits and transaction costs, thereby requiring our member consumers to pay for these emission allowances and then for the cost of the new infrastructure to reduce GHG emissions.  IAEC is also concerned that participants in the allowance trading market are not limited to covered entities.

Q4b.  The IAEC has found that there is a significant increase in electric rates associated with carbon costs, primarily in the industrial sector.  For more detailed information, please refer to the table on page 11 of their initial comments.

Q4c.  IAEC fears that the inclusion of entities that are not required to acquire allowances to achieve compliance will drive the cost of those allowances higher to the detriment of the consumer.

Q5a.  HR 2454 allows cooperatives to reduce emissions through offset provisions using domestic and international offset credits.  EPA, CBO, and others have concluded that the use of domestic and international offsets will decrease the cost of allowances from 70 to 100 percent.  The current offset provisions should be modified so that a domestic offset credit program can be quickly established and implemented with authority permanently assigned to USDA in consultation with EPA, as provided in Waxman-Markey.  Offset provisions should include an initial list of qualifying project types for which USDA can rapidly set standard protocols and USDA should explore the feasibility of allowing producers to register offset credits as part of its farm programs.  Congress should strengthen and simplify provisions in the bill that manage project-specific offset risks.  A covered entity should not be constrained by an artificial limit on the use of offset credits, because the size of the domestic and international offset programs will be limited by the available verified, cost-effective offsets.

Q6a.  Under the SO2 program, the free allowances only went to the emitters that actually needed them for compliance and auction proceeds go to emitters.  Additionally, if an emitter meets its emission reduction target, it met its compliance obligations.  IAEC notes that under Waxman-Markey, a utility with coal-fueled resources could meet its emission reduction target and still be required to purchase millions of allowances.  Neither the CFTC nor any other US agency has ever attempted to manage a derivatives market of the size that would be created by Waxman-Markey.  The ARP has had commercial technologies to reduce emissions whereas coal generators currently do not have commercial technologies available to reduce emissions consistent with the bill’s timeline.

Q6b.  Under the ARP utilities had multiple options to reduce sulfur emissions which created a natural ceiling for the cost of an SO2 credit under the cap-and-trade program.  The IAEC is concerned that any trading program that allows entities who are not required to obtain allowances to meet reduction goals to purchase and banking of allowances will drive up the costs of allowances and, as a result, the cost of electricity for consumers.

Q7a.  Waxman-Markey sets a requirement at six percent in 2012 increasing to 20 percent by 2020, which have to be met through renewable resources, or through efficiency and electricity savings.  Renewable resources are defined as wind, certain biomass, solar, geothermal, certain hydropower projects, marine and hydrokinetic renewable energy, and landfill gas.  The current legislation does not define nuclear power as ‘clean’ generation, but puts a price on carbon which incentivizes the use of clean, emission free nuclear power as a source of energy.  IAEC notes that for Iowa, the specific definition of hydropower eliminates much of the existing generation which could be considered renewable under a basic definition, however, a provision is included that reduces the renewable requirement for a state in proportion to any portion of its electricity sales that are generated from existing hydroelectric dams or combustion of municipal waste.  This provision may benefit Iowa.

Q7b.  CCS is not ready for commercialization and IAEC suggests there is a need for a regulatory risk and reliability framework that will address liability issues for stored CO2, siting, property rights, regulatory and enforcement regime.  Dakota Gas, a subsidiary of Basin Electric, has been successfully capturing a portion of its CO2 emissions and transporting the gas to Canada since September 2000.  Recently, US Secretary of Energy Dr. Steven Chu announced the selection of Basin Electric as a recipient of a $100 million cooperative agreement under the Clean Coal Power Initiative program to help fund a large-scale CCS demonstration at the Antelope Valley Station near Beulah, N.D.

Q7d.  According to the EPRI, it is estimated that all “mechanisms enabled by a Smart Grid can avoid the equivalent of 60 to 211 million metric tons of CO2 per year in 2030.”  To put this in perspective, EPRI’s most aggressive estimate means that the smart grid’s CO2 reduction capability could equate to the removal of to 38.6 million passenger vehicles, 45.4 coal-fired power plants, or the electricity used in 29.3 million US homes.  FERC estimates that if we could make the grid even 5 percent more efficient we could save more than 42 GW of energy or the equivalent of the production of 42 large power plants.

Q7e.  The IAEC supports efforts to expand the transmission grid and provides extensive comments on issues pertaining to transmission planning, siting and cost allocation in its initial comments on pages16-18.

Q8a.  IAEC cites various reports on energy efficiency potential, but does not relate these studies or its member efforts to Waxman-Markey.

Q9a.  Robust cost containment measures are needed to promote economic sustainability and notes that cost certainty is critical in the early years of a GHG cap-and-trade program.  IAEC recommends including an economic safety valve to assure cost certainty and limit the potentially destabilizing impacts of a cap-and-trade program on energy prices and ensures affordability of electricity to our member-consumers.  IAEC would also consider collar, in place of a safety valve, depending on the specifics of the design.

Workshop Comments


Transcript pp. 193-199

We have limited resources and so it is most efficient for us to rely heavily on NRECA for analysis of federal legislation.  Therefore, the impacts we have 

provided are more general and related to the nation as a whole.  However, we feel the impact on Iowa is going to be greater because of the greater reliance on coal-fired baseload generation.

There are diverse opinions among stakeholders concerning how this would impact Iowa.  It appears that there is some consensus among the participants here that something needs to be done, and we share that opinion.  We are encouraging our members to carry their message to their federal legislators.

Q:  Have any of your members done any specific analysis on the impacts on low-income customers?

A:  Not that we're aware of.

Q:  As non-rate regulated utilities, can you describe how the value of these allowances would flow back electric cooperative consumers?

A:  Rates are set by the board of directors.  The cooperatives operate on a not-for-profit basis with no incentive to keep prices artificially high.  Rates are set based on costs and any benefits would flow back through to their members.

Q:  Do you think it's even a bigger concern in deregulated states that it is in Iowa, and could those neighboring states maybe impact Iowa? Could there be a competitive advantage to utilities operating in other states? 

A:  We have not looked at that issue in very much detail.

Q:  Does the Association have a preference as to the distribution of allowances between merchant and load-serving entities versus strictly to load serving entities?

A:  That is probably not a big issue for the cooperatives since they do not have any merchant plants in Iowa.  We have one cooperative that is not part of a generation and transmission cooperative in Iowa, and I'm not sure if they purchase from a merchant plant or not.  They are grouped in with some municipals that buy wholesale power.

15.  Iowa Association of Municipal Utilities (IAMU)
Initial Comments

In 2008, the IAMU joined with the state's investor-owned utilities and rural electric cooperatives in a joint position on climate change policy, supporting a national versus a state or regional approach and calling for policies to be implemented on an economy-wide basis and not limited to the utility sector.  While Waxman-Markey generally meets these principles, it falls short in ensuring reasonable prices for consumers and low-income residents, investment in new technology, and the need for a global response to climate change, which are other principles contained in the 2008 statement.

The American Public Power Association, of which IAMU is a member, believes any legislation should:

· Achieve Congress' goals with the least possible adverse impact on consumers, including containing a safety valve with a maximum allowance price;

· Minimize the initial auction amount to no more than 5 percent of total allowances;

· Require the federal government to conduct regular reviews of allocations and auctions to ensure they do not create windfall profits;

· Provide for effective market oversight;

· Allow for net proceeds of auctions to be used only for targeted research and development, energy efficiency, and mitigation of cost impact on consumers;

· Be designed to slow, stop, and then reverse GHG over a reasonable period of time, exempting units of 25 MW or less from mandatory participation;

· Create an integrated national program for carbon reporting and trading;

· Establish 1/1/1994 as the date beyond which credit for early action is allowed;

· do not unduly harm the economy;

· Allow for broad availability of GHG offsets for projects that achieve emissions reductions; and

· Provide allowances or offsets to the electric utility sector to protect it from fuel switching.

IAMU takes no position on whether cap and trade is preferable to a carbon tax, but believes allowances should be allocated rather than auctioned since auctions would disadvantage small not-for-profit utilities.  Only LDCs should receive allowances since allowances given to merchant generators would not soften the impact of carbon pricing on consumers.  Allowances given to merchant generators in deregulated markets will result in windfall profits.  IAMU also suggests that allocations should be sufficient to avoid fuel switching, which would create upward pressure on natural gas prices.

IAMU supports federal backstop transmission siting authority, as long as states are given a reasonable period of time to review and approve a line identified in a regional plan, but fail to permit such a project.  However, IAMU notes the bill, as passed by the House, only gives FERC backstop authority in the Western interconnection and only for lines needed "in significant measure" to deliver renewable energy.  Backstop authority should not be limited by region or to "green" lines.

16.  Iowa Department of Natural Resources (DNR)

Initial Comments

The DNR supports a declining cap on GHG emissions in addition to other GHG mitigation policies.  Iowans are already experiencing and will continue to experience impacts from climate change such as more frequent and intense rain events, more variable temperature, more freeze-thaw cycles, a longer frost-free period, higher humidity, and fewer cold extremes in winter.

Q1b.  The DNR supports the current limits and compliance dates in the bill, such as the goals of Title III to limit US GHG emissions at 97 percent of 2005 levels by 2012, 80 percent of 2005 levels by 2020, 58 percent of 2005 levels by 2030, and 17 percent for 2005 levels by 2050 and would support even stronger limits, but realizes that the current limits are a workable compromise necessary for passage of the bill.  On August 6, 2009, William J. Fehrman, President of MEC, testified before the Senate Environment and Public Works Committee that MEC is capable of achieving all targets in the bill.  He said, “We [MEC] absolutely agree that we can reduce CO2.  In fact, we absolutely agree that we can reduce it in a manner similar to what is in Waxman-Markey.”  The DNR defers to the expertise of Mr. Fehrman, and other utility leadership, on the issue of their ability to comply with the bill’s emissions limits.

Q2a.  Alliant and MEC have provided the DNR with estimates of the allowances in 2012 and their perceived shortfalls.  Generally, the calculation of the number of allowances is straightforward; however the relevance of this number is not.  The allowance allocation formula distributes 1.7 billion free allowances to the LDCs.  The formula allocates one half based on emissions and the other half based on delivery of electricity to customers.  The emissions half is distributed “…based on the annual average CO2 emissions attributable to generation of electricity delivered at retail by each such company during the base period...”  DNR used the utilities' data to perform its own calculations of MEC and IPL projected allowances in 2012.

Q2b.  Both Alliant and MEC have provided the DNR with their estimates of how many allowances they will need and how many free allowances they would receive through the initial allocation process.  The DNR has attempted to calculate these numbers as well, and the results are close to those provided to us.  Alliant projects a 2012 emissions total of 14,577,602 metric tons.  Subtracting the estimated allowance allocation of 9,029,255 produces a shortfall of 5,548,347.  By this calculation, Alliant will receive approximately 62 percent of the allowances it needs.  MEC uses 21,615,111 metric tons as its emissions figure.  Subtracting the estimated allowance allocation of 10,574,159 produces a shortfall of 11,040,952.  By this calculation, MEC will directly receive approximately 49 percent of the allowances it needs.

Q2c.  The number of allowances will decline based on a prescribed schedule.  Only the utilities can determine how quickly they will reduce their emissions.

Q2d.  A major benefit of a cap-and-trade program is that it allows a utility to determine the most cost effective and appropriate method of compliance rather than direct regulation of CO2 by the EPA.  A utility will be given a substantial percentage of its needed allowances and may purchase additional allowances, or domestic or international offsets.  Also, a utility could comply by reducing its emissions which would reduce the need for allowances.

Q2e.  The value of the allowances is intended to protect the electricity customer (the end user) as opposed to the electricity generator, so whoever sells the electricity to the end user receives the allowance.  If the generator of the electricity sells it on the wholesale market, the allowances are given to the LDC middleman because it is best positioned to distribute the allowance value to benefit the customer.  The LDC that generated the electricity and sold it wholesale does not receive allowances, yet it is responsible for the emissions produced by generating the electricity.  This LDC must purchase allowances or offsets to cover these wholesale emissions.  Because the generator LDC is buying allowances on the same market and at the same time that the middleman LDC is selling them, the DNR suggests the price for all of these allowances should be about the same.

The generator LDC can recover 100 percent of its cost from the middleman LDC, the middleman LDC can recover 100 percent of its cost from its customers, and the end user customer will pay the difference between the number of allowances the generator LDC needed and the number of allowances the middleman LDC received free.  The relevance of this is that MEC sells electricity both at retail and wholesale.  The DNR has attempted to calculate the value of all allowances that are distributed based on electricity produced by MEC using numbers provided to us by MEC.  Details of DNR's analysis can be found on pages 5-8 of their initial comments.

Q2f.  The DNR states the allowance allocation system favors those who produce electricity with the least carbon emissions.

Q2g.  The Background section of the IUB Order “It is not clear that the revision to Section 783, Prohibition Against Excess Distributions, alleviates the concern (about excess allowances) . . . ."  The DNR believes that this statement reflects a misunderstanding of the allowance allocation formula since the design of the formula is to deliver allowances to the LDC that sells the electricity to the customer because the customer is who is intended to benefit.

The idea of capping allocation at a utility’s emissions need is not consistent with the intent or design of the formula.  Capping allocation at the utility’s electricity costs is the appropriate measure under the current allocation system.  While the provision will provide additional allowances to Iowa utilities, the DNR has no estimate of how many additional allowances will be provided.

Q4b.  The DNR submitted both the CBO and US EPA cost analysis.  According to the DNR, the CBO estimates the price of one allowance will be $28 in 2020, whereas the EPA analysis estimates the price of one allowance at $13 in 2015 and $16 in 2020 in its core scenario.  The price was lowered from EPA’s previous analysis because the 2020 cap was lowered from 20 percent to 17 percent and because the amount of international offsets allowed was increased.

Q9b.  Although much of the attention has been focused on the impact of the cap and trade program on utilities, there are many other non-utility entities covered by the cap and trade program that are also required by the bill to comply with new mandatory reporting regulations and standards of performance.  There are aspects of this bill that will impact agriculture and forestry sources and also creates a separate cap and trade program for HFCs.  The DNR, on pages of 11 and 12 of their initial comments, also included a discussion of various technical features under the following headings:  Entities Subject to the Cap, Mandatory Emissions Reporting, Standards of Performance, HFC Cap and Trade, Agriculture and Forestry.

Q9c.  The bill will include allowances allocated to the States for land grant programs, energy efficiency building code compliance, protecting home heating oil and propane consumers, renewables and efficiency investment, and wildlife and natural resources adaptation.

Q9d.  The DNR suggests that the discussion above does not address the cost of doing nothing and refers to a 2008 report sponsored by NRDC which estimates that “if present trends continue, the total cost of global warming will be as high as 3.6 percent of gross domestic product.”

Currently no specific economic impact analysis has been done for Iowa.  However, Iowa’s three Regent universities are required to submit a report to the Governor by January 1, 2011, that will include a cost estimate of climate change impacts on the state, a summary of available data on climate change impacts, a summary of available data on recent climate conditions in the state, and identification of public policy issues relevant to climate change impacts.

Workshop Comments
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Climate change is real and trophogenic, at least in part, and has effects in Iowa.  Some effects are positive such as longer agricultural growing seasons and less extreme winters.  However, most are not including floods, droughts, more frequent intense storms, more exotic species problems, etc.  The effects are catastrophic nationwide and worldwide.

A cap program based on performance standards is a very difficult proposition.  Businesses may reap business advantages by choosing not to comply with the standards.  Quantifying fines and enforcing standards will be extremely challenging for states and/or federal entities.

This bill is a package deal.  It includes many other things that are incredibly necessary, such as mitigation moneys, adaptation moneys, money for low-income populations, for future planning for electric and natural gas.  The money should be consumer based and then be recovered by the power generators.

Cap and trade is a proven capitalistic tool.  There would likely be some initial price volatility, but industry responds very quickly.  We have worldwide examples (Europe and RGGI) and we can learn from their mistakes and do it better.  

At a recent meeting of nationwide fish and wildlife agencies, 18 of the 23 subcommittees had something to do with climate change.

Currently in Iowa climate change issues are being addressed in several ways including the efforts of Governor Culver's team with the Iowa Power Fund; the Department of Economic Development and our ability to attract nine separate industries now making turbines, blades, or towers; our academic institutions are doing fantastic things.  We've become a hub of renewable energy and energy efficiency technologies.

There are problems with this bill, but we should look at a yes-if scenario rather than a no-because scenario, which protects the status quo.

Q:  What are your thoughts on allocating more than one hundred percent of the needed allowances to any entity; addressed in the two sentences in the bill?  What can or should be done?

A:  That provision is intended to prevent windfall profits.  If current language is not sufficient, there is still time to fix problems in the Senate.

Q:  Can you expand on your discussion of the difficulty with a state-implementation-plan type concept, as it would apply to carbon?

A:  When we look at regulatory plans, we try to set performance standards including a level of performance.  It is of no concern to us how the industry achieves the standard.  Innovation in the market achieves the most economical approach.  Sometimes we have to do practice standards when we do not have a good performance measure.  In those instances we mandate the requirement.  When there are violations of a performance standard, we try to make the punishment match the crime.  If non-compliance creates a business or economic benefit, we try to look at that and match the penalty with the benefit.  In this situation, given the order of magnitude and the time periods involved we could be looking at fines of $10 million, half-a-billion dollars.  Will fines like that ever be enforced?  Doubtful.  Performance standards are best achieved in short periods of time where we can look, measure, act.

Q:  So, the problem is that the numbers get too big and there's a delay, and there will not be the ability or willingness to pass on that kind of cost?

A:  If we did something like that we would probably see some token efforts and we would have a few reasons and a lot of excuses when we got to a point where compliance was not gained.

Concerning our international position, we currently have no moral standing on this planet.  Over the last decade we have consistently been the laggard when it comes to policy on GHG.  On other issues when we have been the leader, everybody else fell into line.  We have every reason to believe the same would happen here if we became an international leader in global climate change policy.

Q:  When you look at Iowa offsets versus regional, national, or international offsets, do you think the bill postures Iowa very well?

A:  Not enough yet.  I think we stand to gain, and I am not alone in that belief.  The Iowa Farm Bureau Federation has been progressive in pursuing credits for sequestration on the Chicago Climate Exchange.  They are only worth about 40 cents a ton now, but they've sold thousands of them.  They obviously see the promise of our being able to do that.

The Power Fund Board has been funding commercializing very innovative methods for CCS.  I believe we can start making money off these potentials in very short order.

Q:  In your initial comments you referred to a report by NRDC and you mentioned the cost of doing nothing.  Can you bring that down to Iowa?

A:  Another report from UCS did the same thing, only focusing specifically on Iowa, which you have.  When I think about the cost of doing nothing or of dealing with what we already have, the following comes to mind.  

· Last year we had flood waters in Cedar Rapids that were 13-and-a-half feet over the 500-year flood mark.

· We have had three 100-year floods in the last 15 years.

· Billions of dollars are going down the tubes when it comes to soil conservation, water quality, having to treat water for drinking, loss of productivity and disruption in business times, etc.

· In agricultural there will be advanced productivity due to the GMOs and because there is more CO2 in the atmosphere (making plants grow more).

· Statewide we will see increases in productivity, but we will have local catastrophic events (i.e. large wall winds sweeping through the state), which are predicted to become more frequent and intense.

· Homeowners will experience damage to siding, roofs, cars will be dented with hail, etc.

Q:  Returning to the role competitive advantage plays in the way fines are calculated, when the cost of compliance is less than the penalty for non compliance businesses have an economic incentive not to comply.  Following purely a law-enforcement approach to it without allowances could result in astronomical fines that nobody will collect— is the flip side of that acknowledging that this can be horrendously expensive for businesses?

A:  It could be if we do not properly use the market to drive innovation.  Following the examples of sulfur and mercury, they started with high projections like we have here.  As soon as that cap went on, innovation went very quickly.  The market worked.

Q:  MEC commented that they feel the section of the bill related to combined efficiency and renewable electricity standards penalizes utilities that have already procured renewable energy and offered robust energy efficiency programs.  The bill may ultimately be penalizing the state for being a leader in energy efficiency.  What's your take on that?

A:  We are already receiving the benefit from the actions we have already taken.  Allowances are based on consumer-priced energy, not on past energy efficiency or renewable energy activities.

Q:  I do not believe this section is geared toward allowances.

A:  It is a different section, but the way allowances are distributed does play into whether you consider this a penalty or not.  You are kind of asking for it both ways because the way the distribution system being 50/50 works is that you get 50 percent based on your retail electricity sales.  So if you've installed wind, you're getting allowances based on retail sales from that wind energy, and you're also making money selling electricity from those turbines.  Plus you've avoided having emissions that you have to account for with allowances had you produced that electricity from coal.  The counter to that is that if they had produced the energy from coal, they would get more emissions-based allowances.  The 50/50 split in the allocation formula is where the benefit is paid back for having those low carbon fuel sources.  There really is not a difference between MEC getting credits for its wind energy and the big hydro utilities that are potentially going to have a windfall.  It's just a matter of whatever that tipping point is where it becomes a windfall as opposed to just covering your other emissions.

Q:  I thought that the combined efficiency was different than the allowance allocation section.

A:  It is.  There's a benefit to having wind and there's a benefit to not having coal, and it's a balance when it comes down to it.  Where do you draw the line?  They want credit for their wind, but they do not want a big hydro utility to really get credit because they did not have the intent of complying with carbon laws.

Years ago when we debated whether to adopt a renewable energy standard in Iowa, I was one of a few that agreed with MEC to not go that way because they had plans on the books that they were going to go there, and they did.  We did not have a standard above what had been set approximately a decade prior, and they have performed wonderfully.  I really think that we have untapped potentials that, especially given one more market driver, are going to be fully exploited in this state.

Post Workshop Comments

The focus of these comments is to respond to MEC's white paper concerning its proposed alternative compliance program.  The DNR supports the cap-and trade provisions in the Waxman-Markey bill and does not believe that MEC's white paper describes an appropriate alternative.

MEC describes their proposed penalty for missing a cap:

The penalty for non-compliance would not be changed under the alternative compliance mechanism.  The same penalties (such as ACES Section 723) would apply for non-compliance regardless of the compliance method selected by the state.  However under the alternative compliance approach, the penalty first falls on the state.  If action or inaction by a covered utility is the cause for incurring the penalty, the state can pass the responsibility for payment of the penalty on to the covered utility.

Section 723 states that the penalty will be determined by multiplying the number of tons of CO2 equivalent in excess of the cap by twice the allowance auction clearing price.  The entity violating the cap would then have to further reduce its emissions the following year to make up for its excess emissions in the current year.

The DNR does not believe it is appropriate to use the same noncompliance penalty for MEC's alternative mechanism as for participants in the cap-and-trade program.  By opting out of the cap-and-trade program (and avoiding a business cost), MEC is not required to pay for the carbon they emit while other entities are required to do so.  MEC would also avoid the constant financial pressure of the allowance program which would otherwise provide an incentive to reduce emissions dramatically and quickly.  Without the market pressure, the only incentive to reduce emissions is avoiding the penalty for missing the cap target.  Under MEC's scenario, the penalty would probably be trivial compared to the costs they have been allowed to avoid, and is therefore not a sufficient incentive for compliance.  An appropriate penalty would likely be the cost MEC avoided by not having to buy allowances under the cap-and-trade program, plus the standard penalty.  Under MEC's multiyear, stair-stepped cap targets, a missed target would encompass several years of avoided costs, likely resulting in a massive penalty.  This would place the DNR in the position of having to enforce it which although it may become unenforceable due to political realities.

The phrase "If action or inaction by a covered utility is the cause for incurring the penalty.." leave a large loophole for avoiding paying.  MEC could argue that technology for compliance had not yet been developed or they were unable to purchase certain equipment due to supply problems.  Neither of these is an action or inaction, and the state would then be stuck paying the penalty or resolving the responsibility through the courts.

On page 7 of the white paper, MEC states that the allowance allocation for the assistance of low-income people would remain unchanged.  It is unclear why a state, which opted out of the allowance/cap-and-trade program, would be allowed to receive free allowances and the benefits they provide.

This bill is not just a power plant pollution control program.  The allowance system will provide an extremely important source of funding for future climate related efforts including:  

· Natural resources adaptation funding needed to address the current and unstoppable impacts to our natural resources.

· Technological development.

· Commercially viable CCS technology

Links to Filed Exhibits and/or Reports

CBO Analysis
EPA Analysis of ACES
Eugene Takle Presentation at Iowa Climate Change Briefing and Discussion
Global Climate Change Impacts in the United States
House Committee on Energy and Commerce Memorandum
USDA Preliminary Analysis
Waxman - Markey Proposed Allowance Allocation
Weather and Climate Extremes in a Changing Climate
Statement of David Sokol
Statement of Tom Vilsack
17.  Iowa Department of Public Safety (IDPS)

Initial Comments

The IDPS offers comments but does not take a position on the adoption, administration, and enforcement of building energy codes by state and local jurisdictions, as contained in section 201 of HR 2454, as passed by the House.  Section 201 would establish national energy efficiency targets for both residential and commercial structures.  States would have to adopt the national code or a state code that meets or exceeds the national code's targets, and every three years a state would have to certify it was making significant progress toward compliance with the national standard.  If a state were found to be out of compliance, certain federal funding and credits would be lost.

Iowa's current building code would be out of compliance with the new federal standards.  Even assuming Iowa adopted a code that was in compliance, it would be difficult for the state to certify compliance on an ongoing basis because the level of compliance with the current code is generally unknown, largely because enforcement falls on local inspectors and much of the state has no inspectors and therefore no code enforcement mechanism.  Even if Iowa were meeting the standard, if it could not document compliance, it would lose federal funding.

Section 201 appears to envision that the DOE might assume building code enforcement responsibilities.  This could create federal/state conflicts because there is no bright line between energy conservation and other building code requirements.  For example, many features of mechanical systems within a building relate both to the safe and effective operations of those systems and energy conservation.

Workshop Comments
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The IDPS specific area of expertise regarding the bills relates only to Section 201, greater energy efficiency in building codes.  While some of the provisions of this section have pitfalls, IDPS are strong supporters of effective endorsement of stringent energy codes.  There is enormous potential to reduce energy consumption and GHG emissions through the promotion of energy efficient construction practices and sustainable design practices and construction.  The adoption and enforcement of stringent energy codes is a key component; however, prospective federal preemption of state authority is not the way to achieve these goals.

Code adoption would be subject to the DOE rulemaking process which does not move rapidly.  Federal enforcement of the codes could result in disconnecting energy code enforcement from building code enforcement which may result in additional delays and costs in construction.  In Iowa, enforcement and compliance with energy codes are a significant and persistent problem which IDPS recognizes.  IDPS suggests an alternative would be to build upon, improve and expand code enforcement rather than add a function to an already overloaded federal agency.

If a state fails to meet compliance requirements of the bill, the state may be denied certain emission allowances and federal funds.

Q:  Does Waxman-Markey provide any kind of funds for training or hiring additional staff?

A:  Not that I am aware of.

Q:  Does Waxman-Markey provide any standards, guidance or protocols for confirming or conducting the compliance you discussed?

A:  It provides compliance standards with the eventual goal of 90 percent compliance that occurs eight years after.  There is an alternative path, called substantial progress that can be used during the first seven years.  The DOE and the Office of Energy Efficiency and Renewable Energy is developing a protocol to assist state in complying with provisions of ACES.

Q.  Is the state compliance with building codes, with certain mechanisms in Waxman-Markey effective immediately upon the passage of Waxman-Markey?

A:  I did not mean to imply that there would be immediate penalties to the state or immediate consequences, but the target goes into effect on enactment and it is a 

a state which has adopted the 2009 edition of the IECC and the 2007 edition of ASHRAE 90.1 would be out of compliance with those targets on the enactment date.

There are several phases to look at.  The first is certification with the DOE of whether the consensus-based codes meet the targets.  We know the current editions will not and do not know what will happen with the next editions.  The second phase is if you have a code that met the targets, has the state adopted that code or an equivalent code?  Finally, once the code is adopted, the state must determine the level of compliance.  This is a fairly drawn-out process so consequences will not accrue instantaneously, but when they do, the IDPS believes they are pretty severe.

18.  Iowa Industrial Energy Group (IIEG)

Initial Comments

Members of IIEG are a diverse group who are interested in ACES and acknowledge that it will have a significant impact on the industrial sector.  Given the divergent interests of the members, IIEG will not submit comments as a group but members may submit comments on an individual or ad hoc basis.

19.  Iowa Interfaith Power & Light (IIPL)

Reply Comments

Most of the comments have referenced the economic impact which IIPL believes can be offset through energy efficiency improvements.  The Cool Congregation program helps households reduce their carbon footprint and have found the total savings far outweighs the cost of the initial investments.

IIPL fears the economic debate has overshadowed the real issue of climate change which ACES seeks to address.  Although Iowans have witnessed the results of unmitigated climate change such as stronger storms and floods, other countries may experience even greater events linked to climate change.

The US has a moral responsibility to become a leader in solving problems associated with GHG emissions.  ACES takes the a step in advancing energy efficiency, renewable energy and creates a measurable cap on the amount of GHG that the US produces.

20.  Iowa Office of Consumer Advocate (OCA)

Initial Comments

Q1a.  The Consumer Advocate states that a declining cap on GHG emissions will force companies to reduce their GHG emissions which is consistent with the multifaceted approach to achieving the Act’s stated purposes and associated transition periods.  By establishing progressive targets through a declining cap on GHG emissions, the bill recognizes the immediacy of these issues and makes sure major emitters of GHG take steps to reach the targets.

Q1b.  The GHG emission limits address the findings and purposes of Section 701 of The CAA, Title VII.  The ICCAC recommended scenarios for Iowa state-wide reductions of 50 percent and 90 percent by 2050 relative to a 2005 baseline.  EEI has stated its support for legislation that reduces GHG emissions by 80 percent below current emissions levels by 2050 while providing strong, effective consumer cost-containment protections to help mitigate electricity price increases as we transition to a low-carbon future.

Q1c.  The Consumer Advocate expects Iowa utilities will pursue expanded demand-side management and renewable energy investments, consider or expand smart grid investments, evaluate fuel switching options at existing electric generating units, and consider options to retire or replace existing electric generation resources that are major GHG contributors with resources that have lower associated GHG emissions.  Utilities may begin considering new nuclear generation resources, and support research to speed the development of viable large-scale CCS options.

Q1d.  The Consumer Advocate provided a detail response to this question in its initial comments on pages 9-19.  The Consumer Advocate cites ICCAC's estimate of $8 per ton of CO2 reduced, but then states it is difficult to estimate the “likely” costs to Iowa utilities and their customers.  Utilities may expand investments in renewables without subjecting ratepayers to rate shock.  The Consumer Advocate agrees with the IOUs; that Waxman-Markey will result in a shortfall of CO2 allowances in 2012, with potentially huge cost impacts for the utilities and their customers.  This outcome is particularly objectionable because the costs paid to make-up for these shortfalls will not directly contribute to any level of reduced emissions by IPL and MEC, and MEC will be not be allowed to use its recent wind investments as an offset to emission limits.  The Consumer Advocate points out areas where the IOUs’ estimated emissions shortfall and resulting cost impacts are overstated.  The impact of MEC wholesale sales should be reexamined but a reduction in wholesale sales by MEC could have adverse rate consequences.

Q1e.  The Consumer Advocate recommends:  allocate free emissions to retail electric utilities on the basis of actual emissions so that initial emissions allocations to retail electric utilities are at least 90 percent of allowances required to cover emissions; create alternative oversight and compliance of emissions reductions by rate regulated utilities certified and overseen by state regulatory authorities allowing the rate-regulated utility to opt out of the Waxman-Markey trading system, along with appropriate penalties for noncompliance; allow offsets for emissions avoided due to renewable and efficiency investments that were voluntarily undertaken in advance of HR 2454, above and beyond applicable renewable portfolio or efficiency requirements; and limit participation in emissions trading market to covered entities.

Q2a.  The Consumer Advocate reports that IPL expects to receive 8,825,142 allowances compared to 14,577,602 projected 2012 emissions, and MEC expects to receive 10,518,881 allowances compared to 21,615,111 projected 2012 emissions.  The Consumer Advocate does not disagree with the IOUs’ general conclusions about the projected shortfall being significant and costly, but notes that MEC’s estimate may be overstated due to the inclusion of wholesale sales.
Q2f.  The allocation will likely mean a shortfall in allowances and significant rate impacts.  The allowance allocation and trading do not reduce CO2 apart from the CO2 caps, leading some to question the need for the allocation and trading system.  The Consumer Advocate suggests that the apparent purpose is to speed the transition to a lower-carbon economy by requiring (utilities) to explicitly recognize the cost of carbon emissions.  Some Iowa utilities do not use carbon costs in resource planning because such specific costs are not established in federal legislation, and thus are not directly factored in long-term business plans.  The Consumer Advocate cites testimony of FERC Chairman John Wellinghoff to the US Senate Committee on Environment and Public Works on August 6, 2009.  Waxman-Markey's emission allocation and trading system serves a legitimate purpose in establishing and defining a cost associated with CO2 emissions.

Q2g.  In the Consumer Advocate's opinion, this provision is intended to prevent a windfall allocation of emission allowances to entities that were projected to receive allocations in excess of their needs.  The provision does nothing to help the Iowa utilities and others who project allowance allocation shortfalls and could be harmful if the reduced number of allowances available for sale has the effect of increasing allowance prices.

Q2h.  To address the projected allocation shortfalls for coal dependant utilities, which are projected to be significant and costly, it is appears necessary to limit the distribution of free allowances for electric generation sector to LDCs with retail load serving obligations and allocate allowances on the basis of actual LDC emissions – eliminating the retail sales component of 50/50 allocation system.

Q3.  The need for some of these provisions is driven by the allocation system in HR 2454 which does not provide sufficient allowances to certain utilities in the electric utility sector.  The Consumer Advocate prefers a solution that would more directly remedy the allowance allocation shortfall.

Q3a.  The Consumer Advocate suggests these provisions will likely provide allowances or revenue from the sale of allowances to Iowans or the state of Iowa but does not have an estimate of the number or expected level of revenue for Iowa.

Q3b.  Allocations for the benefit of consumers and provisions related to their use are set forth in Sections 783, 784, and 785.  Allocations for other purposes are set forth in various provisions, including Sections 132, 201, 202, 453, and 480.

Q3d.  These allowances could be used to assist customers in paying higher utility bills that would result from utilities with allowance shortfalls.  It could also help pay for energy efficiency and demand-response that result in lower energy output requirements, which would allow utilities to offset and avoid future emissions.

Q4c.  The Consumer Advocate does not know what type of entities would participate in the market beyond utilities and covered entities, but notes there is a risk that entities other than utilities covered entities participating may increase cost and volatility.  The potential for market manipulation is addressed in the Congressional testimony of MEC executives Fehrman and Sokol.

Q4d.  The Consumer Advocate suggests limiting the participation to covered entities with compliance obligations.

Q5a.  Section 721 allows use of up to 2 billion tons of domestic and international offset credits in lieu of allowances, divided pro rata among all covered entities.  If the EPA Administrator determines that an insufficient number of domestic offsets are available, the number of international offsets available may be increased up to 1.5 billion metric tons.  Government estimates of economic impacts for ACES assume that offsets will mitigate allowance prices.

Q6a.  Differences between the two programs were discussed in the testimony of David L. Sokol before the Congressional subcommittee and points out the following distinctions are present:  SO2 allowances went only to emitting companies with compliance obligations; almost all SO2 allowances were allocated directly to emitting companies; the electric sector was primarily the source of such emissions, so targeted reductions were confined to the electric sector, not on an economy wide as with Waxman-Markey; auctions were utilized, but proceeds were returned to companies.

Q6b.  An important difference is that existing technology could be employed to meet acid rain requirements in lieu of purchasing allowances which helped define the upper bound of potential cost impacts associated with acid rain regulations.  The ability of electric utilities to meet Waxman-Markey CO2 reductions called for in 2050 likely depends on technological developments and involves costs that are unknown.  This cost exposure supports the incorporation of measures that help protect utilities and their customers.

Q7a.  On pages 29-30 of their initial comments, The Consumer Advocate provides a detailed description of Section 101, CERES, which amends the Public Utility Regulatory Policies Act.  The CERES requirement begins at 6 percent in 2012 and gradually rises to 20 percent in 2020 allowing up to one quarter of the requirement being met with electricity savings.  The impact on Iowa will be that:  CERES will likely encourage expanded investment among electric IOUs in efficiency; Waxman-Markey will bring increased focus on monitoring and evaluation protocol that will be needed to satisfy “demonstrated savings” standard; CERES will encourage expanded development of combined heat and power and distributed generation.

Q7b.  The Consumer Advocate understands that CCS is not ready for commercialization but is aware of CCS studies and research.  While the cost and timing are unknown, CCS technology will not be available on a large-scale commercialized basis in the near future.

Q7c.  More electric vehicles could increase emissions if more energy is required for recharging the batteries and if the associated emissions exceed the reduced emissions as a result of less gasoline being burned.  If there were adequate renewable generation, that could be used off-peak in lieu of running coal or gas plants to recharge large numbers of electric cars, the use of electric vehicles would probably result in fewer emissions in Iowa.

Q7d.  The Consumer Advocate cites FERC Chairman Wellinghoff's August 6, 2009 testimony before Congressional subcommittees, noting the potential for demand response to improve grid efficiency.  Chairman Wellinghoff further noted that FERC had recently issued a national assessment of demand response potential, estimating the potential for consumer energy use management both nationally and for each state, through 2019.  The assessment found the potential for peak electricity demand reductions across the country is 188 gigawatts, up to 20 percent of national peak demand.  These savings, if realized, could reduce significantly the number of power plants needed to meet peak demand and thereby reduce carbon emissions by as much as 1.2 billion tons of carbon annually.

Q7e.  A significant expansion of renewable resources in our electricity supply portfolio will impose other stresses on the electric grid, requiring additional high-voltage transmission facilities, network upgrades, and feeder lines.  It is expected that transmission planning and expansion will be needed and useful to address these constraints and help the goal of reducing CO2 emissions.

Q8a.  The Architecture 2030 reports that the Building Sector is key in addressing climate change.  Section 201 of HR 2454 calls for national building code energy reduction targets of 50 percent below the baseline energy code in 2014-2015, and 5 percent additional reduction every three years to 2029-2030.  The targets set in HR 2454 are derived from the targets of the Architecture 2030 Challenge.  Another analysis of how HR 2454 addresses climate change through energy efficiency was issued by ACEEE.

Q8b.  According to the OCA, this is unknown; however the ICCAC assessment evaluated strategies for achieving GHG reductions.

Q8c.  To the extent utility programs and funding are used to support and administer these efforts, utilities should be allowed to recognize associated savings as an offset to CO2 reduction requirements.

Q9a.  Yes.  Given the uncertainty surrounding factors that will greatly impact the estimated cost of allowances and the potential for market manipulation, a price cap or collar would prevent higher than expected or volatile allowance costs.

Q9b.  Yes.  While Waxman-Markey takes an economy-wide approach to addressing climate change objectives, it is expected that electric utilities and their customers will experience the most significant and immediate impacts.

Q9c.  Yes.  Waxman-Markey will support current state efforts to reduce reliance on fossil fuel resources that emit CO2, including expanded cost-effective energy efficiency and renewable energy development.

Q9d.  Iowa’s electric IOUs are penalized by HR 2454 with regard to past energy efficiency and renewable energy investments that are already part of their generation portfolio.  Any climate change legislation should be structured to reward utilities that have already taken steps and spent money toward achieving the goals of reducing GHG.

Workshop Comments


Transcript pp. 236-251

The Consumer Advocate supports to GHG reduction goals but believes it is important to ensure consumer cost exposure is controlled and rate impacts are truly mitigated to the greatest extent possible while still achieving the stated GHG reduction goals.  The best way to address the short-term GHG reduction mandates is to invest in cost-effective energy efficiency and renewable energy.  The Consumer Advocate notes that Iowa has been a leader in renewable energy and energy efficiency and would like to make certain that these efforts are not penalized.

Q:  You suggest that MEC be allowed some offset credits for its previously installed wind generation.  Can you expand on that statement?

A:  We want to make sure to recognize efforts of early adopters not penalize them.  We do not have an answer to the problem, but would be interested in a solution that rewards, or at least does not penalize utilities for being ahead of the curve.

Q:  Can you tell us how you calculated the ratepayer impact, excluding wholesale sales, of 11.5 percent for MEC customers?

A:  The calculation was based on what they had done, excluding the allowance allocation attributable to wholesale sales.

Q:  Has The Consumer Advocate done any analysis that compares the adverse consequences from reducing wholesale sales to those resulting from a shortfall of allowances?

A:  No.  I do not have any recent information that shows what margin contributions are flowed through to customers as a result of the wholesale sales.

Q:  Can you comment on Iowa being an early mover or leader in the areas of energy efficiency and renewable energy?

A:  Iowa is one of primarily three Midwestern states that have been aggressively pursuing energy efficiency for the last 20 years so we have the mechanisms in place to keep going after more savings, but other states may be better positioned to meet those energy efficiency and renewable standards more easily than us now.

Q:  For MEC, do you have a sense of a percentage of their energy production that comes from wind on any kind of basis?

A:  MEC had quite a bit of detail in the wind case in terms of their actual 2008 results which could be extrapolated to account for a full year's production from all the new additional that were placed into service during 2008.

Q:  Is there a rate impact by using existing wind to meet an RPS requirement associated with the CERES standard?

A:  The rate impact would be whatever renewable energy credits are associated with it.  We can benefit from the revenues generated from that, but if you are working to meet that type of standard, you could not then go sell the credits – that would be your impact.

Q:  What is your Office's understanding of the argument of paying twice for the same emission?

A:  Twice is not the best word to use; rather it would be an additional cost the utilities would incur because they are required to participate in acquiring the allowances.

Q:  Could you explain what you meant about utilities using complicated models like PROMOD and EGEAS in the resource selection process?

A:  Long-term planning looks at restrictions like GHG reduction requirements, and factors in the cost of carbon.  Models then select the optimal expansion plan based on the inputs.  A benefit of climate change legislation is that some of the uncertainty in long-term planning will be removed and a policy would be in front of us to follow.

Q:  Can you comment on some of the concerns of the state implementation plan or opt-out options would address and then the concerns or stipulations you thing would be required for how that could be done?

A:  The potential problem with the opt-out plan is that many utilities might find it attractive which would then undermine what has been crafted through Waxman-Markey.  Any opt-out criteria should be narrowly tailored and should be carefully evaluated to determine if opting out is the least-cost option for consumers.

21.  Iowa Office of Energy Independence (OEI)

Initial Comments

OEI states that it is likely a price will be placed on carbon in the near future and that electricity prices will rise no matter what energy course our nation follows.

Any carbon pricing system must be guided by principles:  1) emissions reductions must be implemented in an aggressive manner; 2) emissions reductions must serve Iowa's economy; 3) rate impacts should be mitigated through a comprehensive, integrated solution; and 4) the rules must be clear and allocations must be fair to Iowa utilities.

Energy efficiency is the cheapest reductions strategy and should be heavily relied up when trying to maintain flat consumer bills.  EPRI found that a combination of energy efficiency and demand response could reduce summer peak demand by 14 to 20 percent in 2030.

OEI recommends adding manpower to enforce Iowa's building codes and believes public buildings should be built to the best energy efficiency standards.

There are several business models that may work in Iowa to enhance energy efficiency and conservation.  One model is decoupling, where a utility retains expected earnings even though electricity consumption is decreasing.  Inverted block rate structures encourage conservation through simple price signals whereas in the energy services model customers would be charged for "units of delivered energy services rather than energy commodities."

OEI believes large-scale wind also offers a cost-effective no carbon solution and notes that Iowa currently ranks second in the nation with 3,043 MW installed with 2009 wind costs projected to be about $2,000 per installed kW.  As noted by AWEA, a robust federal renewable standard and tax credits can promote wind's market development.  While OEI does not favor one specific technology, large-scale wind is a viable option today whereas, other technologies may provide competitive solutions to meet climate needs in the future.

Integrating large wind quantities is not laden with hidden costs, such as additional generation reserve requirements but rather, the increases are modest and as grid operation becomes better, there are fewer issues.

Nuclear and clean coal technologies are not currently economical alternatives but these and other new technologies could become viable in the future.  Water usage is a concern both with nuclear and clean coal plants.

Electrified transportation is on the horizon and can reduce emissions and GHG; however, these will impact business decisions and no unintended harm should be done to Iowa's economy by promoting electrified transportation.  Increased use of electrified transportation could increase electric demand, requiring generation expansion.  However, this would also be an opportunity to take advantage of wind generation, which often occurs off-peak and at night, when the vehicles would most often be recharged.  Smart Grid is imperative for the success of electrified transportation and other integrated approaches, such as load shifting through dynamic rate structures.

According to OEI, cap and trade looks more like an opportunity and less like a burden with a shift in paradigm.  An integrated approach must be used to ensure utilities remain profitable and electricity is affordable for all consumers.

22.  ITC Midwest LLC

Initial Comments

Q7d.  According to ITC Midwest, the Smart Grid would reduce CO2 emissions by optimizing current distribution and transmission operations and enabling real-time coordination of information from both generating plants and demand-side resources.  However, there are obstacles in the development of the Smart Grid including technology and commercialization, policy enactments defining allowable cost recovery, and protocol development enabling interconnectivity and standardization of devices.  The development of the Smart Grid will not replace the need to invest in the pole and wire infrastructure.

Q7e.  Transmission planning will advance the goal of reducing CO2 emissions and provide additional transmission capacity to deploy renewable resources.  Unfortunately, Waxman-Markey provides little on regional transmission planning and is, in ITC's opinion, inferior to existing law allowing FERC to consolidate a number of regional plans to ensure they are consistent.  The bill also does not address how interstate transmission will be paid for and provides robust backstop authority only within the Western interconnection.

ITC Midwest favors the framework for transmission planning found in the Senate Energy bill (S. 1462, the American Clean Energy Leadership Act) which requires FERC to coordinate the development of an interconnection-wide transmission plan that supports renewable generation, provides opportunities for reduced emissions, reduces congestion, and provides other benefits.  The bill also provides backstop FERC siting authority for select facilities and requires FERC to develop cost allocation methodologies for high priority national transmission projects.

23.  Iowa Wind Energy Association (IWEA)

Initial Comments

IWEA supports a 25 percent by 2025 national RES, although it views the RES in the ACES as a step in the right direction.  The RES in the legislation is for 20 percent by 2020, 5 percent of which can come from energy efficiency in all cases, and up to 8 percent can come from energy efficiency if a state determines its utilities cannot meet the target.  The association cited the economic benefits of wind farms and said that in Iowa clean energy jobs are being created faster than any other category of employment.

24.  MidAmerican Energy Company (MEC)

Initial Comments

Q1a.  MEC supports a declining cap on GHG emissions; however, the caps must provide adequate time to develop a compliance plan to minimize price shock and economic dislocation.

Q1b.  MEC believes an 83 percent reduction by 2050 is achievable, but the early and intermediate levels may be difficult to achieve depending upon the available technology.  Zero-carbon energy, along with CCS, will be necessary to meet emission limits since displacing coal with natural gas as fuel may only result in 50 percent reduction in carbon emissions.  Energy efficiency is expected to contribute an additional 5 percent reduction in emissions.

Q1d.  For MEC, the cost of seven combined-cycle combustion turbines to reduce emissions exceeds $5 billion, which does not include the cost for allowances, estimated at $276 million in 2012, or additional costs for enhanced energy efficiency programs.  The rate impact for cost of allowances alone could be a 20 percent increase at $25 per metric ton in 2012 with some rate classes seeing increases well above 20 percent depending on how costs are allocated.  These rate impacts do not take into account the cost of options to reduce emissions that is estimated to exceed $5 billion as mentioned above.

Q1e.  MEC has proposed revisions that would provide states with option to determine whether a utility should comply with the emissions cap and allowance trading or, instead, comply with the cap by working with its state regulators to develop the generation portfolio, energy efficiency plan and operations changes necessary to meet the caps while foregoing an allocation of free allowances and not participating in the allowance trading market.  The planning with the regulators would develop a 40-year program of lowering existing coal plant emissions through reduced operation, retrofitting them to capture CO2 if the technology becomes available, or/and building zero-carbon energy plants.  If this option is not included in federal legislation, MEC is proposing several revisions that would mitigate the inequities in the allowance allocation methodology contained in the bill.  MEC's response to question 2h provides additional information.

Q2a.  MEC provides detailed calculations in its initial comments on pages 9-10 and in its Attachment 2a.  MEC is expected to receive approximately 10,574,158 allowances with each allowance to be utilized to cover one metric ton or 1.102 short tons of CO2 emissions.  This estimate does not include any allowances from the potential redistribution under section 783(b)(4).

Q2b.  MEC’s expected 2012 allocation will be significantly below its projected emissions under the following three scenarios.  In the business as usual case, MEC's 2012 CO2 would be 25.4 million metric tons with allowances covering approximately 42 percent of projected emissions.  Under a constant emissions case MEC's CO2 would be 22.4 million metric tons: with allowances covering approximately 47 percent of required.  In the reduced emissions scenario, MEC's CO2 would be 21.6 million metric tons with allowances covering 49 percent of required.

Q2c.  Allowances received after 2012 for the electricity sector decline every year until they reach zero in 2030 and are detailed in MEC's Attachment 2c, Q2c-CO2 Emission Graph.  MEC assumed that CO2 emissions are reduced over time by the retirement of coal-fueled units and the addition of combined cycle natural gas facilities.  By 2050, all coal-fueled units are assumed to have no emissions, and seven 540 megawatt natural gas combined cycle units are constructed 

Q2d.  Iowa utilities do not expect sufficient free allowances to cover their emissions under the current methodology.  Therefore, there are three methods which can be used to comply:  1) acquire allowances from government auctions or secondary markets; 2) purchase or develop offsets from domestic or international markets; or 3) reduce emissions.  Emissions can by reduced by:  expanding energy efficiency; operating existing generation with lower carbon emissions and reducing generation from higher emitting resources; constructing new non- or lower-carbon generation; converting coal-fueled units to burn natural gas and/or biomass; installing CCS; or reducing generation that supports wholesale electric sales.  MEC's Attachment 2c provides more detailed information.

Q2e.  The total impact to MEC’s customers would be $276 million in 2012 based on an allowance shortfall of slightly more than 11 million and at the assumed $25 allowance price.  These costs are expected to increase over time and reach $483 million by 2029.  MEC's tables below show the impact on rates by customer class in 2012 and 2029 

Rate Increases by Customer Class in 2012 ($276 million total increase)
	Class 
	Current Rate 
	Increased Rate 
	Increase 

	Residential 
	$.084/kWh 
	$.098/kWh 
	17% 

	Commercial 
	$.066/kWh 
	$.080/kWh 
	21% 

	Industrial 
	$.040/kWh 
	$.055/kWh 
	38% 


Rate Increases by Customer Class in 2029 ($483 million total increase)
	Class 
	Current Rate 
	Increased Rate 
	Increase 

	Residential 
	$.084/kWh 
	$.109/kWh 
	30% 

	Commercial 
	$.066/kWh 
	$.091/kWh 
	38% 

	Industrial 
	$.040/kWh 
	$.066/kWh 
	65% 


Q2f.  The allowance allocation disadvantages Iowa utilities and their customers for the following reasons.  1) Claims the electric sector receives 90 percent of the allowances for free but that is not the case.  Both the EPA and EIA calculate electric sector CO2 in 2005 of 2.4 billion metric tons, but the electric sector receives 2.0 billion in allowances in 2012, only 83.5 percent.  2) There are two allowance pools in the electric sector which specifically allocate to merchant coal units which account for 14.3 percent of allowances, leaving the LDCs with 71.5 percent of allowances needed for compliance.  Utilities, like MEC, receive no allowances for emissions associated with their wholesale sales.  3) The allowances for LDCs are allocated evenly between total retail sales and emissions associated with the retail sales.  This allocation favors larger utilities, which have larger percentages of nuclear and hydro energy in their generation portfolio.  4) MEC has worked to become the largest owner of wind generation of any rate-regulated utility in the country and the bill penalizes utilities like MEC by requiring a utility to use its average CO2 intensity to calculate its emissions associated with retail sales.  MEC’s addition of significant wind resources has helped reduce its emission intensity by 13 percent and results in several hundred thousand fewer allowances.  5) The bill established 2005 as the baseline, which hurts MEC since its retail load grew 3.2 percent per year from 2005 through 2008.  6) MEC will pay an estimated $6.1 billion for compliance and pay another $6.7 billion for allowances below the compliance cap.

Q2g.  On the surface, section 783(b)(4) appears to address concerns regarding the allocation of allowances not needed for compliance.  However, the practical applicability of the provision does not result in the intended equitable relief.

Q2h.  Neither trading nor offsets will reduce GHG but reductions will come from utilities working with state regulators to modify generation and implement energy efficiency.  States should have the option to pursue this alternative mechanism without participating in the allowance trading market.  MEC proposes an Alternative Compliance Mechanism which would include the following.  1) Congress would establish emissions caps while states would determine, utility-by-utility, compliance with emissions caps through allowance trading or, compliance by working with state regulators while foregoing free allowances.  2) Utilities would develop cost-effective plans to meet emission caps and approved by state utility and environmental regulators.  3) EPA would still oversee the GHG reduction program but states would develop state implementation plans.  4) The same penalties would exist for non-compliance with the emission caps.  5) Unallocated allowances from utilities in states selecting this alternative would be eliminated from the allowance pool and retired.

If Congress decides to keep the trading mechanisms in Waxman-Markey, MEC suggests the following.  1) Increase electric sector allowances from 35 to 40 percent.  2) Eliminate allocations to merchant coal and generators with long-term PPAs and give the 14.3 percent of allowances to electric LDCs.  3) Eliminate allowances based on retail sales.  4) Eliminate the penalty for early adopters of renewable.  5) Amend section 732 to allow owners of excess renewables and excess energy efficiency to convert the excess to offsets.  Allow owners of renewables and energy efficiency (for 2005 - 2012) to monetize the CO2 reductions as offsets and fix problems with Managers Amendments to HR 2454 [subsections 782 (t) and 795].  6) Eliminate the free allowance allocation phase-out after 2025, in which allowances drop from 35 percent to zero in 5 years.  7) Implement an allowance price collar.

Q3a.  MEC has not done a detailed evaluation for each of the items addressed in question 3; however a high level evaluation has been conducted to determine the impact of HR 2454 on Iowa’s low-income households.  HR 2454 provides 15 percent of allowances to low-income households which would be auctioned annually, with cash payments to eligible households to compensate for loss in purchasing power resulting from HR 2454.  Assuming a $25 allowance price, approximately $100 million per year may initially flow back to Iowa’s low-income households, with approximately half of that for MEC’s customers.  MEC's Attachment 3 contains additional details.

Q3b.  The proceeds for low-income households go directly to those individuals in the form of cash payments via the Energy Refund Program.  Neither the state of Iowa nor the regulated utilities will receive any proceeds under this provision.

Q3c.  MEC's Attachment 3 contains a year-by-year breakdown of the allowances and associated proceeds expected to be available under the low-income provision.

Q3d.  The low-income provision will not alleviate any shortfall of allowances for MEC; however, the proceeds distributed to low-income households will help offset electricity rate increases resulting from this bill.

Q3e.  Based on data available to MEC, Iowa has approximately 193,000 LIHEAP eligible households, versus a national total of 34.7 million eligible households.  Therefore, Iowa’s low-income households are expected to receive 0.56 percent of the proceeds under this provision with other states receiving their proportional share based on the number of eligible households.

Q3f.  MEC suggests an alternative where the 15 percent of allowances to low-income customers are allocated directly to the electricity sector with specific requirements to utilize those allowances for low-income customers.  This would help ensure that those low-income customers who may see the highest rate increase would receive the greatest proceeds.

Q4a.  The creation of a carbon allowance market will introduce unnecessary cost volatility into the emission reduction process and will increase the overall costs of compliance.  The allowance market that would be created would eventually rival, or exceed, the total value of crude oil traded today with the quantity of allowances peaking at 5,482 million in 2016.  Utilities and other covered entities will be forced to compete with investment banks, hedge funds, foreign governments, and speculators.  The SO2 allowance market demonstrates the impact of speculators where, during the 4th quarter of 2005, SO2 allowances doubled from around $800 to over $1,600 as speculators acquired allowances, then dropped back to around $800 in three months, requiring utilities that acquired allowance positions at the top of the market to write off millions of dollars in lost value.

Q4b.  MEC assumed an allowance price of $25 beginning in 2012 through 2050.  MEC reviewed the following analysis.  1) The EPA study assumed an allowance price from $17.50 in 2015 to $265 in 2050.  2) The CBO study price was $16 in 2012, and $28 in 2020.  3) The MIT study in March 2007 estimated a cost to capture and sequester CO2 of $25 - $30 per metric ton.  4) The August 2007 DOE study estimated the cost to capture and sequester CO2 of approximately $45 per ton.  5) The July 2009 Harvard Kennedy School study gave a range of $120-$180 per metric ton for the cost to capture and sequester CO2, with the cost decreasing to $35-$70 per metric ton once the technology matures.

Q4c.  It is difficult to determine who will participate, but it is possible that entities which need the allowances for compliance will be forced to compete with investment banks, hedge funds, foreign governments, and speculators.  MEC is concerned that these other entities' participation in the market may increase demand for the allowances, and raise allowance prices, increase volatility, impose additional transaction costs, and drive up compliance costs for covered entities.  Additionally, brokers will likely play an important role in connecting buyers and sellers of allowances, offsets, and renewable energy credits.  The key difference between brokers and the other entities mentioned is that brokers do not take physical allowance positions, and will not affect the market’s normal supply and demand characteristics.

Q4d.  Physical ownership of allowances, offsets, and renewable energy credits should be limited to entities which were initially allocated allowances under the bill; entities which generate offsets or renewable energy credits; or entities which require allowances, offsets, and/or renewable energy credits to demonstrate compliance under the bill.  By eliminating speculators, hedge funds, foreign governments, and investment banks from participating in direct ownership of carbon allowances market volatility will be reduced.  With the value traded in the carbon allowance market expected to approach $2 trillion in the first five years, eliminating additional speculation and volatility in such a large market is paramount.

Q5a.  The use of flexible compliance mechanisms, such as offsets, banking and borrowing, can reduce compliance costs, but Waxman-Markey restricts these provisions.  Offsets may dampen costs by providing another method of reducing GHG while new technologies are developed and implemented.  International offsets, beginning in 2018, are surrendered at 1.25 offsets per ton which increases compliance costs by 25 percent.  The President may recommend to Congress increasing or decreasing the number of offsets which will cause uncertainty over this compliance option.  Banking allows any current vintage or earlier allowance or offset that has not used to cover an emission during the current year, however, the Administrator can make banked allowances or offsets expire to ensure the “authenticity and integrity” of the allowance and offset market.  Covered entities may also borrow future vintage year allowances, with some limitations and penalties.  Borrowing allowances from vintage years of 1-5 years later is limited to 15 percent of the current year’s compliance obligation, plus 8 percent interest per year.

Q6a.  Both the ARP and Waxman-Markey use allowances and are cap and trade programs, but have the following differences.  The ARP SO2 program applied to utilities, but Waxman-Markey is economy-wide.  The CO2 allowances in 2016 will be 600 times greater that the SO2 allowances and could become the largest commodity in the world.  Off-the-shelf technology to reduce SO2 emissions was available when the program started while there is currently no “low carbon” fossil fuel for existing power plants to achieve 83 percent CO2 reductions.  The goal of the ARP was a 50 percent reduction in SO2 from a baseline of 17 million tons whereas Waxman-Markey requires an 83 percent reduction from a baseline of over 6 billion tons.  The ARP gave 97 percent of SO2 allowances free to utilities, but Waxman-Markey gives electric LDCs a 70 percent allocation and then phases them to zero by 2030.  The SO2 auction proceeds are redistributed to the utilities, but under Waxman-Markey the auction proceeds are used for other purposes.  The ARP targets were fixed at certain steps while Waxman-Markey requires reductions in each year.  The ARP had no offsets, but Waxman-Markey allows two billion offsets annually.  Borrowing of SO2 allowances was not permitted but Waxman-Markey allows some borrowing, with interest.  SO2 allowances went only to utilities that needed them, but under Waxman-Markey, utilities with non-fossil resources will receive billions of allowances they do not need.  Under the ARP, utilities that met reduction targets held sufficient allowances for compliance whereas under Waxman-Markey a utility with coal-fueled resources could meet its reduction target and still be required to purchase millions of allowances.  

Q6b.  MEC does not view the allowance allocation structure under Waxman-Markey to be equitable, functional, or result in an outcome that protects MEC's retail customers.

Q7a.  MEC has made investments in renewable energy (wind) and plans to continue its efforts in energy efficiency to demonstrate the electricity savings required by the bill.  MEC does not anticipate making the $25 alternative compliance payment for either energy efficiency or the renewable electricity standard.  However, the bill as written penalizes MEC for previous renewable energy and energy efficiency programs, because it would only credit renewable energy in 2012 and beyond and would limit renewable energy credit banking to three years.  Furthermore, the bill does not allow banking of energy efficiency savings and counts only incremental savings after the effective date of the bill.  Unlike MEC, utilities that have not been offering energy efficiency programs for more than 15 years will be able to achieve the savings at a much lower cost since they have not already "picked the low-hanging fruit."

Q7b.  There have only been a few CCS demonstration projects completed in the United States, and there have been no such projects installed on a large coal-fired power plant.  MEC believes that if the leading technology is proven successful, challenges, including the following list, remain.  1) The cost is expected to be very high, approaching $2,000/kW.  2) Operating and maintenance expenses may add $10/MWH to the cost of the existing power plant.  3) Plant efficiency would decrease by approximately 40 percent.  4) Plant electrical output would be reduced by 30 percent which would require additional generation to serve the same load.  5) The physical size of the carbon capture process is very large and installation may not be possible at sites without adequate land.  6) Local sequestration may not be possible so significant pipeline infrastructure may be required.  7) Current laws and regulations do not address the legal issues regarding carbon storage and long-term liability.  MEC asserts using CCS technology will likely be limited, even if it becomes technically feasible.

Q7c.  MEC cites a 2007 study by EPRI and NRDC, which found widespread use of electric vehicles in the US could both reduce GHG and improve ambient air quality.  The well-to-wheel CO2 emissions of electric cars is lower than those of conventional cars, however, the actual amount of savings directly depends on the carbon intensity of the existing generation used to charge the vehicles.  On average, an electric vehicle charged from the existing national generation fleet emits about 115 grams of CO2 per km driven, (g(CO2)/km) whereas a conventional gasoline powered car emits 250 g(CO2)/km.  According to MEC, to achieve generation savings, it would also be necessary to have time-differentiated rates to properly incent vehicle owners to charge at appropriate times.

Q7d.  EPRI estimates that the value of an enhanced electric power system would be a 10 to 15 percent reduction in electricity consumption, 66 percent increase in percentage of demand reduction at peak, and 20 percent reduction in CO2 emissions.  For more information on smart meters and potential impacts and costs, please refer to MEC's comments recently submitted in IUB Docket No. NOI-08-3.

Q7e.  A new high capacity transmission system is necessary, but transmission planning, by itself, will not advance the goal of reducing CO2 emissions.  The primary impediments to build necessary interstate transmission are regulatory certainty of cost and investment recovery, and the ability to site new transmission facilities.  The local- and regional-specific planning that is prevalent today will likely result in a greater number of smaller scale projects, with lower-value areas being developed because of the inability to provide transmission to higher-value renewables in more remote areas.  Transmission items in the planning process should include recognition of benefits of extra high voltage transmission which:  benefit a wide base of customers over a broad region; will benefit customers beyond a five or ten year window; needs to be built as a network and not segment by segment; are not all explicitly measurable and can include many reliability and economic benefits.

Q8a.  MEC has not independently analyzed the impact of these provisions in its Iowa territory but believes that impacts in Iowa, where energy efficiency has long been actively promoted, will likely be smaller than in areas where energy efficiency efforts have been erratic.  MEC has long-standing appliance rebate programs and has developed the relationships with distributors and retailers to provide incentives to carry more efficient products.  These programs would be superseded by the direct payments provided by Waxman Markey.  The savings MEC has historically achieved through its new construction programs would no longer be available due to the significant increases in the stringency of building codes.

Q8b.  MEC does not have an estimate on the cost of implementing these mandatory programs as they would not be implemented through the utilities.  The ACEEE analysis referenced in MEC's initial comments for Question 8a uses funding authorizations as the basis for the cost, or, in the absence of new funding, assumes current spending.

Q8c.  The CERES allows for efficiency to count for 25 percent of the standard.  However, savings achieved through codes and standards, improvements in transmission system efficiency, and savings achieved before the date of enactment, cannot be counted as energy savings to meet the standard.  Waxman-Markey ignores the savings achieved through utility programs in Iowa since 1990 and also the importance of the coordination between utility energy efficiency programs and improved codes and standards.  The bill also puts the utility programs in competition with enhanced codes and standards and will create perverse incentives.  These savings should be counted and available to the utility to meet both the standard and emission reductions requirements for the benefit of its customers.

Q9a.  MEC states that if carbon-free and low-carbon technologies other than natural gas-fired power plants are not commercially available by the timetables in the bill, then a utility must either reduce emissions by adding renewable energy and energy efficiency/demand reduction programs or purchase allowances and offsets.  With a trading provision there should be a cost containment mechanism to temper the cost of allowances otherwise, without a price collar; the price of allowances could fluctuate significantly.  It is uncertain whether cost relief mechanisms can establish a clear price signal and respond as effectively as a price collar to changing market conditions.  However, a price collar mechanism would not eliminate inequities and transfer of wealth out of Iowa as a result of purchasing allowances.

Q9b.  All sectors of the Iowa economy will be impacted by higher electric rates under Waxman-Markey.  Some industries may reduce production, shutdown, relocate to areas of the nation less impacted by Waxman-Markley or have to acquire carbon allowances due to the processes at the facilities in order to keep operating.  In addition, the bill requires that new source performance standards be developed for smaller emitters that are not subject to the cap and trade provisions of the bill.  These standards are likely to significantly impact many aspects of Iowa’s economy, including schools and hospitals.

Q9c.  MEC claims it is possible that the Waxman-Markey bill will result in lower CO2 emissions and there may also be some local agricultural offset opportunities in Iowa.  However, if the economic impacts of the bill prove to be too onerous, the law may be repealed before it has any meaningful impact on emission levels.

Q9d.  MEC response to question 9d includes a detailed list of topics on pages 41 to 44 of its initial comments.  The topics included:  Subtitle C, Additional Greenhouse Gas Standards, Citizen Suits, Scientific and Programmatic Review, Clean Air Act Enforcement, State Preemption, and Smart Grid Peak Demand Reduction.

Reply Comments

MEC's reply comments specifically address initial comments filed by other parties.  

Sierra Club stated, “Iowa’s over-dependence on highly-polluting electricity sources is a disadvantage reinforced by poor management decisions in recent years," and cited the new coal plant in Council Bluffs, a failed coal plant in Marshalltown, and failure to more aggressively pursue energy efficiency and clean energy, as examples of ways “Iowa utilities have placed themselves in a poor competitive position.”  MEC cites Iowa Code §  476.53(1) and contends the general assembly’s intent in enacting the legislation was to “attract the development of electric power generating and transmission facilities within the state…”  Furthermore, MEC refers to the Board’s decision in the MEC ratemaking principles application WSEC-4, which was the third ratemaking principles proceeding filed pursuant to Iowa Code § 476.53.  MEC quotes the Board as concluding in its order that, “It is reasonable to find that MidAmerican considered other long-term sources of electric supply and WSEC-4 is reasonable when compared to other feasible alternative sources of supply.”

The decision to build WSEC-4 was in response to a strong policy directive from the Iowa legislature encouraging the construction of large base load power plants and also claims the same law is responsible for Iowa being second in the nation in wind development with MEC owning more wind energy than any other utility in the US.  MEC also claims that, together with its sister utility, PacifiCorp, the two utilities own five times more wind capacity than the next largest utility owner and manage the second largest portfolio of wind in the country.
MEC states Iowa has been consistently ranked in the top ten nationally for electric energy efficiency program spending and cites, The 2008 State Energy Efficiency Scorecard, ACEEE, October 2008.  Since 1990, MEC has invested almost $400 million on electric energy efficiency programs, which has resulted in a savings of over one billion kilowatt-hours.  These investments in electric energy efficiency programs have reduced MEC’s electric peak demand by over 450 megawatts.

The DNR commented on how MEC overstated its estimated allowance shortfall and associated cost impacts by including wholesale sales in the calculations whereas DNR's estimate, excluding wholesale sales estimate the resulting impacts would be reduced approximately 50-70 percent.  However, the DNR fails to recognize the ratemaking implications on MEC's retail customers.  During the revenue stability period, MEC’s wholesale sales have been recorded above-the-line and credited against the retail revenue requirement.  If MEC was not making wholesale sales, the retail revenue requirement would increase since a significant portion of the revenue sharing that has occurred under MEC’s alternative regulation plan has been as a result of wholesale sales margins.  If this bill is enacted, MEC will need to determine whether the lower cost to customers is achieved by reducing wholesale sales to avoid buying additional allowances or buying additional allowances to enable wholesale sales.  Either alternative results in increases in retail customer costs far greater than suggested by the DNR.

MEC believes the inequity in this legislation is that 14.3 percent of the allowances allocated to the electricity sector are specifically targeted for merchant generators, while wholesale sales from vertically integrated utilities do not receive any allocations.  If the bill is intended to protect consumers and not generators, and if allowance costs can be recouped in the market, there is no policy justification to provide allowances to merchant generators.  Providing free allowances to merchant generators gives them an unfair and significant competitive advantage over regulated utilities that make wholesale sales on behalf of their retail customers into the same market.  MEC suggests eliminating the allocation to merchant generators or treat wholesale sales from regulated utilities the same as merchant generators.

WRI, NRDC, UCS, OCA, ELPC, the Sierra Club, and the DNR referenced studies and analyses that provide average cost throughout their responses to the Board’s questions.  MEC’s comprehensive analysis of the bill derives specific impact for MEC’s customers.  There are many assumptions that vary across all of these studies, which can drive different results but the key point is that with an average results there are those who are generally well above and well below the average.  MEC states there are clear winners and losers due to the significant inequities that result across customer segments, companies, and geographical regions of the country.

The EPA and CBO analysis were cited more than others, but both analyses utilized optimistic assumptions, which generated lower than expected allowances prices, and resulted in lower impacts on the average consumer.  MEC prepared a side-by-side critique of the MEC, EPA and CBO assumptions which was included as Attachment A of their reply comments.

The OCA, the Sierra Club, and the NRDC reference a set of policy options that ICCAC presented December 2008.  NRDC claims ICCAC demonstrated that Iowa could achieve significantly greater reductions faster than Waxman-Markey goals, however, it must be noted that the CO2 reduction goals and the baseline year for CO2 reductions were established prior to the development of the policy options and do not correlate to the options forwarded.
MEC, along with other Iowa electric utilities, participated in the ICCAC proceedings and provided guidance on what is technically feasible and the associated costs to implement policies.  The representatives from the participating Iowa electric utilities believe that the final report authored by the Center for Climate Strategies for the ICCAC did not identify which emissions reduction policies were feasible nor did it clearly communicate the cost of the policies to Iowans.  MEC claims “placeholder” figures became the final figures without being thoroughly vetted.  The quantification work by Center for Climate Strategies was not peer reviewed or subjected to more rigorous economic scrutiny.  Additionally, there was no analysis of transition or short-term costs associated with making investments necessary to achieve the policy options, nor has there been any analysis of potential impacts on Iowa’s competitiveness through the implementation of any of these policies.
According to MEC, policymakers cannot develop adequate strategies to address them, nor can the costs of implementing the policies be reasonably calculated without an in-depth discussion of the market and technology barriers facing many of the policies.  Furthermore, the presentation of “net present value” or “cost per ton” did not communicate to Iowans what the impact of the policies would be on their monthly household energy costs, price at the gas pump, impacts on manufactured goods, or the cost of doing business.  Such information is fundamental to making good policy and business decisions for Iowans and the report from the ICCAC did not provide that rigor.

MEC notes that because of the weaknesses in the ICCAC's final draft report noted above, the members of the Council voted to issue its report only as a list of policy options, rather than a set of policy recommendations.

Workshop Comments


Transcript pp. 95-150

MEC supports CO2 reductions.  Our analyses assume that all of our future load growth is consumed and mitigated by dramatic increases in energy efficiency and renewables.  Many studies have been entered into the record today.  Unfortunately, none of them are really relevant to our company and customers.  We have done a page-by-page analysis of the bill and its impacts on our customers and we have confidence in the analysis.

Our issue is not whether or not whether we should reduce CO2 or emissions, but whether there are ways to achieve that goal at a more reasonable cost for our customers.

Some have said our analysis is not accurate because we take credit for wholesale sales and customers are paying for allowances for wholesale sales.  They would have no way of knowing the reason we have been successful in not having rate increases is that all of the benefits of those sales flow back to our customers.  We would never make a decision to sell in the wholesale market that would not have benefit for our customers.

As the bill sits today, using $24 per ton, our customers will pay $7 billion more in unneeded costs because of the trading aspects of this bill.  We find this unacceptable and unneeded.  It is our belief that we can achieve the goals, but we have to find a better way to do it such that the impact on customers is less and can be mitigated in some way.

Q:  We are going to project a graph you provided that we have some questions on.
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A:  Perhaps I can give a brief overview of the graph to start with.  The graph is a display of the impacts on our customers if this bill is implemented and assumes all future load growth is taken up by energy efficiency and renewables.  Our assumption is that by using the benefits in the bill, as well as continuing to promote development of renewables and higher levels of energy efficiency, we can mitigate load growth.

Black Line – compliance targets based on 2005 baseline (updated from previous version to reflect year-on-year reductions

Blue (column) Line – amount of CO2 projected from our coal plants

Red (column) Line – Amount of CO2 projected from our natural gas plants current and existing (includes construction of seven combined cycle units over time)

Red Line – current level of free allowances from the bill

Green Line – percentage of emissions compared to the 2005 baseline

The difference between the red line and the black line is the number of allowances that MEC would have to purchase.  Amounts above the black line show the infrastructure changes that MEC would have to make to achieve compliance.

This shows the cost of infrastructure improvements to be $5.3 billion, not including increased costs for natural gas (which is likely if others plan to achieve compliance by increasing natural as usage as well).  An interesting observation is that if we never generate another unit from coal, we still will not ultimately achieve compliance.

The cost for compliance is $5.3 billion for the combined cycle units; $6.1 billion for the cost of compliance which could be buying allowances at $25 or investing in another infrastructure.

The trading value refers to the area between the red and black line.  There is a great deal of discussion as to whether these allowances should be auctioned off fully or partially.  The value of this area at $25 a ton is $6.7 billion, which results in a transfer-of-wealth.  We find this unacceptable.  We struggle with trying to tell our customers why they should take that money and send it to other companies who have more allowances.

Q:  So, the green line drops simply because the natural gas plants have lower emissions than the coal fired plants?

A:  Correct.

Q:  Will the seven proposed combined cycle plants (540 MW) be for Iowa only?

A:  The vast majority would be.  They would be allocated similarly as they are now.  Iowa is by far our largest component.  It's currently 88 to 89 percent.

Q:  Why did MEC choose the seven large combined cycle plants rather than other options?

A:  Currently, natural gas it the only alternative that brings our emissions down to a level that will reduce the need to purchase allowances.  Ultimately we will have to look at other alternatives and monitor technological advances.  Nuclear is another option, but not something we could have in place in two or three years – it would be 8-12 years down the road.  We chose to use an option that was currently available for developing this analysis.

Q:  Your chosen strategy does not meet the 3 percent reduction requirement.

A:  We assume we will be buying allowances to meet the remainder.

Q:  This graph maximizes the amount of information you could communicate visually.  However, if you were to add a vertical axis for megawatt-hours how would renewables appear on that and over time?

A:  If the left axis were megawatt-hours, what you would see (based on the fossil generation here) would be a one-for-one exchange for the coal plants versus the natural gas combined cycle.  On top of that would be renewables going over time to help meet load growth.  The standards for renewables and energy efficiency would dampen some of the load growth, but it would start sloping up from the left-hand axis, as the renewables increased.  It is hard to speculate whether it goes up five million megawatt-hours or ten.  We would gladly build this chart for you.

Q:  If you already converted to megawatt-hours, then your red bars would be twice the size as their current size because you would get twice the megawatt-hours out of them per CO2 emitted.

A:  Correct.  The CO2 intensity from coal in general is 2,000 pounds a megawatt-hour and gas is a thousand.

Q:  Are you saying you are just projecting flat continuing sales of megawatt-hours?

A:  No.  We're projecting that all of the megawatt-hour load growth will be mitigated by zero-emitting resources.  Fossil generation is flat in megawatt-hours over the period.

Q:  You state the Waxman-Markey bill penalizes MEC because it's already installed significant wind generation and that allocation formula requires you to use its average CO2 emission intensity to calculate its emissions associated with retail sales.  You also state that the significant wind resources has helped reduce MEC's emission intensity by 13 percent, which results in several hundred-thousand fewer allowances allocated to it per year.  Can you explain this in more detail?

A:  Had we generated the same number of megawatt-hours during that time period using coal or gas, our intensity would have been higher, which is the multiplier for the number of allowances that you ultimately receive, and we would have been allocated more allowances.  When you look at the impact of this, it is important to evaluate the amount of renewables that were in place in a time period versus the amount of retail load we have, because 50 percent of it is on load.  Some would say you should just change your period.  If you pick a period where we did not have renewables, our actual retail load is less, so the ultimate impact on allowances is still negative for us.  This is why we have highlighted this as an issue and have offered alternatives for addressing it.

Q:  You often point to hydro and nuclear as examples of utilities that are going to benefit from this allocation method and being able to sell allowances.  Cannot they make that same argument about carbon intensity?

A:  It depends on business structure.  Companies who have made the investment as a regulated utility or those who made a conscious decision to spin their fossil generation out or basically change their business structure such that they are now in a merchant mode to try and attract more allowances from that bucket.  There are arguments to be made from either side.  The basic question here is whether those with zero emissions should receive a windfall pot of allowances, which will drive the transfer of wealth issue.

Q:  Is that the basis for the last minute amendment that passed in the House concerning limiting allowances based on emissions?

A:  Yes, in the simplest form.  Unfortunately the language in the bill does not tie allowances to emissions, but to costs.

Q:  Was that because of the different business models we just discussed?

A:  I do not know.  The language went in on the last day the actual language ended up being different from what those working to get the amendment in expected.

Q:  Some argue MEC's estimate of allowances is overstated because it includes wholesale sales.  Can you discuss that further or provide written analysis after the workshop?

A:  We can do both.  Those who made those comments do not have access to our business model and the arrangements we have with The Consumer Advocate and customers with regard to revenue sharing, etc.  Our customers are either going to be impacted by the cost of an allowance (which they do not have today) or they will be impacted because there is not a wholesale with a margin that is coming back to offset a cost and going to the revenue-sharing agreements.  Merchant generators are competing on the same basis as our customers in the wholesale market.  For merchants, the allowance actually goes them and not to the customer like our customers receive from wholesale activity.  This creates an inequity which the industry is now beginning to recognize.  Some claim the market will pick up the cost of the allowance.  Our data shows this is not true.  In the market today, the cost is roughly at the cost of production.  If there was an environmental charge on that, it would be eaten by our customers, and ultimately we would not sell that megawatt-hour because there would be no margin coming back.  In our case we have dramatic concerns around this.

Q:  In reply comments the ELPC said that the customer bill impact analysis by MEC and IPL is flawed in part because you would have to assume customer usage will drop due to energy efficiency measures.

A:  In fairness to them, they did not have all of the data that we have provided in our analysis.  We also assume that renewables and energy efficiency will mitigate 100 percent of future load growth.

Q:  The ELPC also says it is inconceivable that a utility will sell power to wholesale customers and not include the cost of allowances.

A:  If our product (with the cost of an allowances) does not generate a margin in the market, we would not do the sale because it simply would not be in the best interests of our customers.  The disconnect here may have to do with the different intensity rates for natural gas and coal generators.

Q:  The ELPC says that investment in technologies to reduce GHG emissions will directly reduce the need to purchase allowances, and the emissions that are eliminated due to those investments will not require allowances.

A:  We agree.  None of that technology exists today.  Today, we only have what we have.  Perhaps 10, 12, or 15 years down the road there will be some new technology allowing us to dramatically reduce not only CO2, but all of our emissions.  I would also argue that the bill is fairly weak in moving dollars to technology development, and the government should be doing more from a technological development perspective.

Q:  Concerning your alternative state-by-state opt-out, the ELPC criticizes that saying it would be more expensive to achieve the same GHG reductions.  They say this is because Iowa utilities would lose out of the potential for lower cost reduction options available through trading or offsets.

A:  We fundamentally disagree with them.  Our chart clearly shows the cost of trading for our customers is over $6 billion that could be better spent investing in infrastructure that can reduce CO2 over time.  Spending money on allowances brings no value to our customers.  It may bring value to other utilities who are long on allowances and who want our money.  This is why we support a state implementation plan approach, much like we do virtually ever other environmental rule where we work with our customers, regulators, and stakeholders to arrive at a plan that would ultimately reduce CO2, and making that investment for the benefit of Iowa.  We find it unfathomable to expose our customers to the (uncontrollable) costs and potential shenanigans in a volatile, speculative trading market, which will be bigger than oil and gas combined.  We intend to fight to our last breath to figure out a way to save our customers that 

money such that we are actually putting dollars to work to reduce emissions, which provides benefit to our customers rather than benefits to people who do not live in our area.

Q:  How would an opt-out effect other provisions of the bill, specifically agricultural and low-income energy efficiency?

A:  On Waxman-Markey, our proposal would be an amendment on the cap and trade portion allowing states to offer implementation plans.  None of the rest of the bill is really touched by our proposal.  The ability of farmers to sell offsets would not be effected.

Q:  Is the low-income program funded through allowances?

A:  Our position is that if our state wants to fund those types of programs, that the savings we have by not participating in the markets would allow our state to actually put those in place and manage them locally through part of the state implementation plan.

Q:  The bill contains provisions estimated to increase the net average annual income for the poorest 20 percent of households by about $40.  Has MEC done an analysis on this?

A:  The bottom line of our analysis is that when you compare the amount of dollars the State of Iowa would put out (i.e. into the low-income bucket) versus the amount of money that actually would come back to Iowa, we are spending significantly more money out than we have coming back.

Q:  You state that energy efficiency will contribute an additional 5 percent reduction in emissions.  Is that cumulative through 2050?

A:  Waxman-Markey is a combined standard of 20 percent renewable electricity and energy efficiency.  Of that at least 25 percent has to come from the energy efficiency pool, so that is how the 5 percent is derived.

Q:  Is it correct that MEC proposes to allow owners of renewable energy and energy efficiency savings from the period 2005 to 2012 to monetize the consequences of CO2 reductions as offsets?

A:  That is correct.

Q:  Can you explain how it would be monetized?

A:  You could look at the reduction that was made as compared to what would have been generated by your fleet had those megawatt hours actually been created in lieu of the energy efficiency efforts.  One problem with the energy efficiency portion of the bill is that you do not get any benefit for anything you've already done to date.  As you know, the first megawatt-hour is much cheaper than the millionth.  The bill does not give any credit or contribution benefits for any of the work done up until the bill is enacted.  States like Iowa with robust energy efficiency programs will not receive a benefit.

Q:  Can you explain your alternative proposal for allocating allowances to low-income customers based on utility-specific emission amounts?

A:  There is a 15 percent pool that comes back as one of the buckets for the low-income consumers.  As mentioned earlier, Iowa would not receive an equitable proportion of those allowances for low-income customers.  If those allowances were actually allocated to the utility they could be used to help offset increases in costs for our customers and flowed directly back to them, depending on how the rate structure was established, either through a LIHEAP program, etc. within Iowa for MEC's rates.

Q:  You comment that the Waxman-Markey efficiency provisions put utility programs in competition with enhanced codes and standards and will create perverse incentives.  Can you explain this further? 

A:  The point there was that there are energy reductions that will be achieved by new codes and standards for buildings, and those energy efficiency savings do not contribute toward the 5 percent requirement for the combined standard.

Q:  If there were a state implementation plan, are you saying that the offsets and access to the offsets would be mutually exclusive?

A:  They're not mutually exclusive with regards to those who may be trying to sell offsets.  As more work is done on a state-level implementation plan, more of those things will get sorted out.

Q:  If, say, a natural gas plant or a nuclear plant were part of the plan, but it were not going to be in place for two years, you might meet the requirement during that time with an offset.  Your opinion might be that either we have access to offsets internationally, or otherwise, still through your alternative proposal, or that we would not be harmed by lack of access to lower-cost offsets than whatever we could do locally here in Iowa.

A:  Those are the types of issues we discuss with other companies to try to find a plan that is acceptable to many.  We are preparing a paper on the opt-out and would be happy to provide it to you.

Q:  How would your opt-out proposal work for a company such as MEC that operates in more than one state?

A:  We would manage it on a state-by state basis.  Different states could use different approaches.

Q:  Something for you to think about concerning multi-state operations would be a situation where a utility has most of its generation in one state and most of its load in another.  Is there an incentive to opt out where the generation but not where the load is?

A:  Good point.

Q:  Back to the chart.  Let's assume for the sake of argument that the theory is correct that carbon builds up in the atmosphere and that it's the cumulative effect that matters, not the annual emissions.  If compliance were accomplished in stair-step increments rather than through a continuous curve, would not there ultimately be more carbon under the stair-step method? 

A:  Your explanation is accurate.  The reason we use the current targets is because those are what we have to work with now.  Ultimately, our purpose in trying to arrive at a plan for actually meeting emissions is twofold: 1) to reduce emissions; 2) we do not want to subject our customers to that unproductive cost that's buried in the trading market.  We are more than willing to look at other ideas as long as we can achieve those two fundamental goals.

Q:  If you were to accept the assumption that the Waxman-Markey targets are largely achievable on an annual basis, would it be correct that if you allowed more of a stair-step approach and you measured the amount of carbon in the atmosphere in the year 2020 the level would have to be lower?

A:  Our position is not a debate of the science.

Q:  Concerning energy efficiency, given the consumer cost estimate you provided, have you had a chance to think through what range of measures would be cost effective?

A:  No.

Q:  In reply comments would it be possible for you to give us more detail on your assumption of the energy efficiency and alternative energy that you're using in regard to your increase in load?

A:  Yes.  

Q:  If the rate freeze were to expire, would the same benefits you described concerning wholesale sales still be in effect?

A:  Certainly.

Q:  Do you anticipate that a cost collar might create some market problems unless there's a corresponding easing of the caps until the cost collar is no longer necessary? 

A:  The fundamental benefit that a price collar provides customers is an upside exposure on cost.  So, if the collar is $25 then we know the price will not go above $25.  What that does not do is solve all of the other problematic issues around allocation, transfer-of-wealth inequities.  It just simply places a cap on the exposure a customer would have to an allowance.  Our fundamental issue is that we need to have more allowances, different allocation, longer phase-out, and if you do all of those things and put a collar on it, even better.  With regard to market issues, if prices rise to the peak, then the Government will release more allowances or use the strategic reserve in some manner to effectuate changes in the market.

Post Workshop Comments

MEC provides, in Attachment A, a side-by-side comparison of the Waxman-Markey bill to the Boxer-Kerry bill.  In its post workshop comments, MEC focuses on consensus principles from the inquiry which will help the Board in analyzing new proposals or changes in the bill.

MEC suggest the following are consensus principles reached through the inquiry:  1) emission reduction goals should be set by Congress; 2) climate change legislation will result in increased cost to electric customers in Iowa; 3) greater federal support is needed to research and develop reasonable alternatives to existing fossil production; 4) energy efficiency should continue to be a focus; 5) the state should continue to support renewable energy; 6) allowances should only go to entities that need them to aid customers in the transition to a low-carbon future.

MEC believes its State Alternative Compliance Mechanism is consistent with the consensus principles and provides a lower-cost option for achieving the stated emission reduction goals.  MEC outlines several suggested allowance allocation changes which include:  using an allowance based 100 percent on emissions; treating wholesale sales from integrated utilities the same as merchant generators; increasing the allowance allocation to the electricity sector from 35 to 40 percent; extending the period to fully phase out free allowance allocations; and incorporating a price collar.

MEC recommends the consensus principles be reflected in the Board's order closing the inquiry and guide the Board in the future.

Links to Filed Exhibits and/or Reports

Attachment A to Response
Attachment A to Final Comments
Attachment B to Final Comments
25.  Missouri River Energy Sources (MRES)

Initial Comments

According to MRES, Iowa member utilities receive about 45 percent of their electricity from non-GHG emitting hydroelectric power and under ACES would receive about 60 percent of the allowances it needs to cover emissions from GHG sources.  This would increase MRES costs approximately $24.4 million per year (assuming allowance value of $20 per ton) or about $43 million per year (assuming allowance value of $35 per ton).

Auctioning versus allocation of allowances is a market issue, but will not reduce emissions.  The GHG reduction goals should be met at the least possible cost, which means allowances should be allocated to LDCs and not auctioned to the highest bidder.  Free allocation of allowances will protect consumers.

Since the proposed allocation system does not make provisions for new facilities, such as MRES's Big Stone II plant, allowances should be allocated to new plants.  In addition, free allowances decrease over time and if carbon capture technologies are not available by 2030, allowance prices could spike.

The current bill does not provide a safety valve mechanism, such as a cost cap.  MRES suggest that the bill should include meaningful cost-containment measures, such as a cost cap to mitigate economic disruption, price volatility and impact on the consumer.

Waxman-Markey should also contain a clause so that GHG cannot be regulated at both the state and federal level.  The lack of a national standard could make it difficult for entities like MRES, which operate in several states.  MRES is also concerned about the timing of the GHG reductions because, unlike the CAA, there is currently no technology to curtail GHG.  Any legislation should balance the goals of GHG reductions with preserving the health of the economy and protecting consumers from negative impacts.

26.  Plains Justice

Initial Comments

Q1a.  Plains Justice supports a declining cap on GHG emissions and suggests properly implemented energy efficiency technologies and programs are the fastest and most cost-effective solution for Iowa to achieve the ACES emission limits.  However, the limits and compliance schedule are not aggressive enough given the severity of the climate problem that the bill is intended to address.

Q2a.  Plains Justice recommends a cap and dividend model over a distribution system of free allowances for LDCs and others.  A cap and dividend model would auction allowances for GHG intensive fuels at their point of entry into the stream of commerce and distribute the proceeds on a per capita basis to all consumers.  Under that system, Iowa consumers would be made whole for any increase in energy prices and would receive price signals needed to reduce consumption and switch to more energy efficient technologies and practices.

Q4a.  Based on the European experience, a carbon allowance market can only function properly in a regulated environment that attaches full market value to each allowance from the outset via auction.

Q6a.  Plains Justice suggests the CAA cap and trade system for SO2 provides a constructive comparison to the cap and trade system proposed in ACES, and notes that the SO2 cap and trade program has proven far less costly than the projections of industry critics, and has had positive environmental impacts.  In the first decade of the SO2 cap and trade program, the cost of compliance fell dramatically compared with most expectations and the marginal costs of SO2 reductions have been less than one-half of the cost predicted in most analyses done at the time of the 1990 CAA amendments.  Plains Justice acknowledges the two programs do differ, specifically; the SO2 regime is far less compromised by giveaways to industry.

Q7b.  The technology, regulatory regime and public safety infrastructure needed to implement CCS are at only the most rudimentary stages.  According to a national survey of CCS law recently performed by Plains Justice, states do not have the legal or public safety regimes in place to effectively implement CCS.  Expert cost estimates for CCS indicate that this technology is not currently the cost-effective solution for needed reductions in GHG emissions.

Q7e.  Plains Justice recommends that to ensure the most cost effective solution for integrating renewable energy sources across the grid, planning for expanded transmission must include distributed generation.

Q8a.  The energy efficiency requirements in ACES will help offset potentially higher energy costs for consumers.  Energy efficiency gains from measures such as building codes, building retrofit standards, rebates for efficient manufactured homes, building performance labeling, and standards and incentives for lighting and appliances can be accomplished more cost effectively than any form of new energy generation.  Energy savings from these mandatory programs will reduce energy use by consumers and therefore will help states reach their emission reduction targets without double-counting the savings as “offsets.”  These measures are intended to have impacts in addition to and not in lieu of energy efficiency resource requirements for utilities and double-counting them as “offsets” would effectively reduce total energy savings and emission reductions under ACES.

Q9a.  Plains Justice recommends that federal legislation not include a price cap or collar on the cost of GHG emission allowances.  Allowance costs must be allowed to rise according to market prices to have the necessary impact on energy prices and a realistic price signal is needed to change energy production and consumer behavior.

Q9c.  Substantial GHG emission reductions are the only way for Iowa to avoid the catastrophic impacts that climate change will have on agricultural productivity and human health.  Furthermore, increased renewable energy production and related manufacturing will expand Iowa’s economic base and improve its global competitiveness.  Plains Justice acknowledges climate legislation may not work as quickly or effectively as its advocates hope, but also recognizes that it will not have the devastating economic impacts predicted by its opponents.  Plains Justice recommends immediate action and asserts that every day wasted makes eventual solutions more expensive.

Links to Filed Exhibits and/or Reports

Response to NOI - Exhibit A
Response to NOI - Exhibit B
27.  PMX Industries

Post Workshop Comments

PMX is the leading supplier of high quality copper and copper alloys in North America and provides comments to the Board's questions which pertain to their industry.

Q1a.  While supporting a declining cap to control emissions, PMX believes the responsibility for GHG emissions should be at the state level with the Board handling any federal penalties for not meeting mandates.

Q3a.  PMX states that energy intensive, trade-exposed industries will receive allowances under the Protection of Trade Vulnerable and other Industries section.

Q3b.  The copper and brass industry does not meet two of the requirements needed to receive carbon emission allowances.

Q3f.  According to PMX, the free allowance provision will not help the Copper and Brass mill industry.  The formula in energy intensive/trade-vulnerable provision of the bill should be revised to be the percent of cost of fuel and electricity to fabrication cost where fabrication cost does not include the raw material cost.

Q4a.  The bill imposes a market based (unregulated) trading program.

Q4c.  Carbon credit trading will create auctions, speculation and new Wall Street products as trading tools which forces unregulated costs onto Iowa companies and residents.

Q4d.  Carbon allowance trading should be removed from the bill.  Based on CBO data, Iowa will bear and additional cost of $249 million while EPA data shows Iowa will pay $204 million to foreign nations.

Q9b.  PMX fears that this legislation will increase their foreign competition and also raise the cost of natural gas which is another major component in the Copper and Brass industry.

Q9d.  European cap and trade programs have driven up the price of electricity resulting in energy intensive businesses moving out of Europe to countries without a carbon cap.  PMX believes the cost of carbon credit will make it vulnerable to foreign competition.

28.  Sierra Club – Iowa Chapter

Initial Comments

Q1a.  The Sierra Club states that without a declining cap on GHG emissions the necessary reductions in GHG will never be met and the CAFÉ standards and the energy efficiency provisions in the Energy Independence and Security Act of 2007 will not be sufficient to protect the planet.

Q1b.  The limits contained in the bill, are too weak and not consistent with the levels necessary to prevent the worsening effects of global warming or reductions needed to ensure full international cooperation.  Stronger short-term limits are both achievable and necessary.  Modeling by EPA, CBO, and EIA shows that companies will take advantage of banking opportunities in the early years and exceed the limits.  Increases in energy efficiency and generation from clean energy are achievable.  The Sierra Club does not recommend domestic and international offsets as a compliance mechanism.

Q1c.  Shutting down and retiring coal plants through additional efficiency efforts, increased investment and purchases of wind and solar power, biomass co-firing, and increased use of natural gas are all likely compliance mechanisms.  Iowa utilities are in the process of implementing their energy efficiency plans with the goal to make these plans as effective as possible and to respond to new technologies and methods of reaching maximum energy efficiency.

Q1d.  EPA, CBO and EIA estimate an annual cost to households of between $100 and $200 per year.  It is difficult to determine the impact on rates for Iowa utility customers but based on the EPA, EIA and CBO analyses, rates may not be adversely impacted and might even be positively impacted if the allowances, credits and offsets created by ACES are effective.  A 2007 study by McKinsey and Co. found 1,300 million metric tons of CO2 reductions available through 2030 with an economic benefit of $ 90/ton of CO2 rather than a cost.

A Lazard Investment Bank presentation at NARUC; showed biomass co-firing costs $0.003 to $0.037 per kWh, or roughly $0 to $40/ton of CO2 reduced with wind power additional costs being comparable.  According to EIA natural gas prices have fallen dramatically and utilities have decreased coal-fired power plants 14.7 percent when comparing May 2009 to May 2008.  The switch away from coal to natural gas has very low additional costs, around $25/ton of CO2 at a $7.50/mmbtu natural gas price.

Q1e.  The Sierra Club recommends the bill incorporate more stringent limits in early years to avoid the worst effects of global warming and increase the likelihood of full international cooperation.  Additionally, they suggest 100 percent of credits be auctioned to achieve the necessary reductions with proceeds from an auction used to compensate for any impacts to ratepayers.  The Sierra Club notes if 100 percent is not auctioned, the bill should provide allowances only to LDCs and to not merchant coal generators.  The bill should do more to drive energy efficiency and clean energy and provide a method to shut down the nation’s oldest and dirtiest coal plants.

Q2a.  The Sierra Club agrees with the analysis presented by the WRI and filed in this docket on August 14, 2009.

Q2b.  Iowa utilities do not have to meet the caps themselves but would have to trade with utilities that do.  The Sierra Club notes that Iowa utilities have not shown that they cannot meet the caps and have four years to meet the emission caps.  Furthermore, utilities have been aware for the last several years that 

carbon regulation would be implemented at some point, given the Kyoto Accords, the Midwest Governor’s Greenhouse Gas Reduction Accords, and increasing public pressure and should have been strategically planning for carbon reduction.

Q2c.  NRDC's estimate is probably the best anyone can make, but it is only an estimate.

Q2d.  The bill offers utilities the flexibility to comply by allowing them to decrease emissions to make up the difference for any shortfalls; purchase allowances from other companies or through the auction; or purchase offsets.  Additionally, the ICCAC's report listed many other options.

Q2e.  On page 6 on the Sierra Club's initial comments they provide a table of possible allowance prices from two EPA models.  The low in 2015 is $12.64 with the high of $21.10.  In 2050, the low is $70.40 and the high of $116.37.
Q2f.  The allowance system neither advantages nor disadvantages the utilities or the customers but that Iowa’s over-dependence on highly polluting electricity sources is the disadvantage.  Iowa utilities have placed themselves in a poor competitive position by building coal plants, while the Consumer Advocate and other advocacy organizations have encouraged Iowa’s utilities to incorporate the likely effects of carbon regulations into their planning.  The consequences due to the failure of management to adequately plan should fall on shareholders, not ratepayers.

Q2g.  If Iowa utilities are higher-emitting sources of GHG than other utilities, they will receive additional allowances from entities that do not need all of their allowances.  However if Iowa utilities take a leadership role and work to comply with the emission limits, they will not need as many, or perhaps any, additional allowances.  The focus should not be trying to get more allowances for Iowa utilities, but to reduce GHG.

Q2h.  The most efficient means of achieving reductions is auctioning of all credits, but if auctioning is not done, allowances for the electric sector should be given only to the LDCs.

Q3a.  Many of the provisions will provide significant revenues to Iowans and the state of Iowa.

Q3b.  NRDC's comments accurately and thoroughly set forth the requirements of the bill.

Q3c.  The Sierra Club concurs with the estimates presented by the NRDC in its comments.

Q3d.  Additional revenues to energy efficiency and renewable energy, low-income Iowans, and energy-intensive industries will help alleviate the impact of any allowance shortfall while supporting energy efficiency, renewable energy, automobile technology, and alternative fuels will help reduce GHG and the need for allowances.

Q3e.  The Sierra Club concurs with comments from the NRDC.

Q3f.  More allowances should be directed to these purposes, which would accomplish the purpose of the bill, to reduce GHG and address climate change.

Q4a.  The Sierra Club acknowledges that while these sections are not perfect, they are necessary to increase compliance efficiency and ease the overall cost of the bill.

Q4b.  The EPA, EIA and CBO modeling are the most publicly available estimates, and all assumptions are explicitly laid out in their modeling.  While the CBO assumes less use of international offsets than EPA’s ADAGE model its price projections fall between EPA ADAGE and the EPA IGEM No International Offsets scenario.

Q4c.  Any entity that has allowances will potentially be trading them and there will also probably be financial services companies involved in trading.  These other entities have the potential to affect the market just as we saw with mortgage-backed securities in the real estate market.  The Sierra Club recommends the activities be closely watched and stopped if necessary since the purpose of allowances is to provide a path to lower GHG emissions, not financial manipulation.

Q4d.  The Sierra Club suggests that it might be appropriate to limit who can trade allowances and who can get involved in the trading of allowances which would make it more likely that allowances would just be traded between GHG emitters and prevent financial manipulators from skewing the process.

Q5-5a.  The goal should be to continuously reduce GHG emissions, not to allow polluters to continue with their same level of pollution.  It is anticipated that offsets will decrease allowance prices while use of banking will increase prices in earlier years and decrease prices in later years.

Q6a.  NRDC's comments accurately describe the similarities and differences between the two systems.

Q6b.  The two systems should not be extensively compared because there is enough variance in the two systems and suggest a better comparison can be made to the European Union global warming pollution cap-and-trade system.  

Lessons learned from that system are that limits should be more stringent in early years, all credits should be auctioned rather than allocated, and that complementary mechanisms will be necessary in almost every sector.

Q7a.  Energy efficiency provisions of the bill will help keep electric bills low while the renewable energy standards will help create new jobs, and drive lower reduction costs by spurring innovation and technology deployment.  It is also important that as we transition to a low-carbon economy, energy efficiency and renewable energy alternatives are available.  The credits and targets in the bill will help to ensure that transition takes place.

Q7b.  The Sierra Club notes CO2 capture and storage is not likely to be deployed at a wide scale for more than two decades and that it will require subsidies to become viability.  With the initial subsidy estimated to be is around $90/tonCO2, or around 9 cents per kilowatt hour for power from a coal plant, utilities could provide energy efficiency, biomass co-firing, wind power, or combined cycle natural gas essentially free.  While cost reductions in CCS may occur, it is unlikely that CCS will ever be a commercially viable technology compared to other opportunities and that CCS is probably not viable for Iowa because Iowa's geology does not accommodate the technology.

Q7c.  Electrification of passenger vehicle transit is one of the key transformations needed to reduce global warming pollution.

Q7d.  Smart grid developments will advance the goal of reducing global warming pollution by encouraging energy efficiency, improving reliability, and empowering greater use of “intermittent” clean energy technologies.  The EISA of 2007 allocates $100 million per fiscal year from 2008-2012, establishes a matching program to states, utilities, and consumers to build smart grid capabilities, and creates a Grid Modernization Commission to assess the benefits of demand response and to recommend needed protocol standards.  Additionally, ARRA sets aside $11 billion for the creation of a smart grid.

Q7e.  The full extent of transmission needs for renewable energy is unclear.  The Sierra Club suggests that if energy efficiency and more regional renewables, are more fully developed coal plants could be shut down which would result in less new transmission being developed.  Because of these reasons, NY ISO and ISO New England withdrew from a report of the Joint Coordinated System Plan.  Greater development of distributed generation would also reduce the need for transmission.

Q8a.  The Sierra Club concurs with NRDC's comments that ACEEE provides the best estimates of global warming pollution reductions due to energy efficiency.

Q8b.  These programs have saved customers billions of dollars and have a net positive cost for the economy.

Q8c.  Since any savings have already decreased the compliance needs of utilities, any additional “crediting” is unnecessary and would likely cause double-counting.  These programs also decrease the cost of complying with the bill, the impact on ratepayers, and lower allowance prices.

Q9a.  It is unnecessary and would decrease the effectiveness of the bill to prevent the worst effects of global warming.

Q9b.  The Sierra Club suggests the agriculture and manufacturing sectors stand to benefit enormously through expansions of wind and solar power, improvements in energy efficiency, and use of domestic offsets.

Q9c.  Due to Iowa's leadership in agriculture and wind energy, Iowa’s economy is likely to benefit significantly from the bill.

Q9d.  The Sierra Club recognizes the bill as a beginning to address the crisis of global climate change and that since we have all contributed to the problem, we must all share in the cost of fixing the problem.

Reply Comments

The reply comments of the Sierra Club address declining cap on GHG emissions and the allocation of emission allowances.  The Sierra Club counters suggestions that early-year GHG reductions are inappropriate or infeasible, and adds that even more aggressiveness is required.  Initial comments focused on limiting atmospheric GHG at 450 ppm, but the Sierra Club believes the focus should be at 350 ppm to avoid irreversible climate change.  The Sierra Club refers to an article by Dr. James Hansen and others in The Open Atmospheric Science Journal (2008) for additional information.

Utilities listed ways to reduce GHG emissions but overestimate the associated costs and availability.  Additionally, distributed generation has been ignored by the utilities.  Meanwhile, the ICCAC outlined technologies and policies that are cost-effective and could be implemented now.  Concerns about achieving emission caps are unfounded since they are already being achieved due to decreased energy demand, fuel switching from coal to natural gas, and energy efficiency and renewable investments being driven by the ARRA.

IUB can take actions to implement GHG reductions through utilities by increasing energy efficiency efforts, increasing renewables, making distributed generation more available and economical, hastening a move toward natural gas use instead of coal, and earlier retirement of existing coal plants.

Iowa utilities already get an above average number of allowances allocated because of their dependence on coal therefore, the Sierra Club does not believe they should not ask for more.  Instead Iowa utilities should focus on reducing emissions.  The Sierra Club prefers 100 percent auction but supports the HR 2454 allocation program.  The IUB should ensure benefits of free allowances go to consumers and avoid providing motive for utilities to continue to emit GHG.

Workshop Comments


Transcript pp. 251-260

The Sierra Club is obviously concerned about the environment and believes the DNR's report on GHG inventory between 2007 and 2008 shows the State is headed in the wrong direction and something significant needs to be done.  While the Board cannot make the emission caps in HR 2454 there are other steps the Board can take to increase emission reductions even beyond the federal legislation.

The recently opened interconnection docket will encourage distributed renewable generation and address some of the barriers to distributed generation.  The Board should decrease the rates for natural gas which would encourage its use and increase the return on equity for investment in natural gas production and distribution.  Additionally, the Board's ratemaking authority could be used to structure utility rates to discourage use of coal while increasing investment in renewable energy.  The Board could also encourage small private wind projects and other renewable projects.  These efforts may not reduce GHG emissions to the point that scientists say we need to, but Iowans would be doing their part.

The Sierra Club believes the Board has the authority to make sure the emission allowances are used to benefit the consumers by promoting cheaper alternatives of energy efficiency and renewable energy.  The allowance-banking portion of the bill is a concern since it appears to be a way to avoid what needs to be done.

Q:  Can you explain your suggestion to limit who can participate in allowance trading to make it more likely that allowances would be traded just between GHG emitters, rather than inviting in financial manipulators?

A:  The purpose of trading is to reduce GHG emissions by rewarding those sources that do reduce so they have the excess allowances to trade to others who are hopefully trying to reduce their emissions and need a little more time to do so.  It is a bad idea to get these allowances into a financial trading market where the purpose of the people involved is to make money.

Q:  Do you have a recommendation beyond net metering – something more favorable for consumer owned renewable energy sources?

A:  Net metering as a good idea and excellent way to encourage renewable energy.  The customers use the renewable energy they produce which reduces their need for energy produced by coal or other nonrenewable sources.  Net metering should not be limited to the investor-owned utilities.

Q:  What do you mean by your statement, "In addition, the utilities have ignored the existence of distributed generation."  Are you saying they ignored it as a possible response, a tactic to deal with this change, or in general of not pursuing it with people who want distributed generation?

A:  The utilities have ignored distributed generation in response to the Board's questions on Waxman-Markey.

Q:  Do you have a preference whether allowances are distributed to merchant plants or should they be distributed to only load-serving entities?

A:  The Sierra Club opposes allowances to merchant plants and believes they should go to the companies selling power to consumers.  

Q:  Why should we pick either small wind over large wind when the goal is to have more wind generation and less fossil fuel generation?

A:  The Board is already looking at large wind farms, so the Board should determine what can be done to encourage small wind farms.

Post Workshop Comments

The Sierra Club points out that since the Board's workshop on the Waxman-Markey bill, the Senate is considering two other climate change bills.  The Boxer-Kerry bill proposes a more aggressive emissions cap for the short term and has different emphasis for energy efficiency and renewable energy.  The bill drafted by Senator Cantwell focuses on carbon inputs rather than carbon emissions.  The carbon producers, upstream coal, natural gas and oil companies supplying the power plants, would be required to buy 100 percent of the carbon shares they need.  Additionally, in this bill, proceeds of the carbon auction will be refunded on a per capital basis to any legal resident of the US (75 percent) and go into a fund for various purposes like clean energy development, climate change mitigation and adaption, etc (25 percent).  The Sierra Club also notes the bill does not ban the EPA from regulating GHG, as done in the Waxman-Markey bill.

The Sierra Club feels it is impossible to determine how federal climate change legislation will affect Iowa since it is unclear which bill will pass and when.  Therefore, the Sierra Club recommends the Board not make any statement of finding based on Waxman-Markey.

Links to Filed Exhibits and/or Reports

Exhibit 1 - EDF Study
Exhibit 2, EPA Report
Exhibit 3, ACES Modeling
Exhibit 4, CBO Report on ACES
Exhibit 5, EIA Report
Exhibit 6, McKinsey Study
Exhibit 7, Lazard Study
Exhibit 8, EIA Flash Report
Exhibit 9, NARUC Climate Brief
Exhibit 10, European Union
EIA Flash Report 2
Exhibit 1: Target CO2
29.  SSAB Iowa Inc. (Formerly IPSCO Steel)

Initial Comments

SSAB operates an electric arc furnace steelmaking facility in Montpelier in a facility that is highly efficient with a low carbon footprint.  Waxman-Markey would add significant costs to the US economy without achieving the stated goal of reducing global GHG emissions since production would be moved from efficient domestic plants to less efficient offshore producers.  The proposed cap and trade program could be subject to significant manipulation and abuse by parties not required to participate in GHG reduction efforts.

Because of global competition, increased costs due to Waxman-Markey cannot be passed on to customers.  The Inslee-Doyle amendment attempted to address competitive concerns and attempted to protect qualified industry by providing free allowances to cover direct GHG emissions and additional allowances to address increases in electric costs due to the cap and trade program.  While this amendment is an improvement, it does not cover all mandates in the bill that will increase electric costs.  SSAB suggests a legislative approach tailored to individual manufacturing sectors based on energy efficiency and new technology development.

Q3-3f.  SSAB understands that under this bill it would have to enter the market and compete for allowances to operate at current production levels which would be problematic because, unlike utilities, SSAB cannot pass the cost of allowances on to its customers.  Also, SSAB would have to compete for allowances with speculators and traders.

Q4d.  Given the recent experiences in the commodities markets, SSAB suggests that only those parties with a direct interest in the proposed carbon market be allowed to trade; otherwise the market may experience unwelcome speculation.

Q5a.  These provisions, in a well-structured bill, could be helpful to Iowa utilities and manufacturers.

Q6b.  There are no similarities between the CAA and the Waxman-Markey cap and trade programs since the CAA only applied to utilities with a captive customer base, not to manufacturers who are competing globally.  Also, under the CAA there were options for compliance such as purchasing credits, switching to low-sulfur fuels, or installing scrubbers; but with Waxman-Markey, the only option for compliance is to purchase credits or reduce production because there is no proven technology for compliance.  Although some facilities may be able to switch fuels to natural gas, any large-scale switch to using natural gas could have significant impacts on the price of that fuel.

Q7e.  SSAB supports programs designed to increase availability and reliability of electricity, but is concerned about costs and the timing and rationale behind implementation of these programs.

Q9d.  Waxman-Markey will not provide any benefits to the Iowa economy that could not be achieved through a better, alternative approach.  Any climate change legislation should emphasize energy efficiency, new technology deployment, and technology deployment which considers the impact of the significant capital stock turnover that will be required to address these concerns.

Workshop Comments


Transcript pp. 151-167

SSAB believes the bill will significantly add to the cost in the US economy without achieving the goal of reducing the global concentration of GHGs.  With the steel industry, the legislation will likely cause an increase in GHG emissions as production is driven from the highly efficient U.S based operation to less efficient offshore producers.  The legislation also creates a cap and trade program which covers the entire domestic economy and creates a carbon market by Government fiat.

SSAB suggests a better approach is to design a program tailored to individual manufacturing sectors based on energy efficiency, new technology and deployment which considers the impact of significant capital stock turnover that will be required to address these concerns.

Q:  How can the bill do a better job to protect these Iowa manufacturing jobs and steel production jobs?

A:  SSAB's major concern is with the Hensley-Doyle amendment that does not consider fuel switching and other kinds of costs.  We need some adjustments for those costs or some allocations.  The other item is that there is not a technology on the shelf that we can install.  We are extremely efficient.  Manufacturing should be exempt from the trading program because I do not see the value in us paying credits out to just emit the GHG.

Q:  The 25,000 tons is too low, or there should be a complete exemption?

A:  There should be a complete exemption.  Carbon cannot be taken out of our process.

Q:  Do you thing the impact on manufacturing jobs is proportional to the declining cap and maybe a corresponding cost, or do you think there is some facility site choice or production elsewhere done in anticipation of legislation?

A:  It depends on the type of industry and sector you are in, but in our case, there is a flight to places where costs are lower.  There is a steel mill being built in Alabama by a German company because of the emission trading program in Germany and what they saw it doing to them.

Q.  Do you believe that the cap and trade system in Germany is what triggered the move?  The retail electricity rate in Germany was above 30 cents per kWh.

A:  The cap and trade was disruptive to the electrical prices, but the company would probably not say the high electricity prices are exclusively due to the cap and trade program but it was part of the factor.  European colleagues are very concerned about the competitiveness issues under the cap and trade program.

Q.  What do you see as the required cash-flow period for an expense for energy efficiency payoff?

A:  As far as squeezing efficiency, we benchmark and adjust practices and we focus on many things to reduce electricity consumption.  Not all reductions come from capital expenditures.  When I say our operations are efficient, our energy and CO2 footprint for making the same ton of steel here is one-third of what they have in China.  The payoff periods differ and some of it is driven by the market.  It also depends upon when you are making the evaluation.  In a normal environment, you can take a longer-term perspective, but in the current environment where we need to live off the cash we generate the time frame would be shorter.

Q:  In the industry, is it your experience that someone may propose an investment in more energy efficient equipment or facilities, but have difficulty getting the expenditures approved due to departmental budget constraints?

A:  No.  Our focus is to produce low-cost, high-quality produce with low-cost including as much energy efficiency as we can.  If someone comes up with an energy efficiency idea, it is immediately bought into.

30.  Dr. Eugene S. Takle

Initial Comments

Q9b.  Dr. Takle notes climate change will impact many segments of Iowa's economy and society and points out not all climate trends of the last 40 years have had negative impacts.  He states, mild winters have reduced demand for heating fuels while cooler summers, increased precipitation, and longer growing seasons have enhanced agricultural production.

The increase in frequency and intensity of precipitation events has been one of the most recognized climate changes over the last 30-40 years.  Stream flows in the Upper Mississippi have increased by 50 percent while floods in 1993 and 2008 have had serious negative impacts.

Dr. Takle recommends creating a national climate service and a state climate preparation plan that would provide assistance to better prepare Iowa for future climate variability and change.

Q9c.  Rapid climate change means that the 30-year periods for determining normal climate conditions are no longer applicable.  Waxman-Markey calls for a national climate service that would facilitate adaptation to climate variability and change for various regions in the US  This should assist engineers, architects, etc., who traditionally have use the 30-year information for design standards.  Proceeds from the sale of allowances will provide a mechanism for the state to engage the public, private, and non-profit sectors in cooperation toward building climate resilience in Iowa.

Q9d.  Dr. Takle recommends alternative legislation with a more balanced approach that engages the private sector, universities, and non-profits.

31.  Union of Concerned Scientists (UCS)

Initial Comments

Q1a.  UCS supports comprehensive climate and clean energy legislation that includes a declining cap on GHG emissions.  All major scientific and professional societies around the world have concluded that human activity is driving global warming.

A report soon to be released by the UCS concludes average summer temperatures in Iowa could be 14 degrees higher by 2100, with at least three heat waves each summer like the one that killed hundreds in Chicago in 1995.  Heat stress will also impact crop yields.

Q1b.  UCS prefers stronger GHG reductions than are contained in Waxman-Markey, but considers its targets an important first step.  UCS supports targeting five percent of the credits to tropical forest protection and believes cuts in GHG can result in net annual savings of $255 billion by 2030.

Q1d.  Costs to energy consumers will be minimal and are estimated to be about $175 per household in 2020 and savings though energy efficiency measures could more than offset any new costs to ratepayers.  The Board can ensure benefits go to ratepayers by ensuring that allowances received by utilities are used for customers' maximum benefit.

Q7a.  Iowa should be positioned well to respond because of its wind generation and as home to a number of clean manufacturing facilities.  Increasing renewable energy use will lower utility bills, with a 25 percent RPS saving Iowa ratepayers nearly $330 million on gas and electric bills by 2030.  Renewable energy investments also create three times as many jobs as like-sized investments in fossil fuels.

Reply Comments

UCS recommends the Board keep in mind the costs to Iowans if we fail to protect the climate.  UCS submitted a study called, Confronting Climate Change in the US Midwest: Iowa, which shows the tremendous costs to Iowa if we do not take steps to dramatically reduce our GHG emissions.

The ACES bill represents a critical step forward in reducing the climate change threats.  While federal studies have shown that the bill’s impact on energy consumers would be minimal, other studies show that even those modest consumer costs could be offset with greater energy efficiency and other measures.

Workshop Comments


Transcript pp. 81-94

Mr. Ron Burke spoke on behalf of the UCS to make sure that the benefits of ACES were reflected.  He pointed out that in addition to exporting corn and soybeans, Iowa exports energy dollars since we buy coal primarily from Wyoming; natural gas from Canada and the Gulf Coast; and oil from the Middle East, Mexico, Venezuela and Canada.  The Midwest is well-positioned to take advantage of new clean energy economy since we have agriculture to grow energy crops and under-utilized manufacturing capacity to build tomorrow's technologies.

As supporters of the ACES bill, UCS cares about costs and believes the costs of the bill are relatively modest.  The UCS released a report, "Confronting Climate Change in Iowa," to help determine what this means for Iowa.  There is a lot to be gained in terms of the benefits from acting, but we need also to account for the cost of inaction.

Q:  Is there something that should be done beyond importing a carbon cost into resource decisions?

A:  It is a good start.  The ACES bill is not just cap and trade, but it is a collection of incentives and programs to promote clean energy in tandem with cap and trade.

Q:  One of the issues that have come out is that the Midwest could be affected differently than the Coast with this legislation.  With your national perspective, do you have an outlook on that?

A:  The Midwest has the clean energy which should spur new technology or manufacturing opportunities and has agricultural resources for biofuels and biomass.  As far as the formula for the allocation of allowances, if the allocation was more emission-based, but there was certainty that a percentage of those allowances were going to energy efficiency and not just rebates to consumers, we would potentially get more bang for the buck in terms of reducing CO2 per dollar spent.

Q:  How about the idea that there should be a cap on the number of allowances you have related to or equated to your emissions so that there's no ability to sell allowances and profit off that?

A:  We think it is important that the utilities getting the allowances equivalent to what they need as opposed to more.

Q:  How about the discussion about merchant generators getting allowances?

A:  UCS would have preferred a hundred percent auction with no free allowances to make sure the technology advancements are made to accommodate long-term reductions.  While UCS supports the bill, we would prefer that merchant plants were not allocated allowances.

Links to Filed Exhibits and/or Reports

Confronting Climate Change in the U.S. Midwest: Iowa
32.  Mr. Chris Wolfe

Initial Comments

Mr. Wolfe, a Des Moines resident, believes global warming is a hoax based on junk science and efforts to reduce carbon emissions are part of a fear mongering campaign that will result in higher energy bills and perhaps energy shortages.

33.  World Resources Institute (WRI)

Initial Comments

WRI estimates that Iowa may receive 6.6 million CO2 allowances for energy efficiency and adaptation in 2016 via funding sources such as SEED funding, heating oil, building energy efficiency, building retrofits, and domestic and natural resources adaptation.  Based on the EPA Analysis of the ACES, these allowances could be worth approximately $96 million which would rank Iowa 17th in the nation, on a per capita basis, for these allocations.

Iowa can expect free allowance allocations of approximately 70 percent of the emissions in 2012, providing the emissions hold relatively constant from 2005 to 2012.  Although the allocations decrease, WRI expects that in 2016 they remain nearly 4 times those listed for efficiency and adaptation.

ACES allowance allocations are intended to benefit consumer which suggest that the utilities could be required to direct the allowance value towards rate relief, energy efficiency or other beneficial projects.  WRI states that Iowa is ranked 6th in the nation when looking at the allocations to utilities on a per capita basis with utilities receiving approximately 11.5 allowances per person in 2016.  Based on EPA allowance price estimates, this equates to approximately $156 per person.

WRI suggests that other allowance value may be available for research and development of low-carbon technologies, low-income consumer assistance, adaptation, worker training, and through the agricultural incentives program.  Furthermore, some allowances will be freely allocated to trade-vulnerable industrial emitters, and some offsets will likely be awarded for project based in Iowa.

Links to Filed Exhibits and/or Reports
WRI/GCC Allocations to States and LDCs
Appendix 6: 
List of Acronyms

	ABI
	Iowa Association of Business and Industry

	ACEEE
	American Council for an Energy-Efficient Economy

	ACES
	American Clean Energy and Security act of 2009 
aka HR 2454 or Waxman-Markey

	AMI
	Advanced Metering Infrastructure

	ARP
	Acid Rain Program

	ARRA
	American Recovery and Reinvestment Act 

	ASHRAE
	American Society of Heating, Refrigeration and Air-Conditioning Engineers

	ATC
	American Transmission Company

	AWEA
	American Wind Energy Association

	CAA
	Clean Air Act

	CBO
	Congressional Budget Office

	CC
	Combined Cycle

	CCS
	Carbon Capture and Sequestration

	CERES
	Combined Efficiency and Renewable Electricity Standard

	CFTC
	Commodity Futures Trading Commission

	CO2
	Carbon Dioxide

	DOE
	United States Department of Energy

	DNR
	Iowa Department of Natural Resources

	EAC
	Energy Adjustment Clause

	EEI
	Edison Electric Institute

	EIA
	Energy Information Administration

	EISA
	Energy Independence and Security Act

	ELPC
	Environmental Law and Policy Center

	EPA
	Environmental Protection Agency

	EPRI
	Electric Power Research Institute

	FERC
	Federal Energy Regulatory Commission

	GDP
	Gross Domestic Product

	GHG
	Greenhouse Gas

	HFC
	Hydroflourocarbons

	IAEC
	Iowa Association of Electric Cooperatives

	IAMU
	Iowa Association of Municipal Utilities

	IBEW
	International Brotherhood of Electric Workers

	ICCAC
	Iowa Climate Change Advisory Council

	IDPS
	Iowa Department of Public Safety

	IEC
	Iowa Environmental Coalition

	IECC
	International Energy Conservation Code

	IGCC
	Integrated Gasification Combined Cycle

	IIEG
	Iowa Industrial Energy Group

	IIPL
	Iowa Interfaith Power & Light

	IPCC
	Intergovernmental Panel on Climate Change

	IPL
	Interstate Power and Light (subsidiary of Alliant Energy)

	IPP
	Iowa Policy Project

	IUB
	Iowa Utilities Board

	IWEA
	Iowa Wind Energy Association

	kWh
	Kilowatt Hour

	LDC
	Local Distribution Company

	LIHEAP
	Low Income Home Energy Assistance Program

	MAPP
	Mid-Continent Power Pool

	MCG
	Merchant Coal Generator

	MEC or MidAm
	MidAmerican Energy

	mmbtu
	One million British Thermal Units

	MMTCO2e
	Million Metric Tons Carbon Dioxide Equivalent

	MRES
	Missouri River Energy Services

	MW
	Megawatt

	MWh
	Megawatt Hour

	NAM
	National Association of Manufacturers

	NBER
	National Bureau of Economic Research

	NOx
	Nitrogen Oxide

	NRDC
	Natural Resources Defense Council

	NRECA
	National Rural Electrical Cooperative Association

	OCA
	Iowa Office of Consumer Advocate

	OEI
	Iowa Office of Energy Independence

	PHEV
	Plug-In Hybrid Vehicles

	PPA
	Purchase Power Agreement

	PPM
	Parts Per Million

	REC
	Rural Electric Cooperatives

	RES
	Renewable Energy Standard

	RFF
	Resources for the Future

	RGGI
	Regional Greenhouse Gas Initiative

	RPS
	Renewable Portfolio Standard

	RTO
	Regional Transmission Organization

	SEED
	State Energy Environment Development

	SO2
	Sulfur Dioxide

	UCS
	Union of Concerned Scientists

	UMTDI
	Upper Midwest Transmission Development Initiative

	USDA
	United States Department of Agriculture

	WRI
	World Resource Institute

	WSEC
	Walter Scott Energy Center


� Other greenhouses gases are also covered, but CO2 is the greenhouse gas most relevant to electric utilities.


� One megawatt-hour (MWh) is equal to 1,000 kWh.  One kilowatt-hour (kWh) is the standard unit of energy on residential electricity bills.


� American Clean Energy and Security Act of 2009, H.R. 2454, 111th Congress § 703 (2009).


� Local distribution companies are essentially utilities that serve retail customers, and are distinguished from merchant power generators or wholesale sellers.


� The National Association of Regulatory Utility Commissioners (NARUC) and the National Association of State Utility Consumer Advocates (NASUCA) both strongly endorsed this position prior to enactment of this legislation.


� Hydropower from a qualifying facility is energy produced from increased efficiency achieved or additions of capacity made after January 1, 1992, at a hydroelectric facility, or energy produced from FERC certified capacity added to a dam after January 1, 1992.  However, the majority of large U.S. hydropower would be non-qualifying.  Staff believes this section of the bill is intended to recognize the low/zero carbon value of older large (non-qualifying) hydro, new nuclear, and fossil fuel with CCS.  


� ABI stated that China and India are not reducing GHG emissions.  SSAB stated at the workshop, without reference, that the energy expended per ton of domestic steel is 1/3 of that manufactured in China.


� This Board proceeding was not intended to review manufacturing allocations in detail, and there was limited discussion in the docket.


� MidAmerican approached the Board and Consumer Advocate in late May 2009 with estimates of the cost impacts of the Waxman-Markey bill, primarily as a result of the allocation shortfall it projected.  In early June 2009, IUB staff began related discussions with IDNR staff.  The Board opened this inquiry largely as a result of these discussions and its desire to host an open and informed dialogue with more Iowa input.  Costs are of major interest to the Board and rates are, to varying degrees among the electric and gas utilities, subject to the Board's jurisdiction.


� Note:  Many participants stated the cost increases quoted do not include infrastructure required to meet declining targets, such as additional energy efficiency investments, new nuclear or natural gas-fired plants, new transmission, new wind turbines, coal plant retrofit with carbon capture and sequestration, coal plant fuel switching, new Smart meters, etc.


� Staff provides a link to each of the studies cited and filed with the IUB in Appendices 2, 3, and 4.


� MidAmerican presented a 20% increase in the first year due to allowance shortfall alone.  Consumer Advocate agrees with the dynamic but recalculated the impact at 11.5% to exclude, as uncertain, the impact attributable to wholesale sales.  The allowance shortfall arguments are discussed later in the memo.


� Ag Processing clarified at the workshop this is for compliance for its direct emissions only, and does not include increased purchased utility costs.  For comparative purposes, Ag Processing stated their average net earnings 1984-2008 was $40 million.


� See MidAmerican graph titled "MidAmerican Energy – Waxman-Markey Impacts (As Is)" submitted in Reply Comments August 27, 2009, discussed at the September 18, 2009 workshop, and reproduced in Appendix 5 of this memo.


� MidAmerican notes this would be in direct payments to the individuals, not to the utility or state.


� This suggestion was not fully developed.


� IPP cites a Center for Rural Affairs analysis.


� Mssrs. Veysey, Indvik and Ms. Haase have slightly lower numbers for IPL allocation and projected emissions.


� In electricity market terms this is referred to as being "on the margin," meaning it is the marginal cost generator and is setting the market clearing price of electricity in the wholesale market.


� Staff notes that natural gas units generally have a higher fuel cost and higher-priced offer ($/MWh or $/kWh) than coal.  Staff believes ELPC is suggesting that, despite an inability to directly recover allowance costs for emissions related to wholesale sales,  MidAmerican's coal generation sales into the Midwest ISO market would still recover a premium due to the lower fuel cost of coal versus gas.


� With the current exception of a merchant coal unit partially subsidized by the merchant coal generators (MCG) allocation.


� It appears to staff that the impact of not receiving allocations for wholesale sales is not as straightforward as lost revenue, nor is there any certainty that it can be fully recovered through wholesale electricity prices.  It is really unknown.


� An exception is that Consumer Advocate apparently believes that inclusion of the wholesale sales allocation shortfall for MidAmerican may overstate that need. 


� MidAmerican, Ag Processing, and IBEW use the term "paying twice."


� At the workshop, MidAmerican also noted that the natural gas generators still emit half the carbon dioxide of a coal unit, so that this cannot be the full solution to the 2050 emission reduction requirements.  It serves as an example only.


� The text of this section of the bill states “no electricity local distribution company shall receive a greater quantity of allowances under this subsection than is necessary to offset any increased electricity costs to such company’s retail ratepayers....”  


� MidAmerican notes that the EPA estimated $17.50 in 2015, but $265 in 2050, and the Congressional Budget Office estimated $16 in 2012 and $28 in 2020.  MidAmerican also noted upper bounds or other benchmarks which were provided by estimates of carbon capture and sequestration costs at $25-30/ton in an MIT study, $45/ton in an August 2007 DOE study, and $120-180/ton declining to $35-70/ton in a July 2009 Harvard Kennedy School study on CCS.


� Sierra Club of Iowa suggested that banking was likely to increase allowance prices in early years, but decrease allowance prices in later years.


� There are several potential mechanisms participants contemplate to limit price volatility.  These are sometimes referred to as a cap, a collar, or a safety valve. 


� Release of allowances from the allowance reserve, which is up to 1.5% of allowances, is accomplished by auction with a minimum initial price of $28/ton.


� This refers to distributed and smaller-scale renewable generation.


� IUB staff estimates that 15-17% of all electricity generated in Iowa now comes from wind.  This is based on the following assumptions:  Currently installed wind capacity of 3,053 MW in Iowa, per AWEA's website; Iowa average wind capacity factor of 33.3%, per wind industry consultant Tom Wind; and U.S. DOE-EIA figures for electricity generated in Iowa (from all/other sources) in 2008.


� For a utility that owns excess renewable energy credits for sale, the historic ability to sell them will be changed, as well as possibly the market value of these credits.  Changes in this profitability can impact utility revenues and rates.  MidAmerican does not include the revenue decrement from retiring RECs to a new RPS in their cost estimate, and instead focuses primarily on their emission allocation shortfall.


� The requirement to use one-third for energy efficiency is a unique requirement for natural gas – the electric sector allowance allocation does not have this requirement.


� This was not included in IPL, MidAmerican, or IAEC utilities’ cost assumptions.  IPL included a link to a report, “Climate Change Legislation: Tax Considerations,” submitted by the Joint Committee on Taxation at the June 16, 2009 Senate Finance Committee hearing, with its post workshop comments.


� For further information, see Board Docket Nos. APP-96-1 and RPU-07-2.





� IEC, IPP, and Natural Resources Defense Council (NRDC) – They strongly support the comments prepared by the Natural Resources Defense Council (NRDC study). 





� Public Interest Coalition (13 groups) – EPA (�HYPERLINK "http://www.epa.gov/climatechange/economics/pdfs/HR2454_Analysis.pdf"�http://www.epa.gov/climatechange/economics/pdfs/HR2454_Analysis.pdf�) and CBO (�HYPERLINK "http://www.cbo.gov/doc.cfm?index=10327&zzz=39074"�http://www.cbo.gov/doc.cfm?index=10327&zzz=39074�) along with M.J. Bradley’s analysis, “Change in Monthly Average Electricity Bills in 2012 Under the Waxman-Markey Bill”. 





� Environmental Law and Policy Center – Study by David Schoengold of MSB Energy Associates.





� David Courard-Hauri – European Energy Exchange – (�HYPERLINK "http://www.eex.com/enenergy%20)%20and%20"�http://www.eex.com/enenergy ) and �U.S. Energy Information Agency (2000) visited on July 31, 2009. (�HYPERLINK "http://www/eia/doe/gov/cneaf/electricity/page/co2_report.html"�http://www/eia/doe/gov/cneaf/electricity/page/co2_report.html� )





� Andrew Veysey, Joseph Indvik, and Rachel Haase – The Energy Information Administration, Environmental Protection Agency, Congressional Budget Office, and Nate Silver of fivethirtyeight.com.





� Sierra Club – The Environmental Protection Agency, Congressional Budget Office, and Energy Information Agency, and a 2007 study by McKinsey and Co.





� Union of Concerned Scientists – The Congressional Budget Office 2009, The Environmental Protection Agency 2009, and The Energy Information Administration 2009.





� Interstate Power and Light Company – IPL analysis, with references to the CBO estimate, and the June 2009 Climate Policy Memo #3, in which The Pew Center summarizes key results from both the CBO and the U.S. Environmental Protection Agency (EPA).





� MidAmerican Energy Company – The studies are prepared by MidAmerican based on their projections and other cited references.





� Iowa Association of Electric Cooperatives – USDA ERS – (�HYPERLINK "http://www.ers.usda.gov/statefacts/ia.htm"�www.ers.usda.gov/statefacts/ia.htm�) and the National Association of Manufacturers (�HYPERLINK "http://www.nam.org/NewsFromtheNAM.aspx?DID=%7b93806330-D536-46CB-AA5F-82D64D8AD6FA%7d"�http://www.nam.org/NewsFromtheNAM.aspx?DID={93806330-D536-46CB-AA5F-82D64D8AD6FA}�) and the Iowa Utilities Board website (source for the average residential electric customer consumption in Iowa).





� Ag Processing – Price per metric ton from National Study of Manufacturers and they used numbers prepared by Mid-American.





� Iowa Association of Business and Industry – The National Association of Manufactures and the American Council for Capital Formation study published on August 12, 2009.
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Attachment 21

MidAmerican Energy - Waxman-Markey Impacts (As Is)

Combined Cycle Plants
7 Units = $5.3 Billion (095)

Transfer of Wealth
$6.7 Billion @ $25/Ton

Cost of Compliance
$6.1 Billion @ $25/Ton

Load Growth Mitigation
Renewables and Energy Ef
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