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July 26, 2017

Karen G. Sabasteanski

Department of Environmental Quality
P.O. Box 1105

Richmond, VA 23218
karen.sabasteanski@deq.virginia.gov

Re: Comments on NOIRA Part VII, 9VAC5-140 - Executive Directive 11 - Reduce and Cap
Carbon Dioxide from Fossil Fuel Fired Electric Power Generating Facilities (Rev. C17)

Dear Ms. Sabasteanski,

The American Council for an Energy-Efficient Economy (ACEEE) welcomes this opportunity to
provide comments to the Virginia Department of Environmental Quality (DEQ) on the above-
referenced Executive Directive 11 on the development of carbon reduction strategies for electric
power sector generation facilities. ACEEE is a nonprofit research organization based in
Washington, D.C. that conducts research and analysis on energy efficiency. ACEEE is one of the
leading groups working on energy efficiency issues in the United States at the national, state,
and local levels. We have been active on energy efficiency issues for more than three decades.
In Virginia, we developed an energy efficiency potential study in 2008 covering electricity
savings opportunities, and since then have provided technical assistance on energy efficiency
topics to various stakeholders.

ACEEE's comments herein seek to address the agency’s request for specific ideas to be
considered in the development of a multi-state, market-based carbon dioxide (CO;) trading
program, and how allowances under such a program should be distributed.

Introduction

Energy efficiency is an important strategy to reduce emissions in the electric power sector. As it
lowers electricity use, energy efficiency avoids emissions of CO; and other harmful pollutants,
often at lowest cost.! ACEEE estimates that if the Commonwealth placed a cap on CO;
emissions to reduce pollution 30% by 2030, Virginia could realize 100% of pollution reductions
through a suite of energy efficiency policies and programs.2 As DEQ considers approaches to
distributing allowances under a trading program, it should keep in mind that the selected
approach will affect both CO, emissions and compliance costs during and after the compliance
period. It is therefore essential for the success and long-term viability of the trading program
that the method of allowance distribution drive lasting and cost-effective emission reductions.

! Energy efficiency is typically much cheaper for utilities to implement than building new generating capacity.
Utility energy efficiency programs typically cost utilities about 2 to 5 cents per kilowatt-hour, which is one-half
to one-quarter the cost of other options. ACEEE 2016. How Much Does Energy Efficiency Cost?
acece.org/sites/default/files /cost-of-ee. pdf.

? ACEEE 2016. State and Ultility Pollution Reduction Calculator Version 2 (SUPR 2). aceee.org/research-

report/el601.
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Energy efficiency is often the lowest-cost option to meet CO; reduction goals, and deployment
should be encouraged under a CO; trading program. In an allowance trading program, CO;
reductions from energy efficiency will help electric generating units (EGUs) meet the
Commonwealth’s CO; emissions limit by reducing electricity production. However, this does
not mean that energy efficiency deployment will increase - even when it is more cost-effective
than other CO; reduction options. Current market and regulatory barriers to investment in
energy efficiency can hinder its use as a compliance strategy in a trading program.? DEQ should
consider using methods for allowance distribution to help address these barriers to energy
efficiency deployment. Below, we describe several allocation approaches that incentivize cost-
effective energy efficiency projects. We do not recommend a historical (or “grandfathering”)
approach to allowance distribution, where allowances are given away to covered EGUs, as this
is the least effective option for allowance distribution. A historical approach does not promote
the most cost-effective emission reduction measures in the state, such as energy efficiency.

The following allocation approaches, in whole or in part, can be used to achieve lasting and
cost-effective CO; reductions:

Auction Allowances

Auctions held by the state or another entity allow EGUs to purchase the allowances needed for
compliance. The revenues from the sale of allowances can then be reinvested in activities that
further reduce emissions, such as energy efficiency. The Regional Greenhouse Gas Initiative
(RGGI) has successfully distributed almost all allowances through regional auctions, with the
largest portion of revenues reinvested in energy efficiency programs. According to RGGI, these
investments are projected to save participants $3.62 billion on energy bills and avoid 12.9
million short tons of CO; pollution.* As DEQ develops provisions to trade allowances through a
multi-state trading program, joining RGGI and adopting the approach of auctioning allowances
and reinvesting proceeds into energy efficiency programs and other purposes should be
strongly considered.

While a revenue-raising auction provides many benefits, there are other approaches for
allowance distribution that would incentivize lasting CO: reductions and engage the private
sector to invest in energy efficiency.

A consignment auction will influence market responses in a similar way as a revenue-raising
auction. Allowances are allocated for free, and recipients are then required to sell those
allowances and use the revenue to repurchase the amount needed for compliance.? This
approach could avoid the need for legislative approval. A consignment auction would provide
a transparent price signal and promote long-term, cost-effective strategies to reduce CO»
emissions.

3 ACEEE 2013. Overcoming Market Barriers and Using Market Forces to Advance Energy Efficiency.

http:/ /aceee.org/research-report/el36. Existing market barriers to energy efficiency include upfront cost,
imperfect information, and split incentives, among others

4 Projections represent the lifetime of the installed energy efficiency measures. RGGI 2016. The Investment of
RGGI Proceeds through 2014.

https:/ /www.rggi.org/docs/ ProceedsReport/ RGGI _Proceeds Report 2014.pdf.

> This approach has been used in California’s cap-and-trade and the SO; trading programs.
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Output-based Allocation

An updating output-based allocation rewards measures that deliver lasting CO, reductions.®
Allowances are distributed on the basis of electricity generated or demand avoided, relative to
the amount of pollution emitted or fuel consumed. The allocation formula should be updated
regularly to track generation and savings from efficiency, and reward future progress toward
CO, reductions. This approach fosters technology-neutral competition, allowing energy
efficiency project developers or investors to earn allowances alongside covered EGUs. It
provides a transparent and predictable price signal, and ensures the activities that reduce the
most CO; will receive the greatest number of allowances.

Allowance Set-asides

Set-asides allow for a portion of allowances to be budgeted for certain programs, such as energy
efficiency. The amount of available allowances is capped at a certain percentage of the total
allowance pool, therefore if the cap is exceeded certain projects will not be fully compensated
for their contributions. While set-asides provide an incentive for qualified energy efficiency
projects, the total allowances available are likely too small to allow for significant investment.
During the NOx SIP Call some states created small set-asides, with most totaling 3-5 percent of
the allowance pool and the highest at 15 percent.”

Each of these allowance distribution approaches can be used, in whole or in part, to achieve
lasting and cost-effective CO; reductions. Energy efficiency is often the lowest-cost option to
meet CO; reduction goals, and deployment should be encouraged through allowance
distribution under a trading program. As DEQ continues to develop a regulation in accordance
with Executive Directive 11, ACEEE is available as a resource to discuss any of the issues raised
herein or others DEQ may be considering regarding the treatment of energy efficiency. We have
attempted to keep our comments succinct, but welcome the opportunity for ACEEE to provide
further information.

Singerely,

Steen Nadel Cassandra Kubes

Executive Director 5r. Research Analyst, Health & Environment
ACEEE ACEEE

snadel@aceee.org ckubes@aceee.ory

202-507-4011 202-507-4023

¢ Several states participating in the NOx SIP Call use output-based allocation. In addition, see AJW’s Direct
Allocation approach (http:/ / ajw-inc.com/mass-based-paper/) and AEE's Performance-based Allocation
approach (http:/ /info.ace.net/allocation-for-clean-power-plan-compliance).

7 Set-asides for energy efficiency were done with limited success in other programs, see discussion of Title IV:
ACEEE 2003. Energy Efficiency and Emissions Trading: Experience from the Clean Air Act Amendments of
1990 for Using Energy Efficiency to Meet Air Pollution Regulations. http:/ /aceee.org/research-report/u034.
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