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Department of Water and Power the authority to enter into contracts and financial
transactions pursuant to this section provided such transactions comply with the
limitations set forth in this Ordinance.

(f} The Department of Water and Power shall perform an annual audit using
either an outside auditor or a comparable third party approved by the Board of
Water and Power Commissioners relating to the activities authorized under this
section. This audit need not be performed separately but may be conducted in
conjunction with other audits performed for the Department. The audit report
shall provide, but is not limited to, an assessment of the adequacy of risk
management controls and compliance with the provisions set forth in this section.
Within five days after receipt of the audit report, the audit report shall be
distributed by personal delivery or first class mail to the Board of Water and
Power Commissioners, the City Council, and the Mayor.



Sec. 2. The City Clerk shall certify to the passage of this ordinance and |
have it published in accordance with Council policy, either in a daily newspaper |
circulated in the City of Los Angeles or by posting for ten days in three public

places in the City of Los Angeles: one copy on the bulletin board located at the

Main Street entrance to the Los Angeles City Hall; one copy on the bulletin board

located at the Main Street entrance to the Los Angeles City Hall East; and one

copy on the bulletin board located at the Temple Street entrance to the Los

Angeles County Hall of Records.

| hereby certify that this ordinance was passed by the Council of the
City of Los Angeles, at its meeting of

JUNE A. LAGMAY, City Clerk

By

Deputy

¢

Approved

Mayor

Approved as to Form and Legality

CARMEN A. TRUTANICH, City Attorney

.~

By ﬁ?/

Date /2_/4 //2/
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File No.







REPORT FrOM

OFFICE OF THE CITY ADMINISTRATIVE OFFICER

Date: December 19, 2012 CAO File No. 0320-00164-0000
Council File No.
Council District:

To: The Mayor

From: Miguel A. Santana, City Administrative Officer f l ‘ %

Reference: Transmittal from the Department of Water and Power dated March 27, 2012; referred
by the Mayor for report on May 2, 2011

Subject: PROPOSED DWP ENVIRONMENTAL CREDIT AND RENEWABLE ENERGY
CREDIT ORDINANCE TO THE LOS ANGELES ADMINISTRATIVE CODE

SUMMARY

The Department of Water and Power (DWP; Department) requests approval of a proposed
Resolution to add a DWP Environmental Credit and Renewable Energy Credit (REC) Ordinance
(Ordinance) to the Los Angeles Administrative Code (LAAC). Adeption of the Ordinance will provide
the DWP Board of Commissioners (Board) the authority to authorize the General Manager to enter
into transactions for the purchase, sale, and exchange of environmental emission credits and
RECs, subject to the trading protocols with price and term limits as included in the Ordinance and
listed on Attachment 1, to comply with Federal, State, and local environmental mandates and
regulations. An emission credit is a right or authorization to produce emissions while an REC is an
environmental cerificate confirming that a certain amount of energy was generated or purchased
from a renewable energy resource. Both types of credits can be held, purchased, or sold.

The proposed Resolution also approves an Environmental Credit and REC Policy which delegates
general oversight of all related environmental and emission credit activities to the existing DWP
Energy Services Executive Risk Policy Committee (Committee). Consequently, the DWP
Committee will be responsible for the management and administration of the programs relating to
emission credits, RECs, and allowances necessary to comply with requirements of applicable
mandates or regulations. A description of the Committee and its responsibilities is shown on
Attachment 2.

Council approval of this request is needed pursuant to Charter Sections 604(c), “General Managers
Powers and Duties,” and Section 373, “Long Term Contracts Approved by Council,” since the
proposal provides the DWP General Manager additional authority to enter long term contracts or
financial transactions that may exceed three years. The City Attorney has approved the proposed
resolution as to form and legality.
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BACKGROUND

DWP is subject to several emission credit and REC programs under Federal, State, and local
regulatory programs. The Department analyzes its level of RPS compliance on an ongoing basis
and plans to participate in the emerging environmental credit and REC markets to maintain
compliance with environmental laws, regulations, and policies. These markets are intended to
provide the producers of environmental emissions with an ability to purchase, sell, or exchange
emission credits in order to satisfy regulatory compliance requirements. The DWP Power system
plans to perform analysis on an ongoing basis to determine the most effective manner for achieving
current or forecasted regulatory compliance and will direct staff o execute transactions for the
purchase, sale, or exchange of credits.

DWP states that the proposed addition to the LAAC is important to meet several environmental
regulation mandates. A list of these mandates and the impact to DWP is as follows:

- U.S. Environmental Protection Agency (EPA) Acid Rain Program affects DWP in-
basin generating facilities, Intermountain Generating Station, Navajo Generating
Station, and Mohave Generating Station;

- California Air Resources Board (CARB) Assembly Bill 32 (AB32) Cap-And-Trade
Program affects DWP, in general, since it provides electricity to retail end users in
California; -

- South Coast Air Quality Management District (SCAQMD) Regional Clean Air
Incentives Market (RECLAIM) Program for nitrogen oxide emissions affects DWP
in-basin generating facilities;

- U.8. Environmental Protection Agency New Source Review permitting program
affects the DWP installation of new generating units and maodification of existing
generating facilities;

- U.S. Department of Energy - Energy Policy Act (EPAct) Alternate Fuel Provider
Rule affects the DWP fleet of vehicles;

- California Senate Bill SB2(1X) enacted new regulatory requirements that affect
publicly owned utilities by allowing the use of RECs for compliance with SB2(1X).

Emission Credits — The trading of emission credits and execution of all compliance-related forms for
regulatory agency approval will be conducted by the DWP Environmental Affairs group. Prior to
conducting any emission credit transactions, the Committee will provide authorization to the
designated representatives to purchase, sell, and manage an authorized amount of emission
credits. DWP states that it is difficult to predict how often a frade will be executed as it depends on
the price, volume of credits available, level of credits needed.

On November 14, 2012, as a component of the emission credit Cap-and-Trade program, the
California Air Resources Board (CARB) offered 23.1 million carbon emission credits for the first
phase of trading beginning January 1, 2013 and 39.5 million for the second phase starting in 2015.
Each permit allows the release of one metric ton of carbon.
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On November 30, 2011, the Department's independent auditor, KPMG, issued its annual audit
report that provided a satisfactory review of the Department financial position and trading activities
for the fiscal years ending June 30, 2011 and 2010. According to DWP, the auditor found that
trading activity was in compliance of City ordinances and DWP risk management policies and
procedures. However, the scope of work for the audit did not include a review of environmental
credits; thus the auditor did not provide any findings or analysis relating to the use of RECs or
emission credits for regulatory compliance.

Subsequent to the submission of the original request by DWP, the Department has advised the City
Administrative Officer (CAO) that contracts and financial transactions for environmental credits,
including emission credits and RECs, shall not exceed a term of five years in duration, instead of
ten years as shown in the draft DWP Environmental Credit and Renewable Energy Credit
Ordinance. A revised draft ordinance that provides a corrected maximum term not to exceed five
years is forthcoming for Mayor and City Council consideration. The above mentioned aspects of
the proposed resolution, and this report, are based upon revised information received from the
Department subsequent to the initial request submittal.

CONCIL.USION

Approval of the proposed DWP Environmental Credit and REC Ordinance is necessary to provide
the Department authority to purchase, sell, and trade emission credits and RECs for compliance
with regulatory mandates. It is noted that while the emission credit and REC market is still
developing and expected to be continuously affected by changes to regulatory environment that
may impact the structure and cost of credits, other municipal power companies such as Burbank,
Glendale, and SMUD have been given similar authorization, as proposed by the DWP, to
participate in the same emission and REC markets to achieve compliance with the same regulatory
mandates. Due to the uncertainty of the cost for RECs and emission credits and their trading
markets, the proposed trading protocols need to be carefully established, implemented, and
monitored. As such, this Office recommends that the DWP Energy Services Executive Risk Policy
Committee submit a detailed report, on at least a quarterly basis, regarding all emission credit and
REC transactions for DWP Board review. Additionally, the Energy Services Executive Risk Policy
Committee can be requested to provide semi-annual updates to the DWP Board regarding trends,
issues, and developments in the environmental credit market, including REC and emission credits.
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RECOMMENDATION
That the Mayor:
1. Approve the Department of Water and Power proposed Resolution to:

a. Add the DWP Environmental Credit and Renewable Energy Credit Ordinance to the
Los Angeles Administrative Code to provide the DWP Board of Commissioners the
authority to authorize the General Manager to enter into transactions for the purchase
and sale of environmental credits, including emission credits and Renewable Energy
Credits, within a specified price range and a term nof to exceed five years in duration,
to comply with Federal, State, and local environmental laws and regulations; and

b. Adopt the Environmental Credit and REC Policy which delegates to the DWP Board of
Commissioners, without requiring additional Council action, the management and
administration of all environmental and emission credit program activities including
the execution of agreements or financial transactions related to the purchase or sale
of emission credits or allowances to meet requirements of any mandates or
regulations, subject to provisions of Charter Section 245;

2. Request the DWP Energy Services Executive Risk Policy Committee to:

a. Submit a detailed report, on at least a quarterly basis, regarding all emission credit
and REC transactions for DWP Board of Commissioners review; and

b. Provide updates, on at least a semi-annual basis, regarding trends, issues, and
developments in the environmental credit market, including REC and emission
credits, fo the DWP Board of Commissioners;

3. Return the proposed resolution to the Department for further processing, including Council
consideration.

FISCAL IMPACT STATEMENT

DWP’s purchase and sale of emission credits and RECs results in an expenditure from the Power
Revenue Fund; however, it is not possible to determine the fiscal impact at this time due to
fluctuations in the financial markets and regulatory environment. Since the Department of Water
and Power is bound only by the City Debt Management Policies, the City Financial Policies are not
applicable. Approval of the proposed resoiution will have no impact on the City's General Fund.
TIME LIMIT FOR COUNCIL ACTION

The Charter does not specify a time limit for adoption of the Ordinance by the Mayor and Council.

MAS:RPR: 10130062
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Attachment 1 — Emission Credit or REC Transaction Limitations

The proposed DWP Environmental Credit and Renewable Energy Credit Ordinance
includes the following transaction limitations:

1. Regional Clean Air Incentives Market (RECLAIM) Trading Credits (RTC‘:

Purchases of Single-year vintage credits shall not exceed $60 per pound.

2. Emission Reduction Credits (ERC) shall not exceed:
$700,000/Ib/day for Particulate Matter (PM10 / PM2.5)
$200,000/Ib/day for sulfur oxides (SOx)
$40,000/Ib/day for reactive organic gases (ROG)
$15,000/Ib/day for carbon monoxide (CO)
3. Energy Policy Act Alternative Fuel Vehicle Credits shall not exceed:
$5,000 per/credit
4. Greenhouse Gas (GHG) Allowances, Offsets and Low Carbon Fuel Standard
Credits shall not exceed:
$150 per allowance.
includes but are not limited to carbon dioxide (CO2), methane (CH4), nitrous oxide
(N20), sulfur hexafluoride (SF6), hydrofluorocarbons (HFCs), perfluorocarbons
(PFCs), and hydrocarbons.

5. Renewable Energy Credits shall not exceed:

$100 per REC.

6. Term limitations for contracts and financial transactions shall not exceed:

5 years in duration for RECs and Emission Credits.




Attachment 2 ~-

In accordance with DWP Board Resolution No. 003166, as amended, the DWP Board established
the DWP Energy Services Executive Risk Policy Committee (Committee), which reports to the
Department General Manager and is chaired by the Chief Financial Officer, is comprised of the

CAO Fife No.
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DWP Energy Services Executive Risk Policy Committee

following members:

Decisions and

Chief Operating Oﬁ" cer-Power System

Chief Administrative Officer

Director of Generation

Director of Resource Development, Procurement, and Regulatory Compliance

City Attorney (non-voting member)

recommendations made by this Commitiee shall be based on achieving a
unanimous consensus among members of the Committee. To the extent that the Committee cannot
reach a consensus, the Committee shall meet with the General Manger to obtain a final decision.

Responsibilities of the:Commitiee currently inciude:

Oversee:ng purchases and sales of who|esate energy,

FGI’IS[T!ISSIOI’! services,

and ancillary services

Overseeing the wholesale energy risk management program

Formulating and recommending risk management policies, procedures and
strategies to the General Manager for consideration

Establishing necessary internal controls to ensure compliance with approved
policies and procedures

Furnishing periodic reports to the General Manager
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Attachment 3 - Western Renewable Energy Generation Information System

The trading market for renewable energy certificates (REC) is the Western Renewable Energy
Generation Information System (WREGIS), a centralized, renewable energy fracking system for the
region covered by the Western Electricity Coordinating Council (WECC). The system is designed to
issue, register and track RECs for verification of compliance with regulatory and voluntary market
programs. WREGIS issues one REC for each MWh of renewable energy generated by registered
participants who have private accounts, similar to bank accounts, where the RECs are deposited
upon creation. Once a certificate is deposited it can be sold, exchanged, retired, or exported to a
compatible tracking system according to the needs of the REC owner. Launched in mid-2007,
WREGIS is governed by a seven-member committee consisting of representatives from various
stakeholder groups (see Table 1).

Table 1 - WREGIS Committee Members
WECC Board Member, Pat Oshie (Chair) Washington Utilities and Transport Commission
WECC Board Member, Bilt Chamberlain Western Electricity Coordinating Council
State / Provincial Representative, Suzanne Korosec  California Energy Commission

State / Provincial Representative, Anne-Marie Cunec  Public Utilities Commission of Nevada

Industry / Load-Serving Entity, John Pappas PG&E

Industry / Generating Unit, Gregg Morris Future Resources Associates

Industry / Other, Robert Walker Cargill Power Markets, LLC
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BACKGROUND

Los Angeles Depattment of Water and Power (LADWP) is subject to sevetal
envitonmental and etnission credit programs under federal, state and local regulatory
programs, LADWP does not patticipate in the environmental/emission credit and
renewable energy credit (RECs) markets to engage in risk-taking activities typical to a
power trading organization (i.e. speculative trading) but does patticipate in markets in
otder to maintain compliance with environmental laws and regulations. LADWP,
however, tecognizes that certain tisks are incidental to the trading of
environmental/emission credits and RECs. This LADWP Environmental Credit and
REC Policy (“Policy™), to be approved by LADWP’s Boatd of Water and Power
Cotnmissionets addtesses the mechanisms by which LADWP will control business-
related risks. The following ate descriptions of the environmental /emission credit and
REC trading programs that impact LADWP.

Environmental Protection Agency (EPA) Acid Rain Program
Title IV of the federal Clean Ait Act set a goal of reducing annual sulfur dioxide (SO2)

enﬁss%ons by 10 million tons below 1980 levels. The Acid Rain Program introduced a
matket-based cap-and-trade emission ctedit system to reduce SO2 levels. Affected
electtic utility units wete allocated emission credits (also known as allowances) based on
their histotic fuel consumption and a specific emission rate. Fach allowance is equivalent
to one ton of SO2. LADWP’s in-basin natural gas-fired generating stations, and the
Intermountain, Mohave and Navajo coal-fited Generating Stations are affected facilities
under the Acid Rain Progratn. LADWP has and will continue to have excess allowances
for the following reasons:

* In-basin genetating unit allocation was based on significant oil consumption in
the 1980%s

* Unused allowances can be banked indefinitely

* Navajo Generating Station installed scrubbets to reduce SO2 emissions

" Mohave Genetating Station is cutrently not in operation

As of 2011, DWP has over 200,000 excess allowances banked from 2000 to 2010,

New Soutrce Review (INSR) Permitting Program

As part of permitting new ot modified (e.g. repowerings) power plants, major stationary
soutces ate tequited under fedetal NSR regulations to procure Emission Reduction
Credits (ERCs) to offset the additional air emissions from these soutces. The specific
pollutants, which ate putchased on a one-time basis (versus purchasing a specific vintage
year), are patticulate mattet less than 10 microns (PM10), oxides of sulfur (SOx), and
teactive otganic gases (ROG). Based on curtent plans, LADWP is expected to have
sufficient ERCs for futute repowerings.

Environmental Credit and Renewable Credit Policy January 11, 2013
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Although excess allowances can be banked for future years’ compliance, CARB rules
have various limits as to the amount of allowances that can be held and amount of
allowances that can be purchased through its allowance auctions to prevent entities from
exercising market powet.

Description Period 1 Period 2 Petiod 3
2013 2014 2015 2016 2017 2018 2019 2020
DWP
Allocation
(1000 13,594 13,350 12,920 13,045 13,216 13,258 12,704 | 11,680
metric
tons)

Energy Policy Act (EPAct)/Alternate Fuel Provider Rule

The EPAct and Altemnative Fuel Provider Rule requires certain fleets to acquite
alternative fuel vehicles (AFVs). LADWP is an alternative fuel provider under EPAct
sifice its principal business involves selling retail electricity and it also operates 50 ot
more light-duty vehicles within the U.S, at least 20 percent of which ate used ptimatily in
a single Mettopolitan Statistical Area.

Affected fleets are trequited to acquire a certain percentage of AFVs each model year
when adding new vehicles to their fleets. As of 2001, AFV acquisitions must be 90
percent of new light-duty vehicles for alternative fuel providers.

Affected fleets may comply by acquiring new or used AFVs, purchasing credits from
other covered fleets, or using credits they have earned. They may also putchase biodiesel
fuel blends of 20 percent biodiesel or greater or acquire conventional fueled vehicles and
have them converted within 4 months of purchase. One credit is given for each 450
gallons of pure biodiesel purchased for use in blends of 20 petcent ot higher.

With respect to compliance with the progtam, DWP has been doing a combination of
the following: :

0 Acquiring AFVs
© Putchasing credits via a broket

0 Putchasing biodiesel fuel.

Although LADWP purchases hybrid vehicles, these hybrid vehicles do not genetate
EPAct credits.

Environmental Credit and Renewable Credit Policy January 11, 2013
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Renewable Portfolio Standatrd

Senate Bill 2(1X) (SB2(1X)) was effective on December 10, 2011. This bill, known as the
California Renewable Energy Resoutces Act, sets new Renewable Portfolio Standard
(RPS) procurements targets, renewable resoutce eligibility definitions, and reportmg
requirements for POUs.

SB2(1X) requites the California Energy Commission (CEC) to develop specific
tegulations to enforce SB2(1X). Tt is the intent of LADWP’s RPS Policy to comply with
the provisions of SB2(1X), and with the applicable enforcement regulations adopted by
the CEC. LADWZP will also take steps to enfotrce the RPS tequitements in accordance
with the CEC enforcement regulations, when they are developed.

With respect to the use of renewable enetgy credits (RECs), the primary method of
tenewable resource procurements will be through the development and acquisition of
physical generation assets and enetgy putchase contracts, in which LADWP will
putchase the "renewable energy credit” (REC) from a renewable resoutce, bundled with
the associated energy.

Public Utilities Code Section 339.16(b) defines eligible renewable energy resoutces in
three d.lstmct portfolio content categoties, commonly known as “buckets.” Bucket 3
allows the use of unbundled RECs {without the associated enetgy) for a cettain level of
compliance. In order for RPS compliance targets to be managed effectively, LADWP
may purchase, sell ot trade unbundled RECs.

Low Catbon Fuel Standard (LCFS)
The LCFS is 2 greenhouse gas control measute adopted pursuant to AB 32. The rule’s

intent is to teduce, on a full-fuel lifecycle basis, the catbon intensity of transportation
fuels in California.

For transportation fuel supplied through electric vehicle (EV) charging equipment in a
single or multi-family residence, an Electric Disttibution Utility such as LADWP is
eligible to opt-in the LCFS program in its service tertitory. To receive credits, the
Electtic Distribution Utlity is requited to 1) use all credit proceeds as ditect benefits for
cuttent EV customers; 2) educate the public on the benefits of EV transportation; 3)
provide rate options that encourage off-peak charging and minimize adverse impacts to
the electrical grid; and 4) include in annual compliance reporting an itemized summary of
efforts to meet requirements 1 through 3; costs associated with meeting the
tequirements; accounting of credits generated, sold, and banked; accounting of the
number of EVs known to be opetating in the setvice territory. Cutrently, LADWP is not
subject to the LCES program.,

Environmental Credit and Renewable Credit Policy January 11, 2013
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PoLicy REVIEW

This Policy shall be adopted through a Board Resolution. This Policy shall be teviewed
at least annually to ensute its consistency with the overall objectives of the
environmental/emission credit and REC programs, as well as its relevance to current
law, financial and econotnic trends. Aty amendments to this Policy shall be submitted to
the Boatd for consideration and approval.
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