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April 30, 2003

Ms. Jean Vernet

Office of Policy and International Affairs

Office of Electricity and Natural Gas Analysis, PI-23

Attention:  Voluntary Reporting Comments

U.S. Department of Energy

Forrestal Building, Room 7H-034

1000 Independence Avenue, S.W.

Washington, DC   20585

VIA ELECTRONIC MAIL TO:  ghgregistry.comments@hq.doe.gov

RE: 
Voluntary Reporting Comments -- Greenhouse Gas Emissions, Reductions, and Carbon Sequestration

Dear Ms. Vernet:

Southern Company respectfully submits the following additional comments for placement in the public docket of the proceeding for revising the guidelines for voluntary reporting of greenhouse gas emissions, reductions, and carbon sequestration under Section 1605(b) of the Energy Policy Act.   

We would like to express our appreciation for the opportunity to share our views on some of the important issues under consideration in this guideline revision process.  Southern Company has submitted Form EIA-1605 every year (eight reporting periods) since the program's inception in 1995.  Through year 2001, we have reported total project-based emissions reductions of over 55 million metric tons CO2 equivalent.  As a result, we are very familiar with the voluntary reporting program, its guidelines, and the issues associated with both entity-wide and project-based greenhouse gas (GHG) reporting.  We continue to support the comments and issue papers submitted by the Electric Power Industry Climate Initiative (EPICI).  

At this time, we wish to share our views on the following issues:

· Adopting a “robust reporting” approach does not preclude and is not inconsistent with separate criteria for receiving transferable credit.

· Entities should be able to report and earn transferable credits on a project basis as well as on an entity-wide basis.

· Allowing an intensity-based approach to entity-wide reductions does not eliminate the need for project-based reporting and crediting.

· Defining “entity” for the purpose of reporting under 1605(b) in terms of recognized legal, organizational structures does not eliminate the need for project-based reporting and crediting.  

· Project-based reporting is needed in order to provide baseline protection.

· Leakage should be considered in any determination of transferable credits.

An expanded discussion of each of these points, including examples, is provided below.

Adopting a “robust reporting” approach does not preclude and is not inconsistent with separate criteria for receiving transferable credit.  We continue to support “robust reporting” as the overall concept for the revised 1605(b) guidelines and registry.  Under this concept, reporters would have the flexibility to develop their data in the manner they deem most appropriate for their purposes, but would need to provide in-depth information on how the data were developed.  The overall registry would be improved by the increased transparency that this approach would provide.

Some have interpreted this approach as a system where transferable credit automatically would be given for any reported reduction, regardless of quality.  This interpretation is not correct.  Under robust reporting, there is no implicit assumption that everything reported would receive transferable credit.  There is nothing in the robust reporting concept that precludes setting more specific guidance for users seeking transferable credit for some or all of their activities.  Indeed, one might expect that the standards for receiving transferable credit would be somewhat different than those for simply reporting to the registry.  Robust reporting would allow those seeking transferable credit to meet the standards and requirements for receiving that credit, while providing the flexibility to report to the 1605(b) registry in accordance with those standards and requirements.

Entities should be able to report and earn transferable credit on a project basis as well as on an entity-wide basis.  Some have taken the view that transferable credit should be awarded only to those entities that achieve absolute reductions in their total GHG emissions.  Under this view, entities would only report and earn credit for reductions in their entity-wide emissions, but would not be able to receive transferable credit for projects.  We do not agree.  In our view, those credible actions that contribute to achieving the President’s goal of reducing the GHG intensity of the US by 18% for the period 2002 to 2012 should be able to earn transferable credits.  In some 

instances, earning credits for such activities could only be done through project reporting.

For example, consider the following case:

Two electricity generators each undertake an identical project to improve the heat rate of a coal unit.  As a result of both projects, some electricity (i.e., that generated by the improved units) would be produced with fewer emissions than would be the case without the projects.  Thus, both projects will make a real (though probably small) contribution to the lowering of the emissions intensity of the overall economy.  Further, this action will make this contribution to achieving the national goal regardless of what is happening to the other emissions of the entity.  

The first generator’s overall emissions are flat or declining, and the project would cause an absolute decline in emissions.  If transferable credits were given only for reductions in absolute emissions, this generator would still get transferable credits for making the heat rate improvement.  

The second generator is in an economically growing region, and its GHG emissions are also growing.  The heat rate improvement reduces the growth in this generator’s emissions, but would not cause an absolute decline.  As a result, this second generator would receive no transferable credit for the project, even though it has contributed to achieving the national goal.  This generator would need to report on a project basis in order to receive transferable credit.  

In this example, since both generators are making the same contribution to the President’s goal with their project, it is only fair that both receive transferable credit for their action.  Yet, under a system where transferable credit is given only for absolute reductions, only the first would receive credit.  Limiting credit to only those entities with absolute declining emissions essentially sets a precondition that has nothing to do with the quality and credibility of the action but precludes growing companies from earning credit for credible action that contributes to the President’s goal.  This would be a strong disincentive for growing companies to undertake actions that would contribute to the goal, and would reduce the likelihood that the goal will be achieved. 

Allowing an emissions-rate-/intensity-based approach to entity-wide reductions does not eliminate the need for project-based reporting and crediting.  Some have suggested that awarding transferable credit based on reductions in entity-wide emissions intensity would provide an opportunity for growing companies with growing emissions to take actions that would earn credit, thus eliminating any need for project-based reporting and credit.  While allowing transferable credit based on reductions in emissions intensity would allow more companies to receive transferable credit for credible actions, it does not eliminate the need for project reporting.

For example, consider the following case:

As in the previous example, two generators undertake identical projects to improve the heat rate of one of their units.  In this instance, however, both generators have growing emissions.

The first generator is growing in a way that reduces its average emissions rate/emissions intensity.  This generator could earn transferable credit for the heat rate improvement under a system based on emissions/intensity rates.  

The second generator is growing in a way that increases its average emissions rate.  (This could happen simply because this generator’s historic fuel mix has relatively higher proportions of lower-emitting capacity, with a relatively low average emissions rate.)  The heat rate improvement project would slow the growth in this generator’s average emissions/intensity rate, but would not reduce it below historic levels.  As a result, this second generator would receive no transferable credit for the project under emissions-rate-/intensity-based entity-wide reporting.  This generator would need to report on a project basis in order to receive transferable credit.  

Again, both projects contribute to achieving the President’s goal, so it is only fair that both generators get transferable credit for the project.  Limiting transferable credit to only those with decreasing emission/intensity rates essentially sets a precondition that would only allow one of these generators to receive such credit.  This would provide a strong disincentive for the second generator to undertake the project.  Again, project-based reporting and crediting is needed. 

Defining “entity” for the purpose of reporting under 1605(b) in terms of recognized legal, organizational structures does not eliminate the need for project-based reporting and crediting.  There has also been a suggestion that the need for project reporting could be eliminated by defining “entity” in a very broad way.  Use of the IRS concept of “entity” was proposed as one alternative to consider.  If a project site is already set up as a legal entity of its own, then project reductions at the site could be captured on an “entity” basis, thus precluding the need for project reporting to get transferable credit for credible action.  While this approach might be an alternative to project-based reporting in some very limited cases, it would create new complications without eliminating the need for project reporting.

For example:
While some generating units may be legally set up as their own, individual, legal entity, many are not.  In general, Southern Company’s power plants are not set up as individual entities/LLCs but are owned either by one of our five regulated operating companies or by Southern Power.  If a heat rate improvement project was undertaken at one of our units, there is no separate legal entity that would provide a 

basis for capturing the reductions from the project at an entity level.  Thus, we would need to be able to report at the project level to ensure that we could report and get transferable credit for this heat rate improvement project.

It is likely that most if not all of the power plants owned by regulated utilities are not set up as individual entities.  Thus, this approach would not eliminate the need for project reporting.

Further, because of the integrated nature of our electricity system, many types of activities to reduce, avoid, or sequester GHGs that could be taken by the sector would not be captured by this “single unit as entity” approach.  Some of these activities include:

· Demand-side management (DSM) projects.  It is highly unlikely that a DSM project would reduce the generation at a single unit.  Instead, the generation is more likely to be reduced at multiple units across a system, depending on where, when, and how much demand is actually reduced.  

For example: 

A DSM program to improve air conditioning efficiency would be likely to reduce emissions of peaking units, while a program that focused on more efficient lighting would be more likely to reduce emissions from baseload fossil units.  Project-based would be needed to earn transferable credit for this project.
· Projects involving zero-emissions generation. By definition, generation provided by zero-emission capacity such as nuclear, hydro, or other renewables has no emissions, so could not report as an individual entity.  The avoidances produced by use of zero-emissions technologies would occur at other units.

For example:
A project that results in an uprating of the capacity of a nuclear generating unit would be likely to reduce emissions at baseload fossil units.  Project-based would be needed to earn transferable credit for this project.
· “Off-system” projects.  Some of the activities that entities undertake to reduce, avoid, or sequester GHGs occur outside of the entity boundaries.  Further, entities have not and are not likely to set up these projects as separate LLCs or other individual legal entities in their own right.  Project reporting and crediting would be needed to capture these activities. 

For example:
A number of electricity generators are undertaking reforestation or other forest carbon sequestration projects to offset emissions from their own generation.  Many such projects occur on land that is neither part of the generators’ facilities nor owned by them.  Through its individual operating subsidiaries, Southern Company has partnered with state forestry commissions in the states it serves to cost-share the planting of trees on private, individual land holdings for purposes of carbon sequestration.  The land holders continue to own the land, but we retain the rights to the carbon sequestered as a result of the tree planting.  Project-based reporting would be the only way we could earn transferable credit for this type of project. 
Project-based reporting is needed in order to provide baseline protection.  Baseline protection has been characterized by some as a simple, arithmetic “building up” process.  In order to establish a baseline under this paradigm that does not penalize those who take action to reduce, avoid, or sequester GHGs, one would simply need to “add back” the reductions that occurred as a result of those actions.  One cannot do this “building up” without information on what/how much reduction, avoidance, or sequestration occurred as a result of those activities.  

A system based solely on entity-wide reporting would not have the information necessary to determine what to add back.  The only way to make that determination is with project-based reporting and crediting.

Leakage should be considered in any determination of transferable credits.  One of the major concerns with project-based reporting and crediting is the potential for leakage, i.e., the emission “ripple effects” beyond the immediate project scope that occur  in addition to the emission reduction, avoidance, or sequestration achieved within the immediate project scope.  While leakage can be positive or negative, the primary concern expressed by some is with the “negative” leakage that would offset, in part or in full, the emission impacts with the project scope.  

At this point, suffice it to say that leakage is an important factor that should be taken into consideration in any determination of transferable credits.   While the major focus has been on addressing leakage associated with project-level activities, it must be recognized that negative leakage can also occur when assessing reductions, avoidances, or sequestration at the entity level.  Any treatment of leakage should even-handedly account for positive as well as negative leakage.  Further, the treatment of leakage at the project level should be no more stringent or burdensome that treatment at the entity level.  For example, if determination of transferable credit based on entity-wide reporting does not require looking for leakage outside of the entity, then determination of credits at the project level also should not involve going beyond entity boundaries to capture leakage.  And finally, any provisions for addressing leakage should represent a reasonable approach to 

incorporating major leakage, without requiring the reporter to go to undo expense to capture every last ton.   

Again, we appreciate the opportunity to provide our comments, and hope that these comments are useful in your process to revise the EPAct 1605(b) reporting guidelines.  If there are any questions on this, please contact Ms. Lee Ann Kozak at 704-660-6717.

Sincerely,
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cc:  
Robert Card, Under Secretary of Energy, Department of Energy

Larisa Dobriansky, Esq., Deputy Assistant Secretary for National

 Energy Policy, Department of Energy 

Margot Anderson, Deputy Assistant Secretary for Policy Analysis,


Department of Energy


James Connaughton, Chairman, Council on Environmental Equality


John List, Council of Economic Advisors


Lee Ann Kozak, Southern Company Services
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