December 10, 2008

Ms. Mary Nichols

Chair, California Air Resources Board

1001 “I” Street

Post Office Box 2815

Sacramento, California 95812

Subject: California Cement Industry’s Comments on the Proposed Scoping Plan

Dear Ms. Nichols,

The Coalition of Sustainable Cement Manufacturing and Environment (“CSCME”), a coalition of all of the six cement manufacturers operating the 11 cement plants in California,
 would like to take the opportunity to comment on the California Air Resources Board (“CARB”) Proposed Scoping Plan for the implementation of AB 32.  

CSCME congratulates CARB on its efforts to design policies for the implementation of this important law that reflect both the environmental goals of the state and the pragmatic considerations that accompany any legislation.  The California cement industry is committed to helping the state achieve its long-term climate change goals and hopes to continue working closely with CARB toward the goal of achieving meaningful cost-effective reductions that minimize leakage and preserve a strong cement industry for the benefit of the California economy.

The following comments represent CSCME’s specific observations about certain critical elements of the Proposed Scoping Plan.

(1) The Proposed Scoping Plan’s economic analysis of the cement` industry is inadequate. 

As part of its efforts to quantify the economic costs and benefits of the Proposed Scoping Plan policies, CARB performed a cost-savings analysis of implementing the measures proposed for the California cement industry.  CSCME’s analysis of these cost-savings calculations revealed several inaccurate assumptions, unclear methodologies, and unsubstantiated conclusions, including:

· The analysis dramatically underestimates the investments associated with improving energy efficiency in the California cement industry.  Indeed, CSCME’s preliminary analysis suggests that total investment costs assumed by CARB for all 11 California cement plants are approximately equal to the actual investment cost needed to bring a single cement plant into compliance with the intensity target specified in the analysis.  The investments needed to bring the entire industry into compliance with the specified intensity target are significantly higher.  This particular example is consistent with a more systemic pattern of cost underestimation found throughout the economic analysis, as identified by peer review.
   
· The analysis combines multiple potential measures (e.g., energy efficiency improvements and greater use of alternative fuels) in the calculation of costs and savings.  This approach has the effect of making certain less cost-effective measures (e.g., fuel switching to natural gas) appear more attractive than they would be if evaluated on their own merits.  In order to provide useful guidance and to satisfy the statutory requirement of cost-effectiveness, individual measures must be evaluated independently.
  
· The analysis is unclear and lacks sufficient transparency.  Conversations with CARB staff revealed, for example, that the analysis was a preliminary estimate based on limited information and that a more rigorous analysis will take place during the rule-making process.  CSCME agrees with CARB staff that a more comprehensive, rigorous, and transparent analysis of any and all proposed measures that impact the cement industry needs to be conducted during the rule-making process, particularly given that such measures expose the industry to the severe risk of economic dislocation and increased carbon leakage, not only from cement imports but also from competing building materials.  CSCME is concerned, however, that CARB is currently poised to adopt a Proposed Scoping Plan that is based on false economic assumptions and conclusions about the impact on the cement industry (and, according to reviews of the economic analysis, this particular problem is likely indicative of similar ones across the spectrum of many other proposed measures).  The public was led to believe that the economic impacts of the recommendations in the Scoping Plan are either minor or perhaps positive.  Before heading down the path of regulatory development based upon the Proposed Scoping Plan, the actual severe economic impacts to the cement industry need to be fully understood and explained.  The purpose of including an accurate assessment at this juncture is to provide an informed decision making process that provides direction toward a valid cost-effective strategy.   

· The analysis concludes that the proposed measures could be implemented at a cost savings to cement manufacturers.  It does not, however, provide a compelling explanation as to why the cement industry would not have already identified and implemented these measures if they truly deliver cost savings.
  Cement manufacturing is an energy-intensive process, and energy costs are a primary driver of overall production costs.  Absent a compelling argument as to why market failures or barriers prevent cement companies from implementing such measures, the results of the cost-savings analysis are inconsistent with mainstream economic principles and deserve more careful scrutiny.

(2) The intensity standard for cement must be carefully constructed. 

As identified in the Proposed Scoping Plan, CARB is considering regulating GHG emissions in the California cement industry using an intensity standard.  CSCME generally supports this approach, and it believes that a hybrid instrument that integrates a cement intensity standard with market-based mechanisms has the greatest potential to purposefully guide cost-effective improvements in environmental performance while mitigating the severe risk of carbon leakage.  

Nevertheless, the effectiveness of this approach will depend on the careful construction of an intensity standard that is consistent with the unique characteristics of the California cement industry.  In addition to site-specific factors, regulators should consider a variety of other variables when establishing an intensity standard, including:

· Projected California cement demand and the need for cement industry investment, growth, and revitalization;
· The California cement industry’s existing energy and environmental performance;
· The California cement industry’s existing energy and environmental performance relative to that of out-of-state cement industries and the use of best available technology (“BAT”);
· The availability of cost-effective and technologically feasible abatement strategies, with full consideration of system impacts (i.e., the impact of one action on other kiln systems);
· Barriers to implementation, including existing regulatory constraints and market acceptance barriers;
· Expected technological developments (i.e., the projected improvement in BAT);
· The time needed to bring about investments in GHG abatement strategies and realize GHG emissions reductions; 
· The capital stock age, turnover rate, and replacement times; and
· The industry’s ability to access alternative compliance mechanisms, such as offsets, and the projected costs of using them. 

(3) The establishment of an intensity standard for the cement industry is critical to addressing the threat of leakage. 

As noted in the text of AB 32, leakage occurs when efforts to reduce emissions within the state result in an offsetting increase of emissions outside of the state.  CARB recognizes this problem in the Proposed Scoping Plan, noting that differing environmental standards can cause production to shift to outside of California, thereby causing emissions to “remain unchanged or even increase”
 and resulting in “reduced employment and economic activity in California without reducing overall greenhouse gas emissions.”
  Such leakage of emissions drastically decreases the environmental gains achieved by the state’s policies and substantially harms local producers.  Certain industries, such as cement, are particularly vulnerable to leakage due to the fungible nature of the product, significant global competition, and the consequent inability to pass through costs to consumers.

Finding an effective way to minimize leakage within the cement industry is a great challenge, and the establishment of an intensity standard is a critical component of the solution.  Leakage occurs when there is an economic incentive for consumers to purchase imports that have a greater GHG emission footprint than California production.  Intensity standards work well to minimize this leakage because they impose identical requirements on all products – whether produced in-state or out-of-state.  All products compete on a level playing field and must adhere to the same emissions standards, thereby maintaining a competitive environment and achieving worldwide emissions reductions simultaneously.  An intensity standard is, therefore, the ideal method for reducing the risk of leakage to imports.
  
(4) The calculation of the carbon intensity for each ton of cement sold in California should be based on its total GHG footprint. 

In the Proposed Scoping Plan, CARB describes potential “life cycle intensity standards” that account for out-of-state emissions.
  In order to effectively measure the total carbon emissions of cement products, CARB should design a cement intensity standard that accounts for the entire GHG footprint of the cement products.  Such a “life cycle” standard should include all emissions generated in bringing the product to the California market, including those from transportation.  Transportation emissions account for a significant percentage of the emissions associated with bringing cement to the market, and without their inclusion, the intensity factor calculated for a ton of imported cement would not accurately reflect the total GHG footprint, and the risk of leakage would remain.

CARB is already considering a similar methodology in its Low Carbon Fuel Standard program, where emissions will be measured on a “life-cycle” or “wells-to-wheels” basis, including all emissions generated during the production, processing, transportation, and use of the fuel before it reaches the ultimate consumer.  It is clear, therefore, that CARB recognizes the importance of accounting for the full GHG footprint in meeting its climate change objectives.

(5) The Proposed Scoping Plan’s 49 percent limit on offsets unnecessarily reduces the opportunity to extend the global reach of the program and maximize the program’s cost effectiveness. 

The Proposed Scoping Plan recommends limiting the use of offsets to 49 percent of total emissions reductions.  Given the GHG targets established by AB 32, the proposed policy would effectively limit the use of offsets to less than 10 percent of a regulated entity’s total compliance obligations between 2012 and 2020.  Such a low percentage of offsets utilization is incompatible with a cost-effective approach to GHG mitigation and is inconsistent with mainstream discussions on offsets policies at the national and international level.
  As expressed by Dr. Stavins in his peer review of the AB 32 economic analysis,

The harshest critics of the use of offsets, such as David Victor and Michael Wara of Stanford University, have written about the fact that the problem of the quality of offsets cannot and should not be addressed through quantitative or geographic constraints, but through employment of better quality criteria.
  
The proposed policy also directly disregards the Market Advisory Committee’s expert opinion that 

California should reject geographic or quantitative limitations on offset credits so as to maximize the opportunity to reduce GHG emissions at the lowest cost.

It is widely recognized and accepted that offsets policies, perhaps more than any other program design decision, can significantly reduce the economic costs associated with a cap-and-trade system.  CSCME supports the establishment of standards that ensure the environmental quality of offsets entering emissions trading markets.  Assuming those standards are imposed, however, there is no compelling economic or environmental rationale to place geographic or quantitative limitations on the use of offsets.  

As a result, CSCME strongly recommends that CARB reevaluate its proposed offsets policy and design an approach that achieves a more appropriate balance between California’s economic, energy, and environmental objectives.  This reevaluation should be informed by economic analysis, beyond what is contained in the Proposed Scoping Plan, that credibly examines the extent to which various offsets policies can reduce the costs associated with implementing a cap-and-trade system.    

(6) The Proposed Scoping Plan will dramatically increase electricity costs for the cement industry. 

In addition to the direct costs associated with regulating GHG emissions, the indirect costs associated with higher electricity prices will dramatically increase the production costs associated with cement manufacturing – further disadvantaging California cement producers and enhancing the risk of carbon leakage.  As Dr. Kahn notes in his peer review comments on the AB 32 economic analysis, 

The micro-econometrics literature has concluded that increased energy prices retards manufacturing employment growth. The manufacturing results reported here contradict the findings from the micro-econometric literature on firm locational and employment choice.
 
It is commonly known that firms making transportable goods have a tendency to locate production facilities in areas in which inputs are cheapest.  Electricity is one of the largest variable costs for cement manufacturing and any future rate increases create a direct financial incentive to the marketplace to substitute imported products with far lower overall costs,  resulting in a net increase in GHG emissions.  The indirect costs associated with higher electricity prices only increase the importance of pursuing cost-effective measures, adopting a more robust offsets policy, and implementing an anti-leakage mechanism that properly accounts for the cumulative costs associated with an asymmetrical climate change policy. 

(7) CSCME supports the development of proposed state-provincial partnerships as potentially valuable measures in support of a sectoral approach to the cement industry under AB 32. 

In Section V of the Proposed Scoping Plan, CARB describes state-provincial partnerships that would aim to reduce GHG emissions of certain industries that export products to California.  CSCME supports CARB’s efforts to pursue these partnerships as an additional component of a sectoral approach to regulating the cement industry under AB 32. If designed correctly, these programs could contribute to lowering the costs of California emissions reduction measures (a consideration required by AB 32) by expanding accessibility to low cost compliance options.   

(8) As part of its “Green Building Strategy,” CARB should closely evaluate the long-term environmental impact of various building materials in order to maximize efficiency gains and minimize leakage.  

In Section II and Appendix C of the Proposed Scoping Plan, CARB outlines a “Green Building Strategy” that calls for making further reductions in emissions related to California’s buildings.  CSCME applauds CARB’s efforts in this regard and encourages CARB to evaluate the life-cycle emissions of various building materials in order to minimize long-term building-related emissions.  Life-cycle emissions of concrete buildings, for example, compare favorably to wood and steel frame buildings.  Commercial and residential structures built with concrete exterior walls can have enhanced energy efficiency, and concrete has a high thermal mass that allows it to store heat better than other materials.  In addition, homes using insulated concrete forms (“ICFs”) combine concrete and foam insulation to provide energy savings versus wood or steel frame homes.
  ICF walls can earn credits under the LEED homes program.

As part of this life-cycle analysis, CARB should also factor in the transportation-related emissions associated with using imported building materials.  As CARB acknowledges, “{t}he mining, harvesting, processing, and transportation of building materials used in construction”
 of buildings contributes to GHG emissions.  For example, transporting cement within the state results in additional emissions that are small in comparison to emissions from cement production.  The importation of cement from distant locations, however, can result in substantial additional emissions. 

CARB should also consider such a life-cycle emissions analysis in specifications for state infrastructure projects.  For example, concrete roads have an average life span of over 35 years before needing any significant maintenance work, which is many times longer than asphalt roads.  By avoiding the periodic maintenance and major resurfacing requirements of asphalt roads, concrete roads eliminate the GHG emissions from producing, transporting, and placing asphalt for repairs and resurfacing work as well as the GHG emissions from vehicle idling due to the construction bottlenecks.  In addition, studies indicate that because of its rigidity, concrete pavement enhances fuel efficiency of vehicles when compared to flexible pavements.  
 
Moreover, in recommending alternatives to address the “heat island effect” in urban areas, the U.S. EPA refers to “cool coatings” containing cement particles as well as to concrete tile.
  With respect to concrete pavements, the Cool Pavement Report prepared for EPA similarly confirms that concrete exhibits much more favorable “cooling” characteristics than any other materials examined, most notably asphalt.

Finally, in its “Proposed Early Actions to Mitigate Climate Change in California,” ARB has already identified both “cool roofs” and “light-colored paving” as options for GHG reductions.
  As the key ingredient in concrete, the availability of cement is necessary for California to implement these early actions and to take advantage of other climate change benefits attributable to concrete.  Thus, preservation of California cement capacity is critical for lowering GHG emissions and contributing to California’s overall climate change objectives.

The Proposed Scoping Plan represents the enormous efforts of many people to address the critical issue of climate change facing the world today, and CSCME applauds California’s remarkable leadership on this issue.  CSCME looks forward to continue working with the government of California in order to achieve the goals of AB 32.  
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Sincerely yours,

John T. Bloom, Jr.

Chairman, Executive Committee, Coalition for Sustainable Cement Manufacturing & Environment

Vice President & Chief Economist, U.S. Operations, Cemex

CC: 


Linda Adams, California Environmental Protection Agency

John Moffatt, California Governor's Office



Darren Bouton, California Governor's Office


Dan Pellissier, California Environmental Protection Agency
Victoria Bradshaw, California Governor’s Office


Chuck Shulock, California Air Resources Board

David Crane, California Governor's Office


Cindy Tuck, California Environmental Protection Agency

James Goldstene, California Air Resources Board
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� The Coalition includes CalPortland Company, Cemex, Inc., Lehigh Southwest Cement Company, Mitsubishi Cement Corporation, National Cement Company of California Inc., and Texas Industries, Inc.


� Stavins (October 2008), Comments by Professor Robert Stavins for the California Air Resources Board, at 5. 


� More generally, CSCME believes that CARB’s analysis is inadequate for demonstrating that proposed measures satisfy the AB 32 requirement of cost effectiveness.  As expressed by the Legislative Analyst’s Office evaluation of the economic analysis, “Selection of particular measures and the mix of measures appear not to have been directly influenced by cost-effectiveness considerations or macroeconomic analysis.  In fact, ARB deemed all measures included in the plan to be “cost-effective” simply because they reduce GHG emissions, whatever the cost.” (Pg. 2)   


� It should be noted that CARB’s analysis also fails to provide a clear and compelling explanation for its conclusion that the proposed portfolio of measures would result in net negative costs to the California economy.  As expressed by Dr. Kahn in his peer review comments, “We need a clear explanation for how it could be the case that the national models indicate that there are costs to mitigating carbon while the California E-DRAM model and ARB’s key economic document predict that it will have negative net costs.” (Pgs. 24-25) 


� See PSP at 31.


� See PSP at C-16.


� For additional detail on CSCME’s proposed intensity standard program and the effect on leakage, please see the following position papers submitted to CARB on September 8, 2008:  Tradable Performance Standards:  A Policy Framework for Effectively, Efficiently & Equitably Regulating GHG Emissions in the California Cement Industry, and The Application of Anti-Leakage Measures in the California Cement Sector to Achieve AB 32’s Climate Change Objectives. 


� See PSP at C-16.


� For example, the Lieberman-Warner bill – a focal point of climate change debate at the federal level – allows regulated entities to satisfy 30% of their compliance obligations with emissions reduction generated outside of the cap-and-trade system.


� Stavins (October 2008), at 3.


� Market Advisory Committee (June 2007),  at 65.


� Kahn (2008), Peer Review of the Economic Modeling Analysis of the California ARB Greenhouse Gas Reduction Scoping Plan, at 5.


� Portland Cement Association (2002). 


� U.S. Green Building Council (2007). 


� See PSP at C-138.


� Portland Cement Association (2005). 


� U.S. Environmental Protection Agency, Heat Island Effect, Frequent Questions (available at � HYPERLINK "http://www.epa.gov/heatisland/resources/faq.html" ��www.epa.gov/heatisland/resources/faq.html�).


� Cambridge Systematics, Inc., Cool Pavement Report, EPA Cool Pavements Study - Task 5 (June 2005), at 14 (Figure 4.2).


� Air Resources Board, California Environmental Protection Agency, Proposed Early Actions To Mitigate Climate Change In California (Apr. 20, 2007), at 7 (Table 2).
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