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July 31, 2008
Comments of Small Business California – CARB AB32 draft Scoping Plan
Small Business California (SB-Cal), serves on the ETAAC Panel and has worked to address small business concerns and opportunities within that venue as well as serving as an Intervener to the CPUC in the R.06-04.010 Energy Efficiency Proceedings since 2004.  SB-Cal also manages an EPA grant through May of 2009 dedicated to addressing On Bill Financing and Food Service Equipment Energy Efficiency Market Transformation.

We commend CARB for their efforts regarding developing the working mechanism for AB32 and appreciate the opportunity to submit comments.

SB-Cal was the first mainstream business organization to actively support AB32 during the legislative process in 2006 as we believe the costs to small business for not acting to address emissions reduction are unacceptable and that pro-active development of energy reduction strategies will result in a net positive economic gain for California’s small businesses.  We recognize there will be cost increases in some areas and savings in others.

In essence, SB-Cal supports AB32 because it offers the opportunity to plan for and address issues around emissions reduction and climate change instead of reacting in crisis mode.  While SB-Cal is a small organization compared to some others representing businesses in the state, we do hope our attempts to develop solutions consistent with the intent of AB32 will help to offer opportunities for all small businesses in California.
These Comments will attempt to respond to wording offered on the PP slides CARB provided at the 3rd Scoping Plan meeting at EPA in Sacramento on July 17th.   The PP slides are used simply as a reference point to anchor our suggestions to the various components CARB includes in the draft Scoping Plan.
Slide #4:  “California’s GHG strategies will also foster opportunities for economic growth.” 
Discussions with other small business groups regarding what AB32 may offer don’t always focus on the word “opportunities” and in fact concerns about compliance costs and whether as is noted in Slide # 37, whether the words “Overall savings from implementation of Draft Scoping Plan expected to exceed costs.” will prove to be true.
First, we believe it is true that California is leading the nation regarding the passage and implementation of this landmark climate change legislation.  Therefore California small businesses in the growing area of “cleantech” may have a leg up in terms of delivering emissions reduction strategies not just to their California cohorts but to businesses across the nation.  This is clearly an opportunity.
Small businesses in California, while not individually targeted in terms of specific emissions reduction targets in their buildings and facilities, call for a significant part of the energy demand California electric and gas utilities must deliver.  Therefore, where small businesses can reduce costs in terms of demand by lowering energy use often taking advantage of existing incentive programs offered by utilities, the better chance California has of succeeding with the objectives called for by AB32.  Below we will offer some ways we believe this is an opportunity.

Transportation is a distinct issue with more apparent costs than opportunities at the present time simply because the current infrastructure; all the ways small businesses carry out their activities using existing pathways (roads, rail, shipping, mass transit), and the vehicles currently available offer less flexibility towards lowering costs, especially where those businesses depend on vehicle fleets to operate.  Today’s costs of fuel make that observation painfully apparent, but even here, we believe AB32 can offer some positive answers as we suggest below.
Slide # 7   Draft Scoping Plan Development - “Input from EJAC, ETAAC, and MAC”  
Small Business California serves on the ETAAC Panel, one of three reporting to CARB as the AB32 legislation required.  The two main areas we emphasized were “On Bill Financing” and to include language that recognized state agencies should “embed” pro-active assistance to help small businesses and all consumers reduce emissions when doing other business with those agencies.  Our recommendations were adopted by the 
panel and included in ETAAC recommendations to CARB. We’ll describe these initiatives in more detail below. 
Slide # 14 “State must set an example.”  Evaluate “Carbon Shadow” – Climate change impact of government policies and decisions.
Small businesses pay taxes and part of those taxes keep the lights on and pay for heating and cooling state buildings.  We believe the faster all government buildings and other systems are made more energy efficient, the lower the costs that otherwise would add to the overall tax burden.  SB-Cal wrote the language adopted by the CA CPUC that ruled 

CA Investor Owned Utilities are mandated by the CPUC to offer “On Bill Financing” (OBF), for taxpayer funded entities in California beginning in 2009.  Please see a more detailed explanation of OBF below.
We submit there are other ways that state agencies can help small businesses lower costs and emissions in alignment with AB32.  For instance, when applications are made to the Dept. of Alcohol Beverage Control (DABC) for liquor permits, information can then be made available to applicants, many of whom are in the process of purchasing refrigeration and other equipment, to use existing utility incentives to buy down the extra costs of high efficiency equipment.  Two DABC offices are beginning to pilot such an approach in cooperation with PG&E.  We believe this is just one way small businesses can be addressed by state agencies in a positive pro-active manner and we hope CARB will act to develop these and other cooperative strategies.
Slide # 16    California Cap & Trade - “limited use of offsets”
We are aware that several business groups in California are concerned that CARB wishes to limit offsets.  

PG&E offers an offset program for their customers called ClimateSmart.  This writer serves on the External Advisory Group (EAG) for ClimateSmart and we’ve been very impressed by the care PG&E has shown in making sure proper “additionality” is assured, meaning “but for the investment in a given emissions reduction project, the project would not have occurred or reached the level of reduction the investment purchases.”  Service on the ClimateSmart EAG has also helped us to understand that offsets can be both properly used and abused and so we believe there is good reason for CARB to be concerned.

At the same time, we believe there may be an unexplored avenue for offsets to be implemented right here in California.  We’ll explain below but the next slide references will be addressed out of order (as presented by CARB), to develop the basis for this suggestion.
Slide # 29  Water/Energy “Public Goods Charge – “fund investments in water efficiency and recycling”

We believe the Public Goods Charge approach to funding investments in both energy and water efficiency has merit.  However, we also agree that California businesses must have confidence that savings delivered using these funds is verifiable. If businesses and all consumers can receive clarity in this way, continued support for these programs should follow.

Efficiency gains are a hallmark of recognizing effective cost cutting is a result of using our resources in a way that minimizes waste.  In a small (or large) business, waste equals lost profits.  It follows that improving many of the ways we use both energy and water can add profits to California businesses.  

As Interveners in the CPUC process, we’ve witnessed situations where electricity and gas savings have been counted incorrectly on a significant scale.  We’ve also witnessed that these problems can be successfully addressed and with the CPUC Energy Division now in charge of evaluating and verifying actual savings, we’re seeing rapid development in assessing the true value of various applications aimed at saving energy, all of which are paid for by ratepayers.  As this system improves, Californians will realize more value for the funds collected for these purposes.
One very serious perceived problem with AB32 and how businesses and some business groups view the draft Scoping Plan is regarding the economic analysis of costs versus benefits.  Confidence must be developed regarding how AB32 will indeed deliver economic benefits and that means businesses and consumers need to understand how that will occur.  This is not going to be easy but if businesses aren’t confident in the process, resistance will surely follow.

We will offer one way, beginning with the notion of a water based Public Goods Charge fee structure that assures the integrity of claimed savings using current technologies and that is framed around the accurate measurement of applications designed to save water (and thus money) first.  Since we only value what we measure, water savings applications 
should be designed wherever possible to use a combination of the internet and sensors installed everywhere practical that measure change, all reporting to well designed web based “dashboards” that will verify exactly how much savings is being achieved.  By beginning water efficiency programs with a requirement to include this level of transparency in return for funding consideration, ratepayers will know their funds are being invested well. Moreover, the costs to go back later to find out whether the savings occurred as planned will be largely eliminated.
Slide # 21 Energy “expanded utility-based energy efficiency programs”

The example above notes improvements in how energy efficiency programs are being measured in California to assure ratepayers funds are returning value.  In fact, the basis for all these programs is that they save more than they cost.  Therefore, businesses should be lining up to invest in these energy saving opportunities for their lighting, refrigeration, HVAC and other uses that they pay for in the form of monthly energy bills.  After all, if a company must sell ten widgets to gain same amount of profit simply recovered by investing half the amount in an energy efficiency application, logic suggests dollars will flow to invest in the energy efficiency first suggesting a “slam-dunk” for this significant percentage of the AB32 Scoping Plan.
If businesses and small businesses especially cannot assess with confidence just what energy efficiency investments will save, then they will hesitate to make a “blind bet” even if the investment “seems” compelling.  However, part of this would likely occur even if the savings is apparent.  Cash flow is a significant barrier.
On Bill Financing (OBF) offers a solution.  Simply, utilities offer 0% financing essentially delivering efficiency much the same as energy is provided with payments made via an additional line item on the monthly bill but with the total monthly utility payment equal to or less than before.  The savings must be verifiable with OBF to prevent defaults.  Well designed programs consistently deliver defaults below 1% and are favorably cost competitive in relation to other utility programs.  The CA CPUC has mandated that all CA IOUs offer OBF for commercial customers beginning in 2009.  

On Bill Financing offers a clear opportunity for businesses in California and will help state utilities realize the savings AB32 requires.  Especially where the Scoping Plan calls for “expanded utility-based energy efficiency programs”, access to capital tools like OBF offer a path towards more energy efficiency and faster emissions reductions.
Simply put, energy efficiency opportunities offer savings for small businesses in terms of operating costs and by almost any measure of return on investment, they should be ranked high among other cost savings measures, especially during difficult economic times.  The same applies for local governments as they too will be offered OBF and in the SDG&E and SoCalGas territories, institutional loans are offered with 10 year loan terms.
This should help communities encourage consumer participation as they lead by example.

Slide 17/18  Transportation -  “Light duty vehicle greenhouse gas emissions – hybridization for urban and short-haul trucks”
In comparison to building operations, small businesses have fewer options when it comes to reducing emissions and costs for transportation.  Unlike most building systems, once an investment in vehicles occurs, the business is generally unable to improve the efficiency of those vehicles more than through proper maintenance which, although important and too often overlooked, isn’t a “game changing” strategy.  For a small business stuck with, for instance, delivery trucks offering 10-15 miles per gallon, relief can’t come soon enough.

Some businesses in other states are moving towards changing the workweek composition from 5 days to 4 which would save 20% on fuel costs and lower emissions, but that strategy has limitations and isn’t well suited for all businesses or employees.  With California still requiring overtime for anything beyond an 8 hour day, we believe legislators should act to address this even though past legislation offered in Sacramento has failed to gain support.  We also request that CARB look closely at the ETAAC recommendations that focus on telecommuting and other measures designed to offer more flexibility for businesses in terms of transportation.
The Scoping Plan relies heavily on transportation to deliver emissions reductions and with coming innovations in plug-in hybrid vehicles, especially if new vehicles are delivered that can serve to replace light to medium duty service and delivery vehicles now in use, the vast numbers of these vehicles in use could prove to be very helpful towards AB32 goals.  With some of the older highly polluting vehicles, funds directed to paying for retiring these clunkers could help accelerate purchases of new trucks that could improve both miles per gallon and emissions by multiples of 3-5 times.  Multiplying this value by all the small business vehicles deployed across the nation also offers hope that oil price pressures could be mitigated over time.  California should act to “kick-start” this revolution now with targeted investments. One avenue that might help is suggested below.

Slide 33 -  Offsets “Could be used in cap and trade regulatory measures or carbon fee approach”
Offsets are a sensitive subject for parties addressing AB32 with business organizations expressing concern they will be limited and others worried that offsets can be used to avoid real emissions reductions here in California. Together with uncertainties around the final design of a cap and trade system, these two areas seem to significant challenges.
SB-Cal wishes to bring forward an approach that we hope may be viewed as a strategy to “drill through” some of the concerns especially regarding the integrity of offsets.

Simply put, we believe large California companies may have an opportunity to “offset” emissions within the state by aiming at downstream affiliates as well as towards disadvantaged communities (Slide 43 “Societal Impacts”) small businesses (Slide 39) by funding emissions reduction that include valid additionality beyond current efforts.
As an example, a large oil company may wish to aim at their service station/convenience store downstream affiliates by helping to fund a higher level of verifiable energy efficiency for those outlets.  The same idea may be applied to transportation as a way to accelerate the development of dedicated use light to mid duty small business plug-in hybrid vehicles (PHEVs) that adapt the platforms of the emerging models due in 2009-10 to various short to medium haul delivery and service requirements. 
There is some precedent for this approach.  A recent report from Japan noted:

“Under the system, large corporations will give financial and technical support to small and midsize enterprises for energy-saving investments. The small companies then pay the costs with emissions credits that they earn from the projects--similar to a Kyoto Protocol emissions credit mechanism. 

The industry ministry estimates that the domestic emissions credit system will curb 1.82 million tons of carbon dioxide annually by 2010. 

Ogushi, who has designed the system with officials at the Ministry of Economy, Trade and Industry over the past two years, said the system will benefit both small firms and large corporations. 

Many small companies cannot afford to install energy-saving equipment, such as boilers, air-conditioners and co-generation systems that produce electricity and heat, due to lack 
of funds and expertise. “In fiscal 2005, greenhouse gas emissions at small and midsize manufacturers rose 2.9 percent from fiscal 1990, according to government statistics. 

In contrast, emissions at large manufacturers fell 2.3 percent over the same period. 

Large corporations that belong to Nippon Keidanren (Japan Business Federation), the nation's largest business organization, are required to reduce emissions in accordance with its voluntary action program. 

Nippon Keidanren members can acquire emissions credits by supporting energy-saving projects at small firms and count the credits as part of the emissions they reduced to meet their targets.  Ogushi, a certified public accountant and an expert on emissions trading, said the new system marks a first step toward popularizing the concept of tradable emissions credit in Japan. 
We recommend that CARB consider the idea that, consistent with AB32’s objective of improving the overall economy in California, large firms may have an opportunity to improve the economy of their supply and delivery chains as well as to firms in environmental justice “hotspot” areas.

As we’ve discussed above, opportunities exist where the existing energy efficiency programs available for small businesses can “step up” the precision and transparency of lighting, refrigeration and HVAC energy reduction efforts with perhaps 20% additional funding above current ratepayer funded inputs to demonstrate how putting energy efficiency online in real time can deliver demand reduction from this sector that can earn actual attribution by CAL ISO.  This can help to illuminate these existing technologies for broader application in California and across the nation.
Referring back to that “clunker” noted above where the small businesses owner in, for instance, West Oakland who now strains to fill the tank on a low MPG vehicle that contributes more than its share of emissions in an area where the air is already a problem, a similar large business to small business “offset” might help fund the conversion of PHEV platforms to be dedicated to specific business types, like vehicles delivering large glass panels.  Such a demonstration of specific uses may well help jumpstart the automakers to adopt these dedicated body designs earlier which then will help PHEV purchases by businesses to accelerate , thus again delivering true additionality.
Small Business California believes AB32 can indeed be an economic plus for California and it may be the process of large and small businesses learning how they can take advantage of the opportunities that offers the greatest challenge.  With the current challenges to our economy, we believe cost cutting is a high priority and far from being a reason to delay AB32 implementation, businesses recognizing and acting to address the wasted energy use in their businesses may discover the fastest path back to profitability.

Again, thank you for the opportunity to offer these Comments and we look forward to participating in this process as it moves forward.

Respectfully submitted,

Hank Ryan, Small Business California
Small Business California

2311 Taraval Street, San Francisco, CA 94116

415-680-2188
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