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August 6, 2008
Ms. Mary Nichols
Chair, California Air Resources Board

Via Email

Dear Ms. Nichols:

The AB 32 Implementation Group, a coalition of more than 160 organizations, has been actively engaged in the process of implementing AB 32 to help achieve the necessary emission reduction goals in a cost-effective and technologically feasible manner. Important goals within AB 32 are to support a growing and healthy economy, minimize leakage and promote innovation. 

We are disappointed and concerned that the Scoping Plan is not supported by an economic analysis that justifies its recommendations. Because of this shortcoming, and the likely high costs of many of the approaches and measures suggested in the plan, we believe that the state is at risk of serious economic damage if we proceed down this path. To maintain its leadership position on climate change policies and to maintain the support of California citizens, we must demonstrate an economically viable approach to reducing emissions and promoting innovative technology.

The costs of AB 32 implementation will impact all aspects of our economy and the lives of all Californians. Without a rigorous economic analysis, the scoping plan is a blank check that will increase costs for housing, transportation, electricity, natural gas, water and consumer products. For the long term success of AB 32, it is crucial that CARB provide consumers with an accurate assessment of the associated costs and benefits.

California families and employers are now facing increasingly higher costs for food, fuel, electricity, and potentially higher state, regional and local income, sales and energy taxes. 
· Higher Electricity Costs: State policies already have driven electric rates higher than the rest of the country. Thousands of families can’t afford existing electricity rates, much less the increased electric bills which will result from AB 32. A report by E-3 for the California Public Utilities Commission estimated the costs for the 33% Renewable Portfolio Standard alone to be $60 billion in higher ratepayer costs.

· Higher Fuel Costs: California transportation fuel typically costs far more per gallon than the rest of the country partly because of our state’s unique gasoline and diesel fuel formulations and high state fuel taxes. AB 32’s low carbon fuel standard alone creates risks for drivers because it could prematurely force new fuels to market before they are commercially viable, while decreasing the supply and increasing the cost of widely available conventional fuels. 
· Higher Vehicle Costs:  The Scoping Plan proposes higher fuel economy standards and/or vehicle surcharges that would drive up the costs of maintaining, operating and purchasing vehicles for California drivers.

· Higher Housing Costs: Housing costs in California generally exceed those in the rest of the country. Proposed AB 32 regulations could increase housing costs by requiring energy retrofits before a home could be sold and green building standards on all new construction.

· Higher Food and Consumer Costs:  Increased utility and transportation fuel costs will inevitably increase costs for food and other consumer products made in California. In addition, the plan fails to identify the impact of increased ethanol use on the cost of food.

· Higher Taxes and Fees:  California is one of the highest taxed states in the country and AB 32 Scoping Plan proposals could drive these taxes even higher. The plan considers a carbon tax of $4 billion a year along with a new tax on water rates of another half a billion dollars a year. New hidden taxes are proposed for low carbon fuels on top of the high gasoline costs we pay now. In addition, California’s cities, counties and regional agencies are imposing new assessments that would raise taxes on vehicles, fuels, companies and services, all of which will inevitably be passed on to consumers.

Administration’s AB 32 Plan Limits Use of Markets

The scoping plan depends on command and control regulations for the vast majority of the emission reductions, instead of relying on proven lower cost market mechanisms for reducing emissions such as a cap-and-trade program. The plan allocates just 20% of the emission reductions to cap-and-trade. 
While the costs of meeting AB 32 goals will be significant no matter what strategy is pursued, markets have proven to be effective in reducing emissions, stimulating technological innovation and reducing costs. Economic experts, the Market Advisory Committee and drafters of the Kyoto Protocol, have endorsed market mechanisms. The European Union is using them to reduce GHG emissions at lower costs. In fact a Congressional Research Office report concluded that market mechanisms generate GHG emission reductions at five times less cost.

In addition to restricting the use of cap-and-trade, the Scoping Plan limits the use of offsets to 10% of a company’s emission reduction responsibilities. Offsets are an important cost-containment strategy which is endorsed by the Kyoto Protocol and the European Union. Based on research and experience, offsets provide a means of reliably reducing greenhouse gas emissions. They may be a valuable tool to avoid leakage of emissions to other states and countries, and could prevent the loss of thousands of jobs. Offsets also reduce AB 32 compliance costs and would save California’s economy billions of dollars. In fact, a recent study by CRA International
 demonstrated that if California limited the availability of offsets, the state could lose more than 300,000 jobs and decrease the state’s GSP by billions of dollars.

The scoping plan also recommends an auction as a component of the market design. We believe CARB has no legal authority to impose an auction, and even if it did, an auction would have serious negative impacts. The auction would act like a multi-billion dollar tax on California companies and consumers – increasing costs to consumers and taxpayers and pushing jobs and investment away from California.

Scoping Plan Fails to Use Best Available Economic Modeling
AB 32 requires that the best available economic modeling be used to evaluate the economic impacts of potential measures to reduce greenhouse gases. Based on the preliminary analyses of the draft Scoping Plan and addendum, it does not appear that CARB will meet this statutory test. The draft Scoping Plan and addendum incorrectly suggests zero or minimal net costs for the new regulations it proposes. These overly optimistic results appear to be based on many of the same flaws in earlier studies by the Climate Action Team and others which report little or no costs. A report by the Brookings Institute
  in January 2007 rigorously examined these reports and found that they incorrectly calculated the true economic costs of emission policies while overestimating offsetting savings from energy efficiency. The report found these studies underestimated the annual costs of a California climate change program by billions of dollars a year.

In addition, we concur with comments submitted by the Coalition on Sustainable Cement Manufacturing that the models being employed by CARB were originally constructed from significantly different variable structures and different geographical coverage These models suffer from limitations that will tend to minimize the economic impacts of the Scoping Plan regulations. CARB staff should revisit the CAT’s assessment of the NRM-NEEM Model, and explore why one of the most sophisticated economic models now available was excluded from the results. Further, sensitivity analyses should be conducted on the current models, understanding how modeling results can inform the calculation of cost effectiveness. Finally, the models need to take into account the risk of leakage where a high cost regulatory environment forces California emission sources to move to other states or countries where they can afford to stay in business.

We look forward to evaluating CARB’s economic findings when they are publicly released. We hope the agency will use realistic cost assessments and perform a rigorous analysis to reflect the actual price tag of the AB 32 Scoping Plan. 

Finally, on page C-55 of its Scoping Plan appendices, CARB states, "California uses less electricity per person than any other state in the nation."  This is an important statement. If we are already the lowest, CARB must remain cognizant that the amount of reductions available in-state is also the lowest. Also, we must consider that some element of this efficiency claim could be based on manufacturing departing the state. It is important to clearly understand the direct causations of certain outcomes; as such, CARB must remain vigilant in understanding the impacts of all of its policy statements.

Cost-Effectiveness Criteria
AB 32 requires that emission reduction measures maximize cost-effectiveness (cost per unit of reduced greenhouse gas emission). In a workshop, CARB staff suggested a methodology for cost effectiveness that would include the value of environmental co-benefits, those impacts that go beyond the GHG reduction potential of the measure. 

Scoping plan measures should avoid negative side effects such as increasing emissions from air contaminants. However, including co-benefits in the cost-effectiveness calculation would be counterproductive. One benefit of a cost-effectiveness standard for regulations is it helps ensure that companies will remain competitive in California. From the point of view of a company complying with AB 32, cost-effectiveness should consider the cost of the measure and the energy costs saved over a reasonable period of time. To avoid leakage, the competitive landscape for the company and its products, the prospect of technology improvements or transformations, and the cost of alternative emission reductions in the market should also be considered prior to adopting regulations. The cost-effectiveness equation should not include a calculation of co-benefits that do not accrue to the benefit of the company subjected to the regulation. It could make the most expensive control strategies appear “cost-effective,” yet significantly increase compliance costs, raising costs for consumers and encouraging companies and jobs to leave California. 
California has been reducing criteria and toxic air pollutants for many years, and there are additional emissions reductions that will be required to meet state and federal clean air goals. CARB and local air boards will continue this progress towards cleaner air using the many regulatory tools that are available. The existing regulatory framework for meeting clean air goals should be relied on to meet clean air goals, not the regulations under AB 32. 

AB 32 Plan Underutilizes Carbon Capture and Storage

We are disappointed that the Scoping Plan does not fully utilize carbon capture and storage (CCS) as a GHG emissions tool. According to the final report of the Economic and Technology Advancement Advisory Committee (ETAAC), California has the potential to store 5.2 gigatons of CO2 in oil and natural gas fields. There is dramatically greater capacity (one to two orders of magnitude) for CO2 storage in deep saline formations. The ETAAC report estimated that CCS demonstration projects could be in place by 2012 with potential for full commercialization by 2020. The component technologies of CCS exist today at an industrial scale. Indeed, carbon injection has been practiced for many years in the United States. 

In many cases CCS technology is further developed than some strategies such as low carbon fuels, for which technologies are still in the experimental stages and not yet commercially viable. Carbon capture and storage also is being considered as a key element in federal and international strategies to reduce carbon in the atmosphere. In addition, international agencies have documented the value of using CCS. The Intergovernmental Panel on Climate Change (IPCC) estimates that CCS has the potential to abate 15-55% of CO2 emissions by 2100. 

In addition to suggesting CCS as a viable strategy to meet the 2020 GHG reduction goals, we recommend the Scoping Plan make a strong statement that CCS will be an important element in meeting longer-term GHG emission reduction goals. Specifically, the plan should identify opportunities for CCS, identify the permitting and regulatory barriers to CCS and offer specific remedies to remove these barriers. 

However, the plan appropriately identifies the opportunity for carbon capture and storage by the forestry sector. Actively managed forests result in reduced risk and severity of wildfires, which are a significant source of carbon emissions. Managed, healthy forests have a faster growth rate that capture more carbon, produce wood products that store carbon, and generate bio energy to help offset emissions from fossil fuels. In this regard, we hope the WCI's final recommendations will ensure forests will play an active role in a future cap-and-trade program or become potential offsets for regulated entities.

Regulatory Confusion
The Scoping Plan strongly encourages local governments to pursue their own climate change strategies and programs, but provides little guidance to avoid duplication and overlap. Some local agencies have stated they are already developing their own greenhouse gas emission policies. 
For example, the City of San Francisco is now considering levying its own carbon tax and the Bay Area Air Quality Management District has adopted a fee on greenhouse gas emissions. The BAAQMD fee, among other things, will be used to develop its own mandatory reporting and inventory system and regional regulations to require greenhouse gas reductions. In the case of the mandatory reporting system, the air district’s reporting requirements are different and inconsistent from those approved by CARB. These dueling reporting systems for greenhouse gas emissions are duplicative and increase compliance costs for companies and governments. We’re concerned that this same kind of duplication and inconsistency will occur when the Bay Area district proposes its own set of greenhouse gas reduction rules, and when jurisdictions throughout the state pursue their own independent programs. 

Furthermore, plaintiffs’ attorneys, regional air districts and others are pursuing an aggressive agenda to reduce GHG emissions through legal claims and lawsuits relying on CEQA to identify and mitigate GHG emissions. As a result, climate change policy is being developed through court cases, litigation settlements and other external means without consideration of AB 32 criteria and little reference as to how these emission reduction strategies relate to the AB 32 Scoping Plan.

Agencies enforcing their own ad-hoc climate change policies will add costs and create regulatory confusion, weakening CARB’s statewide effort. Moreover, the Scoping Plan does not require local agency plans to meet the same cost-effectiveness, technological feasibility and anti-leakage criteria provided for in AB 32. We urge CARB to delineate an appropriate role for local governments and local air districts that complies with the legislatively mandated criteria of AB 32. 
Conclusion
The task of implementing AB 32 is unprecedented and of almost incomprehensible proportions. As the Scoping Plan acknowledges: “Virtually every sector of California’s economy will play a role in reducing greenhouse gases … Achieving these goals will involve every sector of the state’s $1.7 trillion economy and touch the lives of every Californian.”
  Our state’s future depends on realistic, responsible analysis and planning – we cannot afford to get it wrong.
We are very concerned about the draft Scoping Plan’s impact on the California economy. Failure to address the above concerns risks severe unintended consequences for our state’s economy and the potential failure of the entire AB 32 program. Please don’t hesitate to call one or both of us if you need more information. 

Sincerely,
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Dorothy Rothrock




Amisha Patel

Co-Chair AB 32 Implementation Group

Co-Chair AB 32 Implementation Group

Vice President




Policy Advocate
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California Chamber of Commerce

Technology Association
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Dan Dunmoyer, Governor’s Office


David Crane, Governor’s Office
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Cindy Tuck, CALEPA


John Moffatt, Governor’s Office


Darren Bouton, Governor’s Office

Dan Pellissier, CALEPA
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