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Executive Summary 
 
 

AB 32 requires California to cut greenhouse gas emissions to 1990 levels by 
2020 and to develop a comprehensive strategy to reduce dependence on fossil 
fuels, stimulate investment in clean and efficient technologies, and improve air 
quality and public health. AB 32 also requires the Air Resources Board to work 
with other states and nations to identify and facilitate the development of 
integrated and cost-effective regional, national, and international greenhouse gas 
reduction programs.  

The cap-and-trade program is a key element of California‘s greenhouse gas 
reduction strategy.  It establishes a declining limit on 85 percent of statewide 
GHG emissions, and creates a powerful economic incentive for major investment 
in cleaner, more advanced technologies. The cap-and-trade program also gives 
businesses the flexibility to choose the lowest-cost approach to reducing 
emissions. 

This report presents the staff proposal to link California‘s cap-and-trade program 
with the Province of Québec's cap-and-trade program.   

Background 

California‘s cap-and-trade program was adopted by the Air Resources Board in 
October 2011.   The regulation took effect on January 1, 2012.  Under the 
program, the first auction of emission allowances will occur in November of this 
year, and the first compliance period begins on January 1, 2013.  

The program establishes a hard and declining cap on approximately 85 percent 
of total statewide greenhouse gas emissions. ARB will issue allowances equal to 
the total amount of allowable emissions over a given compliance period. One 
allowance equals one metric ton of greenhouse gases. As the cap declines over 
time, fewer allowances will be available, ensuring that emission reductions 
occur.  

Under the program, companies do not have individual or facility-specific 
reduction requirements. Rather, all companies covered by the regulation are 
required to turn in allowances in an amount equal to their total greenhouse gas 
emissions during each compliance period. Companies can also meet a limited 
portion of their compliance requirement by surrendering offset credits, which are 
rigorously verified emission reductions that occur from projects outside the scope 
of the cap-and-trade program. 

The program gives companies the flexibility to trade allowances with others or 
take steps to cost-effectively reduce emissions at their own facilities. Companies 
that emit more will have to turn in more allowances or offset credits. Companies 
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that can cut their emissions will have to turn in fewer allowances. But as the cap 
declines, aggregate emissions must be reduced. 

California‘s cap-and-trade program is purposely designed to leverage the power 
of the market in pursuit of an environmental goal. It opens the door for major 
investment in emissions-reducing technologies, and sends a clear economic 
signal that these investments will be rewarded.  

The program has also been designed with an eye toward potential inclusion 
within a larger regional trading program. Since 2007, California has been a 
partner in the Western Climate Initiative, an effort of US states and Canadian 
Provinces (including Québec) working together to implement policies to combat 
climate change, including through the development of a regional cap-and-trade 
system. Participation in a regional system comprised of other cap-and-trade 
programs of similar scope and rigor will further enhance the opportunities for 
California to benefit from investment in advanced, low-carbon technologies. This 
proposal represents an important step in that direction. 

Linking with Québec – and in time other partners – is an integral part of the cap-
and-trade program design, and an important step in a process specifically 
designed to transform California‘s economy by driving innovation and investment.  

 Staff Proposal 

The staff proposal is to link the California and Québec cap-and-trade programs.  
The proposed regulatory amendments harmonize certain aspects of the 
California and Québec programs, and also put in place specific measures to 
enhance the security of the market.  The proposed amendments: 

 Would allow for the mutual use and recognition of compliance instruments 
(allowances and offsets) issued under California and Québec‘s programs, 

 

 Would enable allowance auctions to be held jointly and provide for the use 
of a unified tracking system for compliance instruments, and 
 

 Would include additional provisions to enhance market security such as 
requiring submission of information to allow the verification of the identities 
of market participants. 

 
With the proposal covered sources in the state must still meet the requirements 
of California‘s cap-and-trade regulation.  The difference is that linking provides 
California businesses with more opportunities on how best to comply.  California 
would also retain complete legal and policymaking authority over its program, 
including enforcement authority.   
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Linking with Quebec would expand the market for economic investment in low-
carbon and clean energy technologies, many of which are developed by 
California businesses. It will also increase the efficiency of the market and 
provide greater opportunity for California businesses to seek out and achieve the 
most cost-effective emission reductions.  Linking with Québec establishes a clear 
investment framework.  By providing access to additional capital from outside the 
state, linkage ensures that the California program achieves its ultimate 
transformative goal—steering the economy to a clean energy future.   

Linking California and Quebec‘s programs will also demonstrate the ability of 
jurisdictions to effectively work together to develop and implement cost-effective 
regional greenhouse gas emission reduction programs, providing a framework for 
additional partners to join and demonstrating a workable template for urgently 
needed action at the national and international levels to address climate change.  

Staff Recommendation 

Staff recommends that the Board adopt the proposed regulation to link California 
and Québec‘s cap-and-trade programs. Climate change is a global problem that 
requires action by states, provinces, and nations. The proposed regulation 
furthers California‘s effort to address climate change through coordinated sub-
national efforts, positions our economy to benefit from investment in clean energy 
technologies, and will help catalyze action throughout the country and the world. 
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I   BACKGROUND AND INTRODUCTION 

This Staff Report presents ARB staff‘s basis and rationale to amend the 
California Cap on Greenhouse Gas Emissions and Market-Based Compliance 
Mechanisms Regulation (Cap-and-Trade Regulation) to allow for the mutual 
recognition and use of compliance instruments issued by California and Québec.   

The Cap-and-Trade Regulation was designed to promote linkage with other 
Western Climate Initiative (WCI) Partners.  Staff is proposing to amend the Cap-
and-Trade Regulation and link the California cap-and-trade program with 
Québec‘s cap-and-trade program, a WCI Partner jurisdiction, to advance 
California‘s GHG reduction goals as required by the California Global Warming 
Solutions Act of 2006 (AB 32, Nuñez, Statutes of 2006, Chapter 488).   

This introduction describes the structure of the Staff Report and provides a 
discussion of the public problem the amendments address, background 
information on California‘s Climate Change Scoping Plan, and Regulation, the 
Western Climate Initiative, the objectives of the proposed amendments, and the 
public process used to develop the cap-and-trade program. 

This Staff Report, including the attached appendices, represents the Initial 
Statement of Reasons (ISOR) for Proposed Rulemaking required by the 
California Administrative Procedure Act (Government Code section 11340 et 
seq).   

The Staff Report is divided into the following chapters:  

 Chapter I.  Background and Introduction – Describes the public problem 
this regulation seeks to address, provides background on California‘s 
Climate Change Scoping Plan, the Western Climate Initiative, Québec‘s 
cap-and-trade program, and the public process used to develop the 
amendments. 

 Chapter II.  General Summary of the Proposed Amendments – Discussion 
of the main amendments proposed in the regulation. 

 Chapter III.  Summary of the Québec Trading and Compliance Offsets 
Program – Summarizes selected components of Québec‘s cap-and-trade 
program and compares the program to California‘s cap-and-trade program.  
This includes Québec‘s reporting, trading, and compliance offset program. 

 Chapter IV.  Environmental Impacts of the Proposed Amendments – 
Describes potential impacts that the proposed regulation may have on the 
environment, including potential impacts from project-specific activities. 
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 Chapter V.  Economic Impacts of the Proposed Amendments – Describes 
the economic impacts of the linking with Québec. 

 Chapter VI.  Analysis of Alternatives to the Proposed Amendments – 
Describes alternative amendments that were considered and why the 
alternatives are less effective. 

 Chapter VI.  Summary and Rationale for the Proposed Amendments – 
Describes the rationale for developing the rule provisions of the proposed 
amendments. 

 Chapter VII.  References – Provides a list of references used for 
development of the Staff Report. 

 Appendices include the proposed regulation amendments, a summary of 
the WCI development and stakeholder process, supporting documents for 
the environmental analysis, and a description of ARB‘s public process for 
the regulatory amendments. 

A. Description of the Public Problem 

Climate change is one of the most serious environmental threats facing the world 
today.  Global warming is already impacting the Western U.S., particularly 
California in more severe ways than the rest of the country. The 2010 Climate 
Action Team (CAT) report (CAT 2010) concluded that climate change will affect 
virtually every sector of the state‘s economy and most of our ecosystems.  
Significant impacts will likely occur even under moderate scenarios of increasing 
global GHG emissions and associated climate change.  Compared to the rest of 
the country, California is particularly vulnerable to significant resource and 
economic impacts from at least three effects of climate change. First, as sea 
level rise and coastal erosion and flooding increase, California (with its long 
coastline) will experience loss of, and damage to, coastal property, infrastructure, 
recreational beaches, wildlife habitat, and coastal water supplies. Second, 
California relies on its snowpack for water supply and storage, and this resource 
is predicted to decrease substantially this century.  Third, California‘s urban, 
suburban, and rural areas are highly impacted by wildfires in ways most of the 
country simply does not face, and climate change will increase the incidence and 
severity of wildfires and resulting air quality and economic impacts.  

North America is also experiencing the effects of climate change.  Annual mean 
air temperature in North America has increased over the past forty years (Füssel 
2009; Pederson et al. 2010).  More frequent and intense extreme weather events 
have impacted ecosystems, increased coastal damage, and affected a 
considerable proportion of people (Christensen et al. 2007; Emanuel et al. 2008). 

Extreme weather events have also had severe impacts on transportation 
systems, energy supplies, and other industries in North America.  For example, 
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major hurricanes in 2004 and 2005 in the United States affected oil and natural 
gas platforms and pipelines, creating billions of dollars in restoration costs for 
public utilities and transportation networks on the regional and national level 
(EEI 2005). 
More cities are forecast to experience extreme heat waves, increasing sea levels, 
increased numbers of dangerous storm surges, water shortages, droughts, and 
increased flooding.  In addition, severe heat waves, extreme weather events, and 
air pollution generated by climate change may cause social disruption and 
increase human losses and injuries, as well as vector-borne diseases.  

 
It is important that California, and North America as a whole, works to reduce 
GHG emissions in order to decrease the probability of these impacts. 

B. Background 

Six years ago the California Global Warming Solutions Act of 2006 (AB 32, 
Nuñez, Chapter 488, Statutes of 2006) was enacted to begin to address this 
public problem by reducing GHG emissions in a cost-effective manner.  AB 32 
encouraged ARB to continue to be a global leader in climate change mitigation 
and to develop integrated and cost-effective regional, national, and international 
greenhouse gas reduction programs (AB 32, Nuñez, Chapter 488, Statutes of 
2006).  The amendments proposed in this regulation set us on a path to fulfill this 
goal. 

The California Climate Change Scoping Plan laid out a comprehensive program 
to scale back California‘s greenhouse gas emissions to 1990 levels by 2020, 
reduce our dependence on fossil fuels, stimulate investment in clean and efficient 
technologies, and improve air quality and public health.  The coordinated set of 
policies in the Scoping Plan employ strategies tailored to specific needs, 
including market-based compliance mechanisms, performance standards, 
technology requirements, and voluntary reductions.  The Scoping Plan described 
a conceptual design for a cap-and-trade program that included eventual linkage 
to other cap-and-trade programs to form a larger regional trading program.   

In October 2011, the Board adopted the California Cap-and-Trade Regulation.  
The cap-and-trade program is a key element of California‘s climate strategy.  It 
creates an aggregate GHG emission limit on the sources responsible for 
85 percent of California‘s GHG emissions, establishes a price signal needed to 
drive long-term investment in cleaner fuels and more efficient use of energy, and 
affords those regulated by the program flexibility to seek out and implement the 
lowest-cost options to reduce emissions.  The cap-and-trade program was 
designed to work in concert with other measures, such as standards for cleaner 
vehicles, low-carbon fuels, renewable electricity, and energy efficiency.  The 
program also complements and supports California‘s existing efforts to reduce 
criteria and toxic air pollutants.  California‘s cap-and-trade regulation was 
developed concurrently with WCI design documents that describe a template for 
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a regional cap-and-trade program.  ARB staff‘s participation in both efforts 
ensured that the two efforts were consistent, and that California‘s program could 
be linked to programs in other WCI jurisdictions.  

C. Western Climate Initiative  

The WCI was initiated in February 2007 as a collaboration of independent 
jurisdictions working together to identify, evaluate, and implement policies to 
tackle climate change at a regional level, including the design and 
implementation of a market-based mechanism, such as a regional cap-and-trade 
program.  The five original U.S. states of California, Washington, Oregon, 
Arizona and New Mexico were subsequently joined in the collaboration by two 
additional states, Montana and Utah, and four Canadian provinces, British 
Columbia, Manitoba, Ontario, and Québec.  Following extensive consultation with 
stakeholders, the WCI Partner jurisdictions released comprehensive 
recommendations for designing and implementing an emissions trading program.  
WCI is now focusing on the implementation of emissions trading programs, with 
five jurisdictions remaining active in the collaboration – British Columbia, 
Manitoba, Ontario, and Québec. 

1. The WCI Regional Cap-and-Trade Program 

The central component of the WCI Partner jurisdictions‘ comprehensive strategy 
is a flexible, market-based, regional cap-and-trade program that encourages the 
most cost-effective, reliable alternatives to reduce GHG emissions.  The WCI 
recommends that a regional cap-and-trade program consist of each individual 
jurisdiction‘s cap-and-trade program implemented through state or provincial 
regulations.  Each partner jurisdiction retains authority over its own regulation, 
and is responsible for implementation and enforcement of their own regulation.  
Each participating jurisdiction implementing a cap-and-trade program will issue 
emission allowances to meet its jurisdiction-specific emissions goal.  A regional 
allowance market is expected to emerge as the partner jurisdictions accept each 
other‘s allowances and offsets for compliance.  The compliance instruments can 
be traded between and among covered entities in linked jurisdictions, as well as 
by other market participants. 

The WCI Partner jurisdictions that are currently considering emissions trading 
programs include California, Québec, Ontario, British Columbia, and Manitoba.  
Québec adopted its cap-and-trade regulation in December 2011 (Government of 
Québec 2011), and Québec‘s program is set to start in 2013.  

2. WCI Cap-and-Trade Program Design 

The WCI Partner jurisdictions worked collaboratively to develop a series of 
design recommendations for state and provincial cap-and-trade programs.  
Although each state and jurisdiction would need to adopt and implement their 
own cap-and-trade program, the design recommendations provided a template 
which would facilitate future linkage.  California staff actively participated in the 
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WCI committees, which developed the design recommendations that were 
eventually approved by the WCI Partner Jurisdictions.    

After extensive stakeholder consultation as described in Appendix B, WCI 
released its first set of design recommendations on September 23, 2008.  These 
recommendations are consistent with California‘s cap-and-trade program.  The 
2008 WCI Design Recommendations for the WCI Regional Cap-and-Trade 
Program included a broad description of program policies such as the scope of 
program coverage, the point of regulation, how the cap could be set, criteria for 
offsets, limits on the use of offsets, inclusion thresholds, distribution of 
allowances, reporting criteria, regional administrative organization, role of other 
policies and linkage.  Appendix B contains the original 2008 WCI Design 
Recommendations. 

On July 27, 2010, the partner jurisdictions of the WCI released the Design for the 
WCI Regional Program (Western Climate Initiative 2010), a comprehensive 
strategy designed to reduce GHG emissions, stimulate development of clean-
energy technologies, create green jobs, increase energy security and 
independence, and protect public health.  The stakeholder consultation for the 
2010 design document is also described in Appendix B.   

This proposed linkage regulation represents one part of the joint effort 
undertaken by California and other WCI Partner jurisdictions to take the steps 
necessary to make regional trading operational.  The WCI Partner jurisdictions 
are also working together to implement the systems that are needed to operate a 
cap-and-trade program including a tracking system for compliance instruments, 
auction services, financial services, and market monitoring.  The WCI Partner 
jurisdictions will continue to consult with stakeholders on the development of this 
regional effort. 

3. WCI, Inc. 

In 2011, the WCI Partner jurisdictions formed a non-profit corporation, WCI, Inc., 
to provide coordinated and cost-effective administrative and technical support for 
its participating jurisdictions‘ emissions trading programs.  The decision to form 
WCI, Inc., followed a comprehensive assessment of options to efficiently provide 
the support systems needed to facilitate linkage with states and jurisdictions.  
The establishment of WCI, Inc. is consistent with the model chosen by the 
Regional Greenhouse Gas Initiative (RGGI) in which several eastern states are 
participating in a regional cap-and-trade program.  The planned activities for WCI, 
Inc. to accomplish its objective of providing coordinated administrative support 
are to: 

a) develop, implement, and maintain a system for tracking compliance 
instruments for emissions trading programs; 
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b) develop, implement, and maintain capability to execute allowance auction 
and reserve sales; and 

 
c) develop, implement, and maintain capability to conduct market monitoring. 

 

The benefits of participating in WCI, Inc., will include reduced administrative 
costs through cost sharing with other jurisdictions and enhanced security and 
effectiveness of program infrastructure across programs, including the tracking 
system, auction operation, and market monitoring. 
 
As with other voluntary agreements that ARB establishes with local air districts, 
states, federal government, and contractors, ARB‘s participation in WCI, Inc., 
does not confer any decision-making authority, oversight, or enforcement to WCI, 
Inc.  Decisions concerning ARB‘s Cap-and-Trade Regulation are made by ARB 
at the direction of the Board, not WCI, Inc.  

D. Reasons for Linking to Québec 

This proposed regulation would link California and Québec‘s greenhouse gas 
emission trading programs.  Linkage involves the reciprocal acceptance of 
compliance instruments issued by another system.  The objectives of linking with 
Québec are to: 

 Decrease greenhouse gas emissions to help achieve the AB 32 mandate; 
 

 Maximize global greenhouse gas emission reductions through coordinated 
sub-national efforts (AB 32, Nuñez, Statutes of 2006, Chapter 488, 
Section 38564) by enhancing individual jurisdictions‘ actions through a 
collaborative effort;  

 

 Broaden the compliance instrument market to provide greater flexibility to 
California businesses by offering a wider range of emissions reduction 
opportunities and greater market liquidity; and 

 

 Maximize the additional environmental benefit. 
 
Linking with Québec has several advantages.  The reduction of greenhouse gas 
emissions that can be achieved collectively by the two programs is larger than 
what can be achieved through a California-only program.  Broadening the scope 
of the market will also provide greater flexibility to California businesses by 
encompassing a wider range of emissions reduction opportunities and greater 
market liquidity, and may have a positive impact on the California economy. 
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E. Public Process for Development of Amendments 

ARB staff developed the proposed amendments through an extensive public 
process.  In 2008, staff discussed the general framework for a cap-and-trade 
program, which included linking to other WCI Partner jurisdictions, as part of the 
development of the Scoping Plan.  In the past four years, ARB and WCI have 
held numerous public meetings.  The WCI meetings are described in Appendix B.  
ARB‘s stakeholder engagement for the development of the cap-and-trade 
regulation that was adopted in October 2011 is described in the ISOR for that 
regulation (CARB 2010b).   In 2012, ARB held two public workshops to discuss 
these proposed linkage amendments.  The first public workshop occurred on 
February 3, 2012, and was followed by another on April 9, 2012.  On 
March 30, 2012, ARB released draft regulatory amendments describing the 
proposed changes needed to link with Québec.  ARB accepted public comments 
on the draft proposed amendment on our website until April 13, 2012 and 
considered other comments provided to us via email or in conversations with 
stakeholders.  Staff also met individually with many California stakeholders to 
discuss proposed amendments. See Appendix D for additional information on 
ARB‘s public process to develop these proposed amendments. 
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 II   SUMMARY OF PROPOSED ACTION 

This chapter summarizes the proposed amendments to the cap-and-trade 
regulation in order to link California‘s program to Québec‘s.   
 
California will only consider linking our cap-and-trade program with other 
programs of similar scope and stringency – that is programs of equal or greater 
rigor in their environmental integrity, along with similar or greater ambition of 
emission reduction, considering the types of sources included and 
complementary requirements.  This helps to ensure that California businesses 
are not disadvantaged by linking but rather see the benefits from having a 
broader, more liquid market. 
 
Both California and Québec considered the WCI Program Design 
recommendations while developing their own cap-and-trade regulations, 
ensuring general consistency in GHG reporting, cap-and-trade, and offsets.  
Staff‘s review of both programs reveals that the scope, stringency, and 
environmental integrity of both programs is similar.  Linking the two programs 
would result in equitable treatment for covered entities in both jurisdictions.  Due 
to differences in rulemaking requirements, the regulations in Québec are not as 
detailed as those in California in some respects, however staff‘s evaluation is that 
the end result of each regulation will be substantially similar.  Staff believes that 
the minor differences identified between the two programs will not adversely 
impact the environmental integrity of a linked cap-and-trade program. 

California and Québec have coordinated closely both within the WCI in the 
development of the WCI design document, and in development of this proposed 
linkage regulation.  Both jurisdictions are committed to continuing that 
coordination as the programs are implemented.  Toward that end, if this linkage 
regulation is approved, ARB staff will both work with Québec staff and monitor 
the implementation of the Québec regulation, as well as development of any 
modifications to their regulation, especially as they may impact the California 
program, California‘s regulated entities and the residents of California.  If staff 
identifies that potential changes to the Québec regulation could harm attainment 
of the program goals, California regulated parties or California, staff would brief 
the Board and pursue the Board‘s direction.  ARB staff and Québec staff is 
committed to working closely together to resolve any potential issues and would 
strive to avoid actions such as de-linking.  Should ARB staff find that de-linking is 
necessary, the staff would need to propose regulatory action.  Although staff 
cannot pre-suppose Board action, we expect that previously issued Québec 
compliance instruments would continue to be eligible for use in the California 
program. 
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A.  Summary of Significant Changes to California’s cap-and-trade 
regulation 

1. Linkage With Québec 

The decision to propose linkage of the California and Québec cap-and-trade 
programs followed extensive discussions between California staff and Québec 
staff on the harmonization of regulatory provisions.  In these discussions, staff 
considered which items must be identical, which need to be consistent, and 
which could be different in a linked program.  Staff of the jurisdictions each 
concluded that the remaining differences would not adversely affect the efficiency 
or equity in a regional program. 

Subarticle 12 of California‘s proposed regulation contains many of the provisions 
that operationalize the linkage.  Proposed provisions would allow program 
participants in a linked jurisdiction to retire compliance instruments issued by 
California.  In return, California entities would be able to use compliance 
instruments issued by a linked cap-and-trade program for compliance with 
California‘s surrender obligations.  The administrators of each of the linked 
programs would inform each other of instruments issued and retired by their 
respective programs.  Each program would recognize entities registered into 
linked programs as eligible to participate in both programs.  

The proposed linkage with Québec would require a number of program 
modifications.  Some of these proposed modifications were developed in 
consultation with the contracted auction provider and financial services provider.  
The proposed modifications are discussed in the sections below. 

2. Eligibility 

The proposed regulation would limit eligibility to participate in California‘s cap-
and-trade program.  Entities located within the United States must register with 
California.  Program design discussions with Partner jurisdictions of the Western 
Climate Initiative (WCI) led to this approach to restrict eligibility to entities located 
in the United States or Canada.  Canadian entities would register with Québec or 
other provinces as they link their cap-and-trade programs with Québec and 
California.  This decision reflected the jurisdictions‘ desire to ensure that each is 
able to take enforcement actions against program participants, as necessary. 

As discussed above, each jurisdiction would recognize entities registered with a 
linked jurisdiction as able to hold and retire instruments from either program and 
participate in joint auctions. 

3. Registration 

The existing regulation includes requirements for any entity that wishes to hold 
compliance instruments.  These requirements include registration with ARB.  
When an entity registers with ARB, it must disclose all affiliated entities, provide 
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information to allow ARB to oversee the market, and agree to be subject to 
ARB‘s regulatory requirements.  Once registered with ARB, an entity can 
possess an ARB account for holding, transferring, and surrendering compliance 
instruments.  

The proposed regulation would require the registering entity to submit additional 
information that would allow ARB to validate the entity‘s identity.  This includes 
basic information on the entity, such as name, address, contact information, and 
date and place of incorporation, if that applies. 

The proposed regulation would require disclosures of identification numbers that 
would aid staff to access commercial and government data sources.  Not every 
entity would have everyone of these identifiers.  The first would be a business 
number assigned to an entity by a California state agency.  The second would be 
a U.S. federal tax Employer Identification Number (U.S. Internal Revenue 
Service 2012).  The third would be the Data Universal Numbering System 
(DUNS) number, which is assigned by Dun and Bradstreet, a private business 
information firm.  The DUNS Number is a nine-digit identification number 
assigned to each physical location of a business.  The DUNS Number is in use 
worldwide, and allows a single facility to be linked to extensive information on 
corporate family trees (Dun and Bradstreet 2012).   

The proposed regulation would also add an additional registration requirement on 
individuals or entities located in the United States but outside of California.  Staff 
is proposing to require that such entities and individuals establish a local 
presence in California for enforcement purposes by designating an ―agent for 
service of process‖ in California.  That agent may be an individual who resides in 
California, or a corporation doing business in California that has previously 
registered with the California Secretary of State pursuant to California 
Corporations Code section 1505 (California Secretary of State 2012). 

An individual who is registering as a voluntarily associated entity or an entity 
registering in any capacity that does not have a primary address in California 
would have to designate an agent for service of process.  Alternatively, the 
registrant could establish a local presence by designating an individual residing 
in California as their primary or alternate account representative. 

4. Account Representatives 

Under the existing regulation, an account representative must be authorized to 
conduct transfers by the account holder.  This authorization must be made at the 
time of registration, but it can be changed at any time.  The accounts 
administrator, acting on behalf of the Executive Officer, would only record 
transfers of compliance instruments if the transfer is authorized by the account 
representative of the source and destination accounts.   
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Currently, each registered entity must appoint one alternate account 
representative and one alternate authorized account representative.  In addition, 
these two account representatives may appoint electronic submissions agents to 
take actions in the tracking system on behalf of one of the account 
representatives. 

Staff is proposing three changes to the system of account representatives.  First, 
we are proposing that the authorized account representative will be renamed the 
primary account representative.  The primary account representative would be 
informed of all actions taken on an account by the accounts administrator and 
any other account representative for that account.  This would ensure every 
registered entity has at least one individual that is informed of all actions taken on 
an account. 

Second, the ―alternate authorized account representative‖ would be renamed the 
―alternate account representative.‖  Stakeholders commented that the existing 
regulation only allowed for a total of two account representatives that could file 
transfer requests or take other actions.  They indicated that number was not 
sufficient to ensure that actions could be taken in a timely manner.  Staff agreed 
and raised the maximum number of authorized account representatives to four.  
Otherwise the duties of the authorized account representative are unchanged. 

Third, staff proposes to remove the electronic submission agent.  Staff 
determined that the increase in alternate account representatives made the 
electronic submission agent unnecessary.  To allow entities to monitor their 
accounts, staff is proposing to create an ―account viewing agent‖ that could 
access all information on the tracking system but not take any other actions.   

Staff is also proposing an additional security measure--that an officer of the 
registered entity attests to the selection of any primary or alternate account 
representative or any account viewing agent.  This officer would be one of the 
officers disclosed during the tracking system registration process. 

The existing regulation specifies that transfers of compliance instruments would 
require one of the account representatives from each party to a transfer to 
independently submit a transfer request to the tracking system.  Entities may 
enter into private transactions agreements, but the accounts system does not 
recognize the transaction until the accounts administrator receives valid transfer 
requests.  Staff is proposing procedures to establish a more rigorous approach to 
submitting transfer requests to ensure the integrity of transfers between accounts.  

Under the proposed procedure, one account representative files a transfer 
request, which must then be confirmed by another account representative for the 
same entity.  The representatives must complete this process within two days of 
submitting a transfer request.  An account representative for the destination 
account must confirm the transfer request within three days of the initial 
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submission of the transfer request.  This process is sometimes referred to as 
‗push-push-pull.‘  The transfer request must also be completed no later than 
three days after settlement of the transaction agreement for which the transfer is 
submitted. 

ARB is proposing the push-push-pull approach following discussions with the 
other WCI Partner jurisdictions and stakeholders.  These discussions reviewed 
experiences in the EU-ETS and concluded that additional security was needed 
for the system of transfer requests.  The push-push-pull approach was part of the 
solution.  The second part of the response is to obtain more information to 
ensure the identification of the individuals who submit transfer requests.  These 
additional proposed requirements are discussed in the next section, which is 
about the proposed ―Know-Your-Customer‖ disclosures.  

5. Individual Know-Your Customer Requirements 

Staff is proposing that any individual given access to the tracking system will first 
have to provide documentation of their identity.  This includes individuals 
registering as voluntarily associated entities, persons that will be registering as 
covered entities, those who will become account representatives or viewing 
agents, and ARB staff who have account to execute the requirements of the 
regulation. 

First, the individual would have to provide documentation of their name, 
photograph, date of birth, and primary address.  This would be done through 
national or state government-issued identification documents.   

Second, the individual would have to provide the name, address, and contact 
information of their employer.  In addition to proving identity, this information 
would provide a link to the entity for which an individual may become an account 
representative. 

Third, the individual would have to provide other documentation that would allow 
identity verification, such as proof of a bank account. 

Finally, the individual would have to disclose criminal convictions that would 
constitute a felony that occurred during the previous five years.  The regulation 
would exclude anyone with such convictions from participating in the program. 

6. Corporate Associations and Account Consolidation 

The existing account structure in the regulation is based on the concept of facility 
level compliance with both emissions reporting and compliance instrument 
surrender.  This results in corporate entities that operate several covered 
facilities having multiple accounts to manage.  In addition, the possibility of 
entities controlling multiple accounts on the system creates difficulties in market 
monitoring.  Manipulative schemes that can be detected when operated by a 
single entity can be more difficult to detect when operated by a number of 
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seemingly different entities.  To address this, the existing regulation adapted the 
concept of corporate associations used in other emissions trading programs such 
as the Regional Greenhouse Gas Initiative (RGGI). 

Under the regulation, entities are required to disclose any corporate associations 
with other registered entities and unregistered entities that may control registered 
entities.  This disclosure aids market monitoring.  Staff also structured auction 
purchase limits and holding limits to apply to corporate associations as if they 
were single entities, since they are presumed to coordinate market activity. 

Staff is proposing to modify the classifications of corporate associations to clarify 
how the determinations are to be made.  Staff is also proposing to make the joint 
holding and purchase limits apply only to direct corporate associations, which 
involve cases in which one entity clearly has ownership or control over another. 

Staff has proposed to add criteria that would include partnerships as a type of 
association, which had previously been excluded from consideration.  Staff is 
also proposing language that would address the organizational structure of 
publicly owned utilities.  These entities had expressed concern that the existing 
criteria did not clearly apply to them.  

Discussions with stakeholders made it clear to staff that the existing account 
system could be difficult for corporate associations to manage if they had a large 
number of accounts.  It might also lead them to appoint a large number of 
account representatives, increasing the burden of the Know-your-Customer 
requirements.  The large number of associations that would have to be drawn 
between accounts complicated the enforcement of purchase and holding limits.  
That approach would also consume significant market monitoring staff time.  
Finally, since emissions reporting would still be done at the facility level, staff 
determined that there would be a minimal loss of transparency by going to a 
more consolidated system of accounts. 

Staff is therefore proposing to consolidate all of the individual accounts held by 
entities that are part of a direct corporate association.  Direct corporate 
associations involve cases in which one entity has clear ownership or control 
over another.  The proposed regulation would consolidate accounts by January 1, 
2013.  The proposed changes would include an opt-out provision for members of 
a direct corporate association that prefer or need to manage compliance for 
some of its entities separately.  All entities will be required to take positive actions 
to establish their intent to consolidate or opt out. 

7. Changes to Auctions and Reserve Sales Related to Linkage 

WCI discussions led to a proposed schedule of joint quarterly auctions.  Staff is 
proposing to have a single auction in 2012, to be held on November 14.  All 2015 
vintage allowances allocated for auction by Québec and California for 2012 
would be offered at this auction.  In addition, one-third of the 2013 vintage 
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allowances that are placed in limited-use holding accounts in 2012 would be 
consigned to the November auction. 

Having a joint auction with an auction reserve price would require that a 
procedure be established to set a uniform auction reserve price.  The proposed 
regulation contains a process developed during WCI discussions and with 
stakeholders.  Both the California and Québec regulations would start with the 
same auction reserve price and rate of increase, but they would apply different 
inflation adjustment mechanisms since the prices are set in different currencies.  
staff is recommending a process to set the auction reserve price for each auction 
by applying the two inflation adjustments, using an exchange rate to convert to a 
common currency, then choosing the higher of the two values.  By using the 
higher of the two values, this ensures that no linked jurisdiction would be selling 
its allowances below its designated floor price as the result of currency exchange 
rate fluctuations. 

Staff is also proposing two modifications.  First, to have an auction ―window‖ 
open three hours on the day of the auction.  Second, resolving tied bids through 
proportional awards, rather than by randomly assigning remaining bundles of 
1,000 allowances, as in the existing California regulation. 

California currently exempts electric utilities from the purchase limit since they 
would have to consign all of their allocated allowances to auction.  They would 
then have to buy allowances to cover direct emissions and any emissions 
obligations stemming from long-term electricity purchase contracts.  Staff is 
proposing to set the purchase limit for utilities at 40 percent.  Staff believes the 
limit is large enough for the utilities to meet their compliance obligations and 
removing the exemption removes a perceived inequity between utilities and other 
covered entities.  The purchase limit is 15 percent for industrial covered entities 
and 4 percent for voluntary market participants.  

8. Process Changes to the Auction 

Staff proposals to change the auction process resulted from comments from 
regulated entities and consultations with the financial services administrator.  
First, individuals involved in the auctions would have to complete Know-Your-
Customer requirements prior to applying to participate in the auction.  Second, 
entities registered with California would have to submit bids and bid guarantees 
in U.S. dollars. 

The existing regulation calls for a bid guarantee.  Staff is proposing that the 
guarantee be made payable to the financial services administrator, and that it 
expires no less than 21 days after the scheduled auction.  This would ensure that 
payment can be made even if there is a delay in the auction.  The proposal 
requires that if multiple forms of bid guarantee are provided, then they would be 
accessed in an order specified in the regulation.  The existing requirement that 
the auction operator will reject bids in excess of the bid guarantee is retained in 
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the proposed regulation.  Finally, the proposed regulation would have any 
unused bid guarantees returned to the entity by the financial services provider or 
expire after auction settlement. 

Staff is also proposing to modify the mechanism for handling allowances 
remaining unsold at auction.  Staff proposes that unsold current vintage 
allowances remain in the Auction Holding Account until two consecutive auctions 
achieve a settlement price above the Reserve Price.  If allowances are put back 
into the auction, they would be limited to 25 percent of the amount originally 
scheduled for auction, to avoid another undersubscribed auction.  Future vintage 
allowances that remain unsold after the year that they are offered at the Advance 
auction would be held in the Auction Holding Account until they qualify as current 
vintages. 

9. Process Changes to the Reserve Sale 

While both Québec and California intend to schedule Reserve sales for the same 
day, staff is proposing that covered entities may only purchase from the 
jurisdiction with which they register.  This means only California‘s covered 
entities could purchase allowances from the California Reserve sales and only 
Québec‘s covered entities could purchase allowances from the Québec Reserve 
sales.  Since the sales are separate, there is no need to completely harmonize 
the tier prices.  Nevertheless, the California and Québec Reserve sales have the 
same structure, escalation rates, and starting prices (in each currency).  Staff is 
proposing the same changes to settlement procedures for the Reserve sale that 
it is proposing for the auction.  Staff is not proposing further changes to the sales 
determination process. 

10. Trading  

In addition to the proposed push-push-pull method of filing transfer requests, staff 
is proposing other modifications to trading provisions. 

First, staff is proposing to remove all provisions that would allow beneficial 
holdings, the practice in which one entity holds compliance instruments that are 
owned by another entity.  Staff determined that the provisions compromised 
market monitoring efforts.  More importantly, these provisions were included in 
the existing regulation primarily to deal with the complications arising from long-
term electricity contracts.  These contracts gave the utilities the options of either 
purchasing allowances for eventual transfer to generators or paying the 
generator to purchase them.  After conversations with stakeholders, staff 
concluded that the provisions did not resolve this issue sufficiently to justify the 
other difficulties identified. 

Second, staff is proposing a five-day cure period in the event that violations of 
the holding limit are not detected until after a transfer is recorded into the tracking 
system.  The regulation would require that a violator be forced to consign the 
allowance in excess of the holding limit if the violation is not resolved within the 



 

27 

 

five days.  Depending on the specific circumstances that led to the holding limit 
violation, enforcement penalties may still be applied. 

Third, staff is proposing that the holding limit applied to future vintage allowances 
sold at the advance auction would be applied separately to each future vintage 
year, not the whole pool of future vintage allowances as in the existing regulation.  
During WCI discussions, jurisdictions voiced concern that individual entity 
holdings of a single future vintage could be too high, and proposed reducing the 
size of the future vintage holding limits.  To address this concern, we are 
proposing to apply the holding limits to each vintage, to maintain the overall size 
of the future vintage auction. 

11. Change in Allocation Date 

Staff is proposing to change the date at which allocations to accounts will be 
made in 2012 to September 14 for the utilities.  Staff concluded that the existing 
earlier date is no longer needed if the staff proposal to hold the first auction on 
November 14, 2012 is approved.  
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III   SUMMARY OF QUÉBEC’S CAP-AND-TRADE PROGRAM 

This chapter includes a summary of the main components of Québec‘s program 
and compares these components to the California cap-and-trade program.  
Québec has passed several regulations to put a cap-and-trade program in place 
and is in the process of revising those regulations as well as developing 
additional regulations to support a rigorous GHG reporting, cap-and-trade, and 
compliance offset programs.  As a result of the many years of coordination within 
the Western Climate Initiative (WCI) and the development of the WCI design 
documents, the California and Québec programs are very similar.  To support a 
regional cap-and-trade program, there will be provisions in each jurisdiction‘s 
regulations that must be exactly the same and other areas where the intent and 
approach needs to be consistent.  In a few cases, there may not need to be a 
similar approach, and each jurisdiction has chosen its own approach to 
implement or develop a specific policy.  An example of where the programs are 
not similar is the process and timing of allowance allocations.  In general, the two 
programs provide the same level of stringency and environmental integrity while 
providing equitable treatment of covered entities in both jurisdictions. 

A. Background 

The Government of Québec has taken several actions to address climate change.  
In particular, ―Bill 42 - An Act to amend the Environment of Quality Act and other 
legislative provisions in relation to climate change‖ (Government of Québec 
2009) lays out several high level policies to address climate change, including 
the establishment of a cap-and-trade program.  Bill 42 also allows Québec to link 
its cap-and-trade program with other external regulatory cap-and-trade programs.  
And, like AB 32, Bill 42 requires the authorities to establish a 2020 GHG 
emissions level for Québec relative to a 1990 emissions baseline.  Whereas 
California‘s 2020 GHG emissions target is set at the 1990 GHG emissions level, 
Québec has a more ambitious 2020 emissions target set at 20 percent below 
1990 GHG emissions levels (Government of Québec 2009a).  To help reach this 
target, Québec has adopted a regulation for establishing an economy-wide cap-
and-trade program (Government of Québec 2011).  In general, Québec‘s cap-
and-trade program is consistent with the recommendations in the Design 
Recommendations for the WCI Regional Cap-and-Trade Program (Western 
Climate Initiative 2010). 

Québec‘s cap-and-trade program will cover approximately 75 companies, which 
are mainly aluminum and mining companies.  All large emitters over 25,000 
tonne CO2e and electricity providers will be required to surrender compliance 
instruments for their GHG emissions, consistent with the Design 
Recommendations for the WCI Regional Cap-and-Trade Program (Western 
Climate Initiative 2010) and the California cap-and-trade  Program (Title 17, 
California Code of Regulations, §95812).  GHG emissions from these sources 
are covered beginning in 2013.  Beginning in 2015, all fuels are covered under 
the cap (Government of Québec 2011).  The scope of Québec‘s program is 
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similar to California‘s program, and the emissions thresholds for inclusion are 
identical, as are the start dates for enforcement of each program.  

Québec‘s program also covers the same 7 GHGs listed in AB 32; carbon dioxide 
(CO2), methane (CH4), nitrous oxide (N2O), hydrofluorocarbons (HFCs), 
perfluorocarbons (PFCs), sulfur hexafluoride (SF6), and nitrogen trifluoride (NF3).  
Other gases may be added through regulation by the Minister (Government of 
Québec 2009a). 

In terms of total GHG emissions, California‘s GHG emissions budgets for its cap-
and-trade program are larger than Québec‘s GHG emissions budgets.  The 
process by which California set its allowance budgets and caps are included in 
Appendix E of the Initial Statement of Reasons for the proposed cap-and-trade 
regulation, October 2010.  To help inform their setting of the allowance budgets 
and cap, Québec used GHG emissions data collected from a pre- existing 
reporting regulation that applied to entities that emit more than 50,000 MTCO2e 
per year and data collected under other existing air quality programs 
(Government of Québec 2012).  By using actual reported data, California and 
Québec have established allowance budgets that are accurate and designed to 
avoid over-allocation in each program.  Table 1 provides the annual allowance 
budgets for California and Québec. 

Table III-1. Annual Allowance Budgets (million metric tonnes CO2e) 

Year California
1 

Québec
2 

2013 162.8 23.7 

2014 159.7 23.3 

2015
3
 394.5 63.6 

2016 382.4 61.0 

2017 370.4 58.5 

2018 358.3 56.0 

2019 346.3 53.4 

2020 334.2 50.9 

1 
Title 17, California Code of Regulations, §95841 

2 
Annual caps on greenhouse gas emissions units relating to the cap-and-trade system for 

greenhouse gas emission allowances for the 2013–2020 period (Government of Québec 
2011a). 

3
Transportation fuel and distributed natural gas are covered beginning in 2015. 



 

31 

 

B. Market Mechanisms and Policies 

In order for California and Québec to implement a joint market program, there are 
key mechanisms in the two programs that must be identical.  Staff from both 
jurisdictions worked together to develop proposed alignments of these elements 
of the programs while ensuring that the proposed changes continue to support an 
efficient and enforceable market program for their respective regulated entities.  
Many of the market elements are consistent with the Design Recommendations 
for the WCI Regional Cap-and-Trade Program (Western Climate Initiative 2010).   

One feature that must be identical in both programs is the quarterly auction.  This 
will enable joint auctions in the regional cap-and-trade program.  Staff from both 
jurisdictions worked together to ensure that the proposed revisions to the Québec 
and California cap-and-trade regulations include provisions that are identical in 
policy and practice.  These provisions cover requirements regarding eligibility for 
auction participation, publication of auction-related information, process for tie 
breaks in an auction, settlement for an auction, purchase limits by auction 
participant type, bidding process, dates for auctions, and financial requirements.  
Staff envisions that a single auction provider will facilitate a joint auction for 
California and Québec so it is important for both jurisdictions to have identical 
processes in this area.  

The two programs are also proposing the same holding limits to ensure that no 
entities in either program are disadvantaged relative to their counterparts in the 
other jurisdiction, and that each program has similar design elements in place to 
prevent the potential for any individual or set of individuals from engaging in any 
exertion of market power.  

Since a single compliance instrument tracking system will support the regional 
program, we anticipate that Québec‘s revised regulation will propose 
requirements identical to those in the proposed amendments to the California 
cap-and-trade regulation for moving compliance instruments from one account to 
another.  It will take two individuals to initiate a trade and one individual from the 
counter-party to confirm a trade to initiate the movement of compliance 
instruments in the Compliance Instrument Tracking Services System (CITSS).  
This essentially means that it will take both the ―selling party‖ and the ―purchasing 
party,‖ or counter-party, to complete a transaction in the system.  The timing 
requirements to report the transaction and then complete the transfer in the 
CITSS are also expected to be identical in the two programs.  

Both the California and Québec program have incorporated the concept of an 
Allowance Price Containment Reserve (Reserve).  This feature allows regulated 
entities to purchase allowances at quarterly auctions at set prices.  More detail 
about the function of the Reserve can be found in the Initial Statement of 
Reasons for the Proposed Cap-and-Trade regulation, October 2010.  The 
allowances that comprise each Reserve are pulled from the annual allowance 
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budgets from each jurisdiction; each jurisdiction is proposing that only California 
regulated entities could purchase from California‘s Reserve and only Québec 
regulated entities could purchase from Québec‘s Reserve. 

C. Compliance Requirements 

In Québec‘s program, covered entities will have a compliance obligation for their 
GHG emissions starting on January 1, 2013.  Unlike California‘s program, 
Québec‘s program only requires a compliance obligation surrender after each 
compliance period instead of both a partial annual compliance obligation 
surrender and then a triennial compliance obligation surrender after each 
compliance period (Government of Québec 2011 and Title 17, California Code of 
Regulations section 95853, section 95855, and section 95856).  This difference 
does not affect the ability to link the programs; it only requires California entities 
to provide evidence of periodic acquisition and surrender of compliance 
instruments during the compliance period.  

Every entity that is covered by Québec‘s cap-and-trade program is required to 
surrender compliance instruments equal to its covered GHG emissions.  As with 
California‘s program, compliance instruments can be either an allowance or an 
offset credit.  As in California‘s program, a covered entity in Québec can only 
meet eight percent of its compliance obligation surrender using offset credits. 
Staff anticipates that Québec will issue its own compliance offsets as described 
in Chapter III.  Under these proposed amendments, Québec issued compliance 
offsets could be used by California entities to meet their compliance obligation, 
up to the 8 percent limit.   

The compliance obligation will be based on the reported and verified emissions 
as required under Québec‘s GHG reporting regulation (Government of Québec 
2012).  This chapter also includes a description of Québec‘s GHG reporting and 
verification program.  In the event a covered entity in Québec fails to provide a 
timely compliance obligation surrender, consistent with the Design 
Recommendations for the WCI Regional Cap-and-Trade Program (Western 
Climate Initiative 2010) and the California program, there is a three-to-one 
allowance obligation for each compliance instrument that was not turned in as 
required. 

D. Enforcement 

 
As a regulatory authority, Québec‘s Ministère du Développement 
durable, de l‘Environnement et des Parcs [translation: Ministry of Sustainable 
Development, Environment and Parks] (Ministry) has legal authority to enforce its 
regulations.  This authority stems in part from Québec‘s Environment Quality Act 
(QEQA 2012), which incorporates various provisions of Québec‘s Code of Penal 
Procedure (QCPP 2009).  Pursuant to Québec law, penalties may be assessed 
for violations of its regulations, although similar to California‘s program, certain 
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actions, including criminal actions, would be referred to the Québec Attorney 
General or other prosecutor.  Additional criminal statutes that may be applicable 
in the context of GHG reporting and cap-and-trade would be Canada‘s 
Competition Act (Canada Competition Act 1985) (section 52 applies to fraud) and 
Canada‘s Criminal Code (Canada Criminal Code 1985). 
 
In addition, Québec‘s regulations specify the range of per-offense penalties, 
which may be compounded on a per-day basis pursuant to Division XIII.1, 
section 115.37 of Québec‘s Environment Quality Act (QEQA 2012).  Moreover, 
and consistent with California‘s approach to enforcement, the Ministry would 
commence an action based on the type of offense, taking into account its specific 
facts.  ARB staff also understands that recent changes to Québec‘s Environment 
Quality Act that relate to increased penalty amounts will be incorporated into 
Québec‘s reporting regulation, including provisions regarding ―per-ton‖ penalties. 

An additional key feature of an enforceable cap-and-trade program is to identify 
and locate an individual that may be subject to enforcement action.  To this end, 
and based on discussions between ARB staff and Québec staff, Québec‘s 
revised cap-and-trade regulation will also include provisions for ―know-your-
customer‖ checks and prohibitions from registration for individuals who have 
been convicted of serious crimes within the last five years.  Both California and 
Québec will require a service of process agent or account representative of 
covered entities to reside in the jurisdiction where the entity is registered.  Only 
individuals that reside in the United States or Canada will be eligible to apply for 
an account in the CITSS through California and Québec, respectively. 
 

E. Québec’s Offset Program 

1. Background 

Québec‘s cap-and-trade program allows for the use of compliance offsets issued 
by the government as stated in Bill 42 (Government of Québec 2009).  Québec‘s 
original cap-and-trade regulation did not include provisions for generating 
compliance offset credits.  ARB staff understands that Québec is developing 
additional provisions to establish the regulatory requirements for its compliance 
offset program.  Québec has also been an active participant in the WCI offset 
discussions.  Québec staff has indicated that its regulation will be consistent with 
the criteria included in the WCI Offset System Essential Elements Final 
Recommendations Paper (Western Climate Initiative 2010b).  It is important to 
note that the WCI recommendation are also consistent with the offset standards 
established in the California cap-and-trade regulation, thus ensuring that any 
offset credits issued by Québec would also meet the AB 32 criteria of being real, 
quantifiable, permanent, enforceable, additional, and verifiable.  This close 
collaboration will ensure that the Québec compliance offset program will provide 
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compliance offsets that represent real GHG emission reductions of the same 
stringency as in California‘s program. 

The following description of Québec‘s offset regulation is based on internal 
discussions over the past several years regarding Québec‘s intended offset 
regulations.  Although Québec has not published any documents on which staff 
may rely, California is confident that Québec‘s regulation will follow the WCI 
recommendations regarding offset regulations based on ongoing discussions 
with Québec officials and the agreed upon WCI offset process.  Additionally, ARB 
anticipates Québec‘s offset regulations will be available during the pendency of 
this rulemaking.  ARB will add these regulations to the rulemaking file pursuant to 
the provisions of the Administrative Procedure Act and will make these 
documents available for 15 days for review once these new regulations are 
available. 

Québec‘s offset program is anticipated to be consistent with California‘s 
compliance offset program.  

2. Offset Criteria 

Both California and Québec participated in discussions with other WCI Partner 
jurisdictions to develop and approve the WCI Offset System Essential Elements 
Final Recommendations Paper (Western Climate Initiative 2010b).  This 
document incorporates the AB 32 offset criteria and is consistent with how 
California‘s program has defined and chosen to implement those criteria.  Staff 
believes Québec‘s offset program will be consistent with the WCI 
recommendations and, therefore, consistent with California‘s compliance offset 
program.  The descriptions included in this section are based on discussions 
between Québec officials and ARB staff regarding Québec‘s likely offset 
regulation as well as broader WCI discussions regarding offset credits used for 
compliance purposes.  The descriptions include concepts agreed upon among 
the WCI participants.  Although no WCI Partner jurisdiction is obligated to follow 
the WCI recommendations, the participating jurisdictions worked together to 
establish a set of common goals and standards among them to apply to offset 
projects and crediting.  

Staff anticipates that Québec‘s offset program will require that only GHG 
reductions that are achieved for activities beyond those required by regulation 
will be eligible for offset issuance, as agreed upon within WCI.  Furthermore, 
Québec will establish additionality performance standards for projects in the way 
that California has done for its compliance offset protocols.  These performance 
standards will establish a benchmark above common practice for activity specific 
to each offset project type.   

Staff also anticipates that Québec‘s offset program will require GHG reductions 
to be accurately and conservatively quantified, so that only real and quantifiable 
reductions are issued compliance offset credits.  This concept is identical to how 
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California has established its requirements and will be implemented through the 
development of well-researched and prescriptively quantified compliance offset 
protocols.  

In discussions with Québec staff, it is clear that any Québec-issued offsets must 
also be permanent.  This is consistent with both the California program and with 
the WCI recommendations.  

Québec also anticipates having provisions to require verification of any GHG 
reductions or assertions thereof, including requirements for clear monitoring and 
documentation of information related to the offset project within the revised cap-
and-trade regulation and the compliance offset protocols.   

Québec‘s program is also anticipated to include requirements for documentation 
of clear ownership of any offsets it issues and any information submitted related 
to an offset project.  This process will ensure enforceability of the program 
against the signatory of any documentation related to an offset project.  This 
concept is consistent with the documentation and attestation requirements in the 
California program.  

All of the characteristics staff anticipates to be included in Québec‘s program are 
further identified within the WCI offset recommendations (Western Climate 
Initiative 2010b).  

3. Offset Process 

The California cap-and-trade regulation has prescriptive requirements for the 
process that offset project developers must follow to submit specific information 
to the ARB and the process they must follow to be eligible to receive compliance 
offset credits (Title 17, California Code of Regulations, section 95970–section 
95988).  This approach is consistent with the WCI Offset System Process Final 
Recommendation Paper (Western Climate Initiative 2012).  In discussions with 
Québec‘s staff, ARB staff anticipates that their offset process for compliance 
offset issuance will be consistent with the WCI Offset System Process Final 
Recommendations paper (Western Climate Initiative 2012).  The 
recommendations in that paper are also consistent with the California cap-and-
trade program.  

Based on these discussions, ARB staff anticipates that Québec‘s offset program 
will include the following elements: 

 A crediting period of no more than ten years, with the ability to renew the 
project if it continues to be additional and any resulting offsets would 
continue to meet the offset criteria as described above. 

 Projects may occur within Canada, the United States, and Mexico, 
excluding California.  Each protocol would designate the specific 
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geographic scope for that project type.  This would be identical to 
California‘s program, where the cap-and-trade regulation specifies that the 
Board may approve offset protocols with offset projects occurring within 
Canada, the United States, and Mexico, while the existing Compliance 
Offset Protocols each limit projects to the United States. 

 Requirements to provide basic information indicating the type of offset 
project, location, applicable permits, and a monitoring and data plan (the 
equivalent of listing a project in the California compliance offset program). 

 Requirements for offset project operators to have any ―listing‖ information 
to be validated by a third-party accredited to international standards 
(validation is included as part of the first year of verification in the 
California compliance offset program). 

 Requirements for the validation body to demonstrate conflict-of-interest 
requirements under its accreditation and to also have not provided any 
consulting services on the project it is validating. 

 Requirements for annual reporting of general information and compliance 
offset protocol-specific information. 

 Requirements for annual documentation of offset-project related 
information. 

 Requirements for annual verification of offset project reports by an 
accredited third-party that is subject to conflict of interest requirements 
(the accreditation requirements and standards for verification are the 
same as those for the Québec GHG reporting program). 

 Final review and issuance of offset credits by the government. 

In total, these elements will ensure a thorough and rigorous system for the 
development of Québec-issued compliance offsets, which is consistent with the 
Western Climate Initiative recommendations and California‘s program.   

One area where the two programs are expected to differ is on how to restore 
environmental integrity in the system once an offset must be invalidated.  In 
California‘s program, the user of the offset must replace it with another valid 
compliance instrument if it is invalidated.  Québec‘s program is expected to 
include an environmental integrity buffer account into which every offset project 
will contribute a small percentage of its total issued offsets.  This does not 
obviate the need for any additional enforcement.  The government of Québec will 
still retain all of its authority to pursue any additional remedy against anyone that 
provides misleading or false information related to an offset project. 
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4. Enforcement 

As a regulatory authority, Québec‘s Ministère du Développement 
durable, de l‘Environnement et des Parcs [translation: Ministry of Sustainable 
Development, Environment and Parks] (Ministry) has legal authority to enforce its 
regulations.  This authority stems in part from Québec‘s Environment Quality Act 
(QEQA 2012), which incorporates various provisions of Québec‘s Code of Penal 
Procedure (QCPP 2009).  Pursuant to Québec law, penalties may be assessed 
for violations of its regulations, although similar to California‘s program, certain 
actions, including criminal actions, would be referred to the Québec Attorney 
General or other prosecutor.  Additional criminal statutes which may be 
applicable in the context of GHG reporting and cap-and-trade would be Canada‘s 
Competition Act (Canada Competition Act 1985) (section 52 applies to fraud) and 
Canada‘s Criminal Code (Canada Criminal Code 1985). 
 
In addition, Québec‘s regulations specify the range of per-offense penalties, 
which may be compounded on a per-day basis pursuant to Division XIII.1, 
section 115.37 of Québec‘s Environment Quality Act (QEQA 2012).  Moreover, 
and consistent with California‘s approach to enforcement, the Ministry would 
commence an action based on the type of offense, taking into account its specific 
facts.  ARB staff also understands that recent changes to Québec‘s Environment 
Quality Act that relate to increased penalty amounts will be incorporated into 
Québec‘s reporting regulation, including provisions regarding ―per-ton‖ penalties. 

5. Compliance Offset Protocols 

Based on discussions with Québec staff, ARB staff understands that similar to 
the California program, offset project developers will have to use Québec-
approved compliance offset protocols to develop offset projects under Québec‘s 
program.  It is anticipated that at the time the Québec offset provisions for its 
cap-and-trade regulation are drafted and approved, at least two compliance 
offset protocols will also be developed and approved.  These protocols are 
expected to be a livestock digester protocol and a small landfill project protocol.  

The livestock digester protocol is expected to be substantially similar to the ARB 
Compliance Offset Protocol Livestock Projects (CARB 2011).  It is expected to be 
applicable for projects that are developed in Québec only, and like the ARB 
protocol, the Québec digester protocol will quantify GHG emission reductions 
that occur from both the capture and the destruction of methane.  While there 
may be some differences related to emission factors and other equation inputs 
that are region-specific, in general, this protocol is anticipated to be equivalent in 
rigor to the ARB protocol and meet the AB 32 criteria and WCI offset criteria 
recommendations.  

The second protocol that we expect to be completed is for small landfill projects.  
The size threshold for applicability is expected to be set at a level to not include 
landfills in Québec that are of similar size to those in California that are subject to 
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direct GHG reduction regulations for GHG reductions (Title 17, California Code of 
Regulations section 95460–section 95476).  This threshold would ensure that 
Québec landfills do not get financial incentives through offset credit for GHG 
mitigation that is already required by direct regulation for similar size California 
landfills.  ARB staff anticipates that this protocol is expected to be similar to the 
Climate Action Reserve U.S. Landfill Project Protocol (CAR 2011), but that it 
would only apply in cases where there was previously no existing methane 
collection and destruction technology.  It will quantify GHG emissions reductions 
that occur from both the capture and the destruction of methane.  We anticipate 
that this protocol will applicable in Québec only.  In general, we anticipate this 
protocol to generate offsets that meet the AB 32 criteria and WCI offset criteria 
recommendations.  

A third potential protocol which may be considered by Québec for approval later 
this year is for the destruction of ozone depleting substances.  This potential 
Québec protocol is anticipated to be informed in part by the ARB Compliance 
Offset Protocol Ozone Depleting Substances Projects Protocol (CARB 2011c).  
Such a protocol would allow Québec to issue offset credits for the destruction of 
substances with high global warming potentials that are found in foams.  The 
California protocol includes both foams and refrigerants.  ARB staff understands 
that under existing programs, Québec requires refrigerants to be destroyed, so 
destruction of refrigerants would not be additional in Québec.  The eligible 
substances may be sourced from anywhere in Canada or the United States, but 
would be required to be destroyed in a Canadian facility that meets certain 
efficiency and technology criteria, similar to the California protocol requirements.  
The eligible substances will be the same as those included in the California 
protocol for foams.  

F. Québec’s Greenhouse Gas Reporting Program 

An important requirement for linking two jurisdictions‘ cap-and-trade programs is 
a consistent and comparable basis for the reported emissions data.  Initially 
using California‘s 2007 version of the Regulation for the Mandatory Reporting of 
Greenhouse Gas Emissions (CARB 2007) as a prototype, the Western Climate 
Initiative (WCI) Partners worked together to develop a standardized set of 
reporting requirements called the Essential Requirements for Mandatory 
Reporting (―ER‖; Western Climate Initiative 2010a).  First published in July 2009, 
the ER serves as guidance for WCI Partner jurisdiction to develop reporting 
programs in their respective jurisdictions.  WCI Partner jurisdictions which adopt 
GHG reporting programs based on the ER will have consistent and comparable 
data quality while recognizing regional differences in regulatory approaches and 
industrial sector makeup.  

In December 2010, WCI published Final Harmonization of Essential Reporting 
Requirements in Canadian Jurisdictions (Western Climate Initiative 2010a).  
Québec‘s GHG reporting regulation is based on this version of the ER, with 
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certain reporting elements customized to Québec‘s specific circumstances.  
Since the publication of the harmonized ER for Canadian jurisdictions, California 
amended its GHG reporting regulation (CARB 2010g) to harmonize with the 
United States Environmental Protection Agency‘s (U.S.EPA) Final Rule on 
Mandatory Reporting of Greenhouse Gases (U.S. EPA 2009).  As a result, both 
California and Québec used the ER as the foundation for their reporting 
programs and are harmonized in overall program design, although some 
differences exist between the jurisdictions due to their unique circumstances.  
Nevertheless, the GHG reporting methods and results of both reporting programs 
are expected to be consistent. 

The following sections describe the key elements of the Québec reporting 
requirements.  

1. General Reporting Requirements 

A greenhouse gas reporting program consists of several key elements that are 
essential for collecting high-quality data, ensuring consistency and equity in the 
compliance process for affected stakeholders, and providing sufficient coverage 
to support GHG reduction programs.   

2. Emission Threshold for Rule Applicability 

Québec and California each adopted two levels of emissions thresholds: 25,000 
MTCO2e and 10,000 MTCO2e.  At the level of 25,000 MTCO2e emissions per 
year or greater, each jurisdiction requires reporting entities to meet rigorous 
reporting requirements (e.g., annual reporting, specific reporting methods, third 
party verification, accuracy requirements).  For determining if the 25,000 
MTCO2e threshold is met, Québec includes emissions from all six Kyoto Protocol 
gases, plus nitrogen trifluoride (NF3), but excludes any CO2 emissions from 
combustion and fermentation of biomass and biofuels.  California includes CO2, 
CH4, and N2O emissions from sources explicitly specified in the GHG reporting 
regulation.   

Facilities with 10,000 to 25,000 MTCO2e of annual emissions are also required 
to report their emissions under both programs, to monitor for leakage of facilities 
that are close to the cap-and-trade threshold requirements.  

3. Emission Sources Covered by the Reporting Regulation 

Both Québec and California require GHG reporting from the largest GHG 
emitters.  Due to regional differences in the industrial sector makeup between 
California and Québec, there are some minor differences in the coverage of 
smaller sources which have a negligible effect on reported emissions and 
emissions included in the cap-and-trade program.   

Québec‘s reporting regulation requires combustion, process, fugitive, and vented 
emissions associated with facilities to be reported.  The fugitive and vented 
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emissions are considered ―Reporting Only‖ until 2015 for some industry sectors 
since they are not included in the determination of the 25,000 MTCO2e cap-and-
trade threshold (Québec 2012).  This is consistent with the California program.  
Québec‘s regulation also includes reporting of the emissions of high global 
warming potential (GWP) gases in both its reporting and cap-and-trade 
regulations, including HFCs from cooling units, SF6 and PFCs from the electricity 
sector, process and fugitive emissions from magnesium production, and high-
GWP gas emissions from electronic manufacturing.  California has adopted 
separate and direct emission reduction regulations, outside of the cap-and-trade 
program, for each of these high-GWP gases, which require the collection of 
information and the reduction of emissions from these sources; these regulations 
are the SF6 Emissions Reductions from Gas Insulated Switchgear Regulation 
(CARB 2010h), the Mobile Air Conditioning regulation (CARB 2008a), and the 
Refrigerant Management Program (CARB 2009).  As such, both California and 
Québec require the reporting and reduction of emissions from these sources, 
even though the regulatory programs are not identical. 

Currently, Québec does not cover biomethane and geothermal emissions in its 
GHG reporting regulation because there is no presence of these sources in the 
province.  Although these emissions are required to be reported under the 
California reporting regulation, both are exempt from California‘s cap-and-trade 
program.  In addition, Québec‘s reporting regulation does not cover CO2 
suppliers, but oil and gas production sources are required to report. even though 
there is not yet an approved reporting methodology in the Québec regulation. 
Quebec‘s regulation will be amended to include reporting methods for oil and gas 

4. Reporting Entity Boundary 

Overall, Québec and California have similar requirements for determining the 
boundaries of their reporting entities.  Each jurisdiction uses its own specific 
terms to describe the boundaries based on the common usage of terms in each 
jurisdiction.  The reporting entity‘s emission sources included under the 
applicability sections of both Québec‘s and California‘s reporting regulations are 
determined by the boundary of the reporting entity.  Québec defines reporting 
entity boundaries using the terms ―establishment,‖ and ―enterprises.‖ Québec 
relies on the common usage meaning of these terms and draws reporting 
boundaries consistent with other regulatory programs in the province of Québec.  
Specifically, an ―establishment‖ refers to a facility or multiple facilities that are 
located at the same site and affiliated with the same company, akin to the 
California ―facility‖ definition.  In Québec, the term ―facility‖ is used to refer to a 
grouping of buildings, structures, or equipment of related operation.  As such, 
overall, the emissions coverage is the same for both programs.  

5. Third-Party Verification 

Both California and Québec require that reporting entities use independent third-
party verifiers to ensure the data quality in the submitted emission data reports.  
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The verification programs in the two jurisdictions are both based on International 
Organization for Standardization (ISO) standards, are consistent with WCI 
Essential Requirements recommendations, and are expected to have consistent 
outcomes.  

For its third-party verification, Québec relies on verification bodies accredited by 
outside organizations—the Standards Council of Canada (SCC) and the 
American National Standards Institute (ANSI)—both of which are members of the 
International Accreditation Forum which are in compliance with the ISO 17011 
program.  Third-party verification is conducted in accordance with ISO 14064-3, 
Specification with guidance for the validation and verification of greenhouse gas 
assertions (ISO 2006a).  Québec also relies on SCC and ANSI for oversight of 
their verification program. 

6. Measurement Accuracy Standard  

Despite some differences in the measurement accuracy standards between the 
jurisdictions, both approaches are expected to maintain the same degree of 
confidence in the reported GHG emissions.  

California‘s reporting regulation specifies a ±5 percent meter accuracy standard 
for all measurement devices collecting data for use in emissions calculations, in 
addition to rigorous calibration requirements.  Québec‘s reporting regulation 
contains calibration requirements as well, but does not specify a general 
accuracy standard.  In Québec, it is understood that meeting calibration 
requirements, as defined in the ER (Western Climate Initiative 2010a), should 
lead to an acceptable accuracy level.  Québec also indicates that most of their 
large emitters are certified to ISO quality management standards; therefore, 
maintaining accurate measurement devices is an incentive for facility operators 
to keep the ISO certification.  Regardless, staff anticipates that Québec will 
propose to add a ±5 percent meter accuracy standard to its reporting regulation 
within the year.  

7. Missing Data Substitution Procedures 

Québec‘s missing data substitution procedures are based on WCI‘s harmonized 
ER for Canadian jurisdictions (Western Climate Initiative 2010a).  These 
procedures are consistent with U.S. EPA requirements, which call for substitution 
with ―before and after‖ values for missing high heat value, carbon content, and 
molecular weight numbers; and using best-available estimates for missing fuel 
consumption, sorbent quantity, CO2 concentration, and stack gas flow rate data 
(U.S. EPA 2009).  Because large emitters are certified to the ISO quality 
management standard, facilities must adhere to periodic audits that assure their 
practices are complete. 

California revised its reporting regulation (CARB 2010g) to be similar to WCI‘s 
and U.S. EPA‘s procedures, but determined that based on the needs of 
California‘s program and circumstances, it would need to be more prescriptive in 
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its missing data substitution requirements and added additional stringency based 
on the amount of data missing (CARB 2010g).  California‘s missing data 
substitution procedures take a tiered approach, such that the more data that are 
missed, an increasingly more conservative (higher) value must be used for 
substitution.  ARB staff understands that Québec intends to propose to 
incorporate some of California‘s approaches for missing data substitution 
methods into its reporting regulation. 

8.  Enforcement 

As a regulatory authority, Québec‘s Ministère du Développement 
durable, de l‘Environnement et des Parcs [translation: Ministry of Sustainable 
Development, Environment and Parks] (Ministry) has legal authority to enforce its 
regulations.  This authority stems in part from Québec‘s Environment Quality Act 
(QEQA 2012), which incorporates various provisions of Québec‘s Code of Penal 
Procedure (QCPP 2009).  Pursuant to Québec law, penalties may be assessed 
for violations of its regulations, although similar to California‘s program, certain 
actions, including criminal actions, would be referred to the Québec Attorney 
General or other prosecutor.  Additional criminal statutes which may be 
applicable in the context of GHG reporting and cap-and-trade would be Canada‘s 
Competition Act (Canada Competition Act 1985) (section 52 applies to fraud) and 
Canada‘s Criminal Code (Canada Criminal Code 1985). 
 
In addition, Québec‘s regulations specify the range of per-offense penalties, 
which may be compounded on a per-day basis pursuant to Division XIII.1, 
section 115.37 of Québec‘s Environment Quality Act (QEQA 2012).  Moreover, 
and consistent with California‘s approach to enforcement, the Ministry would 
commence an action based on the type of offense, taking into account its specific 
facts.  ARB staff also understands that recent changes to Québec‘s Environment 
Quality Act that relate to increased penalty amounts will be incorporated into 
Québec‘s reporting regulation, including provisions regarding ―per-ton‖ penalties. 
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IV   ENVIRONMENTAL, AIR QUALITY, AND ENVIRONMENTAL 
JUSTICE IMPACTS 

A. Environmental Analysis  

1. Introduction and Background 

This section of the chapter provides an environmental analysis (EA) that 
evaluates the environmental impacts of the Proposed Amendments to 
California‘s Cap on Greenhouse Gas Emissions and Market-Based Compliance 
Mechanisms Regulation (proposed amendments to California‘s cap-and-trade 
regulation).  If adopted, the proposed amendments to California‘s Cap-and Trade 
Regulation would link California‘s cap-and-trade program to Québec‘s cap-and-
trade program.  This would allow for entities covered by California‘s cap-and-
trade regulation to use allowances and offset credits (i.e., compliance 
instruments) from Québec‘s cap-and-trade program and entities covered by 
Québec‘s cap-and-trade regulation to use allowances and offset credits from the 
California cap-and-trade program.  

a. Environmental Review Process 

ARB is the lead agency for the proposed amendments to California‘s cap-and-
trade regulation and has prepared this environmental analysis pursuant to its 
regulatory program that was certified by the Secretary of the Natural Resources 
Agency.  The California Environmental Quality Act (CEQA) at Public Resources 
Code (PRC) Section 21080.5 allows public agencies with certified regulatory 
programs (CRP) to prepare a plan or other written document in lieu of an 
environmental impact report or negative declaration once the Secretary of the 
Resources Agency has certified the regulatory program.  PRC Section 
21080.5(c) directs that certified regulatory programs are exempt from Chapter 3 
(PRC Sections 21100–21108) and Chapter 4 (PRC Sections 21150–21154) of 
CEQA, which describe certain environmental document requirements for state 
and local agencies.  ARB‘s regulatory program was certified by the Secretary of 
the Resources Agency (California Code of Regulations [CCR], Title 14, hereafter 
―CEQA Guidelines‖ Section 15251[d]).  ARB‘s CRP is described in CCR, Title 17, 
Sections 60005–60007. 
 
As required by ARB‘s CRP, and by the policy and substantive requirements of 
CEQA, ARB has prepared this environmental analysis to assess the potential for 
significant adverse and beneficial environmental impacts associated with the 
proposed amendments to California‘s cap-and-trade regulation and to provide a 
succinct analysis of those impacts (Title 17, CCR, Section 60005).  The resource 
areas from the CEQA Guidelines Environmental Checklist (Appendix G) were 
used as a framework for assessing potentially significant impacts.  In accordance 
with ARB‘s CRP, for proposed regulations this analysis is included in the Staff 
Report: Initial Statement of Reasons (ISOR), prepared for the rulemaking (Title 
17, CCR, Section 60005).  Although the proposed amendments to California‘s 
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cap-and-trade regulation do not cause any direct changes to the physical 
environment, an environmental analysis was conducted to evaluate any 
reasonably foreseeable indirect physical change in the environment resulting 
from compliance responses with the amended regulations.   
 
If comments received during the public review period raise significant 
environmental issues, staff will summarize and respond to the comments in 
writing.  The comments and written responses to comments, including 
environmental comments, will be incorporated into the Final Statement of 
Reasons (FSOR) for the proposed regulatory amendments.  In accordance with 
ARB‘s CRP, the decision maker will review and consider the written responses 
prior to taking final action on any proposal.  If the regulation is adopted, a Notice 
of Decision will be posted on ARB‘s website and filed with the Secretary of the 
Natural Resources Agency for public inspection.  

b. Previous Related Rulemakings 

The proposed amendments would modify California‘s cap-and-trade regulation 
adopted by ARB in October 2011.  As described more below, an environmental 
analysis was prepared for that regulation pursuant to ARB‘s CRP in a document 
referred to as the cap-and-trade Functional Equivalent Document (FED).  The 
proposed amendments would include linkage to Québec‘s anticipated small 
landfill projects protocol, which is substantially similar to ARB‘s Regulation to 
Reduce Methane Emissions from Municipal Solid Waste Landfills (Landfill 
Regulation), adopted in 2010.  As described more below, an environmental 
analysis was contained in Chapter VI of the ISOR for the Landfill Regulation.  
The environmental analysis for the proposed amendments to California‘s cap-
and-trade regulation relies on the analysis conducted for the cap-and-trade 
regulation FED and the environmental analysis for the Landfill Regulations to the 
extent that the environmental impacts of the proposed amendments would be 
consistent with the impacts addressed in those prior documents.  Rather than 
repeat the environmental impact evaluations from those documents, this section 
summarizes and refers to the relevant conclusions in those prior relevant 
documents. 

i. California’s cap-and-trade regulation 

The Board adopted California‘s cap-and-trade regulation, including four offset 
protocols (California‘s Protocols) on October 20, 2011.  The cap-and-trade 
regulation FED analyzed potential impacts that could result from implementation 
of the covered entity compliance responses and the development of offset 
projects.  The cap-and-trade FED concluded that the reasonably foreseeable 
covered entities‘ compliance responses were: (1) Upgrade Equipment; (2) 
Decarbonization (fuel switching); (3) Implement Process Changes; (4) Surrender 
Compliance Instruments; and implementation of offset projects under California‘s 
Protocols: Ozone Depleting Substances (ODS), Livestock, Urban Forest, and 
Forestry.  Two of the previously adopted California Protocols, ODS and Livestock, 
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are substantially similar to the offset protocols anticipated to be adopted within 
Québec‘s program. 
 
The FED concluded that the entities‘ compliance with California‘s cap-and-trade 
regulation would result in beneficial impacts to air quality through reductions in 
emissions, including GHGs, criteria pollutants, and toxics, in addition to beneficial 
impacts to energy demand.  It further concluded that the regulations would result 
in less-than-significant impacts or no impacts to aesthetics, agricultural and forest 
resources, hazards, land use, noise, employment, population and housing, public 
services, recreation, transportation and traffic, and utilities /service systems.  The 
FED concluded there could be potentially significant adverse impacts to 
biological resources, cultural resources, geology/soils and minerals, and 
hydrology/water quality largely due to construction activities for facility-specific 
projects.  Although the potential for adverse localized air quality impacts were 
found to be unlikely, the FED conservatively considered them potentially 
significant.  The FED concluded that implementation of offset projects under 
California‘s protocols would also result in beneficial impacts to GHG emissions 
and no adverse impacts, or less-than-significant impacts, in all resource areas 
except for the following:  California‘s Livestock Protocol has the potential for 
significant adverse impacts to odors, cultural resources, noise, and 
transportation/traffic; the Urban Forestry Protocol has the potential for significant 
adverse impacts to cultural resources; the Forest Protocol has the potential for 
significant adverse impacts to biological resources and land use. 
 
The FED identified mitigation that could reduce most impacts to a less-than- 
significant level.  The FED relied on the agencies with local permitting authority to 
analyze site- or project-specific impacts because the programmatic FED could 
not determine with any specificity the project-level impacts, and ARB does not 
have the authority to require project-level mitigation for specific projects carried 
out to comply with California‘s cap-and-trade regulation or protocols. 
 
An Adaptive Management Plan for California‘s cap-and-trade regulation was also 
prepared by ARB (CARB 2011b).  At least once each compliance period, ARB 
will use information collected through the cap-and-trade regulation that focuses 
on monitoring the potential for localized air quality impacts from the regulation 
and impacts from the Forest Protocol.  The Adaptive Management Plan requires 
ARB to take a range of actions in these two areas to monitor and respond as 
appropriate to address unanticipated adverse impacts if they are identified.   

ii. Regulation to Reduce Methane Emissions from Municipal 
Solid Waste Landfills (Landfills Regulation) 

The California Office of Administrative Law (OAL) approved the rulemaking for 
the Landfills Regulation and filed it with the Secretary of State on June 17, 2010.  
The Landfills Regulation became effective on the same day, June 17, 2010.  The 
ISOR contained an assessment of the potential environmental impacts in 



 

46 

 

Chapter VI.  The ISOR for ARB‘s Landfill Regulation environmental analysis did 
not identify any adverse environmental impacts and identified possible benefits to 
biological resources (vegetation) and water quality.  This is because 
implementation of the Regulation would reduce landfill gases seeping through 
covers and into root zones, and the effectiveness of landfill liners and operation 
of leachate removal systems may in some cases help reduce methane levels in 
groundwater (CARB 2009a). 

c. Incorporation of Documents by Reference 

ARB hereby incorporates the documents described above containing the 
environmental analysis for the cap-and-trade regulation and the Landfills 
Regulation.  The environmental analysis prepared for the Scoping Plan is also 
incorporated.  These documents incorporated by reference are either available at 
the ARB‘s website, or at ARB, Climate Change Program Monitoring Section, 
1001 ―I‖ Street, Sacramento, California. 
 

2. Project Description 

ARB staff is proposing two sets of regulatory amendments to the cap-and-trade 
regulation.  The first change, proposed Amendments to the California Cap on 
Greenhouse Gas Emissions and Market-Based Compliance Mechanisms, would 
add to the security of the market system and aid staff in implementing the 
regulation.  These proposed amendments include detailed Know Your Customer 
(KYC) requirements for information gathering during registration, and rules for a 
first auction on November 14, 2012 and associated amendments to dates in the 
current cap-and-trade regulation to implement the November 14, 2012 auction.  
Staff also included additional amendments to the regulation to implement the 
allowance and offset registry, market monitoring provisions of the regulation and 
collection of information necessary for the financial services operator. 

The second modification, proposed Amendments to the California Cap on 
Greenhouse Gas Emissions and Market-Based Compliance Mechanisms to 
Allow for the Use of Compliance Instruments Issued by Linked Jurisdictions, 
would link California‘s cap-and-trade regulation to Québec‘s cap-and-trade 
regulation.  This would allow for entities covered by California‘s cap-and-trade 
regulation to use allowances and offset credits from Québec‘s emissions trading 
system program, and would allow entities covered by Québec‘s cap-and-trade 
regulation to use allowances and offset credits from the California market.   

a. Objectives 

The primary objectives of the Proposed Regulatory Amendments include the 
following: 

 Decrease GHG emissions to achieve the AB 32 mandate.  
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 Maximize global GHG emission reductions through coordinated sub-
national efforts (Health and Safety Code [HSC] Section 38564). 

 

 Broaden the compliance instrument market to provide greater flexibility to 
California businesses by offering a wider range of emissions reduction 
opportunities and greater market liquidity. 

 

 Maximize environmental benefits. 

b. Covered Entities 

The FED for California‘s cap-and-trade regulation presented an overview of the 
covered entities, including a description of the basic processes and emissions 
that would be subject to regulation and an estimate of the number and/or size of 
facilities and/or emissions in California.   

The number of entities and facilities that would be covered was estimated to 
include 360 businesses representing 600 facilities.  The true number of entities at 
any given time is subject to continual change as new facilities open while existing 
facilities expand or reduce their operations.   

Specifically, the FED for California‘s Cap-and-Trade Regulation provided a list of 
covered entities that included the following: 
 

 Cement Production 

 Cogeneration (Combined Heat and Power) 

 Glass Production 

 Hydrogen Production 

 Iron and Steel Manufacturing 

 Lime Manufacturing 

 Nitric Acid Production 

 Oil and Natural Gas Systems 

 Petroleum Refining 

 Pulp and Paper Manufacturing 

 Electricity Self-Generation  

 Stationary Combustion 

 First Deliverers of Electricity  

 Suppliers of Natural Gas 

 Suppliers of Transportation Fuels (Petroleum Products) 

 Deliverers of Natural Gas Liquids 

 Suppliers of Carbon Dioxide   
 



 

48 

 

The cap-and-trade FED also provided a program overview of the Protocols. 
ARB‘s environmental impact assessment of the Landfills Regulation describes 
municipal solid waste landfills.  

As mentioned above, Québec‘s cap-and-trade program would encompass the 
same covered entities as those listed above for California‘s Program.  

The covered entities and their compliance responses for this EA would not be 
anticipated to differ from those described above.  

3. Environmental and Regulatory Setting 

The FED for California‘s cap-and-trade regulation presents environmental setting 
information for all of the resource areas listed in the Appendix G of the CEQA 
checklist.  The regulatory background information in the FED did not include 
information for Québec, which is discussed below. 

In Canada, each level of government has powers to protect the environment.  
This shared nature of environmental jurisdiction makes close cooperation among 
the federal, provincial, territorial, and Aboriginal governments important to 
Canada's environmental well-being. 

Canada is intricately linked to other countries around the globe economically, 
environmentally, and socially.  While global and regional environmental problems 
impact Canada's vast geography (e.g., ozone depletion, persistent organic 
pollutants, climate change), Canada also has a responsibility to reduce its 
contributions to these problems.  Canada has a long history of international 
cooperation across a broad range of environmental issues that range from 
informal information sharing to the adoption of formal cooperative agreements to 
achieve common goals.  The Canadian Environmental Protection Act, 1999 
(CEPA 1999) provides the means and opportunity to cooperate with international 
governments to achieve Canada's environmental policy and regulatory goals 
(Environment Canada 2012). 

The Department of the Environment was first established by the Department of 
the Environment Act in 1971.  Today, Environment Canada administers nearly 
two dozen acts either in whole or in part.  It also assists with the administration of 
many others. 

Environment Canada uses regulations to place strict controls on areas governed 
by these acts.  It also enters into voluntary and regulated agreements with 
individuals or multiple parties in Canada and elsewhere to define mutual 
commitments, roles, and responsibilities and actions on specific environmental 
issues.  Relevant environmental laws and regulation are shown in Appendix C.
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4. Impact Analysis 

a. Scope of Analysis and Assumptions 

The impact analysis for the proposed amendments is based on the reasonably 
foreseeable compliance  responses of covered entities.  Compliance responses 
are actions undertaken by covered entities to satisfy their compliance obligations.  
These include actions that reduce GHG emissions and obtain allowances or 
offset credits.  For the purposes of this analysis, the least expensive compliance 
responses would be expected to be the initial actions undertaken by covered 
entities.  Implementation of more expensive compliance responses would 
typically be expected only after less-costly options have been exhausted.  
Nonetheless, the California cap-and-trade regulation does not stipulate how an 
entity must comply, and it is possible that an individual entity may choose to 
implement compliance responses for reasons deemed by it to be more important 
than cost. 

The FED for California‘s cap-and-trade regulation described the foreseeable 
compliance responses of covered entities to include upgrading equipment, 
switching to lower-intensity carbon fuels, and implementing maintenance and 
process changes at existing facilities (CARB 2010o).  The FED also described 
the compliance with offset protocols for ODS and Livestock projects.  ARB staff 
expects that these responses would not change with the proposed amendments 
because the existing regulation was initially designed to link to other WCI Partner 
jurisdictions and the proposed regulatory changes do not modify the offset 
protocols.  Therefore, linkage to the Québec cap-and-trade program would result 
in the same types of actions anticipated for compliance with the California cap-
and-trade program (i.e., actions to reduce GHG emissions, obtain allowances, or 
obtain offset credits), and the potential for environmental impacts falls within the 
scope and scale of those already analyzed in the FED for California‘s cap-and-
trade regulation. 

The proposed amendments to the California Cap on Greenhouse Gas Emissions 
and Market-Based Compliance Mechanisms would clarify the existing cap-and-
trade regulation to help ARB implement, oversee, and enforce the cap-and-trade 
regulation.  These amendments provide more specificity in the information 
required to be reported to ARB by covered entities during registration and for the 
tracking of transactions, but this information was envisioned by the existing cap-
and-trade regulation. The change to provide more specificity does not change 
what was already required, and so ARB staff expects the methods of compliance 
by covered entities to remain the same as under the existing regulation.  The 
proposed amendments would not change how entities would comply, as 
evaluated in the FED for the cap-and-trade regulation.  Therefore, 
implementation of the proposed amendments would not result in any new 
potentially significant adverse impacts to the environment for any of the resource 
areas, and no further discussion is necessary. 
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With regard to linking, recognizing that compliance responses would be 
influenced by cost, the availability of a larger supply of less-expensive offset 
projects through linkage with Québec could entice individual entities to purchase 
a greater number of offset credits than might otherwise be obtained.  However, 
the existing regulatory limits on the percentage of offsets that may be used as 
compliance instruments would constrain total California and Québec demand for 
offset credits.   

Depending on relative price and availability, linkage with Québec could incent 
California-covered entities to seek offset credits from projects in Québec.  
Therefore, this EA considers the potential for indirect environmental impacts 
resulting from California-covered entities acquiring offset credits from projects in 
Québec.  Although it is unclear whether ARB is required under CEQA to analyze 
the potential for indirect impacts outside of California, in the interest of informed 
decision-making, this section of the chapter provides an analysis of these 
potential indirect impacts to the degree reasonably feasible. 

While future actions cannot be definitively predicted at this time, ARB has made 
a good faith effort to find out and disclose all that it reasonably can about 
potentially significant environmental impacts.  If after thorough investigation a 
particular impact is deemed too speculative for evaluation, this is noted and 
discussion of the impact terminated.  The scope of the analysis is intended to 
help focus public review and to assure that any questions and comments are 
appropriate and meaningful. 

b. Scope of Adverse Environmental Impacts Analysis 

For each resource area described below, where the FED for the California cap-
and-trade regulation identified an adverse environmental impact that is also 
applicable to the proposed amendments, this EA summarizes the issue and a 
reference is provided to the California cap-and-trade regulation FED. 
 
This analysis is necessarily programmatic in nature because site-specific or 
project-specific aspects of environmental impacts cannot be precisely described 
at this time.  This EA addresses broadly defined types of impacts without the 
ability to determine the specific GHG reduction action or offset project locations, 
facility size and character, or site-specific environmental characteristics affected 
by facilities and offset projects.   
 
Environmental impacts may be determined to be potentially significant, because 
of the inherent uncertainties about the relationship between future facility design 
or precise offset project character and environmentally sensitive resources or 
conditions.  This is a conservative approach (i.e., tending to overstate 
environmental impacts), in light of these uncertainties, to satisfy the good-faith, 
full-disclosure intent of CEQA.  When specific projects are later proposed and 
subjected to project-level review, it is expected that many of the impacts 
recognized as potentially significant in this EA, and not already mitigated or 
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avoided by measures in the EA, can later be avoided or reduced to a less-than-
significant level.   
 
Another inherent uncertainty in this EA is the degree of implementation of 
mitigation for potentially significant impacts.  While ARB is responsible for 
adopting the regulatory changes that comprise the proposed amendment to the 
California cap-and-trade regulation, it does not have authority over the proposal, 
approval, or implementation of GHG reduction facility modifications or offset 
development projects, regardless of whether the projects are in California or 
Québec.  Other agencies are responsible for environmental analyses and/or 
project design review and approval of proposed facility modifications for GHG 
reduction and development of offset projects, along with definition and adoption 
of project-specific feasible mitigation and monitoring of mitigation implementation.  
For example, cities and counties in California and municipalities in Québec have 
the authority to approve proposals to develop facilities.  Additionally, State, 
provincial, and/or federal permits may be needed for specific environmental 
resource impacts. 
 
Because ARB is not responsible for implementation of specific facility 
improvements or offset projects, this EA‘s programmatic analysis does not allow 
for a precise description of the details of project-specific mitigation.  As a result, 
there is inherent uncertainty in the degree of mitigation ultimately implemented to 
reduce the potentially significant impacts.  Consequently, this EA takes the 
conservative approach in its post-mitigation significance conclusions (i.e., tending 
to overstate the risk that feasible mitigation may not be implemented by the 
government entity with jurisdiction) and discloses, for CEQA compliance 
purposes, that potentially significant environmental impacts may be unavoidable, 
where appropriate.  It is expected that facility improvements and offset projects 
would be able to feasibly avoid or mitigate to a less-than-significant level many of 
these potentially significant impacts as an outcome of their project-specific 
environmental and/or design review processes. 

c. Beneficial Effects 

The primary focus of conventional CEQA impact assessment is identification of 
environmental impacts, in accordance with ARB‘s CRP, this analysis also 
describes any beneficial environmental impacts.   

Considering the legislative intent of AB 32 and the latitude under CEQA to 
recognize environmental co-benefits (beneficial effects), this EA incorporates 
discussion of potential beneficial environmental effects when those effects are 
considered reasonable and foreseeable, and they are relevant to the decisions to 
be made by ARB regarding the proposed regulatory amendments.  In most 
instances it is not possible to quantify these effects because of the broad nature 
of this programmatic analysis.   
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d. Aesthetics  

The FED for California‘s cap-and-trade regulation concluded that the covered 
entity compliance responses of upgrading equipment, decarbonization, and 
implementing process change would result in less-than-significant aesthetics 
impacts (CARB 2010o).  The covered entity compliance response of 
surrendering compliance instruments would result in no impacts (CARB 2010o).  
Thus, no mitigation for aesthetics was identified in the FED (CARB 2010o). 

The Proposed Amendments to the cap-and-trade regulation would not change 
how entities would comply as evaluated in the FED for California‘s cap-and-trade 
regulation.  Therefore, implementation of the Proposed Amendments to the cap-
and-trade regulation would not result in any potentially significant impacts to 
aesthetics, as evaluated and disclosed in the FED summarized above. 

Implementation of the Proposed Amendments to California‘s cap-and-trade 
regulation could result in entities acquiring credits from offset projects in Québec 
under the Digesters (i.e., livestock), ODS, and Landfill Gas Offset Protocols.  The 
FED for California‘s cap-and-trade regulation evaluated and disclosed potential 
impacts that could result from offset projects under California‘s ODS and 
Livestock Offset Protocols (CARB 2010b); and the ISOR for ARB‘s Landfills 
Regulation evaluated and disclosed potential impacts that could result from 
compliance (CARB 2009a), as summarized below. 

As described in the FED for California‘s cap-and-trade regulation, implementation 
of the ODS and Livestock Protocols would result in less-than-significant 
aesthetics impacts (e.g., adverse effects on scenic vistas; substantially damage 
or degrade scenic resources, existing visual character; or create a new source of 
substantial light or glare that would adversely affect day or nighttime views) 
(CARB 2010o).  Thus, no mitigation for aesthetics was identified in the FED 
(CARB 2010o).  The ISOR for ARB‘s Landfills Regulation did not identify any 
impacts for aesthetics (CARB 2009a).  Since there were no aesthetic impacts 
identified in prior environmental analyses for ARB‘s ODS and Livestock Protocols 
and the Landfills Regulations, and Québec‘s offset projects are anticipated to be 
similar, it is expected that there would be no aesthetic impacts associated with 
entities that are covered under California‘s cap-and-trade program acquiring 
credits from these types of offset projects in Québec. 

e. Agriculture and Forestry Resources 

The FED for California‘s cap-and-trade regulation concluded that the covered 
entity compliance responses of upgrading equipment, decarbonization, and 
implementing process change would result in less-than-significant agricultural 
and forest resources impacts (CARB 2010o).  The covered entity compliance 
response of surrendering compliance instruments would result in no impacts 
(CARB 2010o).  Thus, no mitigation for agricultural and forest resources was 
identified in the FED (CARB 2010o).  
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The proposed amendments to the cap-and-trade regulation would not change 
how entities would comply as evaluated in the FED for California‘s cap-and-trade 
regulation.  Therefore, implementation of the Proposed Amendments to the cap-
and-trade regulation would not result in any potentially significant agricultural and 
forest resources impacts, as evaluated and disclosed in the FED summarized 
above. 

Implementation of the Proposed Amendments to California‘s cap-and-trade 
regulation could result in covered entities acquiring credits from offset projects in 
Québec under Québec‘s Digesters (i.e., livestock), ODS, and Landfill Gas Offset 
Protocols.  The FED for California‘s cap-and-trade regulation evaluated and 
disclosed potential impacts that could result from offset projects under 
California‘s ODS and Livestock Offset Protocols (CARB 2010o); and the ISOR 
for ARB‘s Landfills Regulation evaluated and disclosed potential impacts that 
could result from compliance (CARB 2009a), as summarized below. 

As described in the FED for California‘s cap-and-trade regulation, implementation 
of the ODS and Livestock Protocols would result in less-than-significant or no 
impacts for agricultural and forest resources (e.g., conversion of farmland to non-
farmland uses, conflict with existing zoning, conflict with Williamson Act contracts, 
conflict with forest land or timberland zoning, or loss or conversion of forest land 
to non-forest uses) (CARB 2010o).  Thus, no mitigation for agricultural and forest 
resources was identified in the FED (CARB 2010o).  The ISOR for ARB‘s 
Landfills Regulation did not identify any potential impacts for agricultural and 
forest resources (CARB 2009a).  Since there were no agricultural and forest 
resources impacts identified in prior environmental analyses for ARB‘s ODS and 
Livestock Protocols and the Landfills Regulations, and Québec‘s offset projects 
are anticipated to be similar, it is expected that there would be no agricultural and 
forest resources impacts associated with entities that are covered under 
California‘s cap-and-trade program acquiring credits from these types of offset 
projects in Québec. 

f. Air Quality, Greenhouse Gas Emissions, and Energy 

As described in the FED for California‘s cap-and-trade regulation, the program is 
designed to reduce GHG emissions.  Measures that reduce GHGs are expected 
to also provide co-benefits in terms of reductions of criteria pollutant and toxic 
emissions.  Statewide, the levels of GHG, criteria pollutant, and toxic emissions 
are expected to be reduced as a result of California‘s cap-and-trade program.  
This was identified as a beneficial effect in the FED. 

The covered entity compliance responses assessed in the FED consisted of 
upgrading equipment, switching to lower-intensity carbon fuels, and 
implementing maintenance and process changes at existing facilities.  Ground-
disturbing activities (for example, construction, grading, and trenching) were 
identified to have the potential to adversely impact air quality (e.g., short-term 
construction-generated emissions from heavy-duty equipment).  Recognized 
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measures to reduce this potentially significant impact were identified, but the 
authority to determine project-level impacts and require project-level mitigation 
lies with the permitting agency for individual projects.  Further, the programmatic 
analysis did not allow project-specific details of mitigation, resulting in an inherent 
uncertainty in the degree of mitigation ultimately implemented to reduce the 
potentially significant impacts.  Consequently, the FED took the conservative 
approach in its post-mitigation significance conclusion and discloses, for CEQA 
compliance purposes, that this potentially significant impact may be unavoidable. 

It was also disclosed in the FED that there is a possibility that some covered 
entities might increase operation of specific equipment, which could increase 
local emissions.  ARB believes that any resulting localized air impacts are 
extremely unlikely, but cannot say that such increases could never occur.  ARB 
adopted an adaptive management plan that will require ARB to take a range of 
actions to monitor and respond as appropriate to address any unanticipated 
adverse air quality impacts (CARB 2011b).  Because the authority to determine 
project-level impacts and require project-level mitigation lies with the local 
permitting agency for individual projects, and the programmatic analysis does not 
allow project-specific details of mitigation, there is inherent uncertainty in the 
degree of mitigation ultimately implemented to reduce the potentially significant 
impacts.  Consequently, the FED took the conservative approach in its post-
mitigation significance conclusion and discloses, for CEQA compliance purposes, 
that this potentially significant impact may be unavoidable. 

The FED concluded that all of the compliance responses would reduce long-term 
GHG emissions consistent with the declining emissions cap.  None of the 
identified compliance responses would be expected to produce a net increase in 
long-term GHG emissions, either directly or indirectly, that could have a 
significant adverse impact on the environment, or conflict with an applicable plan, 
policy, or regulation adopted for the purpose of reducing the emissions of GHGs.  
Reduction of GHG emissions is a beneficial effect. 

With respect to energy, the FED found that the covered entity compliance would 
reduce overall energy demand, a beneficial effect.   

The Proposed Amendments to the cap-and-trade regulation would not change 
how entities would comply as evaluated in the FED for California‘s cap-and-trade 
regulation.  Therefore, implementation of the Proposed Amendments to the cap-
and-trade regulation would not result in any potential impacts in addition to those 
already evaluated and disclosed in the FED, as summarized above. 

The FED found that the ODS and Livestock Offset Protocols would produce 
incidental criteria and toxic air contaminant emissions from flaring and engine 
use, transportation, and construction that were considered to be less than 
significant if the projects are incompliance with all local, state, and federal air 
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quality regulations.  Implementation of the ODS and Livestock Protocols by their 
very nature were considered to have a beneficial effect on GHG emissions. 

The Livestock Protocol analysis in the FED found that impacts from odors may 
be potentially significant. If new digester facilities were located near sensitive 
receptors, and there were identified potential mitigation strategies that would 
reduce the impact,  then these recognized measures were identified as mitigation.  
However, because the authority to determine project-level impacts and require 
project-level mitigation lies with the permitting agency for individual projects, and 
that the programmatic analysis did not allow project-specific mitigation, there was 
inherent uncertainty in the degree of mitigation ultimately implemented to reduce 
the potentially significant impacts identified in the FED.  Consequently, the FED 
took the conservative approach in its post-mitigation significance conclusion and 
disclosed, for CEQA compliance purposes, that the potentially significant impacts 
to the potential for odor impacts may be unavoidable.  

Since there were odor impacts identified in the prior environmental analyses for 
ARB‘s Livestock Protocol, and Québec‘s Livestock Protocol is substantially 
similar, there could be odor impacts associated with entities that are covered 
under California‘s cap-and-trade program that acquire credits from these types of 
offset projects in Québec.  Mitigation for this impact is described in the cap-and-
trade FED.  However, as described in that analysis, the authority to determine 
project-level impacts and require project-level mitigation lies with the permitting 
agency for individual projects, in this case Québec agencies, and there is 
inherent uncertainty in the degree of mitigation ultimately implemented to reduce 
this potentially significant impact.  Therefore, this impact may remain significant 
after mitigation.  

Projects implemented under the compliance offset protocols would not increase 
energy demand, and as such pose no impacts or less-than-significant impacts to 
energy demand. 

According to the environmental analysis for ARB‘s Landfills Regulation, 
implementation would result in less-than-significant criteria pollution emissions, 
and it is expected to result in GHG reductions.  Landfill gas collection systems 
without energy recovery devices (e.g., boilers or engines) require energy to run 
the blowers and pumps.  The power requirements of a gas collection and control 
system installed at the 14 uncontrolled landfills (out of a total 218 affected) would 
not be expected to place an undue burden on existing electrical generation or 
distribution capacities. 
 
Since there were no significant impacts to air quality (except for odor related to 
the Livestock Protocol, as indicated above), GHG emissions or energy identified 
in prior environmental analyses for ARB‘s ODS and Livestock Protocols and the 
Landfills Regulations, and Québec‘s offset projects are substantially similar, it is 
expected that there would be no significant impacts associated with entities that 
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are covered under California‘s cap-and-trade program acquiring credits from 
these types of offset projects in Québec.   

Please reference the additional discussion of air quality in the following sections, 
―Air Quality‖ and ―Environmental Justice.‖  

g. Biological Resources 

As described in the FED for California‘s cap-and-trade regulation, the covered 
entity compliance responses of upgrading equipment and decarbonization could 
result in potentially significant biological impacts from construction, grading, 
trenching, and general site-disturbance activities.  Recognized measures were 
identified as mitigation.  However, because the authority to determine project-
level impacts and require project-level mitigation lies with the permitting agency 
for individual projects, and the programmatic analysis did not allow project-
specific mitigation, there was inherent uncertainty in the degree of mitigation 
ultimately implemented to reduce the potentially significant impacts identified in 
the FED.  Consequently, the FED took the conservative approach in its post-
mitigation significance conclusion and disclosed, for CEQA compliance purposes, 
that the potentially significant impacts to biological resources may be 
unavoidable.  The FED determined that the covered entity compliance response 
of implementing process changes would result in less-than-significant biological 
resources impacts (CARB 2010o).  The covered entity compliance response of 
surrendering compliance instruments would result in no impacts (CARB 2010o).  
Thus, no mitigation was identified for assessment of these two compliance 
responses (CARB 2010o). 

The Proposed Amendments to the cap-and-trade regulation would not change 
how entities would comply as evaluated in the FED for California‘s cap-and-trade 
regulation.  Therefore, implementation of the Proposed Amendments to the cap-
and-trade regulation would not result in any potential impacts in addition to those 
already evaluated and disclosed in the FED, as summarized above. 

Implementation of the Proposed Amendments to California‘s cap-and-trade 
regulation could result in entities that are covered under California‘s cap-and-
trade program to acquire credits from offset projects in Québec under the 
Digesters (i.e., livestock), ODS, and Landfill Gas Offset Protocols.  The FED for 
California‘s cap-and-trade regulation evaluated and disclosed potential impacts 
that could result from offset projects under California‘s ODS and Livestock Offset 
Protocols (CARB 2010o); and the ISOR for ARB‘s Landfills Regulation evaluated 
and disclosed potential impacts that could result from compliance (CARB 2009a), 
as summarized below. 

As described in the FED for California‘s cap-and-trade regulation, implementation 
of the ODS and Livestock Protocols would result in less-than-significant 
biological impacts (e.g., adverse effect on special status species and habitats, 
impacts on wetlands, and interference with movement of native or migratory fish 
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or wildlife) (CARB 2010o).  Thus, no mitigation for biological resources was 
identified in the FED (CARB 2010o).  The ISOR for ARB‘s Landfills Regulation 
did identify an overall beneficial impact to vegetation as implementation would 
reduce landfill gases seeping through the cover and into the root zone, which can 
be injurious to many vegetation types (CARB 2009a).  Since there were no 
biological resources impacts identified in prior environmental analyses for ARB‘s 
ODS and Livestock Protocols and the Landfills Regulations, and Québec‘s offset 
projects are substantially similar, it is expected that there would be no biological 
impacts associated with entities that are covered under California‘s cap-and-
trade program acquiring credits from these types of offset projects in Québec, 
and there could be beneficial impacts such as those summarized resulting from 
ARB‘s Landfills Regulation. 

h. Cultural Resources 

As described in the FED for California‘s cap-and-trade regulation, the covered 
entity compliance responses of upgrading equipment and decarbonization could 
result in potentially significant cultural resources impacts from construction, 
grading, trenching, and general site-disturbance activities.  Recognized 
measures were identified as mitigation.  However, because the authority to 
determine project-level impacts and require project-level mitigation lies with the 
permitting agency for individual projects, and the programmatic analysis did not 
allow project-specific mitigation, there was inherent uncertainty in the degree of 
mitigation ultimately implemented to reduce the potentially significant impacts 
identified in the FED.  Consequently, the FED took the conservative approach in 
its post-mitigation significance conclusion and disclosed, for CEQA compliance 
purposes, that the potentially significant impacts to cultural resources may be 
unavoidable.   

The covered entity compliance response implementing process change would 
result in less-than-significant cultural resources impacts (CARB 2010o).  The 
covered entity compliance response of surrendering compliance instruments 
would result in no impacts (CARB 2010o).  Thus, no mitigation was identified for 
assessment of these two compliance responses (CARB 2010o). 

The Proposed Amendments to California‘s cap-and-trade regulation would not 
change how entities would comply, as evaluated in the FED for California‘s cap-
and-trade regulation.  Therefore, implementation of the Proposed Amendments 
to the cap-and-trade regulation would not result in any potential impacts in 
addition to those already evaluated and disclosed in the FED, as summarized 
above.  

Implementation of the Proposed Amendments to California‘s cap-and-trade 
regulation could result in entities that are covered under California‘s cap-and-
trade program to acquire credits from offset projects in Québec under the 
Digesters (i.e., livestock), ODS, and Landfill Gas Offset Protocols.  The FED for 
California‘s cap-and-trade regulation evaluated and disclosed potential impacts 
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that could result from offset projects under California‘s ODS and Livestock Offset 
Protocols (CARB 2010o); and the ISOR for ARB‘s Landfills Regulation evaluated 
and disclosed potential impacts that could result from compliance (CARB 2009a), 
as summarized below.   

As described in the FED for California‘s cap-and-trade regulation, implementation 
of the ODS Protocol would result in no impacts to cultural resources and; thus, 
no mitigation was identified in the FED (CARB 2010o).  Since there were no 
cultural resources impacts identified in prior environmental analyses for ARB‘s 
ODS Protocols or for ARB‘s Landfills Regulation, and Québec‘s offset projects 
are anticipated to be similar, it is expected that there would be no cultural 
resources impacts associated with entities that are covered under California‘s 
cap-and-trade program acquiring credits from these types of offset projects in 
Québec.  

The FED for California‘s cap-and-trade regulation concluded that implementation 
of the Livestock Protocol could result in potentially significant cultural resources 
impacts (e.g., impacts to archaeological resources, historic resources, 
paleontological resources, and undocumented human remains) from ground-
disturbing activities (CARB 2010o).  Recognized measures were identified as 
mitigation.  However, because the authority to determine project-level impacts 
and require project-level mitigation lies with the permitting agency for individual 
projects, and that the programmatic analysis did not allow project-specific 
mitigation, there was inherent uncertainty in the degree of mitigation ultimately 
implemented to reduce the potentially significant impacts identified in the FED.  
Consequently, the FED took the conservative approach in its post-mitigation 
significance conclusion and disclosed, for CEQA compliance purposes, that the 
potentially significant impacts to cultural resources may be unavoidable.   

Since there were cultural resources impacts identified in the prior environmental 
analyses for ARB‘s Livestock Protocol, and Québec‘s Livestock Protocol is 
substantially similar, there could be cultural resources impacts associated with 
entities that are covered under California‘s cap-and-trade program acquiring 
credits from these types of offset projects in Québec.  Mitigation for this impact is 
as described in the cap-and-trade FED.  However, as described in that analysis, 
the authority to determine project-level impacts and require project-level 
mitigation lies with the permitting agency for individual projects—in this case, 
Québec agencies—and there is inherent uncertainty in the degree of mitigation 
ultimately implemented to reduce this potentially significant impact.  Therefore, 
this impact may remain significant after mitigation.  

i. Geology and Soils 

As described in the FED for California‘s cap-and-trade regulation, the covered 
entity compliance responses of upgrading equipment and decarbonization could 
result in potentially significant geology and soils impacts from construction, 
grading, trenching, and general site-disturbance activities.  Recognized 



 

59 

 

measures were identified as mitigation.  However, because the authority to 
determine project-level impacts and require project-level mitigation lies with the 
permitting agency for individual projects, and the programmatic analysis did not 
allow project-specific mitigation, there was inherent uncertainty in the degree of 
mitigation ultimately implemented to reduce the potentially significant impacts 
identified in the FED.  Consequently, the FED took the conservative approach in 
its post-mitigation significance conclusion and disclosed, for CEQA compliance 
purposes, that the potentially significant impacts to geology and soils may be 
unavoidable.   

The FED concluded that the covered entity compliance response of 
implementing process change would result in less-than-significant geology and 
soils impacts (CARB 2010o).  The covered entity compliance response of 
surrendering compliance instruments would result in no impacts (CARB 2010).  
Thus, no mitigation was identified for assessment of these two compliance 
responses (CARB 2010o). 

The Proposed Amendments to the cap-and-trade regulation would not change 
how entities would comply as evaluated in the FED for California‘s cap-and-trade 
regulation.  Therefore, implementation of the Proposed Amendments to the cap-
and-trade regulation would not result in any potential impacts in addition to those 
already evaluated and disclosed in the FED, as summarized above. 

Implementation of the Proposed Amendments to California‘s cap-and-trade 
regulation could result in entities that are covered under California‘s cap-and-
trade program to acquire credits from offset projects in Québec under the 
Digesters (i.e., livestock), ODS, and Landfill Gas Offset Protocols.  The FED for 
California‘s cap-and-trade regulation evaluated and disclosed potential impacts 
that could result from offset projects under California‘s ODS and Livestock Offset 
Protocols (CARB 2010o).  The ISOR for ARB‘s Landfills Regulation evaluated 
and disclosed potential impacts that could result from compliance (CARB 2009a), 
as summarized below. 

As described in the FED for California‘s cap-and-trade regulation, implementation 
of the ODS and Livestock Protocols would result in less-than-significant or no 
impacts for geology and soils (e.g., seismic impacts, unstable soils impacts, and 
expansive soils impacts (CARB 2010o).  Thus, no mitigation for geology and 
soils was identified in the FED (CARB 2010o).  The ISOR for ARB‘s Landfills 
Regulation did not identify any potential impacts for geology and soils (CARB 
2009a).  Since there were no impacts for geology and soils identified in prior 
environmental analyses for ARB‘s ODS and Livestock Protocols and the Landfills 
Regulations, and Québec‘s offset projects are substantially similar, it is expected 
that there would be no biological impacts associated with entities that are 
covered under California‘s cap-and-trade program acquiring credits from these 
types of offset projects in Québec.  
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j. Hazards and Hazardous Materials 

As described in the FED for California‘s cap-and-trade regulation, the covered 
entity compliance responses of upgrading equipment and decarbonization would 
result in less-than-significant hazards and hazardous materials impacts (CARB 
2010o).  The covered entity compliance response of implementing process 
changes would result in beneficial impacts and surrendering compliance 
instruments would result in no impacts (CARB 2010).  Thus, no mitigation for 
hazards and hazardous materials was identified in the FED (CARB 2010).  

The Proposed Amendments to the cap-and-trade regulation would not change 
how entities would comply as evaluated in the FED for California‘s cap-and-trade 
regulation.  Therefore, implementation of the Proposed Amendments to the cap-
and-trade regulation would not result in any hazards and hazardous materials 
impacts as evaluated and disclosed in the FED, as summarized above. 

Implementation of the Proposed Amendments to California‘s cap-and-trade 
regulation could result in entities that are covered under California‘s cap-and-
trade program to acquire credits from offset projects in Québec under the 
Digesters (i.e., livestock), ODS, and Landfill Gas Offset Protocols.  The FED for 
California‘s cap-and-trade regulation evaluated and disclosed potential impacts 
that could result from offset projects under California‘s ODS and Livestock Offset 
Protocols (CARB 2010); and the ISOR for ARB‘s Landfills Regulation evaluated 
and disclosed potential impacts that could result from compliance (CARB 2009a), 
as summarized below. 

As described in the FED for California‘s cap-and-trade regulation, implementation 
of the ODS and Livestock Protocols would result in less-than-significant impacts 
for hazards and hazardous materials (e.g., impacts related to the routine 
transport, disposal, and transportation of hazardous materials; impacts related to 
the release of hazardous materials to the environment or near schools; impacts 
related to creating a significant hazard to the public or the environment; impacts 
related to creating conflicts with emergency response plans; and exposure of 
people to increases in wildland fire risks) (CARB 2010).  Thus, no mitigation for 
hazards and hazardous material was identified in the FED (CARB 2010).  The 
ISOR for ARB‘s Landfills Regulation did not identify any potential impacts for 
hazards and hazardous materials (CARB 2009a).  Since there were no impacts 
for hazards and hazardous materials identified in prior environmental analyses 
for ARB‘s ODS and Livestock Protocols and the Landfills Regulations, and 
Québec‘s offset projects are substantially similar, it is expected that there would 
be no hazards and hazardous materials impacts associated with entities that are 
covered under California‘s cap-and-trade program acquiring credits from these 
types of offset projects in Québec. 
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k. Hydrology and Water Quality 

As described in the FED for California‘s cap-and-trade regulation, the covered 
entity compliance responses of upgrading equipment and decarbonization could 
result in potentially significant hydrology and water quality impacts from 
construction, grading, trenching, and general site-disturbance activities.  
Recognized measures were identified as mitigation.  However, because the 
authority to determine project-level impacts and require project-level mitigation 
lies with the permitting agency for individual projects, and the programmatic 
analysis did not allow project-specific mitigation, there was inherent uncertainty in 
the degree of mitigation ultimately implemented to reduce the potentially 
significant impacts identified in the FED.  Consequently, the FED took the 
conservative approach in its post-mitigation significance conclusion and 
disclosed, for CEQA compliance purposes, that the potentially significant impacts 
to hydrology and water quality may be unavoidable.   

The FED concluded that the covered entity compliance response of 
implementing process change would result in less-than-significant hydrology and 
water quality impacts (CARB 2010o).  The covered entity compliance response 
of surrendering compliance instruments would result in no impacts (CARB 
2010o).  Thus, no mitigation was identified for assessment of these two 
compliance responses (CARB 2010o). 

The Proposed Amendments to the cap-and-trade regulation would not change 
how entities would comply as evaluated in the FED for California‘s cap-and-trade 
regulation.  Therefore, implementation of the Proposed Amendments to the cap-
and-trade regulation would not result in any potential impacts in addition to those 
already evaluated and disclosed in the FED, as summarized above. 

Implementation of the Proposed Amendments to California‘s cap-and-trade 
regulation could result in entities that are covered under California‘s cap-and-
trade program to acquire credits from offset projects in Québec under the 
Digesters (i.e., livestock), ODS, and Landfill Gas Offset Protocols.  The FED for 
California‘s cap-and-trade regulation evaluated and disclosed potential impacts 
that could result from offset projects under California‘s ODS and Livestock Offset 
Protocols (CARB 2010); and the ISOR for ARB‘s Landfills Regulation evaluated 
and disclosed potential impacts that could result from compliance (CARB 2009a), 
as summarized below.   

As described in the FED for California‘s cap-and-trade regulation, implementation 
of the ODS and Livestock Protocols would result in less-than-significant or no 
impacts for hydrology and water quality (e.g., impacts related to violation of 
existing water quality standards and waste discharge requirements, depletion of 
groundwater, alteration of existing drainage, degradation of water quality, and 
exceedance of the capacity of existing stormwater systems) (CARB 2010o).  
Thus, no mitigation for hydrology and water quality was identified in the FED 
(CARB 2010o).  The ISOR for ARB‘s Landfills Regulation stated that there would 
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be no expected impacts on the effectiveness of liners or the operation of leachate 
removal systems and, in some cases, may help reduce methane levels in 
groundwater (CARB 2009a).  Since there were no impacts for hydrology and 
water quality identified in prior environmental analyses for ARB‘s ODS and 
Livestock Protocols and the Landfills Regulations, and Québec‘s offset projects 
are substantially similar, it is expected that there would be no hydrology and 
water quality impacts associated with entities that are covered under California‘s 
cap-and-trade program acquiring credits from these types of offset projects in 
Québec. 

l. Land Use and Planning 

As described in the FED for California‘s cap-and-trade regulation, the covered 
entity compliance responses of upgrading equipment, decarbonization, and 
implementing process change would result in less-than-significant land use and 
planning impacts (CARB 2010o).  The FED concluded that the covered entity 
compliance response of surrendering compliance instruments would result in no 
impacts (CARB 2010o).  Thus, no mitigation for land use and planning was 
identified in the FED (CARB 2010o).  

The Proposed Amendments to the cap-and-trade regulation would not change 
how entities would comply as evaluated in the FED for California‘s cap-and-trade 
regulation.  Therefore, implementation of the Proposed Amendments to the cap-
and-trade regulation would not result in any potentially significant land use and 
planning impacts, as evaluated and disclosed in the FED summarized above. 

Implementation of the Proposed Amendments to California‘s cap-and-trade 
regulation could result in entities that are covered under California‘s cap-and-
trade program to acquire credits from offset projects in Québec under the 
Digesters (i.e., livestock), ODS, and Landfill Gas Offset Protocols.  The FED for 
California‘s cap-and-trade regulation evaluated and disclosed potential impacts 
that could result from offset projects under California‘s ODS and Livestock Offset 
Protocols (CARB 2010o); and the ISOR for ARB‘s Landfills Regulation evaluated 
and disclosed potential impacts that could result from compliance (CARB 2009a), 
as summarized below. 

As described in the FED for California‘s cap-and-trade regulation, implementation 
of the ODS and Livestock Protocols would result in less-than-significant impacts 
for land use and planning (e.g., impacts related to conflicts with relevant plans or 
policies and impacts related to division of an established community (CARB 
2010o).  Thus, no mitigation for land use and planning was identified in the FED 
(CARB 2010o).  The ISOR for ARB‘s Landfills Regulation did not identify any 
potential impacts for land use and planning (CARB 2009a).  Since there were no 
impacts for land use and planning identified in prior environmental analyses for 
ARB‘s ODS and Livestock Protocols and the Landfills Regulations, and Québec‘s 
offset projects are substantially similar, it is expected that there would be no land 
use and planning impacts associated with entities that are covered under 
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California‘s cap-and-trade program acquiring credits from these types of offset 
projects in Québec. 

m. Mineral Resources 

Please refer to the Geology and Soils discussion above.  

n. Noise 

As described in the FED for California‘s cap-and-trade regulation, the covered 
entity compliance responses of upgrading equipment, decarbonization, and 
implementing process change would result in less-than-significant noise impacts 
(CARB 2010).  The FED concluded that the covered entity compliance response 
of surrendering compliance instruments would result in no impacts (CARB 
2010o).  Thus, no mitigation for noise was identified in the FED (CARB 2010o).  

The Proposed Amendments to the cap-and-trade regulation would not change 
how entities would comply as evaluated in the FED for California‘s cap-and-trade 
regulation.  Therefore, implementation of the Proposed Amendments to the cap-
and-trade regulation would not result in any potentially significant impacts to 
noise, as evaluated and disclosed in the FED summarized above. 

Implementation of the Proposed Amendments to California‘s cap-and-trade 
regulation could result in entities that are covered under California‘s cap-and-
trade program to acquire credits from offset projects in Québec under the 
Digesters (i.e., livestock), ODS, and Landfill Gas Offset Protocols.  The FED for 
California‘s cap-and-trade regulation evaluated and disclosed potential impacts 
that could result from offset projects under California‘s ODS and Livestock Offset 
Protocols (CARB 2010o); and the ISOR for ARB‘s Landfills Regulation evaluated 
and disclosed potential impacts that could result from compliance (CARB 2009a), 
as summarized below.   

As described in the FED for California‘s cap-and-trade regulation, implementation 
of the ODS Protocol would result in less-than-significant impacts to noise; 
therefore, no mitigation was identified in the FED (CARB 2010o).  The ISOR for 
ARB‘s Landfills Regulation did not identify any potential impacts for noise (CARB 
2009a).  Since there were no noise impacts identified in prior environmental 
analyses for ARB‘s ODS Protocols and the Landfills Regulation, and Québec‘s 
offset projects are substantially similar, it is expected that there would be no 
noise impacts associated with entities that are covered under California‘s cap-
and-trade program acquiring credits from these types of offset projects in Québec. 

The FED found noise impacts related to the exposure of people residing or 
working in the area to excessive airport-related noise levels to be less than 
significant for the Livestock Protocol.  However, it found that implementation of 
the Livestock Protocol could result in potentially significant noise impacts (e.g., 
impacts related to generation of noise in excess of applicable standards, 
exposure of sensitive receptors to excessive groundborne vibration, and 
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substantial increases in ambient noise levels) (CARB 2010o).  Recognized 
measures were identified as mitigation.  However, because the authority to 
determine project-level impacts and require project-level mitigation lies with the 
permitting agency for individual projects, and the programmatic analysis did not 
allow project-specific mitigation, there was inherent uncertainty in the degree of 
mitigation ultimately implemented to reduce the potentially significant impacts 
identified in the FED.  Consequently, the FED took the conservative approach in 
its post-mitigation significance conclusion and disclosed, for CEQA compliance 
purposes, that the potentially significant noise impacts may be unavoidable.   

Since there were noise impacts identified in the prior environmental analyses for 
ARB‘s Livestock Protocol, and Québec‘s Livestock Protocol is substantially 
similar, there could be noise impacts associated with entities that are covered 
under California‘s cap-and-trade program acquiring credits from these types of 
offset projects in Québec.  Mitigation for this impact is as described in the cap-
and-trade FED.  However, as described in that analysis, the authority to 
determine project-level impacts and require project-level mitigation lies with the 
permitting agency for individual projects—in this case, Québec agencies—and 
there is inherent uncertainty in the degree of mitigation ultimately implemented to 
reduce this potentially significant impact.  Therefore, this impact may remain 
significant after mitigation. 

o. Population and Housing 

As described in the FED for California‘s cap-and-trade regulation, the covered 
entity compliance responses of upgrading equipment, decarbonization, and 
implementing process change would result in less-than-significant population and 
housing impacts (CARB 2010o).  The covered entity compliance response of 
surrendering compliance instruments would result in no impacts (CARB 2010o).  
Thus, no mitigation for population and housing was identified in the FED 
(CARB 2010o). 

The Proposed Amendments to the cap-and-trade regulation would not change 
how entities would comply as evaluated in the FED for California‘s cap-and-trade 
regulation.  Therefore, implementation of the Proposed Amendments to the cap-
and-trade regulation would not result in any potential impacts in addition to those 
already evaluated and disclosed in the FED, as summarized above. 

Implementation of the Proposed Amendments to California‘s cap-and-trade 
regulation could result in entities that are covered under California‘s cap-and-
trade program to acquire credits from offset projects in Québec under the 
Digesters (i.e., livestock), ODS, and Landfill Gas Offset Protocols.  The FED for 
California‘s cap-and-trade regulation evaluated and disclosed potential impacts 
that could result from offset projects under California‘s ODS and Livestock Offset 
Protocols (CARB 2010); and the ISOR for ARB‘s Landfills Regulation evaluated 
and disclosed potential impacts that could result from compliance (CARB 2009a), 
as summarized below. 
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As described in the FED for California‘s cap-and-trade regulation, implementation 
of the ODS and Livestock Protocols would result in less-than-significant impacts 
for population and housing (e.g., impacts related to displacement of housing or 
people and substantial inducement of population growth) (CARB 2010o).  Thus, 
no mitigation for population and housing was identified in the FED (CARB 2010o).  
The ISOR for ARB‘s Landfills Regulation did not identify any potential impacts for 
population and housing (CARB 2009a).  Since there were no impacts to 
population and housing identified in prior environmental analyses for ARB‘s ODS 
and Livestock Protocols and the Landfills Regulations, and Québec‘s offset 
projects are substantially similar, it is expected that there would be no impacts to 
population or housing associated with entities that are covered under California‘s 
cap-and-trade program acquiring credits from these types of offset projects in 
Québec. 

p. Public Services 

As described in the FED for California‘s cap-and-trade regulation, the covered 
entity compliance responses of upgrading equipment, decarbonization, and 
implementing process change would result in less-than-significant public services 
impacts (CARB 2010o).  The covered entity compliance response of 
surrendering compliance instruments would result in no impacts (CARB 2010o).  
Thus, no mitigation for public services was identified in the FED (CARB 2010o).  

The Proposed Amendments to the cap-and-trade regulation would not change 
how entities would comply as evaluated in the FED for California‘s cap-and-trade 
regulation.  Therefore, implementation of the Proposed Amendments to the cap-
and-trade regulation would not result in any potential impacts in addition to those 
already evaluated and disclosed in the FED, as summarized above. 

Implementation of the Proposed Amendments to California‘s cap-and-trade 
regulation could result in entities that are covered under California‘s cap-and-
trade program to acquire credits from offset projects in Québec under the 
Digesters (i.e., livestock), ODS, and Landfill Gas Offset Protocols.  The FED for 
California‘s cap-and-trade regulation evaluated and disclosed potential impacts 
that could result from offset projects under California‘s ODS and Livestock Offset 
Protocols (CARB 2010o); and the ISOR for ARB‘s Landfills Regulation evaluated 
and disclosed potential impacts that could result from compliance (CARB 2009a), 
as summarized below. 

As described in the FED for California‘s cap-and-trade regulation, implementation 
of the ODS and Livestock Protocols would result in less-than-significant impacts 
for public services (e.g., impacts related to the provision of public services) 
(CARB 2010o).  Thus, no mitigation for public services was identified in the FED 
(CARB 2010o).  The ISOR for ARB‘s Landfills Regulation did not identify any 
potential impacts for public services (CARB 2009a).  Since there were no 
impacts to public services identified in prior environmental analyses for ARB‘s 
ODS and Livestock Protocols and the Landfills Regulations, and Québec‘s offset 
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projects are substantially similar, it is expected that there would be no impacts to 
public services associated with entities that are covered under California‘s cap-
and-trade program acquiring credits from these types of offset projects in Québec. 

q. Recreation 

As described in the FED for California‘s cap-and-trade regulation, the covered 
entity compliance responses of upgrading equipment, decarbonization, and 
implementing process change would result in less-than-significant recreation 
impacts (CARB 2010o).  The covered entity compliance response of 
surrendering compliance instruments would result in no impacts (CARB 2010o).  
Thus, no mitigation for recreation was identified in the FED (CARB 2010o).  

The Proposed Amendments to the cap-and-trade regulation would not change 
how entities would comply as evaluated in the FED for California‘s cap-and-trade 
regulation.  Therefore, implementation of the Proposed Amendments to the cap-
and-trade regulation would not result in any potential impacts in addition to those 
already evaluated and disclosed in the FED, as summarized above. 

Implementation of the Proposed Amendments to California‘s cap-and-trade 
regulation could result in entities that are covered under California‘s cap-and-
trade program to acquire credits from offset projects in Québec under the 
Digesters (i.e., livestock), ODS, and Landfill Gas Offset Protocols.  The FED for 
California‘s cap-and-trade regulation evaluated and disclosed potential impacts 
that could result from offset projects under California‘s ODS and Livestock Offset 
Protocols (CARB 2010o); and the ISOR for ARB‘s Landfills Regulation evaluated 
and disclosed potential impacts that could result from compliance (CARB 2009a), 
as summarized below. 

As described in the FED for California‘s cap-and-trade regulation, implementation 
of the ODS and Livestock Protocols would result in less-than-significant impacts 
for recreation (e.g., impacts to recreational facilities) (CARB 2010o).  Thus, no 
mitigation for recreation was identified in the FED (CARB 2010o).  The ISOR for 
ARB‘s Landfills Regulation did not identify any potential impacts for recreation 
(CARB 2009a).  Since there were no impacts to recreation identified in prior 
environmental analyses for ARB‘s ODS and Livestock Protocols and the Landfills 
Regulations, and Québec‘s offset projects are substantially similar, it is expected 
that there would be no impacts to recreation associated with entities that are 
covered under California‘s cap-and-trade program acquiring credits from these 
types of offset projects in Québec. 

r. Transportation / Traffic 

As described in the FED for California‘s cap-and-trade regulation, the covered 
entity compliance responses of upgrading equipment, decarbonization, and 
implementing process change would result in less-than-significant 
transportation/traffic impacts (CARB 2010o).  The covered entity compliance 
response of surrendering compliance instruments would result in no impacts 
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(CARB 2010o).  Thus, no mitigation for transportation/traffic was identified in the 
FED (CARB 2010o).  

The Proposed Amendments to the cap-and-trade regulation would not change 
how entities would comply as evaluated in the FED for California‘s cap-and-trade 
regulation.  Therefore, implementation of the Proposed Amendments to the cap-
and-trade regulation would not result in any potential impacts in addition to those 
already evaluated and disclosed in the FED, as summarized above. 

Implementation of the Proposed Amendments to California‘s cap-and-trade 
regulation could result in entities that are covered under California‘s cap-and-
trade program to acquire credits from offset projects in Québec under the 
Digesters (i.e., livestock), ODS, and Landfill Gas Offset Protocols.  The FED for 
California‘s cap-and-trade regulation evaluated and disclosed potential impacts 
that could result from offset projects under California‘s ODS and Livestock Offset 
Protocols (CARB 2010o); and the ISOR for ARB‘s Landfills Regulation evaluated 
and disclosed potential impacts that could result from compliance (CARB 2009a), 
as summarized below. 

As described in the FED for California‘s cap-and-trade regulation, implementation 
of the ODS Protocol would result in less-than-significant impacts to 
transportation/traffic and; thus, no mitigation was identified in the FED (CARB 
2010o).  The ISOR for ARB‘s Landfills Regulation did not identify any potential 
impacts for transportation/traffic (CARB 2009a).  Since there were no impacts for 
transportation/traffic identified in prior environmental analyses for ARB‘s ODS 
and the Landfills Regulations, and Québec‘s offset projects are substantially 
similar, it is expected that there would be no impacts to transportation/traffic 
associated with entities that are covered under California‘s cap-and-trade 
program acquiring credits from these types of offset projects in Québec. 

The FED found that implementation of the Livestock Protocol could result in 
potentially significant transportation/traffic impacts (e.g., impacts to surrounding 
roadways, conflicts with congestion management programs) (CARB 2010o).  
Recognized measures were identified as mitigation.  However, because the 
authority to determine project-level impacts and require project-level mitigation 
lies with the permitting agency for individual projects, and that the programmatic 
analysis did not allow project-specific mitigation, there was inherent uncertainty in 
the degree of mitigation ultimately implemented to reduce the potentially 
significant impacts identified in the FED.  Consequently, the FED took the 
conservative approach in its post-mitigation significance conclusion and 
disclosed, for CEQA compliance purposes, that the potentially significant 
transportation/traffic impacts may be unavoidable.  

Since there were transportation/traffic impacts identified in the prior 
environmental analyses for ARB‘s Livestock Protocol, and Québec‘s Livestock 
Protocol is substantially similar, there could be transportation/traffic impacts 
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associated with entities that are covered under California‘s cap-and-trade 
program acquiring credits from these types of offset projects in Québec.  
Mitigation for this impact is as described in the cap-and-trade FED.  However, as 
described in that analysis, the authority to determine project-level impacts and 
require project-level mitigation lies with the permitting agency for individual 
projects—in this case, Québec agencies—and there is inherent uncertainty in the 
degree of mitigation ultimately implemented to reduce this potentially significant 
impact.  Therefore, this impact may remain significant after mitigation.  

s. Utilities and Service Systems 

As described in the FED for California‘s cap-and-trade regulation, the covered 
entity compliance responses of upgrading equipment, decarbonization, and 
implementing process change would result in less-than-significant utilities and 
service systems impacts (CARB 2010o).  The covered entity compliance 
response of surrendering compliance instruments would result in no impacts 
(CARB 2010o).  Thus, no mitigation for utilities and service systems was 
identified in the FED (CARB 2010o).  

The Proposed Amendments to the cap-and-trade regulation would not change 
how entities would comply as evaluated in the FED for California‘s cap-and-trade 
regulation.  Therefore, implementation of the Proposed Amendments to the cap-
and-trade regulation would not result in any potential impacts in addition to those 
already evaluated and disclosed in the FED, as summarized above. 

Implementation of the Proposed Amendments to California‘s cap-and-trade 
regulation could result in entities that are covered under California‘s cap-and-
trade program to acquire credits from offset projects in Québec under the 
Digesters (i.e., livestock), ODS, and Landfill Gas Offset Protocols.  The FED for 
California‘s cap-and-trade regulation evaluated and disclosed potential impacts 
that could result from offset projects under California‘s ODS and Livestock Offset 
Protocols (CARB 2010o); and the ISOR for ARB‘s Landfills Regulation evaluated 
and disclosed potential impacts that could result from compliance (CARB 2009a), 
as summarized below. 

As described in the FED for California‘s cap-and-trade regulation, implementation 
of the ODS and Livestock Protocols would result in less-than-significant impacts 
for utilities and service systems (e.g., impacts to wastewater services, 
stormwater facilities, water demand and supply, and landfill capacity) (CARB 
2010o).  Thus, no mitigation for utilities and service systems was identified in the 
FED (CARB 2010o).  The ISOR for ARB‘s Landfills Regulation did not identify 
any potential impacts for utilities and service systems (CARB 2009a).  Since 
there were no impacts for utilities and service systems identified in prior 
environmental analyses for ARB‘s ODS and Livestock Protocols and the Landfills 
Regulations, and Québec‘s offset projects are substantially similar, it is expected 
that there would be no impacts for utilities and service systems associated with 
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entities that are covered under California‘s cap-and-trade program acquiring 
credits from these types of offset projects in Québec. 

5. Mandatory Findings of Significance 

Consistent with the requirements of State CEQA Guidelines, Appendix G, 
Environmental Checklist, Section 18, the FED for California‘s cap-and-trade 
regulation addressed the mandatory findings of significance as discussed below.  
The FED for California‘s cap-and-trade regulation also included discussions on 
significant and unavoidable environmental effects and significant and irreversible 
environmental changes.  

As with all of the environmental effects and issue areas, the precise nature and 
magnitude of impacts would depend on the types of projects authorized, their 
locations, their aerial extent, and a variety of site-specific factors that are not 
known at this time but that would be addressed by environmental reviews at the 
project-specific level.  For projects within California, all of these issues would be 
addressed through project-specific environmental reviews that would be 
conducted by local land use agencies or other regulatory bodies at such time that 
the projects are proposed for implementation.  Outside of California, and in this 
case Québec, other provincial, state and local agencies would consider the 
proposed projects in accordance with their laws and regulations.  ARB would not 
be the agency responsible for conducting the project-specific environmental or 
approval reviews because it is not the agency with authority for making land use 
or project implementation decisions. 

The FED, in its entirety, addressed and disclosed potential environmental effects 
associated with implementation of California‘s cap-and-trade regulation.  As 
described in the impact analyses for the FED and in this EA, potential 
environmental impacts, the level of significance prior to mitigation, mitigation 
measures, and the level of significance after the incorporation of mitigation 
measures is disclosed.  

(1) Does the project have impacts that are individually limited, but 
cumulatively considerable? 

Cumulative impacts were discussed in the FED for California‘s cap-and-trade 
regulation and referred to in this in the EA (See Section 6). 

(2) Does the project have environmental effects that will cause 
substantial adverse effects on human beings, either directly or 
indirectly? 

While changes to the environment that could indirectly affect human beings 
would be represented by all of the designated CEQA issue areas, those that 
could directly affect human beings include air quality, geology and soils, hazards 
and hazardous materials, hydrology and water quality, noise, population and 
housing, public services, transportation/traffic, and utilities, which are all 
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addressed in Chapter 4, ―Impact Analysis‖ of the FED and referred to in this EA 
(See Section 4). 

Since the environmental analyses for California‘s cap-and-trade program and the 
Landfills Regulation concluded that there would be no substantial adverse effects 
on human beings, either directly or indirectly, it is expected that the proposed 
amendments would also not result in any such impacts.   

6. Cumulative and Growth-Inducing Impact 

Cumulative impacts are impacts on the environment that result from the 
incremental impacts of a proposed project when added to other past, present, 
and reasonably foreseeable future actions.  Such impacts can result from 
individually minor, but collectively significant actions taking place over time.  The 
discussion of cumulative impacts need not provide as much detail as the 
discussion of effects attributable to the project alone.   

The FED for California‘s cap-and-trade regulation disclosed cumulative impacts 
for resource topics in general qualitative terms, recognizing the programmatic 
nature of the FED, as they pertain to reasonably foreseeable development.  The 
cumulative impacts are required to be addressed when the cumulative impacts 
are expected to be significant and when the project‘s incremental contribution to 
the effect is cumulatively considerable.  Where a lead agency is examining a 
project with an incremental effect that is not ―cumulatively considerable,‖ a lead 
agency need not consider that effect significant, but must briefly describe its 
basis for concluding that the incremental effect is not cumulatively considerable.  
ARB considered in the FED the cumulative impacts analysis of other projects that, 
like cap-and-trade, are designed to reduce annual emissions of GHGs, and not 
simply every project that emits GHGs.  This approach is ―guided by the standards 
of practicality and reasonableness‖ and serves the purposes of the cumulative 
impacts analysis, which is to provide ―a context for considering whether the 
incremental effects of the project at issue are considerable‖ when judged ―against 
the backdrop of the environmental effects of other projects.‖  (CBE v. Cal. Res. 
Agency (2002) 103 Cal.App.4th 98, 119). 

The level of detail in the cumulative and growth-inducing impacts discussion in 
the FED was guided by what is practical and reasonable, and contained the 
following elements (CARB 2010o): 

 An analysis of related future projects or planned development that would 
affect resources in the project area similar to those affected by the 
proposed project. 

 A summary of the expected environmental effects to be produced by those 
projects with specific reference to additional information stating where that 
information is available. 

 A reasonable analysis of the cumulative impacts of the relevant projects.  
An environmental document must examine reasonable feasible options for 
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mitigating or avoiding the project‘s contribution to any significant 
cumulative effects.   

 

Due to the reach of California‘s cap-and-trade program and, consequently, also 
the reach of the Proposed Amendments to the cap-and-trade regulation, the 
impact analysis is inherently cumulative in nature, rather than site-or project-
specific.  As a result, the character of impact conclusions in the resource-oriented 
impact analysis discussions are cumulative, considering the potential effects of 
the full range of reasonably foreseeable methods of compliance, along with 
expected background growth in California, as appropriate.  

For purposes of the cumulative analysis contained in the cap-and-trade 
regulation FED, impacts were based on the program‘s contribution to 
environmental impacts in combination with the environmental effects of the 
ongoing, adopted, and reasonably foreseeable Scoping Plan measures, and the 
State Implementation Plan (SIP), which includes goods movement measures 
(heavy-duty vehicle efficiency, ship electrification, port drayage truck measures, 
and vessel speed reduction).  The ongoing, adopted, and foreseeable Scoping 
Plan measures (as numbered in the Scoping Plan) are as follows: 

Measures in Capped Sectors 

Transportation 
T-1 Advanced Clean Cars 
T-2 Low Carbon Fuel Standard 
T-3 Regional Targets (SB 375) 
T-4 Tire Pressure Program 
T-5 Ship Electrification 
T-7 Heavy Duty Aerodynamics 
T-8 Medium/Heavy Hybridization 
T-9 High Speed Rail 

Electricity and Natural Gas 
E-1 Energy Efficiency and Conservation 
CR-1 Energy Efficiency and Conservation 
CR-2 Solar Hot Water (AB 1470) 
E-3 Renewable Electricity Standard (20 percent–33 percent) 
E-4 Million Solar Roofs 

Industrial Measures 
I-1 Energy Efficiency and Co-Benefits Audits for Large Industrial Sources  

Measures In Uncapped Sources/Sectors 

H-1 Motor Vehicle A/C Refrigerant Emissions 
H-2 SF6 Limits on non-utility and non-semiconductor applications 
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H-3 Reduce Perfluorocarbons in Semiconductor Manufacturing 
H-4 Limit High GWP use in Consumer Products 
H-6 Refrigerant Tracking/Reporting/Repair Deposit Program 
H-6 SF6 Leak Reduction and Recycling in Electrical Applications 
F-1 Sustainable Forests 
RW-1 Landfill Methane Control Measure 

The cumulative impact analysis determined the combined effect of California‘s 
cap-and-trade regulation and other closely related, reasonably foreseeable 
projects.  The discussion of cumulative impacts need not provide as much detail 
as the discussion of effects attributable to the program alone.  The level of detail 
in the FED was guided by what was practical and reasonable.  

As disclosed in the FED, implementation of California‘s cap-and-trade regulation 
was determined to potentially result in cumulatively considerable impacts.  While 
suggested mitigation was provided for each potentially cumulatively considerable 
impact, the mitigation would need to be implemented by other agencies.  Where 
impacts could not be feasibly mitigated, the FED recognized the impact as 
significant and unavoidable.  The Board adopted Findings and a Statement  

As explained above, the Proposed Amendments to the cap-and-trade regulation 
would not change how entities would comply as evaluated in the FED for 
California‘s cap-and-trade regulation.  Therefore, implementation of the Proposed 
Amendments to the cap-and-trade regulation would not result in any potential 
cumulative impacts in addition to those already evaluated and disclosed in the 
FED, as summarized above.   

7. Alternatives Analysis 

 
Under ARB‘s CRP, an environmental analysis shall address ―feasible alternatives 
to the proposed action [that] would substantially reduce any significant adverse 
impact identified‖ (CCR, Title 17, Section 60005[b]).  Additionally, any ARB action 
or proposal for which significant adverse environmental impacts have been 
identified shall not be approved or adopted as proposed, if there are ―feasible 
alternatives available [that] would substantially reduce such adverse impact‖ 
(CCR, Title 17, Section 60006).  CEQA Guidelines, CCR, Title 14, Section 
15126.6(a) also indicates the need for an evaluation of ―a range of reasonable 
alternatives to the project, or the location of the project, [that] would feasibly 
attain most of the basic project objectives but would avoid or substantially lessen 
any of the significant effects, and evaluate the comparative merits of the 
alternatives.‖   
 
The purpose of the alternatives analysis is to determine whether or not a 
variation of the proposed action would reduce or eliminate significant project 
impacts, within the framework of achieving the basic project objectives.  The 
proposed action could be designed differently, which provides opportunities to 
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define alternatives for the EA analysis.  This section of the chapter describes and 
analyzes a reasonable range of alternatives that could feasibly avoid or lessen 
any significant environmental impacts while substantially attaining the basic 
project objectives.   

a. No Project Alternative 

i. Description and Consistency with Project Objectives 

CEQA requires a specific alternative of ―No Project‖ to be evaluated.  The ―No 
Project‖ Alternative defines a scenario in which ARB would not link the California 
cap-and-trade program to Québec‘s cap-and-trade program.  Under this 
alternative, California entities could not use Québec-issued allowances or offsets 
to comply with their surrender obligation, nor could Québec entities use 
California-issued allowances or offsets to comply with their surrender obligation.   
 
The primary objectives of the Proposed Amendments to California‘s cap-and-
trade regulation include the following: 
 

 Decrease GHG emissions to achieve the AB 32 mandate.  
 

 Maximize global GHG emission reductions through coordinated sub-
national efforts (Health and Safety Code [HSC] Section 38564). 

 

 Broaden the compliance instrument market to provide greater flexibility to 
California businesses by offering a wider range of emissions reduction 
opportunities and greater market liquidity. 

 

 Maximize additional environmental benefits. 
 

By not linking with Québec, California would miss an opportunity to enable a 
broader, more liquid and better functioning market, and greater GHG emissions 
reductions under a regional program with more covered entities.  By foregoing 
linking, ARB would also be in conflict with direction in AB 32 (AB 32, Nuñez, 
Statutes of 2006, Chapter 488, Section 38564) that requires the maximizing of 
GHG emission reductions through coordinated sub-national efforts by enhancing 
individual jurisdictions‘ actions through a collaborative effort.  

While linkage would require California to forfeit some control over where the 
reductions occur (i.e., out-of-state versus in-state), staff believes the 
establishment of a regional program with Québec will demonstrate the viability of 
a regional program and will encourage other WCI states and jurisdictions to join 
and establish an even broader market with greater GHG emissions reductions.  
Furthermore, the economic analysis suggests that it is possible additional 
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reductions will be realized in California if our program is linked to Québec‘s 
program relative to unlinked California and Québec programs. 

ii. Environmental Impacts 

There would be no new environmental impacts under the No Project Alternative, 
because compliance responses by covered entities would be the same as under 
the existing regulatory environment.   

b. Wait to link with additional WCI States or Jurisdictions 

i. Description and Consistency with Project Objectives 

Another alternative to adopting the proposed amendments to the cap-and-trade 
regulation would be to defer linkage to Québec until additional WCI member 
states or jurisdictions are ready for linkage.  If this alternative were pursued, 
California entities would not be able to use Québec-issued allowances or offsets 
to comply with the California regulation.  Nor could Québec entities use 
California-issued allowances or offsets to comply with their compliance 
obligations.  

As with the ―No Project‖ alternative, the benefits of a broader market for 
California entities would also not be seen if there were a deferral in linking 
California and Québec‘s cap-and-trade programs.  ARB would also be seen as 
nonresponsive to AB 32 requirements to pursue sub-national collaborative efforts 
to achieve greater GHG emissions reductions than California could achieve on its 
own.  

Under this alternative, it is also unclear when any future program linkage would 
occur.  While the WCI emissions trading group consists of several Canadian 
provinces that have been active in the development of the requirements for a 
regional WCI market program, at this time only Québec has established a cap-
and-trade program (Government of Québec 2011).  

While deferring linkage may allow for a broader market than one with just 
linkage to Québec, it is important to take this first step now and develop a 
regional program to which other jurisdictions can link.  As described in 
Appendix B, significant time and effort have been spent to develop and 
enable a regional cap-and-trade program.  The successful linkage of the 
California and Québec cap-and-trade programs will be a clear signal that 
California is taking the next step to work with other sub-national 
jurisdictions to address climate change and increase GHG emission 
reductions through cost-effective methods for its covered entities.  

(1) Sub-Alternatives 

ARB received comments suggesting consideration of two alternatives to the 
proposed action that fall within this delay linkage alternative.  
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(a) Suggestion A. Consider delaying linkage until after California 
and Québec‘s programs have started operating. 

If Suggestion A were pursued, California entities would not be able to use 
Québec-issued allowances or offset credits to fulfill their compliance obligation 
until an undetermined period.  The equivalent would be true for Québec.  It is 
unclear how long the program would need to ―operate‖ before beginning to 
pursue linkage. 

As with the pervious alternative, the Suggestion A would prevent California from 
further maximizing global greenhouse gas emission reduction, broadening the 
compliance market, and maximizing environmental benefits.  

For the reasons described, staff does not recommend endorsing this alternative.  

(b) Suggestion B. Delay linkage until other provisions in 
California‘s regulation are finalized.  

Staff does not believe Suggestion B is an alternative to linking California and 
Québec‘s cap-and-trade programs.  Staff already finalized the provisions of 
California‘s cap-and-trade regulation.  The provisions became effective on 
January 1, 2012.  Consequently, Suggestion B will not be considered as an 
alternative to the proposed action, as it does not present anything other than the 
―No Project‖ alternative already listed. 

ii. Environmental Impacts 

As stated above, under these alternatives it is unclear when and if linkage would 
occur.  Until then, there would be no new environmental impacts under this 
alternative, because compliance responses by covered entities would be the 
same as under the existing regulatory environment.  If linkage were to occur, the 
types of impacts under this alternative would be the same as the Proposed 
Amendments. 

c. Linkage with No Québec Offsets 

i. Description and Consistency with Project Objectives 

Another alternative to the proposed amendments to the cap-and-trade regulation 
is to link the California and Québec cap-and-trade programs, but only Québec-
issued allowances would be fungible in the California program.  Under this 
alternative, California entities could use Québec-issued allowances to comply 
with compliance obligations, but not Québec-issued offsets.  Québec entities 
could still use both California-issued allowances and offsets to comply with their 
compliance obligations if the Québec regulation were to allow this.  

This alternative for linkage would be inconsistent with the design of a regional 
cap-and-trade program as provided for in the Design Recommendations for the 
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WCI Regional cap-and-trade program (Western Climate Initiative 2010).  The 
WCI regional cap-and-trade program envisioned fungibility of both allowances 
and offsets between linked jurisdictions.  This design maximizes the amount and 
types of compliance instruments for all entities in the regional program, thus 
establishing a broad and liquid market.  This alternative would not support the 
establishment of a truly broad and liquid market for all entities.  It does not make 
it possible for California entities to fully benefit from the cost benefit provided by 
offsets in providing a cap on allowance prices as would occur with the inclusion 
of all available compliance instruments in a regional program (CARB 2010b).   

Under this alternative, California entities may have a greater demand for 
Québec-issued allowances.  Québec entities may maximize the use of Québec 
or California-issued offsets to comply with their compliance obligations to make 
Québec allowances available for California‘s entities.  As a result, Québec may 
see fewer GHG emissions reductions within its province due to an increase in the 
use of offsets that may originate anywhere in Canada and the United States 
(issued by Québec and California, respectively).  This alternative does not 
equitably maximize the potential for onsite reductions at entities within California 
and Québec.  It also does not equitably maximize the potential for any additional 
environmental benefits associated with onsite GHG emission reductions at 
entities within California and Québec.  Subnational collaboration can only be 
successful if all linked jurisdictions are equally able to benefit from the broad 
market established in a regional program.  

ii. Environmental Impacts 

The types of impacts under this alternative would be the same as the Proposed 
Amendments.  Although, California entities would not be permitted to use offset 
credits for compliance they could still purchase allowances from Québec, thereby 
effectively incenting the development of additional offset projects in Québec. 

d. Linkage with Restricted Québec Offsets 

i. Description and Consistency with Project Objectives  

Another alternative to the proposed amendments to the cap-and-trade program is 
to link with Québec but restrict the types of offsets that California entities could 
use to comply with the California regulation.  Under this alternative, allowances 
originating from either California or Québec could be used to comply with both 
programs.  However, only offset credits generated from project types in Québec, 
which are issued for the same project types as those approved in the California 
program, could be used for compliance by California entities. 

As part of this rulemaking process, staff discussed how the Québec offset 
program would work and expect that it will meet the requirements of the WCI 
(Western Climate Initiative 2012) and expect it will be equivalent in rigor to 
California‘s program.  The description of these discussions with Québec‘s 
officials can be found in Chapter lll.  This alternative would restrict the types of 
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Québec issued offsets accepted by California based on project type and no other 
criteria.   

Linkage with restricted offsets would result in the same types of abatement 
response as the proposed regulation at potentially greater costs since offsets 
from Québec would not be available for use by covered entities in California. 

To date, California has adopted four protocols for forestry projects, urban forestry 
projects, ozone depleting substances projects, and livestock projects (title 17, 
California Code of Regulations, section 95973).  Under this alternative, California 
would only allow participants in California‘s cap-and-trade program to use offsets 
issued by Québec for these four project types.  The list of project types would 
expand as California and Québec adopt additional compliance offset protocols 
that are for the same project types.  This means the Québec-issued offset credits 
for small landfill projects, once Québec has a regulation in place to issue these 
offset credits, would not be allowed in California as California does not have a 
small landfill project protocol.  This is just one example of how each jurisdiction 
will be allowed to adopt compliance offset protocols that meet the regional 
additionality test and AB 32 and WCI offset criteria (Western Climate Initiative 
2010b), but may not be applicable across all jurisdictions.   

This alternative would result in similar types of behavior by Québec and 
California entities as described in the ‗No Linkage with Québec Offsets‘ 
alternative.  This alternative would not support the establishment of a broader 
and more liquid market for all entities.  Nor, does it make it possible for California 
entities to fully benefit from the cost containment benefits provided by offsets as 
would occur with the inclusion of all available compliance instruments (both 
offsets and allowances) in a regional program (CARB 2010b). 

As described above, no alternative considered by the agency would be more 
effective in carrying out the purpose for which the regulation amendments are 
proposed or would be as effective or less burdensome to affected private 
persons than the proposed amendments. 

ii. Environmental Impacts 

The types of impacts under this alternative would be same as the Proposed 
Amendments.  No impacts were identified for California entities acquiring credits 
from Québec‘s landfill protocol, so there would be no change impacts under this 
alternative.   
 

B. Air Quality  

The Emissions Assessment for the California cap-and-trade regulation evaluated 
the air quality impacts of a variety of compliance response at capped entities and 
from the compliance offsets program.  The compliance responses resulting from 
the proposed amendments are expected to be within the bounds of those 
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anticipated in the cap-and-trade regulation.  Consequently, the resulting air 
quality impacts and benefits will fall within the range of those already identify in 
the cap-and-trade Emissions Assessment and the cap-and-trade FED (CARB 
2010p). 
 
Since greenhouse gas emissions and criteria pollutants are correlated for a 
number of capped combustion sources, a small increase in the allowance price 
as a result of linking with Québec, could lead to air quality improvements in 
California if these entities find it more cost-effective to reduce greenhouse gas 
emissions on site than to purchase allowances or offset credits.  The exact 
location and nature of the potential additional reductions is unknown and will 
depend on a variety of factors.  
 
Moreover, a higher allowance price could lead to the development of additional 
offset projects that would otherwise have not been cost-effective.  The resulting 
greenhouse gas emission and air quality impact in California would depend on 
the offset project type and location.  However, the impacts would still fall within 
those already identified in the cap-and-trade FED (CARB 2010o). 

C. Environmental Justice 

State law defines environmental justice as the fair treatment of people of all races, 
cultures, and incomes with respect to the development, adoption, implementation, 
and enforcement of environmental laws, regulations, and policies.  ARB is 
committed to making environmental justice an integral part of its activities.  The 
Board approved its Environmental Justice Policies and Actions (Policies) on 
December 13, 2001, to establish a framework for incorporating environmental 
justice into ARB's programs consistent with the directives of State law (CARB 
2001).  These policies apply to all communities in California, but recognize that 
environmental justice issues have been raised more in the context of low-income 
and minority communities.  
 
As part of the economic, emissions, and environmental assessment of the cap-
and-trade regulation, staff assessed the emission reduction opportunities 
available to California sources covered by the proposed amendments to this 
regulation.  This evaluation considered the potential for the incentives and 
flexibility inherent in the cap-and-trade program to result in direct, indirect, and 
cumulative emission impacts, including localized impacts in communities that are 
already adversely affected by air pollution.  Based on the available data and 
current law and policies that control localized air pollution, and expected 
compliance responses to the cap-and-trade regulation, ARB concluded that 
increases in localized air pollution (including toxic air contaminants and criteria 
air pollutants) attributable to the cap-and-trade program are extremely unlikely.  
For more information see Chapter VII. Co-Pollutant Emissions Assessment of the 
cap-and-trade ISOR and Appendix P: Co-Pollutant Emissions Assessment of the 
cap-and-trade regulation (CARB 2010b; CARB 2010p).  Since the compliance 
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response resulting from the proposed amendments is expected to be within 
those already evaluated in the cap-and-trade regulation, staff anticipates that the 
impacts and benefits will be equivalent.  
 
Nevertheless, as part of ARBs Adaptive Management Plan, at least once each 
compliance period, ARB will use information collected through the mandatory 
reporting regulation, the cap-and-trade regulation, the industrial efficiency audit, 
and other sources to evaluate how facilities are complying with the cap-and-trade 
regulation (CARB 2011b).  ARB will also solicit information from local air districts 
regarding permit modifications and new permit applications for covered sources.  
This information will be used to identify compliance activities that could lead to 
increased emissions and to determine whether further investigation of potential 
criteria pollutant and toxic emissions is warranted.  
 
If unanticipated adverse localized emissions impacts in California can be 
attributed to the cap-and-trade regulation (including the proposed amendments) 
during this periodic review, ARB will consider whether these impacts affect the 
achievement of the program objectives.  If so, ARB will promptly develop and 
implement appropriate responses.  Potential responses ARB would consider 
include, but are not limited to, using allowance value from the cap-and-trade 
program to mitigate localized emissions increases, providing incentives for 
energy efficiency and other emissions-reduction activities within the community, 
or restricting trading or prohibiting certain compliance responses in specifically 
identified communities.  These potential future responses are not, however, 
warranted based on currently available information, and their imposition today 
would unnecessarily conflict with AB 32‘s other objectives. 



 

80 

 

 
 
 
 
 

 

 

 

 

This Page Intentionally Left Blank 

. 
 
 



 

81 

 

V   ECONOMIC IMPACTS OF THE PROPOSED REGULATION 

A. Summary of Economic Impacts 

This analysis evaluates the possible economic impacts to California of linking its 
cap-and-trade program with the cap-and-trade program in Québec, Canada.  
Québec is the first of the Western Climate Initiative partners ready to link with 
California.  Economically, linking is the harmonization of markets – allowing the 
exchange of allowances and offsets between the two programs – which results in 
the convergence of allowance and offset prices of the two programs. 

The economic advantages of linking with other jurisdictions are analogous to the 
benefits of including multiple sectors under a broad California cap-and-trade 
program.  Expanding the number of sources that are able to trade allowances will 
reduce the overall cost of achieving the desired level of emission reductions and 
improve the efficiency of the emissions trading market.  In these ways, linking 
benefits each jurisdiction – the direct result of lower costs of abatement and 
expanded reduction opportunities.   

While the particular effect of linking on the allowance price will depend on factors 
such as the relative size, stringency, cost of reductions, and availability of offsets 
in the California and Québec markets, the analysis indicates that the impact of 
linking with Québec could cause the allowance price in California to remain 
unchanged or increase slightly.  Among the potential impacts that staff analyzed, 
is a small increase in revenues flowing into the California economy as a result of 
regulated entities in Québec seeking to reduce their cost of complying with the 
Québec program by purchasing California allowances.  Fully accounting for the 
potential in-flow of revenue from Québec resulted in positive impacts to California.  
Additionally, linking with Québec could lead to greater criteria pollutant and 
greenhouse gas emissions reductions in California.  Overall, staff finds no 
significant adverse impacts on California businesses or consumers as a whole as 
a result of the proposed regulation compared with impacts previously presented 
in the October 2010 analysis of the cap-and-trade regulation.   

B. Legal Requirements 

Section 11346.3 of the Government Code requires State agencies to assess the 
potential for adverse economic impacts on California business enterprises and 
individuals when proposing to adopt or amend any administrative regulation.  The 
assessment must include consideration of the impact of the proposed regulation 
on California jobs; the expansion, elimination, or creation of businesses; and the 
ability of California businesses to compete with businesses in other states. 

Also, State agencies are required to estimate the cost or savings to any State or 
local agency and school district in accordance with instructions adopted by the 
Department of Finance (DOF).  The estimate shall include any non-discretionary 
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cost or savings to local agencies and the cost or savings in federal funding to the 
State. 

Finally, Health and Safety Code section 57005 requires ARB to perform an 
economic impact analysis of submitted alternatives to a proposed regulation 
before adopting any major regulation.  A major regulation is defined as a 
regulation that will have a potential cost to California business enterprises in an 
amount exceeding $10 million in any single year.  This Chapter provides a 
description of the methodology used to estimate costs, as well as ARB staff‘s 
analysis of the economic impacts on California businesses and State and local 
agencies. 

C. Analytical Approach 

To estimate the possible economic impacts of the regulation it is necessary to 
have an estimate of the California allowance price in both unlinked and linked 
cap-and-trade programs.  Estimates of allowance prices are developed using 
preliminary modeling results from WCI‘s Economic Modeling Team (EMT).  The 
WCI modeling results have been derived with technical and modeling support 
from ICF International and Systematic Solutions, Inc. 

The analytic approach is similar to what was done in the cap-and-trade regulation 
analysis.  ENERGY 2020 is used to create an abatement cost curve for the cap-
and-trade program.  Abatement cost is the cost incurred by capped sectors to 
directly reduce their emissions.  Subsequent analysis outside of the ENERGY 
2020 model then incorporates the effects of allowance banking and offsets so 
that the cumulative emissions limit created by the jurisdictional allowance 
budgets (i.e., the emissions cap) is achieved by the program. 

Highlights of WCI Phase 4 Energy 2020 modeling include: (Economic Modeling 
Team 2012a) 

 Updated economic growth and energy price forecasts; 

 Updated reference case and complementary policy case assumptions; 

 Updated model input data (emission factors, historical energy demand, nuclear 

power plant refurbishments, etc.); and 

 Improved treatment of electricity imports. 

 The primary modeling design elements of the cap-and-trade program are 

described in Table V-1.  
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Table V-1: Cap-and-Trade Program Elements 

1. Jurisdictions California and Québec 

2. GHG Pollutants  
California - CO2, CH4, N2O  

Québec - CO2, CH4, N2O, HFC, PFC, SF6 

3.  Covered Emissions Energy and Non-energy 

4. Covered Sectors  

 2013–2014 Electricity and large industrials 

 2015–2020 
Electricity, large industrials, transportation fuels, 
commercial and residential fuels, and small 
industrials 

5. Cap Trajectory 
Uses actual jurisdictional allowance budgets for 
2013–2020 

6.  Offsets 8 percent of emissions 

7.  Banking Allowed without limitation 

8.  Allowance Floor Price $10 in 2012 

8.  Allowance Reserve 

Reserve filled with 1, 4, and 7 percent of the 
allowance budgets for the first, second, and third 
compliance periods, respectively 

Additional allowances made available, with prices 
in 2012 at $40, $45, and $50/metric ton of carbon 
dioxide equivalent (MTCO2e), increasing to $60, 
$67, and $75/MTCO2e in 2020 

9.  Compliance Periods 
Compliance periods are 2013–2014, 2015–2017, 
and 2018–2020 

 

D. Costs and Benefits 

1. Expenditure Changes 

The cap-and-trade program does not specify how or where emissions reductions 
will be made within a jurisdiction or, when jurisdictions link, across jurisdictions.  
Reductions will be made by covered sources if the cost of making reductions is 
less than the cost of acquiring allowances or offsets.  Reductions will be made by 
all other sectors of the economy as a result of changes in the prices of energy 
which will induce marginally greater investment in energy efficiency and/or 
energy conservation and by small changes in the purchase of all other goods and 
services, particularly energy-intensive goods and services. 

Since the cap-and-trade program does not specify how or where emissions 
reductions will occur, it is impossible to know exactly what covered or non-
covered entities will do in response to the cap-and-trade program emission limits 
and emission prices.  Possible compliance responses must therefore be 
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estimated using models.  The ENERGY 2020 model was used to estimate the 
changes in energy prices and changes in capital investment, process operations, 
operation and maintenance practices, and fuel expenditures in response to 
prices on greenhouse gas (GHG) emissions 

ENERGY 2020 is a detailed energy supply and demand and emissions 
accounting system of the Western United States.  The model simulates the 
demand for all fuels for 3 residential categories, over 40 commercial and 
industrial categories, and 3 transportation categories.  ENERGY 2020 is not a 
macroeconomic model and does not estimate the downstream effects of energy 
prices, costs, and cost savings on factors such as economic output, household 
income, trade, and employment.  Additional detail on the ENERGY 2020 model is 
presented later in this section. 

Methods available for emissions reductions in the ENERGY 2020 model include 
the following: 

 Switching to lower carbon fuels 

 Improved building efficiency 

 Slightly earlier replacement of devices 

 Improved appliance efficiency 

2. Economic Impacts 

The overall impacts on the State economy were estimated using the 
Environmental Dynamic Revenue Assessment Model (E-DRAM).  E-DRAM is a 
computable general equilibrium (CGE) model of the California economy.  
Computable general equilibrium models are standard tools of empirical analysis 
designed to assess the regional costs of GHG emission limits that take into 
account all secondary effects that these policies could have on prices, 
commodity and factor substitutions, and incomes.  

The E-DRAM model was developed by Dr. Peter Berck of the University of 
California, Berkeley, in collaboration with the California Department of Finance 
and the Air Resources Board.  The current model includes 188 distinct sectors: 
120 industrial sectors, 2 factor sectors (labor and capital), 8 household sectors, 9 
consumption sectors, 1 investment sector, 45 government sectors, and 1 sector 
that represents the rest of the world.  More detail on the E-DRAM model is 
presented later in this section. 

E. Economic Analysis 

A large number of technological and policy factors influence the allowance price 
(EAAC 2010).  Technological and behavioral factors include the ease of 
substitution by firms to low-GHG methods of production, the extent to which 
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consumers shift to low-GHG products in response to changes in prices, and the 
pace of technological progress.  Policy factors include the stringency of the cap, 
the reductions from other greenhouse gas policies, the extent of output-based 
updated free allocation, linkages with other markets, the availability and price of 
offsets, provisions for allowance banking, and borrowing.  Given the uncertainties 
surrounding a number of these factors, it is impossible to predict with precision 
the allowance price trajectory.  This analysis estimates the price under various 
scenarios. 

In California, the 2013 to 2020 emissions cap covers 2,387 MMTCO2e, while the 
Québec cap covers 371 MMTCO2e—making the California market roughly six 
times the size of the Québec market.  Linking markets should equate to a linked 
price that is predominantly determined by the larger California market.  This 
conclusion is supported by the results from the WCI Phase 4 economic modeling 
analysis (Economic Modeling Team 2012b). 

To gauge the magnitude of the potential price difference, linked and unlinked 
allowance prices are estimated across a number of different scenarios with a 
range of offset supply assumptions.  With both California and Québec 
implementing an eight percent offset use limit, a potential of 240 million offsets 
could be used over the 2013–2020 time period.   

If regulated entities fully utilize offsets as allowed in the regulation, the price in 
the linked market is determined by the original California price, and the linked 
price difference is zero.  In other words, there is no change in the California 
allowance price as a result of linking with Québec in this scenario.  As part of the 
analysis, different assumptions on offset use were considered.  If it is assumed 
that the use of offsets falls below 80 percent of that allowed in the regulation, 
greater reductions are needed by covered sources.  In response to this 
assumption, the allowance price in California increases with linking by up to 14 
percent, with the maximum price change being about $5 per metric ton of carbon 
dioxide equivalent (MTCO2e).  As the offset use assumption declines below 67.5 
percent of that allowed, the effect of linking on the California price gets smaller, 
because the California price prior to linking is closer to the Québec price prior to 
linking.   

The results imply that the allowance price in California will not change in 
response to linking if 80 percent or more of the allowable limit for offsets is used 
to comply.  If less than 80 percent of the allowed limit for offsets is used, 
allowances prices in response to linking could increase by up to about 14 percent.  
To create a conservative estimate of possible economic impacts to the state, 5 
percent and 15 percent increases are applied respectively to the $15 to $30 
allowance price range estimated previously for the cap-and-trade regulation: 
yielding 2020 allowance price increases due to linking with Québec of $0.75 to 
$4.50 per allowance.  If there is no change to the allowance price, then the 
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possible economic impacts are the same as presented in the 2010 cap-and-trade 
regulatory proposal. 

For this analysis, the impacts computed for the cap-and-trade regulation likely 
range of allowance prices (i.e., $15.00 to $30.00) are adjusted to reflect the new 
linked prices, and impacts are computed as the additional impact from the price 
increase.  That is, impacts are presented for the change in price from $15.00 to 
$15.75 and from $30.00 to $34.50. 

If the allowance price were to rise – a potential outcome presented in the 

Western Climate Initiative (WCI) linkage analysis – facilities in California would 

be able to invest in cost-effective emission reductions and sell excess allowances 

to facilities in Québec.  Figure V-1 depicts the economic dynamics that would 

arise if linking with Québec increases the California allowance price.  
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Figure V-1: Diagram of Economic Impacts to California of Linking with 
Québec 

 

Figure V-1 depicts the economic dynamics that will arise if linking with Québec 
results in an increase to the California allowance price.  What does this mean for 
California? To understand the potential changes, it is necessary to first examine 
how facilities make decisions about reducing their emissions. The left panel of 
Figure V-1 shows the marginal cost of making additional reductions.  The 
marginal cost of additional reductions is the added cost to achieve the next ton of 
emissions reductions that businesses will choose to make on-site in response to 
a higher carbon price.  Whenever the allowance price rises above the cost of 
making additional emissions reductions on-site, businesses will choose to make 
those reductions.  The economic analysis demonstrates that linking with Québec 
could result in California facilities making more on-site emissions reductions.  
These reductions would be financed by sales of allowances to Québec.  This 
would result in net benefits to California.   

The left panel of Figure V-1 indicates the possible change in California‘s 
allowance price.  Because the California market is much larger than the Québec 
market, even significant initial differences in allowances prices are unlikely to 
move the California price substantially in a linked market.  The right panel 
qualitatively depicts the anticipated costs and benefits associated with actions 
taken by California facilities in response to linkage with Québec.  The area of the 
shaded rectangle underneath the marginal abatement cost curve (the curved 
line) represents the sum of cost-effective investments that would be undertaken 
by California facilities in response to the price increase.  The whole of the shaded 
rectangle (above and below the curve) represents the revenues that will flow 
from Québec to California.  This revenue will more than compensate facilities for 
their investments in emission reductions.  Accordingly, the portion of the shaded 
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rectangle above the marginal abatement cost curve represents the gains from 
trade accruing to California.  Fundamentally, trading via a linked market is 
beneficial to both jurisdictions — on one side an entity can buy allowances at a 
lower cost than it can make reductions, on the other side an entity can sell 
allowances at a price that is greater than the cost of reducing emissions.  

The purpose of analysis of trade flow is to estimate the gains from trade, as 
described above, and to quantify the economy-wide effects of changes in the 
allowance price.  Staff performed this analysis using the energy supply and 
demand model (ENERGY 2020) operated by Systematic Solutions, Inc., which 
has previously been used by ARB and the WCI to estimate allowance and offset 
prices and associated impacts, and the Environmental Dynamic Revenue 
Analysis Model (E-DRAM), a model ARB uses to estimate the macroeconomic 
impacts of regulations on the California economy.  E-DRAM, which was provided 
under contract to ARB by Dr. Peter Berck of the University of California, Berkeley, 
was used to estimate the macroeconomic impacts of the proposed regulation on 
the statewide economy, including impacts on domestic product, personal income, 
and employment.   

Following the framework presented in Figure V-1, Energy 2020 was used to 
estimate the direct costs of incremental investments made in California and the 
amount of revenue accruing to California from the sale of allowances to Québec, 
while E-DRAM was used to estimate the 2020 economy-wide effects of changes 
in the allowance price and the flow of revenues accruing to California.  A 
drawback of this approach is that E-DRAM is a not a model of the combined 
California and Quebec economies.  That is, it is not designed to evaluate the 
effects of trade flows or investment of funds in California from linked jurisdictions, 
as is projected to occur under linkage with Québec.  To account for this, staff 
supplemented our traditional use of the E-DRAM model by performing a 
sensitivity analysis, further described in section G.  

F. ENERGY 2020 Estimated Energy Price Changes 

Table V-2 presents the estimated 2020 energy price increases that might result 
from a slightly higher California allowance price.  The estimated change in 
energy price from linking is small and potentially zero if offsets used to comply as 
a share of the offset use limit is 80 percent of greater.  If there is no change to 
the allowance price, then the possible economic impacts are the same as 
presented in the 2010 cap-and-trade regulatory proposal.  At expected energy 
prices, total energy demand in California decreases by about 0.1 to 0.4 percent 
with additional California emissions reductions of up to about 0.5 MMTCO2e. 

Table V-2: ENERGY 2020 Estimated Cap-and-Trade Energy Percentage 
Price Changes in 2020 over Changes Estimated in the October 2010 Cap-
and-Trade Regulation Package 
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Percentage Price 
Change 

$15.00 to $15.75 
/MMTCO2e (%) 

Percentage Price 
Change 

$30.00 to $34.50 
/MMTCO2e (%) 

Residential   

Electric 0.1 0.4 

Gas 0.3 1.8 

Oil 0.2 1.4 

LPG 0.1 0.6 

Commercial     

Electric 0.1 0.5 

Gas 0.4 2.1 

Oil 0.3 1.6 

LPG 0.1 0.8 

Industrial     

Electric 0.1 0.5 

Gas 0.3 1.7 

Coal 1.8 7.8 

Oil 0.2 1.1 

Transportation     

Gasoline 0.2 1.1 

Diesel 0.1 0.6 
LPG = liquefied petroleum gas 

 
Tables V-3 and V-4 present the estimated changes in investments and fuel 
expenditures for 2020 and the cumulative 2013 through 2020 changes that might 
result from a slightly higher California allowance price.  These values are 
additional to the changes reported in the cap-and-trade regulation economic 
analysis. 

In the Energy 2020 model expenditure, changes are based on historical 
responses to energy prices and changes in economic activity.  The investments 
are annualized using a 5 percent real capital recovery factor over the lifetime of 
the asset.  
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Table V-3: ENERGY 2020 Estimated 2020 Changes in Annualized 
Expenditures over Changes Estimated in the October 2010 Cap-and-Trade 
Regulation Package (Millions of 2007 Dollars) 

 
Price Change 

$15.00 to $15.75 
Price Change 

$30.00 to $34.50 

Investment     

Residential 8.0 47.8 

Commercial 6.9 41.2 

Energy-Intensive Industry 0.2 1.3 

Other Industry 0.1 0.7 

Transportation -4.2 -25.1 

Total 11.0 65.9 

Fuel Expenditures     

Residential -3.7 -22.2 

Commercial -0.8 -4.8 

Energy-Intensive Industry -2.7 -15.9 

Other Industry -2.4 -14.4 

Transportation -9.0 -53.9 

Total -18.5 -111.2 

Net Total     

Residential 4.3 25.6 

Commercial 6.1 36.4 

Energy-Intensive Industry -2.4 -14.6 

Other Industry -2.3 -13.7 

Transportation -13.2 -79.0 

Total -7.5 -45.3 

1. Energy-Intensive Industry includes Paper, Chemicals, Petroleum, Nonmetallic Minerals, 
Primary Metals, Mining except Oil and Gas, Oil and Gas Extra. 

2. Fuel Expenditures do not include allowance value. 
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Table V-4: ENERGY 2020 Estimated Cumulative (2013–2020) Changes in 
Annualized Expenditures over Changes Estimated in the October 2010 Cap-
and-Trade Regulation Package (Millions of 2007 Dollars) 

 
Price Change 

$15.00 to $15.75 
Price Change 

$30.00 to $34.50 

Investment   

Residential 26.7 160.1 

Commercial 23.8 142.6 

Energy-Intensive Industry 4.3 25.9 

Other Industry 1.0 5.8 

Transportation -12.0 -72.2 

Total 43.7 262.2 

Fuel Expenditures     

Residential -12.5 -75.1 

Commercial -5.4 -32.2 

Energy-Intensive Industry -13.5 -81.0 

Other Industry -11.6 -69.8 

Transportation -27.6 -165.7 

Total -70.6 -423.8 

Net Total     

Residential 14.2 85.0 

Commercial 18.4 110.4 

Energy-Intensive Industry -9.2 -55.2 

Other Industry -10.7 -64.0 

Transportation -39.7 -238.0 

Total -26.9 -161.7 

1. Energy-Intensive Industry includes Paper, Chemicals, Petroleum, Nonmetallic Minerals, 
Primary Metals, Mining except Oil and Gas, Oil and Gas Extra. 

2. Fuel Expenditures do not include allowance value. 

G. Economy-Wide Impacts from the cap-and-trade program 

The economy-wide modeling assumes that the California economy will grow by 
about 2.36 percent per year in the absence of a California cap-and-trade 
program.  The implementation of the cap-and-trade program, including linking 
with Québec, will not have a substantive impact on this growth—the economy will 
continue to grow.  To assess the economy-wide effects of the proposed 
regulation, the estimated allowance price, the expenditure changes, and offset 
expenditures for 2020 (Table V-3) are used as inputs to the E-DRAM model.   

As described in section E, the projected macroeconomic effect of linking with 
Québec is that some additional investment will flow into the state, as a result of 
Québec paying for lower cost reductions in California.  At allowance prices of 
$15.75 and $34.50, the modeling indicates that Québec could purchase about 
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18.3 and 14.4 million allowances, respectively, from California resulting in a flow 
of revenue into California of about $287 and $498 million. 

This investment flow is not explicitly modeled in E-DRAM, since it is a model of 
California with a lesser developed world trade sector.  However, to account for 
the effects of linking, staff simulated the economy-wide impact by injecting 
various amounts of revenue into California from outside of the state to capture 
the purchase of California allowances by entities in Québec.  While this approach 
cannot provide a precise estimate of the economy-wide effect of linking with 
Québec, it does show that the cumulative effects of linkage on the growth rate of 
the broader economy are likely to be small, whichever the direction of impact.   

Table V-5 reports the effects of linkage on Gross State Product, Personal Income, 
Income Per Capita, and Labor Demand for each of the highest and lowest values 
included in our sensitivity analysis.  In each case, the economy continues to grow.  
While growth does slow slightly in the case where no investment flows to 
California, this scenario should be thought of as a lower bound on the range of 
outcomes.  As described above, it is improbable that linking with Québec could 
result in higher prices in California without simultaneously spurring purchases of 
California allowances by facilities in Québec.  Table V-5a reports the percent 
change in Gross State Product and Personal Income for the various values of 
flows within the range simulated in our sensitivity analysis ($0-$500 million).  
These results reinforce that while certain entities may benefit from allowance 
sales or greater investment in emissions reductions, at the state level the linking 
regulation will not have a substantial impact on California business or consumers. 
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Table V-5: E-DRAM Estimated 2020 Economic Impacts of the California Cap-And-Trade Program Linking 
With Québec 

 
$15.00 

Reference
1
 

$30.00 
Reference

1
 

Price Change 
$15.00 to $15.75 

Price Change 
$30.00 to $34.50 

Gains to California from sale of 
allowances to Québec     $0 $300 Million $0 $500 Million 

       Gross State Product ($ Billions) $2,495 $2,491 $2,494 $2,495 $2,490 $2,491 

Personal Income ($ Billions) $2,021 $2,019 $2,021 $2,022 $2,018 $2,020 

Income Per Capita ($Thousands) $46.0 $46.0 $46.0 $46.0 $46.0 $46.0 

Labor Demand (Millions) 18.34 18.30 18.34 -
2
 18.29 -

2
 

  
  

Percent Change  

Gross State Product - - -0.01% 0.02% -0.04% 0.02% 

Personal Income - - -0.01% 0.03% -0.03% 0.03% 

Income Per Capita - - 0.00% 0.03% -0.01% 0.04% 

Labor Demand - - -0.02% - -0.07% - 

  Average Annual Growth (2007–2020) 

Gross State Product 2.35% 2.34% 2.35% 2.35% 2.33% 2.34% 

Personal Income 2.37% 2.36% 2.37% 2.37% 2.35% 2.36% 

Income Per Capita 1.21% 1.21% 1.21% 1.22% 1.21% 1.21% 

Labor Demand 0.89% 0.87% 0.89% - 0.86% - 

1. Cap-and-trade ISOR Appendix N Table N-8 Estimated size of economy at with no cap-and-trade program and at allowance prices of 
$15.00 and $30.00. 

2. The manner in which revenue from the sale of California allowances to Quebec was reintroduced into E-DRAM did not affect the 
calculation of Labor Demand in the model.  In the actual economy, labor demand would be affected by this inflow of revenue. . 
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Table V-5a: E-DRAM Estimated 2020 Economic Impacts of the California Cap-And-Trade Program Linking 
With Québec under Various Assumptions of Allowance Sales Revenue  

  

Percent Change from No Linking Case  
Revenue from the Sale of California Allowances to Québec ($Millions) 

  $0  $100  $200  $300  $400  $500  

$15.00 to $15.75       

Gross State Product -0.01% 0.00% 0.01% 0.02% n/a n/a 

Personal Income -0.01% 0.00% 0.02% 0.03% n/a n/a 

             

$30.00 to $34.50 
 Gross State Product -0.04% -0.03% -0.02% -0.01% 0.00% 0.02% 

Personal Income -0.03% -0.02% -0.01% 0.01% 0.02% 0.03% 
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H. Potential Impacts on Small Business 

Very few small businesses have enough emissions to be regulated directly under 
the cap-and-trade program.  Most small business impacts will be indirect and 
result from changes in energy expenditures.  There is no single definition of 
―small business,‖ but using a simple classification of less than 100 employees, 
roughly 98 percent of California businesses could be considered small.    

Dun and Bradstreet (D&B) provided ARB with data that estimates the portion of 
revenue that businesses spend on energy.  The data are based on D&B 
marketing files from approximately 17 million businesses nationwide, including 
over 2.1 million in California.  The annual spending on electricity and natural gas 
was calculated for affected businesses as follows: D&B collected data on 
monthly electric and natural gas bills for approximately 628,000 businesses 
nationally from 18 electrical utility providers nationwide, including two California 
utilities, from April 2007 to March 2008. 

 Annual spending on electricity and natural gas were calculated for these 
businesses by summing up monthly bills. 

 Of the 628,000 businesses nationwide, D&B has revenue data for 210,000 
of these businesses. 

 Revenue data were available for a greater number of large businesses in 
the sample.  Thus, the sample distribution was adjusted to represent the 
true universal distribution of the D&B database of 17 million businesses. 

Table V-6 provides a list of the California industries with the greatest 
expenditures on energy as percentage of their revenue and an estimate of the 
change in spending on energy that could result from the proposed regulation.  
These industries are primarily service-related and serve local markets and most 
businesses in these industries would be considered small businesses.  The 
spending change is estimated as follows: 

Spending Change = (Change in 2020 energy prices) x (% of revenue spent  
on electricity and natural gas) 
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Table V-6: Range of Impact on Average Percentage of Revenue Spent on 
Energy (%) 

SIC Business Category 

Energy 
Expenditures/ 
Revenue (%) 

Change 
$15.75 

(%) 

Change 
$34.50 

(%) 

7215 Coin-Operated Laundries and Cleaning 22 0.07 0.36 

7219 Laundry and Garment Services 15 0.04 0.21 

8641 Civic and Social Associations 14 0.03 0.16 

7021 Rooming and Boarding Houses 14 0.04 0.18 

7041 Membership-Basis Organization Hotels 14 0.03 0.18 

7033 Trailer Parks and Campsites 13 0.03 0.15 

7241 Barber Shops 12 0.03 0.14 

6719 Holding Companies 12 0.03 0.14 

7011 Hotels and Motels 11 0.03 0.13 

7032 Sporting and Recreational Camps 11 0.02 0.10 

8351 Child Day-Care Services 10 0.02 0.12 

8231 Libraries 10 0.02 0.10 

5461 Retail Bakeries 10 0.02 0.10 

5813 Drinking Places 10 0.02 0.11 

7231 Beauty Shops 10 0.02 0.11 

SIC = Standard Industrial Classification code 

Under the possible change in allowance price, most sectors experience less than 
a half of a percent change in the share of revenue spent on energy.  The majority 
of the listed business categories are those that serve local markets such as 
trailer parks and camps, hotels, barbershops, and bakeries).  Out-of-state 
businesses cannot serve these local markets.  As a result, most California small 
businesses are not likely to face competitiveness issues relative to out-of-state 
businesses. 

I. Potential Impacts on Individual Consumers 

Individual consumers will not be directly affected by the cap-and-trade program, 
but will be indirectly affected though changes in energy prices.  Households that 
produce less CO2 (directly via energy consumption and indirectly via 
consumption of goods and services that are produced or distributed using 
energy) will be less affected than those that produce more CO2.  Assessing how 
energy price changes affect consumer welfare will depend on how income from 
allowance auctions is used to compensate consumers.  

Table V-4 detailed the estimated cumulative (2013–2020) changes in investment, 
operating, and maintenance and fuel expenditures for the residential and 
transportation sectors resulting from the proposed regulation.  Together these 
sectors increase their spending on energy efficiency by about $14.6 to $87.9 
million or about 0.3 to 1.5 percent.  With about 12.2 million households in the 
state, an average household might spend less than $1.00 per year extra from the 
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proposed regulation.  Furthermore, energy savings could offset some or all of 
these increased expenditures.  

J. Potential Cost to Local, State, and Federal Agencies 

The proposed linking regulation could increase direct compliance costs for the 
State Department of Water Resources (DWR), which directly imports electricity 
from Reid Gardner, a coal-fired plant.  ARB understands that the DWR will not 
import power from Reid Gardner after July 2013.  Based on 2009 annual 
emissions of about 1.2 million tons per year, at higher allowance prices DWR 
could incur additional costs of $0.3 to $1.9 million in FY 2012–13 and $0.06 to 
$0.3 million in FY 2013–14 (Table V-7).  

Table V-7 Estimated Annual Cost to State Entities 

 
Additional Allowance Purchase Costs* 

($ Millions) 

 FY 2012–2013 FY 2013–2014 FY 2014–2015 

University of California 0.2–1.2 0.4–2.5 0.4–2.6 

California State University 0.02–0.1 0.05–0.3 0.05–0.3 

DWR (Reid Gardner) 0.3–1.9 0.1–0.3 0.0  

Total 0.5–3.2 0.5–3.1 0.5–2.9 

*Assumes that the allowance price grows at a rate of 5 percent per year between 2013 and 2020 
terminating at either $15.75 or $34.50 in 2020 instead of $15.00 and $30.00. 

The regulation could also impose additional costs on the University of California 
and California State University systems.  GHG emissions from eight on-site 
electricity generation units were 744,315 tons and 84,487 tons in 2009 for the UC 
system and CSU system, respectively.  

At higher allowance prices, the University of California system could incur 
additional costs of $0.2 to $1.2 million in FY 2012–13, $0.4 to $2.5 million in FY 
2013–14, and $0.4 to $2.6 million in FY 2014–15.  The California State University 
system could incur additional costs of $0.02 to $0.1 million in FY 2012–13, $0.05 
to $0.3 million in FY 2013–14 and $0.05 to $0.3 million in FY 2014–15. 

K. Assessment of Alternatives1 

Alternative 1, No Project Alternative: No linkage 

The ―No Project‖ Alternative defines a scenario in which ARB would not link the 
California cap-and-trade program to Québec‘s cap-and-trade program.  Under 
this alternative, California entities could not use Québec-issued allowances or 

                                            

1
  See ISOR Chapter VI, Alternatives Analysis, for a complete description of the alternatives. 
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offsets to comply with their surrender obligation, nor could Québec entities use 
California-issued allowances or offsets to comply with their surrender obligation.   

By not linking with Québec, California would miss an opportunity to enable a 
broader, more liquid and better functioning market, and greater GHG emissions 
reductions under a regional program with more covered entities.  By foregoing 
linking, ARB would also be in conflict with direction in AB 32 (AB 32, Nuñez, 
Statutes of 2006, Chapter 488, Section 38564) that requires the maximizing of 
GHG emission reductions through coordinated sub-national efforts by enhancing 
individual jurisdictions‘ actions through a collaborative effort. 

Alternative 2, Wait to link with additional WCI States or Jurisdictions 

California would defer linkage with Québec until additional WCI member states or 
jurisdictions are ready for linkage.  Under this alternative, no allowances or offset 
credits in Québec‘s program could be used for compliance in the California 
market at this time. 

The benefits and costs of this alternative are impossible to quantify without 
knowing exactly which jurisdictions would be linking with the California market 
and when.  Differences could be positive or negative. 

ARB also considered two variations to Alternative 2. 

A. Delay linkage until after California and Québec‘s programs have started 
operating. 

B. Delay linkage until other provisions in California‘s regulation are finalized. 

In either variation, delaying linking simply shifts any price change (and therefore 
economic impact of the program) to a later date.  Any air quality benefit would 
also be shifted to a later date. 

Alternative 3, Unilateral Linkage without Offsets  

Allowances directly allocated or auctioned by California and Québec would be 
accepted for compliance in both programs.  However, offset credits generated in 
Québec would not be accepted for compliance within the California program.  

This alternative will yield either the same benefit and cost as the regulation or 
greater costs since some potentially lower cost offsets would not be available for 
use in California.  It is impossible to quantify the difference without knowing the 
volume and price of Québec offsets that would have been used in the California 
that would now excluded. 

Alternative 4, Linkage with Restricted Québec Offsets  



 

99 

 

Allowances originating from either California or Québec could be used to comply 
with both programs.  However, only offset credits generated from project types in 
Québec, which are the same as those approved in the California program, could 
be used for compliance by California entities. 

This alternative will yield either the same benefit and cost as the regulation or 
greater costs, since some potentially lower cost offsets would not be available for 
use in California.  It is impossible to quantify the difference without knowing the 
volume and price of Québec offsets that would have been used in the California 
that would now excluded. 

L. Model Details 

1. ENERGY 2020 

ENERGY 2020 is an integrated multi-region energy model that provides 
complete and detailed simulations of the demand and supply picture for all fuels.  
The model simulates demand by three residential categories, over 40 North 
American Industrial Classification System (NAICS) commercial and industrial 
categories, and three transportation services.  There are approximately six end-
uses per category and six technology/mode families per end-use.  Currently the 
technology families correspond to six fuel groups (oil, gas, coal, electric, solar, 
and biomass) and 30 detailed fuel products. 

Supply sectors include electricity, oil, natural gas, refined petroleum products, 
ethanol, landfill gas, and coal supply.  For electricity, the model includes 
endogenous (i.e., calculated by the model) simulation of capacity 
expansion/construction, rates/prices, load-shape variation due to weather, and 
changes in regulation.  For the other supply sectors the prices are set 
exogenously.  The model includes pollution accounting for combustion (by fuel, 
end-use, and sector), non-combustion, and non-energy (by economic activity) for 
six GHGs: carbon dioxide (CO2), methane (CH4), nitrous oxide (N2O), sulfur 
hexafluoride (SF6), perfluorocarbons (PFCs), and hydrofluorocarbons (HFCs). 

The model simulates decisions by energy users for each end-use, including: fuel 
choice; investment in end-use efficiency (e.g., by purchasing devices that are 
more efficient than the minimum required by standards); and end-use utilization 
(i.e., how much the device is used).  End-use-specific choices are simulated as 
needed, such as mode choice for freight movement and passenger 
transportation.  Choices are simulated based on costs (e.g., increased capital 
costs versus the value of fuel saved) as well as on non-price attributes (e.g., 
convenience or the acceptance of the technology).  Past purchasing behavior is 
used to calibrate the non-price choice parameters for each end-use. 

ENERGY 2020 can provide insight into the following: 

 Changes in fuel prices associated with allowance prices 
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 Emissions reductions by year and sector 

 Changes in fuel expenditures by year and sector 
 Changes in investment by year and sector 

ENERGY 2020 does not estimate changes in state output, income, employment, 
or the redistribution of potential allowance revenue.  These questions are 
addressed using the E-DRAM model, discussed below. 

The general structure of ENERGY 2020 is provided in Figure V-1.  The energy 
demand Sector interacts with the energy supply sector to determine the 
equilibrium levels of demand and energy prices.  The energy demand sector is 
driven by the economic sector, but it also feeds back inputs to the economic 
sector in terms of investments (in energy-using equipment and processes) and 
energy prices.  The model has a simplified economic sector so as to capture the 
linkages between the energy system and the overall economy.  However, the 
model is best run when combined with a macroeconomic model. 

The model assumes that energy demand results from using capital stock in the 
production of output.  For example, the industrial sectors produce goods, which 
require energy for production; the commercial sectors require buildings in order 
to provide services; and the residential sector needs housing.  The amount of 
energy consumed in any end-use is based on energy efficiencies.  For example, 
the energy efficiency of a house, along with the efficiency of the furnace, 
determines how much energy the house uses to provide the desired warmth. 

The model simulates investment in energy-using capital (e.g., buildings and 
equipment) from installation to retirement through three age classes, or vintages.  
This capital represents embodied energy requirements that will result in a 
specified energy demand as the capital is utilized, until it is retired or modified. 
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Figure V-1: ENERGY 2020 Overview 

 

The size and efficiency of the capital stock, and therefore the energy demands, 
change over time as consumers make new investments and retire old equipment.  
Consumers determine which fuel and technology to use for new investments 
based on perceptions of cost and utility.  Marginal tradeoffs between changing 
fuel costs and efficiency determine the capital cost of the chosen technology.  
These tradeoffs are dependent on perceived energy prices, capital costs, 
operating costs, risks, access to capital, regulations, and other imperfect 
information. 

The model formulates the energy-demand causally using historical relationships 
of output, energy demand, and technology.  Rather than using price elasticities to 
determine how demand reacts to changes in price, the model explicitly identifies 
the multiple ways in which price changes influence the economics of alternative 
technologies and behaviors, which in turn determine consumers‘ demand.  The 
model accurately recognizes that price responses vary over time, depending on 
factors such as the rate of investment, age and efficiency of the capital stock, 
and relative prices of alternative technologies. 

The energy requirement embodied in the capital stock can be changed only by 
new investments, retirements, or retrofitting.  The efficiency with which capital 
uses energy has a limit determined by technological or physical constraints.  The 
efficiency of the new capital purchased depends on the consumer‘s perception of 
the trade-off between efficiency and other factors such as capital costs.  For 
example, as fuel prices increase, the efficiency that consumers choose for a new 
furnace is increased despite higher capital costs.  The amount of the increase in 
efficiency depends on the perceived price increase and its relevance to the 
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consumer‘s cash flow.  Cumulative investments determine the average 
―embodied‖ efficiency.  The efficiency of new investments versus the average 
efficiency of existing equipment is one measure of the gap between realized and 
potential conservation savings. 

2. E-DRAM Model 

The Environmental Dynamic Revenue Assessment Model (E-DRAM) is a static 
computable general equilibrium (CGE) model of the California economy.2 
Computable general equilibrium models are standard tools of empirical analysis, 
and they are widely used to analyze the aggregate impacts of policies whose 
effects may be transmitted through multiple markets.  The E-DRAM model was 
developed by Dr. Peter Berck of the University of California, Berkeley, in 
collaboration with the California Department of Finance and the Air Resources 
Board.  The current model includes 188 distinct sectors: 120 industrial sectors, 2 
factor sectors (labor and capital), 8 household sectors, 9 consumption sectors, 1 
investment sector, 45 government sectors, and 1 sector that represents the rest 
of the world. 

The E-DRAM model does not a produce a forecast of the future.  Rather, it 
constructs a future-year reference case from existing forecasts of income, 
population, and energy use.  Together, income and energy growth imply an 
estimate of technical progress.  In this analysis, growth in E-DRAM has been set 
so that it is in agreement with the growth assumptions used in ENERGY 2020. 

The model solves for the set of commodity and factor prices, and the levels of 
industry activity and household income that clear all markets in the economy, 
given aggregate factor endowments, households‘ consumption technologies 
(specified by their utility functions), and industries‘ transformation technologies 
(specified by their production functions).  The model derives a price for the output 
of each of the 120 industrial sectors, a price for labor (called the ―wage‖), and a 
price for capital services (the ―rental rate‖). 

The basic relationships in E-DRAM are shown in the circular-flow diagram in 
Figure V-2.  The outer set of flows, shown as solid lines, are the flows of ―real‖ 
items, goods, services, labor, and capital.  The inner flows, shown as dashed 
lines, are monetary flows.   

Households buy goods and services from the goods-and-services markets and 
give up their expenditure as compensation.  They sell capital and labor services 

                                            

2
 Static in this respect means that E-DRAM solves for a single year and that the solution in that 

year is not tied to decisions made in previous years. 
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on the factor markets and receive income in exchange.  There are eight separate 
household types distinguished by California marginal personal income tax 
brackets.  A detailed description of the demand for goods and services is given in 
Chapter III of the DRAM report (Berck 1996). 

Figure V-2: The Complete E-DRAM Circular-Flow Diagram 

 

 

 

 

 

 

 

 

 

 

 

Firms supply goods and services to the goods-and-services market in return for 
revenues.  Firms demand capital and labor from the factor markets and in return 
pay wages and rents.  Firms also purchase intermediate goods from other firms.  
The expense of buying the input is a cost of production.  Chapter IV of the DRAM 
report contains the model specification for these types of transactions, which are 
based on a national input-output table. 

California is an open economy, which means that it trades goods, services, labor, 
and capital readily with other states and countries.  In this model, all agents 
outside California are aggregated into one group, called ―Rest of World.‖ That is, 
no distinction is made between the rest of the United States and foreign countries.  
California interacts with two types of rest-of-world agents: foreign consumers and 
foreign producers. 

Producers sell goods on the (final) goods-and-services markets and on the 
intermediate markets (i.e., they sell goods to both households and firms).  The 
model takes these goods as being imperfect substitutes for the goods made in 
California.  The degree to which foreign and domestic goods substitute for each 
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other is very important, and the evidence is described in Chapter V of the DRAM 
Report.  Foreign households buy California goods and services on the goods-
and-services markets.  They and foreign firms both can supply capital and labor 
to the California economy, and domestic migration patterns are described in 
Chapter VIII of the DRAM Reports. 

Finally, government is considered by combining the taxing and spending effects 
of the three levels of government (federal, state, and local).  Government buys 
goods and services and gives up expenditures.  It supplies goods and services, 
for which it may or may not receive revenue.  Government also supplies factors 
of production, such as roads and education.  And government makes transfers to 
households, which are not shown in the diagram.  Chapter II of the DRAM Report 
includes a detailed description of the government activities in the model. 

3. ENERGY 2020 in Combination with E-DRAM 

Results from ENERGY 2020 are used in combination with the E-DRAM model to 
further examine the potential economic impacts of the cap-and-trade program.  
Figure V-3 provides a summation of the information presented in the previous 
sections and highlights how further analysis can be performed using ENERGY 
2020 together with E-DRAM. 

As shown, both models rely on some of the same input data, but ENERGY 2020 
focuses more on energy supply and demand, while E-DRAM focuses on the 
economic relationships between producers, consumers, and government.  The 
intent of this portion of the analysis is to use the information produced by the 
detailed energy model to further investigate the broader economic impacts of the 
cap-and-trade program, which are better estimated in E-DRAM. 

The ENERGY 2020 model results that are passed on to E-DRAM include: 

 CO2 allowance price  

 Changes in device and process efficiency investment  

 Changes in operating and maintenance costs 

 Changes in fuel expenditures 
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Figure V-3: ENERGY 2020 and E-DRAM Models 

 

CO2 Allowance Price.  The allowance price is represented in E-DRAM by 
increasing the prices of electricity, natural gas, and transportation fuel by 
amounts that reflect the average carbon content of each fuel at a given 
allowance price.  For this analysis, all allowance value is assumed to remain in 
state and is returned to Californians as income.   

Investment and Fuel Expenditure Changes.  The changes in investment and fuel 
expenditure generated by ENERGY 2020 are captured in the E-DRAM model as 
changes in technology and consumer-expenditure patterns. 

The ENERGY 2020 model simulates energy demand and investment at the end-
user, or consumer, level.  Therefore, all ENERGY 2020 results are applied in 
E-DRAM at the consumer level.  The consumer in this respect is both a 
household that consumes finished goods and a producer that consumes 
intermediate goods in the production process. 

Figure V-4 provides a picture of the ENERGY 2020 to E-DRAM model-to-model 
mapping of expenditures.  Column 1 indicates the ENERGY 2020 expenditure 
category that will be passed on to E-DRAM.  Column 2 indicates the level of 
aggregation that will be used in both models.  The two models each have 
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considerable detail, but to make the sharing of information tractable, it is 
preferable to deal with aggregations.  In this analysis, the ENERGY 2020 
investment and fuel-expenditure changes are applied in E-DRAM to six broad 
sector aggregations.  These groupings are Residential, Commercial, Energy-
Intensive Industrial, Other Industrial, Passenger Transportation, and Freight 
Transportation.3 Column 3 provides information about the ENERGY 2020 end-
uses, which are useful for determining the appropriate E-DRAM categories that 
are on the receiving end of the expenders (shown in Column 4). 

For example, the Residential sector demands energy to operate different devices.  
Implementing the cap-and-trade program in ENERGY 2020 causes expenditures 
by the Residential sector on these devices, and thereby the fuel needed to power 
these devices to change.  In E-DRAM, these changes are represented as 
increases or decreases in spending by the Residential sector to the appropriate 
E-DRAM device and fuel sectors. 

These expenditure changes are implemented in E-DRAM by adjusting the 
model‘s Social Accounting Matrix (SAM), which represents all of the economic 
transactions that take place within a regional economy during a particular 
benchmark period.  The entries along a row in the SAM show each payment 
received by a particular sector.  The entries down a column in the SAM show the 
expenditures made by a particular sector.  For accounting purposes, a SAM must 
balance—that is, each row sum and corresponding column sum must be equal.  
This balancing ensures that all money received by firms is spent and that no 
money leaks out of the economy.  The original SAM provides the basis for what 
the reference-case economy looks like, and the altered SAM indicates what the 
economy looks like with the imposition of a cap-and-trade program. 

 

                                            

3
 Industrial sectors are the goods-producing sectors, while commercial sectors are the non-

goods-producing sectors such as wholesale trade, retail trade, or services. 
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Figure V-4: ENERGY 2020 Mapping to E-DRAM 

Expenditure 
Energy 

Consumer End-use E-DRAM Sector 

 
Device 

 
Residential 
Commercial 

 
Air Conditioning 
Lighting 
Refrigeration 
Space Heating 
Water Heating 
Other Non-Subs* 
Other Subs** 

 
Refrigeration and Air Conditioning 
Wholesale Durable Goods 
Machinery Manufacture 

 
Industrial 
- Energy-Intensive 
- Other 

 
Motors 
Process Heat 
Other Subs  
Off Road 
Miscellaneous 

 
Refrigeration and Air Conditioning 
Wholesale Durable Goods 
Machinery Manufacture 

 
Transportation 
- Passenger 
- Freight 

 
Vehicle type 

 
Retail Vehicles and Parts 
Automobile Manufacturing 

 
Process  

 
Residential 
Commercial 
Industrial 
- Energy-Intensive 
- Other 

 
Building Efficiency 

 
Retail Building Materials 

 
Operating and 
Maintenance 

 
Residential 
Commercial 
Industrial 
- Energy-Intensive 
- Other 

  
General increase in all intermediate 
goods 

 
Fuel 

 
Residential 
Commercial 
Industrial 
- Energy Intensive 
- Other 
Transportation 
- Passenger 
- Freight 

 
All end-uses 

 
Electrical Power Distribution 
Natural Gas Distribution 
Retail Gasoline Stations 

* Other Non-Subs = Other devices that operate only on electricity 
** Other Subs = Other devices that operate on multiple fuel types 

 

As shifts in expenditures are made, the SAM is rebalanced so that the sum of the 
rows equals the sum of the columns.  In particular, the increase in Consumer 
Transportation sector spending for automobiles has the effect of reducing 
expenditures on all other Consumer Transportation goods.  The decrease in fuel 
expenditures has the effect of increasing expenditures on all other Consumer 
Transportation goods.  The model is then resolved for a new set of commodity 



 

108 

 

and factor prices, and the levels of industry activity and household income that 
clear all markets—and their impacts—are measured as the change from the 
original SAM reference solution. 
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VI   ALTERNATIVES ANALYSIS 

This Chapter provides an analysis of the alternatives to the proposed 
amendments for the cap-and-trade regulation that staff considered.  The 
discussion below describes the alternatives for linking California‘s and 
Québec‘s cap-and-trade programs.  For each of the alternatives, staff 
outlines the costs and benefits of the approach and explains why it chose 
to propose the cap-and-trade regulation and incorporated design features.  

A. Alternatives to the Proposed Amendments to the cap-and-trade 
program  

Staff analyzed four alternatives to the proposed amendments to the cap-
and-trade regulation:  
 

 Do not link the California and Québec cap-and-trade programs. (no 
project).  

 Wait to link with additional WCI states or jurisdictions.  

 Linkage with no Québec offsets.  

 Linkage with restricted Québec offsets.  
 
In evaluating these alternative approaches to the proposed regulation, 
ARB staff found that none were as, or more, effective than a linked cap-
and-trade program in carrying out the goals of AB 32.  Further, none of the 
options that would have enabled California to meet AB 32 goals were as 
cost-effective as the proposed cap-and-trade regulation.  Staff provides a 
discussion of each alternative in the following sections.  

1. No Linkage (“No Project” Alternative) 

The ―No Project‖ Alternative defines a scenario in which ARB would not 
link the California cap-and-trade program to Québec‘s cap-and-trade 
program.  Under this alternative, California entities could not use Québec-
issued allowances or offsets to comply with their surrender obligation, nor 
could Québec entities use California-issued allowances or offsets to 
comply with their surrender obligation.   

By not linking with Québec, California would miss an opportunity to enable 
a broader, more liquid and better functioning market, and greater GHG 
emissions reductions under a regional program with more covered entities.  
By foregoing linking, ARB would also be in conflict with direction in AB 32 
(AB 32, Nuñez, Statutes of 2006, Chapter 488, Section 38564) that 
requires the maximizing of GHG emission reductions through coordinated 
sub-national efforts by enhancing individual jurisdictions‘ actions through a 
collaborative effort.  
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While linkage would require California to forfeit some control over where 
the reductions occur (i.e., out-of-state versus in state), staff believes the 
establishment of a regional program with Québec will demonstrate the 
viability of a regional program and will encourage other WCI states and 
jurisdictions to join and establish an even broader market with greater 
GHG emissions reductions.  Furthermore, the economic analysis suggests 
that it is possible additional reductions will be realized in California if our 
program is linked to Québec‘s program relative to unlinked California and 
Québec programs. 

2. Wait to link with additional WCI States or Jurisdictions 

Another alternative to adopting the proposed amendments to the cap-and-
trade regulation would be to defer linkage to Québec until additional WCI 
member states or jurisdictions are ready for linkage.  If this alternative 
were pursued, California entities would not be able to use Québec-issued 
allowances or offsets to comply with the California regulation.  Nor could 
Québec entities use California-issued allowances or offsets to comply with 
their compliance obligations.  

 
As with the ―No Project‖ alternative, the benefits of a broader market for 
California entities would also not be seen if there were a deferral in linking 
California and Québec‘s cap-and-trade programs.  ARB would also be 
seen as nonresponsive to AB 32 requirements to pursue sub-national 
collaborative efforts to achieve greater GHG emissions reductions than 
California could achieve on its own.  
 
Under this alternative, it is also unclear when any future program linkage 
would occur.  While the WCI emissions trading group consists of several 
Canadian provinces that have been active in the development of the 
requirements for a regional WCI market program, at this time only Québec 
has established a cap-and-trade program (Government of Québec 2011).  

 
While deferring linkage may allow for a broader market than one with just 
linkage to Québec, it is important to take this first step now and develop a 
regional program to which other jurisdictions can link.  As described in 
Appendix B, significant time and effort have been spent to develop and 
enable a regional cap-and-trade program.  The successful linkage of the 
California and Québec cap-and-trade programs will be a clear signal that 
California is taking the next step to work with other sub-national 
jurisdictions to address climate change and increase GHG emission 
reductions through cost-effective methods for its covered entities.  
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a. Sub-Alternatives 

ARB received comments suggesting consideration of two alternatives to 
the proposed action that fall within this delay linkage alternative.  

i. Suggestion A. Consider delaying linkage until after California 
and Québec’s programs have started operating. 

If Suggestion A were pursued, California entities would not be able to use 
Québec-issued allowances or offset credits to fulfill their compliance 
obligation until an undetermined period.  The equivalent would be true for 
Québec.  It is unclear how long the program would need to ―operate‖ 
before beginning to pursue linkage. 

 
As with the pervious alternative, the Suggestion A would prevent 
California from further maximizing global greenhouse gas emission 
reduction, broadening the compliance market, and maximizing 
environmental benefits.  

 
For the reasons described, staff does not recommend endorsing this 
alternative.  

ii. Suggestion B. Delay linkage until other provisions in 
California’s regulation are finalized.  

Staff does not believe Suggestion B is an alternative to linking California 
and Québec‘s cap-and-trade programs.  Staff already finalized the 
provisions of California‘s cap-and-trade regulation.  The provisions 
became effective on January 1, 2012.  Consequently, Suggestion B will 
not be considered as an alternative to the proposed action, as it does not 
present anything other than the ―No Project‖ alternative already listed. 

3. Linkage with No Québec Offsets 

Another alternative to the proposed amendments to the cap-and-trade 
regulation is to link the California and Québec cap-and-trade programs, 
but only Québec-issued allowances would be fungible in the California 
program.  Under this alternative, California entities could use Québec-
issued allowances to comply with compliance obligations, but not Québec-
issued offsets.  Québec entities could still use both California-issued 
allowances and offsets to comply with their compliance obligations if the 
Québec regulation were to allow this.  
 
This alternative for linkage would be inconsistent with the design of a 
regional cap-and-trade program as provided for in the Design 
Recommendations for the WCI Regional cap-and-trade program (Western 
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Climate Initiative 2010).  The WCI regional cap-and-trade program 
envisioned fungibility of both allowances and offsets between linked 
jurisdictions.  This design maximizes the amount and types of compliance 
instruments for all entities in the regional program, thus establishing a 
broad and liquid market.  This alternative would not support the 
establishment of a truly broad and liquid market for all entities.  It does not 
make it possible for California entities to fully benefit from the cost benefit 
provided by offsets in providing a cap on allowance prices as would occur 
with the inclusion of all available compliance instruments in a regional 
program (CARB 2010b).   
 
Under this alternative, California entities may have a greater demand for 
Québec-issued allowances.  Québec entities may maximize the use of 
Québec or California-issued offsets to comply with their compliance 
obligations to make Québec allowances available for California‘s entities.  
As a result, Québec may see fewer GHG emissions reductions within its 
province due to an increase in the use of offsets that may originate 
anywhere in Canada and the United States (issued by Québec and 
California, respectively).  This alternative does not equitably maximize the 
potential for onsite reductions at entities within California and Québec.  It 
also does not equitably maximize the potential for any additional 
environmental benefits associated with onsite GHG emission reductions at 
entities within California and Québec.  Subnational collaboration can only 
be successful if all linked jurisdictions are equally able to benefit from the 
broad market established in a regional program.  

4. Linkage with Restricted Québec Offsets 

Another alternative to the proposed amendments to the cap-and-trade 
program is to link with Québec but restrict the types of offsets that 
California entities could use to comply with the California regulation.  
Under this alternative, allowances originating from either California or 
Québec could be used to comply with both programs.  However, only 
offset credits generated from project types in Québec, which are issued for 
the same project types as those approved in the California program, could 
be used for compliance by California entities. 
 
As part of this rulemaking process, staff discussed how the Québec offset 
program will work and expect that it will meet the requirements of the WCI 
(Western Climate Initiative 2012) and expect it will be equivalent in rigor to 
California‘s program.  The description of these discussions with Québec‘s 
officials can be found in Chapter lll.  This alternative would restrict the 
types of Québec issued offsets accepted by California based on project 
type and no other criteria.   
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Linkage with restricted offsets, would result in the same types of 
abatement response as the proposed regulation at potentially greater 
costs since offsets from Québec would not be available for use by covered 
entities in California. 
 
To date, California has adopted four protocols for forestry projects, urban 
forestry projects, ozone depleting substances projects, and livestock 
projects (title 17, California Code of Regulations, section 95973).  Under 
this alternative, California would only allow participants in California‘s cap-
and-trade program to use offsets issued by Québec for these four project 
types.  The list of project types would expand as California and Québec 
adopt additional compliance offset protocols that are for the same project 
types.  This means the Québec-issued offset credits for small landfill 
projects, once Québec has a regulation in place to issue these offset 
credits, would not be allowed in California as California does not have a 
small landfill project protocol.  This is just one example of how each 
jurisdiction will be allowed to adopt compliance offset protocols that meet 
the regional additionality test and AB 32 and WCI offset criteria (Western 
Climate Initiative 2010b), but may not be applicable across all jurisdictions.   
 
This alternative would result in similar types of behavior by Québec and 
California entities as described in the ‗No Linkage with Québec Offsets‘ 
alternative.  This alternative would not support the establishment of a 
broader and more liquid market for all entities.  Nor, does it make it 
possible for California entities to fully benefit from the cost containment 
benefits provided by offsets as would occur with the inclusion of all 
available compliance instruments (both offsets and allowances) in a 
regional program (CARB 2010b). 
 

As described above, no alternative considered by the agency would be more 
effective in carrying out the purpose for which the regulation amendments are 
proposed or would be as effective or less burdensome to affected private 
persons than the proposed amendments. 

Justification for adoption of regulations different from federal regulations 
contained in the Code of Federal Regulations 
 
The federal government has not adopted a cap-and-trade program.  Therefore, 
California‘s regulations are not different from those regulations.  If the federal 
government adopts a cap-and-trade program, California will review its own 
program to ensure the programs are complementary. 
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VII   SUMMARY AND RATIONALE FOR PROPOSED 
REGULATION  

The proposed amendments to the Cap-and-Trade Regulation are designed to 
help staff implement the cap-and-trade program and increase market security. 
This section discusses the requirements and rationale for each provision of the 
proposed amendments to the Cap-and-Trade Regulation.  

Subarticle 2. Purpose and Definitions.  

Section 95802. Definitions.  

Summary of Section 95802(a)(1). 

New section 95802(a)(1) is added to provide a definition of account viewing 
agent.   

Rationale for Section 95802(a)(1). 

The Account viewing agent is authorized by a registered entity to view all 
information contained in the tracking system on the entity‘s accounts.  The 
account viewing agent replaces the existing provisions for electronic submission 
agent.   

Summary of Section 95802(a)(6). 

Existing section 95802(a)(6) is deleted to remove the definition for ―agent‖ as it is 
used in the context of beneficial holdings provisions in section 95834.   

Rationale for Section 95802(a)(6). 

The definition is removed to reflect the removal of beneficial holdings language 
from section 95834. 

Summary of Section 95802(a)(9). 

Existing section 95802(a)(9) is modified to reflect the change in terminology from 
―alternate authorized account representative‖ to ―alternate account 
representative‖ contained in section 95832. 

Rationale for Section 95802(a)(9). 

The change is needed as the definitions of account representatives and agents 
have changed to reflect the central role that will be played by the primary account 
representative.  That person will be informed of all actions taken on the 
represented entity‘s accounts. 

Summary of Section 95802(a)(17). 
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Existing section 95802(a)(17) is modified to reflect an expansion of the allowance 
auction from only selling California GHG allowances to include the sale of 
allowances from any linked jurisdiction. 

Rationale for Section 95802(a)(17). 

This provision is needed to ensure auction rules apply to all allowances 
auctioned and to allow the auction of other jurisdictions‘ allowances. 

Summary of Section 95802(a)(21). 

Existing section 95802(a)(21) is deleted to remove the definition for ―Authorized 
Account Representative.‖ 

Rationale for Section 95802(a)(21). 

The term ―authorized account representative‖ is replaced with the term ―primary 
account representative,‖ the definition for which is added to new section 
95802(a)(206). The change is needed to reflect the central role that will be 
played by the primary account representative.  That person will be informed of all 
actions taken on the represented entity‘s accounts. 

Summary of Section 95802(a)(28). 

Existing section 95802(a)(28) is deleted to remove the definition for ―beneficial 
holding.‖ 

Rationale for Section 95802(a)(28). 

This change is needed to reflect the removal of beneficial holdings language from 
section 95834. 

Summary of Section 95802(a)(44). 

Existing section 95802(a)(44) is modified to remove the term ―six‖ used ahead of 
the term ―primary greenhouse gasses.‖  The section is also renumbered to 
section 95802(a)(42). 

Rationale for Section 95802(a)(44). 

This change is needed to clarify that there are more than six primary greenhouse 
gases with the addition of nitrogen trifluoride (NF3) to the definition of 
greenhouse gases to new definition 95802(a)(119). 

Summary of Section 95802(a)(55).  
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Existing section 95802(a)(55) is modified to expand the definition of ―compliance 
instrument‖ to include instruments issued by linked jurisdictions.   

Rationale for Section 95802(a)(55). 

This provision is needed to reflect the new provisions that entities registered into 
California may use compliance instruments from a linked jurisdiction, and that 
California rules will apply to the use of those instruments. 

Summary of Section 95802(a)(62). 

Existing section 95802(a)(62) is modified to remove an extra space between 
words, and the section is renumbered to section 95802(a)(60). 

Rationale for Section 95802(a)(62). 

The change is needed for clarity. 

Summary of Section 95802(a)(121). 

Existing section 95802(a)(121) is modified to include nitrogen trifluoride (NF3) in 
the definition of greenhouse gases. 

Rationale for Section 95802(a)(121). 

This change is needed to ensure that regulation contains all of the greenhouse 
gases as defined in Assembly Bill 32.  

Summary of Section 95802(a)(131). 

Existing section 95802(a)(131) is edited to add additional wording and 
capitalization.  Existing section 95802(a)(131) is also modified to expand the 
definition of ―hold‖ to include reference to compliance instruments issued by a 
linked jurisdiction.   

Rationale for Section 95802(a)(131). 

This change is needed for clarity and consistency of terminology and to reflect 
the new provisions that entities registered into California may use compliance 
instruments from a linked jurisdiction, and that California rules will now apply to 
the use of those instruments. 

Summary of Section 95802(a)(206). 

New section 95802(a)(206) is added to provide a definition of ―primary account 
representative." 

Rationale for Section 95802(a)(206). 
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This definition is needed to reflect the replacement of ―authorized account 
representative‖ with the new term ―primary account representative.‖  The primary 
account representative will play a more central role in representing an account 
than did the authorized account representative, as the primary account 
representative will be informed of all actions taken on the represented entity‘s 
accounts. 

Summary of Section 95802(a)(208). 

New section 95802(a)(208) is added to provide a definition of ―primary 
residence." 

Rationale for Section 95802(a)(208). 

This definition of ―primary residence‖ is needed as it defines the residence that 
must be disclosed under Know-Your-Customer requirements that are added to 
section 95834(b)(2).  The primary residence is also a requirement to determine 
eligibility to participate in the cap-and-trade program. 

Summary of Section 95802(a)(209). 

Existing section 95802(a)(209) is deleted to remove the definition of ―principal‖ as 
it is used in the context of beneficial holdings provisions in section 95834.   

Rationale for Section 95802(a)(209). 

This definition is removed to reflect the removal of beneficial holdings language 
from section 95834.   

Subarticle 3. Applicability. 

Section 95812.  Inclusion Thresholds for Covered Entities. 

Summary of Section 95812(b). 

Existing section 95812(b) is modified to change the data years used to determine 
whether an entity‘s historical emissions place it above the threshold used to 
determine whether an entity is a covered entity.  The data years listed in the 
existing text include 2008 to 2011.  The modification changes the range of years 
to 2009 through 2011. 

Rationale for Section 95812(b). 

This change corrects a contradiction between sections 95812 and 95853 with 
respect to which years‘ reported emissions are used to determine inclusion as a 
covered entity. 
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Section 95814. Voluntarily Associated Entities and Other Registered 
Participants. 

Summary of Section 95814(a). 

Section 95814(a) is modified and sections 95814(a)(1), (2), and (3) are replaced 
to include more detailed requirements for eligibility as voluntarily associated 
entities (VAE).  New sections 95814(a)(1)(A), (B), and (C) contain the original 
text in section 95814(a).  This is a formatting change. 

Rationale for Section 95814(a). 

The change is needed to accommodate a longer list of eligibility requirements for 
entities that qualify as voluntarily associated entities.  The language remains the 
same. 

Summary of Section 95814(a)(2). 

New 95814(a)(2) adds a requirement that an individual registering as a 
voluntarily associated entity must be located within the United States, 
demonstrated by the location of the individual‘s primary residence.   

Rationale for Section 95814(a)(2). 

This provision is added to ensure that ARB has the ability to take effective 
enforcement action against violators.  Staff has limited resources to take 
enforcement actions against participants outside of the United States. 

Summary of Section 95814(a)(3). 

New section 95814(a)(3) requires that entities must be located in the United 
States to be eligible to register as a VAE.   

Rationale for Section 95814(a)(3). 

This requirement was added to ensure that ARB has the ability to take effective 
enforcement action against violators.  Staff has limited resources to take 
enforcement actions against participants located outside of the United States. 

Summary of Section 95814(c). 

Existing section 95814(c) is modified to change a reference to section 
95921(g)(3). 

Rationale for Section 95814(c). 

The change is needed to reflect reorganization of section 95921. 
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Subarticle 5: Registration and Accounts 

Section 95830.  Registration with ARB. 

Summary of Section 95830(c)(1)(A). 

Existing section 95830(c)(1)(A) is modified to include the physical and mailing 
addresses and contact information for an entity applying for registration, along 
with the date and place of incorporation.   

Rationale for Section 95830(c)(1)(A). 

This change is necessary to provide staff with more information to track the 
corporate associations in which the entity is involved, which will improve market 
monitoring. 

Summary of Section 95830(c)(1)(B). 

Existing section 95830(c)(1)(B) is renumbered to new section 95830(c)(1)(G).   

New section 95830(c)(1)(B) is added to require disclosure of names and 
addresses of an entity‘s directors and officers. 

Rationale for Section 95830(c)(1)(B). 

This change is required to accommodate additional requirements and support a 
new numbering structure.   

The new text regarding the disclosure is needed to ensure that delegations of 
account representatives and account viewing agents pursuant to section 95832 
are made by persons with authority to legally bind an entity.  This information will 
also be used to investigate potential corporate associations. 

Summary of Section 95830(c)(1)(C). 

Existing section 95830(c)(1)(C) is renumbered to section 95830(c)(1)(H), with a 
slight modification to include all three types of corporate associations now 
defined in section 95833, including corporate, direct, and indirect associations.  

New section 95830(c)(1)(C) is added to require disclosure of names and contact 
information of individuals controlling over 10 percent of the voting rights attached 
to securities that may have been issued by the entity.   

Rationale for Section 95830(c)(1)(C). 

This change is required to accommodate additional requirements and support a 
new numbering structure.   



 

121 

 

The new text is needed because the term ―disclosable‖ corporate associations is 
not used and criteria to establish ―corporate‖ associations are added. The new 
requirement for disclosure of an entity‘s owner is needed to enable investigations 
for potential corporate associations. 

Summary of Section 95830(c)(1)(D). 

Existing section 95830(c)(1)(D) is renumbered to section 95830(c)(1)(I).  Existing 
text in section 95830(c)(1)(D) is removed because it contains rules governing 
disclosure of beneficial holdings pursuant to existing section 95834. 

New text in section 95830(c)(1)(D) is added to require that any entity disclose an 
assigned business number (if it has one) assigned to it by a California state 
agency.      

Rationale for Section 95830(c)(1)(D). 

The existing text is removed because all provisions involving beneficial holdings 
in section 95834 are eliminated.  This change is required to accommodate 
additional requirements and support a new numbering structure. 

The new text is needed to enable investigations of potential corporate 
associations.  Most businesses operating within California would have such a 
number.     

Summary of Section 95830(c)(1)(E). 

Existing section 95830(c)(1)(E) is deleted and the text was moved to new section 
95830(c)(1)(I), with only a minor change to clarify that the withholding of 
information is separate from providing misleading information. 

New section 95830(c)(1)(E) is added to require disclosure of an entity‘s federal 
tax Employer Identification Number if one has been assigned.   

Rationale for Section 95830(c)(1)(E). 

This change is required to accommodate additional requirements and support a 
new numbering structure. 

This new text regarding the disclosure is needed to enable investigations of 
potential corporate associations. 

Summary of Section 95830(c)(1)(F). 

New section 95830(c)(1)(F) is added to require the disclosure of a Data Universal 
Numbering system number if one has been assigned to the entity. 
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Rationale for Section 95830(c)(1)(F). 

This disclosure will allow market monitors to utilize existing data resources on 
corporate associations. 

Summary of Section 95830(c)(1)(G). 

Existing section 95830(c)(1)(B) is renumbered to section 95830(c)(1)(G). 

Rationale for Section 95830(c)(1)(G). 

This change is required to accommodate additional requirements and support a 
new numbering structure. 

Summary of Section 95830(c)(1)(H). 

Existing section 95830(c)(1)(C) is renumbered to section 95830(c)(1)(H) and 
modified to reflect the change in terminology for corporate associations. 

Rationale for Section 95830(c)(1)(H). 

This change is required to accommodate additional requirements, support a new 
numbering structure, and reflect modifications to terminology used for corporate 
associations in section 95833. 

Summary of Section 95830(c)(1)(I). 

New section 95830(c)(1)(I) consists of text from existing section 95830(c)(1)(E).  
The text is also modified to clarify that the withholding of information is separate 
from providing misleading information. 

Rationale for Section 95830(c)(1)(I). 

This is a primarily a formatting change with some editing for clarity. 

Summary of Section 95830(c)(2). 

Existing section 95830(c)(2) was modified to require any individual listed by a 
registering entity in its registration application as needing access to the tracking 
system to comply with the Know-Your-Customer requirements of modified 
section 95834.  Existing language related to the temporary holding of allowances 
in exchange clearing holding accounts is removed.   

Rationale for Section 95830(c)(2). 

The new language is needed to clarify that not every officer whose identity is 
disclosed under section 95830(c)(1)(B) needs to complete the Know-Your-
Customer requirements because they do not need access to the tracking system.  
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However, if one of those officers is to be designated as the entity‘s primary 
account representative, then the officer would need to complete the Know-Your-
Customer requirements before accessing the tracking system as the primary 
account representative. 

The existing text exempted entities which provide clearing services from 
reporting requirements under beneficial holdings provisions.  The provisions are 
no longer needed due to the removal of beneficial holdings provisions from 
section 95834.   

Summary of Section 95830(c)(3). 

Existing section 95830(c)(3) is modified to reflect the change in designation from 
authorized and alternate authorized account representative to primary and 
alternate account representative, as well as an increase in the number of 
alternate account representatives from one to four. 

In addition, an individual registering as a voluntarily associated entity may elect 
to serve as both primary and alternate account representatives or designate 
additional persons. 

Rationale for Section 95830(c)(3). 

The changes are needed to accommodate the new central role given to the 
primary account representative and increase in the number of alternate account 
representatives.  Stakeholders had commented to ARB that they needed more 
than two representatives to be able to implement the new push-push-pull transfer 
request process contained in section 95921. 

The provision allowing individuals registering as VAE is needed to give flexibility 
to individuals who view involving other persons in their account activity as a 
decrease in security.  

Summary of Section 95830(c)(4). 

New section 95830(c)(4) is added to establish additional requirements for 
individuals that register as voluntarily associated entities that reside in the United 
States but not in California.  If the individual registers with California, the 
individual must designate an agent for the service of process in California.  The 
agent must be an individual residing in California or a corporation doing business 
in California that has already registered with the California Secretary of State 
under California Corporations Code section 1505. 

Rationale for Section 95830(c)(4). 
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This provision ensures that ARB will have legal access to a registered participant 
for enforcement and other legal purposes, even if the individual does not reside 
in California. 

Summary of Section 95830(c)(5). 

New section 95830(c)(5) is added to require an entity that is applying for 
registration that is not also an individual or an entity supplying exchange clearing 
to establish a local presence in California.  

Rationale for Section 95830(c)(5). 

This requirement is needed to ensure California can enforce the regulation 
against noncompliant entities not located in California. 

Summary of Section 95830(c)(5)(A). 

New section 95830(c)(5)(A) is added to allow an entity to establish a local 
presence by designating at least one primary or alternate account representative 
that has a primary residence in California.  

Rationale for Section 95830(c)(5)(A). 

This provision is needed to provide a way for out-of-state entities to comply with 
the requirement to establish a local presence. 

Summary of Section 95830(c)(5)(B). 

New section 95830(c)(5)(B) is added to allow an entity to establish a local 
presence by designating an agent for service of process.  The agent for service 
may be an individual or corporation that is registered with the California 
Secretary of State to be an agent. 

Rationale for Section 95830(c)(5)(B). 

This provision is needed to provide a specific means of complying with the 
requirement to establish a local presence. 

Summary of Section 95830(f)(3). 

Existing section 95830(f)(3) is modified to reflect a changed cross reference. 

Rationale for Section 95830(f)(3). 

The change is needed for accuracy and clarity. 

Summary of Section 95830(g). 
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Existing section 95830(g) is modified to add new text to designate certain 
information submitted regarding individuals listed in the subsections to 95830(g) 
confidential unless it is needed for oversight, investigation, enforcement and 
prosecution.  The new text is an extension of the text that is removed from 
existing section 95830(g)(1). 

Rationale for Section 95830(g). 

The new text is needed to make clear which data collected during registration will 
be protected as confidential to the extent possible. 

Summary of Section 95830(g)(1). 

New section 95830(g)(1) replaces existing section 95830(g)(1) and clarifies that 
individuals‘ information collected during registration pursuant to sections 
95830(c)(1)(B) and (C) will be held as confidential.  

Rationale for Section 95830(g)(1). 

The new section is needed to make clear which information would be protected 
as confidential. 

Summary of Section 95830(g)(1)(A). 

Existing section 95830(g)(1)(A) is removed. 

Rationale for Section 95830(g)(1)(A). 

This section is no longer needed because it contained a reference to information 
collected related to beneficial holdings.  All provisions for beneficial holdings 
have been removed from the regulation. 

Summary of Section 95830(g)(1)(B). 

Existing section 95830(g)(1)(B) is removed. 

Rationale for Section 95830(g)(1)(B). 

This section is no longer needed because staff added more specific language in 
new sections 95830(g)(1), (2), and (3). 

Summary of Section 95830(g)(2). 

New section 95830(g)(2) replaces existing section 95830(g)(2) and text is added 
to clarify that information collected on individuals during registration pursuant to 
the Know-Your-Customer requirements contained in section 95834 would be 
held as confidential. 
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Rationale for Section 95830(g)(2). 

This new section is needed to make clear which information would be protected 
as confidential. 

Summary of Section 95830(g)(3). 

New section 95830(g)(3) is added to clarify that individuals‘ information collected 
during registration pursuant to section 95832 will be held as confidential. 

Rationale for Section 95830(g)(3). 

This new section is needed to make clear which information will be protected as 
confidential. 

Summary of Section 95830(h). 

New section 95830(h) applies when California links its Cap-and-Trade Program 
with a program operated by another jurisdiction.  When linking occurs, the new 
text requires that the jurisdiction into which an entity will register in depends on 
where the entity is located.  The location information disclosed during the 
registration process will determine the registration jurisdiction. 

Rationale for Section 95830(h). 

This provision is needed to ensure that entities will register with jurisdictions that 
have the clearest possible regulatory and enforcement authority and that entities 
cannot go ―jurisdiction shopping.‖ 

Summary of Section 95830(h)(1). 

New section 95830(h)(1) requires that an entity located in California or in a linked 
jurisdiction register with the jurisdiction in which they are located, California or the 
linked jurisdiction.   

Rationale for Section 95830(h)(1). 

This provision will ensure that entities will register with the jurisdiction that has 
the clearest regulatory and enforcement authority over the entity because the 
entity will register with its ―home‖ jurisdiction. 

Summary of Section 95830(h)(2). 

New section 95830(h)(2) requires that an entity located in the United States 
register with California.   

Rationale for Section 95830(h)(2). 
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This provision ensures that U.S. law applies to anyone that registers with 
California. 

Summary of Section 95830(h)(3). 

New section 95830(h)(3) authorizes ARB to recognize an entity that registers into 
a linked as eligible to participate in California‘s Cap-and-Trade Program as a 
registered entity.   

Rationale for Section 95830(h)(3). 

This provision is needed to allow entities registered into linked programs to hold 
and retire California compliance instruments or engage in other activities 
involving California‘s program, based on the type of registration the entities 
completed. 

Section 95831.  Account Types. 

Summary of Section 95831(b)(2)(B). 

The section is modified to incorporate a changed reference to section 95921. 

Rationale for Section 95831(b)(2)(B). 

The change is needed to reflect reorganization of section 95921. 

Summary of Section 95831(b)(3)(B). 

This section is modified to add capitalization and correct terminology. 

Rationale for Section 95831(b)(3)(B). 

This section is modified to ensure consistent terminology and capitalization 
throughout the regulation. 

Summary of Section 95831(d). 

New section 95831(d) is added to allow the Executive Officer to create additional 
accounts if needed to implement the Cap-and-Trade Program. 

Rationale for Section 95831(d). 

This provision is needed to allow the Executive Officer to create accounts not 
specified in section 95831.  This would allow the Executive Officer to 
accommodate unforeseen circumstances associated with implementation. 

Section 95832.  Designation of Authorized Account Representative. 
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Summary of Section 95832. 

The title of section 95832 is changed to Designation of Representatives and 
Agents. 

Rationale for Section 95832. 

The title is changed to reflect the change in terminology involving the two types of 
account representatives as well as the creation of the new type of agent, the 
account viewing agent. 

Summary of Section 95832(a). 

Existing section 95832(a) is modified to reflect changes designed to clarify the 
roles of individuals acting on behalf of a registered entity.  Text that allows the 
alternate authorized account representative to act on behalf of the authorized 
account representative is also removed. 

Rationale for Section 95832(a). 

This change is needed to reflect three significant changes to the roles played by 
account representatives and electronic submission agents.  The authorized 
account representative is now defined as the primary account representative.  
This reflects a change in role, as the primary account representative will be 
notified of any action concerning the entity‘s account taken by the accounts 
administrator or any other representative of the entity.  This change is made to 
ensure that one person representing a registered entity will have complete 
knowledge of all activity concerning an entity‘s accounts.  

The alternate authorized account representative is now defined as the alternate 
account representative for clarity, as all designated representatives are 
authorized.  The regulation also allows designation of at least one and up to four 
alternate account representatives, an increase from one in the existing text.  This 
change accommodates suggestions from stakeholders, who noted that they may 
need multiple account representatives to ensure stakeholder staff is available to 
take timely action.  Staff also believes that the change in the transfer request 
procedure creates shorter response periods which support the need for multiple 
representatives. 

Finally, the removal of text that allowed the alternate account representatives to 
act on behalf of the primary account representative clarifies that the accounts 
administrator and Executive Officer cannot communicate with alternate account 
representatives without also communicating with the primary account 
representative. 

Summary of Section 95832(a)(1). 
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Existing section 95832(a)(1) is modified to require additional information from 
account representatives, to reflect the change in terminology from authorized and 
alternate authorized account representative to primary and alternate account 
representative, and to include the disclosure of same information for the new 
category of account viewing agent. 

Rationale for Section 95832(a)(1). 

This change is needed to ensure identification of the individuals involved in the 
tracking system. 

Summary of Section 95832(a)(2). 

Existing section 95832(a)(2) is replaced with new section 95832(a)(2).  The 
existing text requiring organization name is removed.  The new section includes 
text requiring identification of the organization in whose interest a primary and 
any alternate account representatives would act. 

Rationale for Section 95832(a)(2). 

This change will ensure that account representatives will have the proper 
authority to take actions that will bind the registered entity. 

Summary of Section 95832(a)(3). 

Existing section 95832(a)(3) was deleted.  New section 95832(a)(3) replaces 
original section 95832(a)(4) and was modified.  Please see summary under 
section 95832(a)(4). 

Rationale for Section 95832(a)(3). 

Existing section 95832(a)(3) was removed because the beneficial holdings 
procedures would require extensive staff effort to monitor and could create 
potential for undetected violations of the holding limit.  The text is replaced by 
existing section 95832(a)(4), which is now new section 95832(a)(3) due to 
renumbered and modified to reflect the change in terminology from authorized 
and alternate authorized account representative to primary and alternate account 
representative.  

Summary of Section 95832(a)(4). 

New section 95832(a)(4) requires an officer of an entity selecting primary or 
alternate account representatives and account viewing agents to sign an 
attestation verifying the selection.  The officer must be one of the officers of the 
company whose identity was disclosed pursuant to section 95830(c)(1)(B).   

Rationale for Section 95832(a)(4). 
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This provision is needed to ensure that individuals allowed to view or take action 
on an entity‘s account are authorized to do so by someone in authority in that 
entity. 

Summary of Section 95832(a)(5). 

Existing section 95832(a)(5) is modified to reflect the change in terminology from 
authorized and alternate authorized account representative to primary and 
alternate account representative.  

Rationale for Section 95832(a)(5). 

This change is needed to ensure the signatures for account representatives are 
obtained from the correct individuals. 

Summary of Section 95832(c). 

Existing sections 95832(c)(2) and (3) are modified to reflect the change in 
terminology from authorized and alternate authorized account representative to 
primary and alternate account representative.  

Rationale for Section 95832(c). 

The changes are needed to clarify the change in account representative roles. 

Summary of Section 95832(d). 

Existing section 95832(d) is modified to reflect the change in terminology from 
authorized and alternate authorized account representative to primary and 
alternate account representative.  In addition, the language referring to multiple 
entities owning compliance instruments is removed because only a single entity 
can have an ownership interest in the compliance instruments in its account.  
Finally, an extraneous quotation mark is removed. 

Rationale for Section 95832(d). 

These changes are needed to clarify the change in account representative roles.  
This change is also needed because provisions for beneficial holdings were 
removed from the regulation.   

Summary of Section 95832(f). 

Existing section 95832(f) is modified to reflect the change in terminology from 
authorized and alternate authorized account representative to primary and 
alternate account representative.  The language referring to multiple entities 
owning compliance instruments is removed. 
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Rationale for Section 95832(f). 

These changes involving account representative terminology are needed to 
clarify the change in account representative roles.  This change is needed 
because provisions for beneficial holdings were removed from the regulation.   

Summary of Section 95832(f)(1). 

Existing section 95832(f)(1) is modified to reflect the change in terminology from 
authorized and alternate authorized account representative to primary and 
alternate account representative.  In addition, the language referring to multiple 
entities owning compliance instruments is removed. 

Rationale for Section 95832(f)(1). 

The changes involving account representative terminology are needed to clarify 
the change in account representative roles.  This change is needed because 
provisions for beneficial holdings were removed from the regulation.   

Summary of Section 95832(f)(2). 

Existing section 95832(f)(2) is modified to reflect the change in terminology from 
authorized and alternate authorized account representative to primary and 
alternate account representative.  In addition, the language referring to multiple 
entities owning compliance instruments is removed. 

Rationale for Section 95832(f)(2). 

These changes involving account representative terminology are needed to 
clarify the change in account representative roles.  This change is needed 
because provisions for beneficial holdings were removed from the regulation.   

Summary of Section 95832(f)(3). 

Existing section 95832(f)(3) is removed because it includes language concerning 
the change in entities that have an ownership interest in an account.   

Rationale for Section 95832(f)(3). 

This section is no longer required because the removal of beneficial holdings 
language from section 95834 means multiple entities can no longer have an 
ownership interest in compliance instruments in a single account. 

Summary of Section 95832(f)(4). 

Existing section 95832(f)(4) is removed because it includes language concerning 
the change in entities that have an ownership interest in an account.   
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Rationale for Section 95832(f)(4). 

This section is no longer required because the removal of beneficial holdings 
language from section 95834 means multiple entities can no longer have an 
ownership interest in compliance instruments in a single account. 

Summary of Section 95832(g). 

Existing sections 95832(g), (g)(2), and (g)(3) are modified to reflect the change in 
terminology from authorized and alternate authorized account representative to 
primary and alternate account representative.   

Rationale for Section 95832(g). 

These changes are needed to clarify the change in account representative roles. 

Summary of Section 95832(h). 

Existing section 95832(h) is modified to reflect the change in terminology from 
authorized and alternate authorized account representative to primary and 
alternate account representative.   

Rationale for Section 95832(h). 

These changes are needed to clarify the change in account representative roles. 

Summary of Section 95832(h)(1). 

Existing section 95832(h)(1) is modified to reflect the change in terminology from 
authorized and alternate authorized account representative to primary and 
alternate account representative.  Existing text allowing an authorized account 
representative to designate a person or persons to make electronic submissions 
to the accounts administrator on behalf of the representative is removed.   

Rationale for Section 95832(h)(1). 

This change is needed because staff determined this category of representative 
is unnecessary because the number of alternate account representatives is 
raised to four, pursuant to section 95832(a).  The section is modified to allow a 
primary or alternate to delegate the ability to view the information contained in an 
account on the tracking system to account viewing agents. 

The section allows for the designation of up to five account viewing agents.  
These agents replace the electronic submission agents which were included in 
the previous text.  These agents have the ability to view all of the registered 
entity‘s information on the tracking system but are not able to take any actions on 
the tracking system.  The account viewing agents fill the need for entities to have 
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staff to monitor their accounts without creating a security risk that would arise if 
too many individuals could take action on the tracking system. 

Summary of Section 95832(h)(2). 

Existing section 95832(h)(2) is removed, since it consists of text allowing an 
alternate authorized account representative to designate a person or persons to 
make electronic submissions to the accounts administrator on behalf of the 
representative.   

Rationale for Section 95832(h)(2). 

This change is needed because staff determined this category of representative 
was unnecessary because the number of alternate account representatives is 
raised to four, pursuant to section 95832(a).   

Summary of Section 95832(h)(3). 

Existing section 95832(h)(3) is renumbered to 95832(h)(2).  It is also modified to 
require a notice that an account representative must submit to the accounts 
administrator to delegate account viewing authority to another person.   

Rationale for Section 95832(h)(3). 

This change is needed to ensure that registered entities have sufficient staff to 
monitor activities and information concerning the entity‘s account.  This creates a 
clear procedure to delegate authority to an account viewing agent. 

Summary of Section 95832(h)(3)(A). 

Existing section 95832(h)(3)(A) is renumbered to 95832(h)(2)(A). It is also 
modified to remove the disclosure of a facsimile transmission number for the 
account representative, and to reflect the change in terminology from authorized 
and alternate authorized account representative to primary and alternate account 
representative.     

Rationale for Section 95832(h)(3)(A). 

This change in numbering is needed to reflect other regulation changes.  The 
changes in account representative terminology are needed for consistency in the 
regulation. 

Summary of Section 95832(h)(3)(B). 

Existing section 95832(h)(3)(B) is renumbered to 95832(h)(2)(B). It is also 
modified to create the designation of ―account viewing agent‖ as the recipient of 
the account viewing authority which may be assigned pursuant to section 
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95832(h)(1).  The requirement to disclose the facsimile transmission number for 
the account viewing agent is also removed. 

Rationale for Section 95832(h)(3)(B). 

This change in numbering is needed to reflect the deletion of another 
requirement.    The changes are needed to reflect the decreased reliance on 
facsimile transmittal and to reflect the change in terminology from authorized and 
alternate authorized account representative to primary and alternate account 
representative, as well as the existence of the account viewing agent.   

Summary of Section 95832(h)(3)(C), and Sections 95832(h)(3)(D) through (D)2.. 

Existing sections 95832(h)(3)(C) and 95832(h)(3)(D), (D)1. and (D)2. are 
removed because they address electronic submission agents‘ submissions, a 
feature that has been removed from the regulation. 

Rationale for Section 95832(h)(3)(C), and Sections 95832(h)(3)(D) through (D)2.. 

These sections must be removed to avoid confusion because the regulation no 
longer uses electronic submission agents. 

Summary of Section 95832(h)(2)(C). 

New section 95832(h)(2)(C) is added to require an officer of an entity selecting 
account viewing agents to sign an attestation verifying the selection.  The officer 
must be one of the officers of the company whose identity was disclosed 
pursuant to section 95830(c)(1)(B).   

Rationale for Section 95832(h)(2)(C). 

This provision is needed to ensure that individuals allowed to view or take action 
on an entity‘s account are authorized to do so by someone in authority in that 
entity. 

Summary of Section 95832(h)(4). 

Existing section 95832(h)(4) is renumbered to 95832(h)(3).  The text is also 
modified to reflect the change in terminology from authorized and alternate 
authorized account representative to primary and alternate account 
representative, the removal of the electronic submission agent, and the creation 
of account viewing agent. 

Rationale for Section 95832(h)(4). 

These changes in account representative terminology are needed to clarify the 
change in account representative roles. 
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Summary of Section 95832(h)(5). 

Existing section 95832(h)(5) is removed because submissions by electronic 
submission agents have been removed from the regulation. 

Rationale for Section 95832(h)(5). 

This section must be removed to avoid confusion since all provisions concerning 
electronic submission agents are removed from the regulation. 

Section 95833.  Disclosure of Direct and Indirect Corporate Associations. 

Summary of section 95833. 

The title of the section is changed to Disclosure of Corporate Associations. 

Rationale for section 95833. 

This change in title is needed to clarify that the section applies to corporate 
associations as well as direct and indirect associations. 

Summary of Section 95833(a).  

Existing section 95833(a) requiring disclosure of direct and indirect associations 
is removed and replaced with a title.   

Rationale for Section 95833(a). 

This is a formatting change and is made to accommodate an expansion of the 
criteria requiring disclosure in new subsections of section 95833(a). 

Summary of Section 95833(a)(1).  

New section 95833(a)(1) is added to introduce the criteria defining a corporate 
association.  It replaces text introducing criteria defining direct corporate 
associations.   

Rationale for Section 95833(a)(1). 

These criteria are needed to establish the existence of a corporate association at 
a level that implies coordination between the two entities is possible, but not 
guaranteed.  This level of corporate association is used to focus market 
monitoring resources on entities that may pursue joint strategies in the 
compliance instrument markets. 

Summary of Section 95833(a)(1)(A) through (a)(1)(E). 
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New section 95833(a)(1)(A) adds the determination that two entities have a 
corporate association if one holds more than 20 percent of any class of listed 
shares, or the option or any other right to acquire such shares in the other entity. 

New section 95833(a)(1)(B) adds the determination that two entities have a 
corporate association if one holds or can appoint more than 20 percent  of 
common directors of the other entity. 

New section 95833(a)(1)(C) adds the determination that two entities have a 
corporate association if one holds more than 20 percent of the voting power of 
the other entity. 

New section 95833(a)(1)(D) adds the determination that two entities in a 
partnership other than a limited partnership have a corporate association if one 
controls more than 20 percent of the interests of a partnership. 

New section 95833(a)(1)(E) adds the determination that two entities in a limited 
partnership have a corporate association if one entity controls the general partner. 

Existing sections 95833(a)(1), (1)(A), (1)(B), and (1)(C) are renumbered as 
sections 95833(a)(2), (2)(A), (2)(B) and (2)(C), respectively.     

Rationale for Section 95833(a)(1)(A) through (a)(1)(E). 

These sections are needed to explain how ARB will determine when entities 
have a corporate association.  The regulation requires entities to disclose the 
association to ARB but does not apply joint holding and purchase limits. 

The first three criteria in the list exist in the current regulation text.  The criteria 
involving limited partnerships and partnerships are new, and address an 
oversight in the original approach.  Staff is concerned that partnerships could be 
created to mask associations.  The new criteria will aid market monitoring by 
requiring disclosure of who controls these entities. 

Summary of Section 95833(a)(2) through (2)(E). 

New section 95833(a)(2) introduces the criteria establishing a ―direct corporate 
association‖ between two entities.  Renumbered sections 95833(a)(2)(B) and (C) 
are edited only for clarity and to reflect the addition of new sections 
95833(a)(2)(D) and (E). 

New section 95833(a)(2)(D) adds the determination that two entities in a 
partnership other than a limited partnership have a direct corporate association if 
one controls more than 50 percent of the interests of a partnership. 
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New section 95833(a)(2)(E) adds the determination that two entities in a limited 
partnership have a direct corporate association if one entity controls the general 
partner. 

Existing section 95833(a)(2) contains a definition of direct corporate association 
that applied to two entities that shared a common, but unregistered, parent.  This 
section is removed then reintroduced as section 95833(a)(3)(A). 

Rationale for Section 95833(a)(2) through (2)(E). 

These criteria are needed to explain how ARB will determine that a corporate 
association at a level that implies coordination exists between the two entities 
and is under the control of one of the entities.  This level of corporate association 
is used to apply joint holding limits pursuant to subarticle 11 and joint purchase 
limit pursuant to subarticle 10.   

The first three criteria in the list exist in the current regulation text.  The criteria 
involving limited partnerships and partnerships are new, and address an 
oversight in the original approach.  Staff is concerned that partnerships could be 
created to mask associations.  The new criteria will aid market monitoring by 
requiring disclosure of who controls these entities. 

Summary of Section 95833(a)(3) through (a)(3)(B). 

New section 95833(a)(3) is added to identify two additional cases in which 
entities warrant being classified as having a direct corporate association.  The 
first case is new section 95833(a)(3)(A) in which two entities share a common 
unregistered parent.  The second case in section 95833(a)(3)(B) establishes that 
an entity that has a direct corporate association with a second entity has a direct 
corporate association with any other entity with whom the second entity has a 
direct corporate association.  Existing section 95833(a)(3) is renumbered as 
section 95833(a)(4) and modified for clarity.  It introduces the criteria establishing 
when two entities have an indirect corporate association. 

Rationale for Section 95833(a)(3) through (a)(3)(B). 

Both of these sections are added to address chains of corporate associations 
that involve more than two entities.  Section 95833(a)(3)(A) makes clear that the 
chains of corporate association are not broken due to the existence of an 
unregistered entity in the chain. 

Summary of Section 95833(a)(4). 

Existing section 95833(a)(4) is renumbered to section 95833(c) but otherwise is 
modified only for clarity.  It contains a provision for entities that are legally 
prohibited from coordinating market activities that exempts them from disclosures 
or other acts that would violate state or federal rules. 
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Rationale for Section 95833(a)(4). 

The change is needed to accommodate the new criteria establishing the different 
types of corporate associations and make clear that the exemption it contains 
applies to all types of associations. 

Summary of Section 95833(a)(4)(A). 

New section 95833(a)(4)(A) clarifies that two entities cannot have an indirect 
corporate association if they meet the criteria of a direct corporate association.   

Rationale for Section 95833(a)(4)(A). 

This clarifies that the application of the criteria for an indirect association cannot 
lead to a reclassification of a direct association.  This is important because the 
joint holding and purchase limits apply to a direct corporate association not to an 
indirect corporate association.  The existence of indirect corporate associations is 
important to allow market monitors to focus on groups of related entities that may 
coordinate their market activities. 

Summary of Section 95833(a)(4)(B). 

Existing section 95833(a)(3)(A) is renumbered to section 95833(a)(4)(B).  It 
clarifies that the chain of associations may be at less than the level of direct 
corporate associations.   

Rationale for Section 95833(a)(4)(B). 

This clarification is needed to ensure that the criteria are sufficient to capture the 
associations needed for proper market monitoring. 

Summary of Section 95833(a)(4)(C). 

Existing section 95833(a)(3)(B) is renumbered to section 95833(a)(4)(C) and 
modified to explain that the measures of control used to establish the existence 
of a corporate association in section 95833(a)(1) also establish the existence of 
an indirect corporate association when the achieve a value above 20 percent and 
less than or equal to 50 percent as applied through a chain of associations.   

Rationale for Section 95833(a)(4)(C). 

This section provides the method for calculation that establishes indirect 
corporate associations. 

Summary of Section 95833(a)(5). 
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New section 95833(a)(5) is added to establish that publicly-owned utilities and 
joint power agencies that operate generating facilities or entities that import 
electricity have a direct corporate association with those entities. 

Rationale for Section 95833(a)(5). 

This provision is needed because the criteria establishing the existence of direct 
corporate associations do not match the typical organizational and governance 
structure of publicly-owned utilities and joint power agencies. 

Summary of Section 95833(c). 

Existing section 95833(c) is removed.  New section 95833(c) contains the text 
removed from existing section 95833(a)(4). 

Rationale for Section 95833(c). 

The existing section is no longer needed due to the addition of new section 
95833(a)(1). 

Summary of Section 95833(d). 

The existing text in section 95833(d) is removed and replaced  with language 
requiring the disclosure of information for any entity with a corporate, direct 
corporate, or indirect corporate association with another entity. 

Rationale for Section 95833(d). 

The change is needed to reflect the changes in the criteria determining the types 
of corporate associations made in section 95833(a). 

Summary of Section 95833(d)(1). 

The existing text in section 95833(d)(1) is removed and replaced  with a detailed 
list of information required to identify any associated entities.   

Rationale for Section 95833(d)(1). 

The more extensive list is needed to ensure that staff can evaluate the accuracy 
of disclosures of corporate associations.  In addition, staff will need sufficient 
data to investigate whether undisclosed corporate associations exist between 
entities that appear to be coordinating their activities in the compliance 
instrument markets. 

Summary of Section 95833(d)(1)(A). 
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New section 95833(d)(1)(A) requires the disclosure of the name of each 
associated entity, along with its contact information and physical address.   

Rationale for Section 95833(d)(1)(A). 

The change is needed because this information will allow staff to compare 
physical locations of entities to evaluate the accuracy of disclosures. 

Summary of Section 95833(d)(1)(B). 

New section 95833(d)(1)(B)  requires the entity to define whether the associated 
entity is a parent or subsidiary.  

Rationale for Section 95833(d)(1)(B). 

The change is needed because this information will allow staff to evaluate the 
accuracy of disclosures. 

Summary of Section 95833(d)(1)(C). 

New section 95833(d)(1)(C) requires disclosure of the associated entity‘s holding 
account number, if it has one.   

Rationale for Section 95833(d)(1)(C). 

The change is needed because disclosure of a holding account number is the 
quickest way for staff to evaluate associations with registered entities. 

Summary of Section 95833(d)(1)(D). 

New section 95833(d)(1)(D) requires disclosure of the associated entity‘s primary 
account representative, if it has one.   

Rationale for Section 95833(d)(1)(D). 

This change will aid staff in contacting associated entities for additional 
information. 

Summary of Section 95833(d)(1)(E). 

New section 95833(d)(1)(E) requires disclosure of the entity‘s Data Universal 
Numbering System (DUNS) Number, if it has one.  The DUNS Number is 
assigned by Dun and Bradstreet, a private business information firm.  The DUNS 
Number is a nine-digit identification number assigned to each physical location of 
a business.  The DUNS Number is in use worldwide, and allows a single facility‘s 
Number to be linked to extensive information on corporate family trees.   

Rationale for Section 95833(d)(1)(E). 
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Disclosure of this Number would allow staff to access commercially available 
information on corporate associations to properly evaluate the accuracy of 
disclosures. 

Summary of Section 95833(d)(1)(F). 

New section 95833(d)(1)(F) requires disclosure of the entity‘s U.S. Federal tax 
Employer Identification Number, if one has been assigned.   

Rationale for Section 95833(d)(1)(F). 

Disclosure of this Number would allow staff to access information on corporate 
associations to properly evaluate the accuracy of disclosures. 

Summary of Section 95833(d)(1)(G). 

New section 95833(d)(1)(G) requires disclosure of the place and date of 
incorporation, if applicable.   

Rationale for Section 95833(d)(1)(G). 

This disclosure would allow staff to investigate the creation of a corporation, to 
determine if the entity has any undisclosed links to other entities. 

Summary of Section 95833(d)(2). 

Existing section 95833(d)(2) is rewritten for clarity.   

Rationale for Section 95833(d)(2). 

This change is needed to require entities to explain how they evaluated the 
criteria in section 95833(a)(1)for determining the type of corporate association to 
be disclosed. 

Summary of Sections 95833(d)(2)(A), (B), (C), (D) and (E). 

Existing sections 95833(d)(2)(A), (B), (C), (D) and (E) are removed. 

Rationale for Sections 95833(d)(2)(A), (B), (C), (D) and (E). 

These sections are removed because they are no longer necessary given the 
changes to section 95833(d)(2). 

Summary of Sections 95833(e)(2) and (e)(3). 

Existing sections 95833(e)(2) and (3) were edited to replace the term 
―disclosable‖ with the term ―corporate‖ and to change a reference.    
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Rationale for Sections 95833(e)(2) and (e)(3). 

The changes are needed because the term ―disclosable‖ has been removed from 
the regulation for consistency, since any of the three types of corporate 
associations must be disclosed.  The change in reference is needed due to the 
reorganization of section 95833. 

Summary of Section 95833(f). 

New section 95833(f) introduces the procedure for consolidating accounts.  The 
system of registration and accounts created in existing sections 95830 and 
95831 is designed around the facility-level approach to emissions reporting, 
calculation of the compliance obligation, and the surrender of allowances.   

Rationale for Section 95833(f) 

The changes are necessary in response to extensive comment by stakeholders 
that identified the complexity associated with this approach, especially for entities 
that control several individual facilities.  Staff agreed with these comments, and 
concluded that consolidating the accounts for direct corporate associations would 
reduce the complexity.  

Summary of Section 95833(f)(1). 

New section 95833(f)(1) establishes that the Executive Officer will consolidate 
any existing accounts into a single set of accounts by January 1, 2013 for all 
entities that are registered with California and are part of a direct corporate 
association.  Section 95833)(f)(3) provides an optional procedure for those who 
wish to avoid consolidation. 

Rationale for Section 95833(f)(1). 

This deadline is needed because entities are already registered into the system 
and their accounts on the tracking system will exist before this regulatory change 
comes into effect.  Staff determined that registered entities will need to know 
when the process will be completed to plan their operations.  The section also 
establishes consolidation as the default outcome for direct corporate associations. 

Since the provision only applies to entities that are registered with California, an 
entity registered into a linked jurisdiction would not have its accounts 
consolidated with an entity registered in California, even if the two did have a 
direct corporate association.  This provision is intended to provide clear 
jurisdiction by California, and other jurisdictions operating External GHG ETS to 
which California has linked, over the entities that register with each program. 

Summary of Section 95833(f)(2). 
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New section 95833(f)(2) establishes the primary or an alternate account 
representative of an entity intending to consolidate any existing accounts into a 
single set of accounts must take specified actions by October 1, 2012.   

Rationale for Section 95833(f)(2). 

The section is needed to establish a timeline for completion of the consolidation 
process. 

Summary of Section 95833(f)(2)(A). 

New section 95833(f)(2)(A) requires the entity to provide confirmation of the 
corporate association.   

Rationale for Section 95833(f)(2)(A). 

This change is needed to ensure the Executive Officer performs the 
consolidation based on the most recent and correct information. 

Summary of Section 95833(f)(2)(B). 

New section 95833(f)(2)(B) requires the entity to confirm its intent to have its 
accounts consolidated.   

Rationale for Section 95833(f)(2)(B). 

This change is needed to ensure that the entity‘s intent is clear. 

Summary of Section 95833(f)(2)(C). 

New section 95833(f)(2)(C) requires the entity to change its primary and any 
alternate representatives to new representatives that will serve as the primary 
and alternate representatives for the consolidated accounts. 

Rationale for Section 95833(f)(2)(C). 

This requirement will result in all entities choosing to have their accounts 
consolidated having the same account representatives.  This will ensure that 
consolidation will not be impeded if there are unresolved transfers or 
communications during the consolidation process. 

Summary of Section 95833(f)(3). 

New section 95833(f)(3) establishes that the primary or an alternate account 
representative of an entity intending to opt out of consolidation must take 
specified actions by October 1, 2012.   

Rationale for Section 95833(f)(3). 
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The section is needed to establish a timeline for completion of the consolidation 
process. 

Summary of Section 95833(f)(3)(A). 

New section 95833(f)(3)(A) requires the entity to provide confirmation of the 
corporate association.   

Rationale for Section 95833(f)(3)(A). 

This is needed to ensure the Executive Officer performs the consolidation based 
on the most recent and correct information. 

Summary of Section 95833(f)(3)(B). 

New section 95833(f)(3)(B) requires the entity to confirm its intent to not 
consolidate its accounts by the officer of the entity that is responsible for 
appointing the account representatives.   

Rationale for Section 95833(f)(3)(B). 

This change is needed to ensure that the entity‘s intent is clear. 

Summary of Section 95833(f)(3)(C). 

New section 95833(f)(3)(C) requires the entity‘s primary or alternate account 
representative to confirm the opt-out decision.  The confirmation of the opt-out 
must also be made by a new representative that will serve as the primary and 
alternate representative for the remaining consolidated accounts.   

Rationale for Section 95833(f)(3)(C). 

This is needed to ensure that the controlling entity within the direct corporate 
association confirms any opt-out decisions. 

Summary of Section 95833(f)(4). 

New section 95833(f)(4) contains the process that the Executive Officer will 
follow to consolidate the accounts through a set of instructions to the accounts 
administrator. 

Rationale for Section 95833(f)(4). 

This section is needed to clarify to registered entities the process the Executive 
Officer will follow in consolidating accounts. 

Summary of Section 95833(f)(4)(A). 



 

145 

 

New section 95834(f)(4)(A) require the Executive Officer to instruct the accounts 
administrator to create a single set of accounts for members of a direct corporate 
association that accept consolidation.   

Rationale for Section 95833(f)(4)(A). 

This section is needed to establish the new consolidated accounts. 

Summary of Section 95833(f)(4)(B). 

New section 95834(f)(4)(B) require the Executive Officer to instruct the accounts 
administrator to include a compliance account in the consolidated set of accounts 
only if a member entity in the association already has one.   

Rationale for Section 95833(f)(4)(B). 

This section is needed to ensure that covered entities have a compliance 
account after consolidation. 

Summary of Section 95833(f)(4)(C). 

New section 95834(f)(4)(C) require the Executive Officer to instruct the accounts 
administrator to include a limited use holding account in the consolidated set of 
accounts only if a member entity in the association already has one.   

Rationale for Section 95833(f)(4)(C). 

This section is needed to ensure that electric utilities that consign allowances to 
auction have a limited use holding account after consolidation. 

Summary of Section 95833(f)(4)(D). 

New section 95834(f)(4)(D) require the Executive Officer to instruct the accounts 
administrator to complete all valid transfer requests in the tracking system 
involving accounts for the members of the association.   

Rationale for Section 95833(f)(4)(D). 

This section is needed to ensure that account balances are correct before 
consolidation occurs. 

Summary of Section 95833(f)(4)(E). 

New section 95834(f)(4)(E) require the Executive Officer to instruct the accounts 
administrator to transfer all existing compliance instruments from the accounts 
being consolidated into the consolidated set of accounts.   

Rationale for Section 95833(f)(4)(E). 
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This section is needed to ensure that the compliance instruments held by 
members of the corporate association end up in the correct accounts. 

Summary of Section 95833(f)(4)(F). 

New section 95834(f)(4)(F) require the Executive Officer to instruct the accounts 
administrator to close the existing accounts originally held by the members of a 
corporate association that have accepted consolidation.   

Rationale for Section 95833(f)(4)(F). 

This section is needed to ensure that entities do not have multiple sets of 
accounts and to prevent errors in future transfer requests. 

Section 95834.  Disclosure of Beneficial Holding Relationships. 

Summary of Section 95834. 

The title of section 95834 is changed to: Section 95834. Know-Your-Customer 
Requirements. 

Rationale for Section 95834. 

The change is needed because the existing title refers to beneficial holding 
relationships, and all provisions allowing beneficial holdings have been removed 
from the regulation.  The new title reflects the new contents of the section, which 
detail the information disclosures required of individuals participating in the Cap-
and-Trade Program. 

Summary of Section 95834.  

Existing sections 95834(a), (b), and (c) are removed. 

Rationale for Section 95834. 

The change is made to remove all provisions related to beneficial holdings.  Staff 
determined that monitoring beneficial holdings to prevent abuse requires 
significant expenditure of staff time and market monitoring resources.  Staff made 
several modifications to the language to address complications from contracts 
between electric utilities and generators that have flexibility related to who 
actually purchases and holds compliance instruments for emissions obligations.  
Since the procedures did not seem to resolve the keys issues with the electricity 
contracts, staff determined that the benefit of keeping these provisions was less 
than the cost of building them into the tracking system and monitoring for abuses. 

Summary of Section 95834(a)(1). 
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This section prevents the accounts administrator from giving access to the 
tracking system to any individual until the Executive Officer has determined that 
the individual has complied with all of the requirements of section 95834.  This 
would include individuals who have registered into the cap-and-trade system or 
that represent entities that have registered. 

Rationale for Section 95834(a)(1). 

The section is needed to verify the identity of individuals who will be able to view 
and take action on tracking system accounts.   

Summary of Section 95834(a)(2).  

This section explains that completion of the requirements of section 95834 does 
not affect any information disclosure requirements elsewhere in the regulation. 

Rationale for Section 95834(a)(2). 

The section is needed to clarify that the information collected in section 95834 is 
only part of the information that may need to be disclosed. 

Summary of Section 95834(a)(3).  

The section requires documents submitted to the Executive Officer shall be in 
English. 

Rationale for Section 95834(a)(3). 

This requirement is needed because program participants will need to submit 
documents in a language ARB can process. 

Summary of Section 95834(a)(4).  

The section prohibits individuals with a criminal conviction in the last five years 
that would be a felony in the United States from participating in the cap-and-trade 
program. 

Rationale for Section 95834(a)(4). 

This section is needed to protect program participants from harm by preventing 
individuals with criminal activity from participating. 

Summary of Section 95834(b)(1).  

The section requires individuals to provide documentation of their name. 

Rationale for Section 95834(b)(1). 
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This section is needed to establish the identity of the person attempting to 
participate in the cap-and-trade program. 

Summary of Section 95834(b)(2).  

The section requires individuals to provide documentation of the address of their 
primary residence. 

Rationale for Section 95834(b)(2). 

This section is needed to establish the identity of the person attempting to 
participate in the cap-and-trade program by requiring proof of address of their 
primary residence.  This allows staff to investigate an individual‘s identity through 
examination of other records containing the individual‘s address.  The definition 
of primary residence contained in section 95802(a)(209) is based on the 
approach used by United States Internal Revenue Service. 

Summary of Section 95834(b)(2)(A).  

The section requires individuals to provide documentation of their primary 
residence address in the form of a valid identity card issued by a state that also 
has an expiration date. 

Rationale for Section 95834(b)(2)(A). 

This section is needed to provide a specific list of documents that would meet the 
address disclosure requirement. 

Summary of Section 95834(b)(2)(B).  

The section requires individuals to provide documentation of their primary 
residence address in the form of any other government-issued identity document 
which contains the address of the individual‘s primary residence.   

Rationale for Section 95834(b)(2)(B). 

This section is needed to provide a specific list of documents that would meet the 
address disclosure requirement. 

Summary of Section 95834(b)(2)(C).  

The section requires individuals to provide documentation of their primary 
residence address through any other document that is customarily accepted by 
the State of California. 

Rationale for Section 95834(b)(2)(C). 
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This section is needed to provide a specific list of documents that would meet the 
address disclosure requirement. 

Summary of Section 95834(b)(3).  

The section requires individuals to provide documentation of their date of birth. 

Rationale for Section 95834(b)(3). 

This section is needed to establish the identity of the person attempting to 
participate in the cap-and-trade program by requiring proof of address of date of 
birth.  This allows staff to investigate an individual‘s identity through examination 
of other records containing the individual‘s date of birth.   

Summary of Section 95834(b)(4).  

The section requires individuals to provide documentation of their employer 
name and address. 

Rationale for Section 95834(b)(4). 

This section is needed to establish the identity of the person attempting to 
participate in the cap-and-trade program by requiring disclosure of the identity of 
their employer name, contact information, and address.  This is especially critical 
when the individual is to become an account representative.  This allows staff to 
investigate an individual‘s identity through contact with an employer. 

Summary of Section 95834(b)(5).  

The section requires individuals to provide documentation of either their passport 
number or a driver‘s license number, if one has been issued. 

Rationale for Section 95834(b)(5). 

This section is needed to establish the identity of the person attempting to 
participate in the cap-and-trade program by requiring disclosure of either their 
passport number or their driver‘s license number, if they have one issued.  This 
allows staff to investigate an individual‘s identity through a secure document. 

Summary of Section 95834(b)(6).  

The section requires individuals to provide documentation of an open bank 
account in the United States. 

Rationale for Section 95834(b)(6). 
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This section is needed to establish the identity of the person attempting to 
participate in the cap-and-trade program by requiring disclosure of a bank 
account.  Individuals must provide banks with identity information when opening 
accounts, so this requirement provides an additional check on identity and local 
presence.   

Summary of Section 95834(b)(7).  

The section requires individuals to provide documentation of their employment by 
or other relationship with an entity registered with California. 

Rationale for Section 95834(b)(7). 

This section is needed to establish the identity of the person attempting to 
participate in the cap-and-trade program by requiring disclosure of their 
relationship with an entity registered into the Cap-and-Trade Program.  The 
requirement provides staff with identity information that can easily be verified with 
the registered entity. 

Summary of Section 95834(b)(8).  

The section requires individuals to provide documentation of their identity and 
date of birth through government-issued documents. 

Rationale for Section 95834(b)(8). 

This section is needed to establish the identity of the person attempting to 
participate in the cap-and-trade program by requiring disclosure of their identity 
and date of birth through documents that require an individual to comply with 
government identity verification procedures. 

Summary of Section 95834(b)(8)(A).  

This section specifies that a valid identity card issued by a U.S. state can be 
used to document identity and date of birth. 

Rationale for Section 95834(b)(8)(A). 

This section is needed to provide a list of specific documents that meet identity 
and date of birth requirements. 

Summary of Section 95834(b)(8)(B).  

This section specifies that a passport can be used to document identity and date 
of birth. 

Rationale for Section 95834(b)(8)(B). 
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This section is needed to provide a list of specific documents which meet identity 
and date of birth requirements. 

Summary of Section 95834(b)(9).  

The section requires individuals to provide disclose a conviction occurring in the 
last 5 years that would constitute a felony in the United States. 

Rationale for Section 95834(b)(9). 

This section is needed to enforce the requirements of section 95834(a)(4), which 
prevents individuals with such convictions from participation. 

Summary of Section 95834(c).  

This section requires submission of a copy of all documents establishing identity 
to be notarized as a true copy by a notary public no later than three months 
before submittal. 

Rationale for Section 95834(c). 

This section is needed to explain how to comply with the documentation 
requirements of section 95834. 

Subarticle 7.  Compliance Requirements for Covered Entities. 

Section 95856.  Timely Surrender of Compliance Instruments by a Covered 
Entity. 

Summary of Section 95856(b)(2). 

The section is modified to change the word ―any‖ to ―a,‖ in a reference to which 
vintage of allowances can be used for annual versus triennial compliance. 

Rationale for Section 95856(b)(2). 

The modification is needed to clarify when an allowance may be usable for an 
annual versus triennial obligation. 

Subarticle 8.  Disposition of Allowances. 

Section 95870.  Disposition of Allowances. 

Summary of Section 95870(d).  

The section contains a change in the date on which the Executive officer will 
allocate allowances to electrical distribution utilities from the existing date of July 
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15, 2012 or the first business day thereafter to the new date of September 14, 
2012. 

Rationale for Section 95870(d). 

The change is made because the original date was chosen to have the allocation 
in effect so that allowances could be consigned by the utilities in time for the 
August auction.  If the staff proposal to schedule the first auction for November is 
accepted, then the earlier date is not needed.   

Subarticle 9.  Direct Allocations of California GHG Allowances. 

Section 95892.  Disposition of Allowances. 

Summary of Section 95892(b)(2).  

The section is modified to clarify the process of allocation to publicly owned 
electric utilities and electrical cooperatives.  The new text clarifies that when a 
utility or cooperative is eligible to receive a direct allocation it shall inform the 
Executive Officer into which account the allowances should be directed.  Text 
requiring only that the utility or cooperative must inform the Executive Officer of 
the account prior to receiving the allocation is removed. 

Rationale for Section 95892(b)(2). 

The change is needed to clarify the process and date by which the Executive 
Officer must be informed.  This section now clearly describes what action the 
eligible utilities or cooperatives must take, while a specific deadline has been 
added as new section 95892(b)(3). 

Summary of Section 95892(b)(3).  

This section sets a deadline of September 1 of each year for a publicly owned 
electric utility or electrical cooperative to inform the Executive officer into which 
accounts directly allocated allowances should be placed. 

Rationale for Section 95892(b)(3). 

The change is needed because the original text in section 95892(b)(2) requiring 
the communication has been rewritten and does not contain a specific deadline. 

Summary of Section 95892(c)(1).  

The section is changed so that one third of the allowances placed in each 
electrical distribution utility‘s limited use holding accounts in 2012 must be 
consigned to the single auction taking place in 2012.  The original text specified 



 

153 

 

that one-sixth of the allowances must be consigned to each of the two auctions 
taking place in 2012. 

Rationale for Section 95892(c)(1). 

The change is needed to reflect the change in the number of auctions in 2012 
from two to one while keeping constant the total number of allowances consigned 
to auction in 2012. 

Summary of Section 95892(c)(2).  

The section is modified to clarify that a reference to a limited use holding account 
refers to an account held by a utility that must consign the allowances placed in 
the account.  

Rationale for Section 95892(c)(2). 

The change is needed for clarity. 

Summary of Section 95892(e).  

The section is modified to change the date by which each electrical distribution 
utility must report to the Executive Officer a report of how the utility used the 
auction proceeds from consigned allowances.  The date of the first report is 
changed from June 30, 2013 to June 30, 2014. 

Rationale for Section 95892(e). 

The change is needed to reflect the removal of any allocation of 2012 allowances. 

Subarticle 10.  Auction and Sale of California GHG Allowances. 

Section 95910.  Auction of California GHG Allowances. 

Summary of Section 95910(a)(1).  

The existing text of the section is removed.  The new text requires that one 
auction will be held in 2012, on November 14. 

Rationale for Section 95910(a)(1). 

The change is needed to reflect the cancellation of the auction originally 
scheduled for August 15, 2012. 

Summary of Section 95910(b).  
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The existing text stating that an allowance may be auctioned prior to its vintage 
year is removed.  The new text consists of a section title that introduces a list of 
general requirements. 

Rationale for Section 95910(b). 

The change is needed to accommodate a longer list of requirements. 

Summary of Section 95910(b)(1).  

The new section adds a provision that allowances allocated to the Auction 
Holding Account pursuant to section 95870(f) will be designated for specific 
auctions pursuant to section 95910(c). 

Rationale for Section 95910(b)(1). 

The section is needed to explain to auction participants how the allowances 
issued by ARB will be designated for sale at each auction. 

Summary of Section 95910(b)(2).  

The new section permits allowances to be designated for auction before or after 
their calendar year vintage.  

Rationale for Section 95910(b)(2). 

This section is needed to clarify that allowances will be sold at the Advance 
auction before their vintage years and the Current auction may include older 
vintage allowances that remained unsold at auction.  

Summary of Section 95910(c).  

The existing text stating that the Executive Officer will conduct two separate 
auctions each quarter is removed. New text establishes one quarterly auction for 
future vintage allowances and a separate quarterly auction for current vintage 
allowances.  

Rationale for Section 95910(c). 

The change is needed to clearly distinguish separate quarterly auctions for 
different allowance vintages.  

Summary of Section 95910(c)(1)(A).  

New text establishes the auction of current and prior budget year allowances as 
the Current Auction. 

Rationale for Section 95910(c)(1)(A). 
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The change is needed to identify the allowance vintage for the Current Auction. 

Summary of Section 95910(c)(1)(B).  

Text referring to section 95870(f) is removed. Existing text is modified to specify 
that one quarter of the allowances allocated to auction each year will be 
designated for sale at each quarterly Current Auction beginning in 2013. 

This section was renumbered from existing section 95910(c)(1)(A). 

Rationale for Section 95910(c)(1)(B). 

The existing provision was clarified that allowances allocated each year for 
auction will be divided equally among the four auctions.  

Summary of Section 95910(c)(1)(C).  

The section is modified to indicate that consigned allowances will be offered for 
sale at the current auction. 

This section was renumbered from existing section 95910(c)(1)(B). 

Rationale for Section 95910(c)(1)(C). 

This section is added to clarify which auction will sell consigned allowances. 

Summary of Section 95910(c)(1)(D).  

Existing text referring to the return of allowances remaining unsold at auction is 
removed.  New text is added to clarify that because of this feature, allowances 
from current and previous vintage years may be sold at Current auctions.  This 
section was renumbered from existing section 95910(c)(1)(C). 

Rationale for Section 95910(c)(1)(D). 

The text is modified to clarify that allowances remaining unsold at previous 
auctions may be offered at later auctions.  These allowances may be from older 
vintages. The intent of the provision is unchanged from the existing text. 

Summary of Section 95910(c)(2)(A).  

New text establishes the auction of future budget year allowances as the Future 
Auction. 

Rationale for Section 95910(c)(2)(A). 

The change is needed to identify the allowance vintage for the Future Auction. 
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Summary of Section 95910(c)(2)(B).  

Text referring to each auction and referring to Section 95870(b) is removed. New 
text is added to reflect one advance auction of future vintage allowances in 2012 
at which all 2015 vintage allowances designated for sale will be offered. 

This section was renumbered from existing section 95910(c)(2)(A). 

Rationale for Section 95910(c)(2)(B). 

This change is needed to specify one 2012 future vintage auction at which all 
2015 vintage allowances available for designation by Executive Officer will be 
sold.  

Summary of Section 95910(c)(2)(C).  

Text referring to Section 95870(b) is removed. New text is added to clarify that 
one fourth of the allowances from the vintage year three years subsequent to the 
current calendar year that are allocated for auction ahead of their vintage year 
will be designated for sale at each quarterly Advance auction. This section was 
renumbered from existing section 95910(c)(2)(B). 

Rationale for Section 95910(c)(2)(C). 

The change is needed for clarity.  

Summary of Section 95910(c)(2)(D).  

Text is added to refer to Advance Auction and to Section 95911(f)(3) instead of 
Section 95911(b)(4). 

This section was renumbered from existing section 95910(c)(2)(C). 

Rationale for Section 95910(c)(2)(D). 

The reference to the Advance Auction is needed for clarity. The reference to 
Section 95911(b)(4) reflects changes to numbering in Section 95911. 

Summary of Section 95910(c)(3).  

This section specifying separate auctions of allowances from different budget 
years is removed.  

Rationale for Section 95910(c)(3). 

The section is no longer needed as revisions to Section 95910(c) and 95910(d) 
specify a separate Current Auction and Advance Auction with allowances from 
different budget years for each auction. 
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Summary of Section 95910(d)(2).  

Text is added referring to accounts containing more allowances than the holding 
limit specified in Section 95920(b)(5) and to change a reference.  

Rationale for Section 95910(d)(2). 

This change is needed to allow the Executive Officer to consign for sale at the 
next auction excess allowances above the holding limit in an entity‘s account. 

The changed reference is needed to reflect the reorganization of section 95921. 

Summary of Section 95910(d)(4)(A).  

The text is revised to ―auction‖ instead of ―auctions‖ and ―the‖ replacing ―each.‖ 

Rationale for Section 95910(d)(4)(A). 

These changes are needed since a single auction will be held in 2012 instead of 
two auctions.  

Section 95911.  Format for Auction of California GHG Allowances. 

Summary of Section 95911(a)(4).  

The existing text is replaced by new text requiring the entities registered into the 
California Cap-and-Trade program must submit bids in whole U.S. dollars and 
whole cents. 

Rationale for Section 95911(a)(4). 

The change is needed to clarify that the requirement only applies to entities that 
register with California. 

Summary of Section 95911(a)(5). 

New section 95911(a)(5) provides that California GHG allowances may be 
auctioned along with allowances from linked jurisdictions. 

Rationale for Section 95911(a)(5). 

This provision is needed to enable joint auctions of allowances from linked 
jurisdictions.  It also informs participants that they may be receiving allowances 
from other jurisdictions. 

Summary of Section 95911(b)(3) through (b)(6).  

These sections are removed. 
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Rationale for Section 95911(b)( 3) through (b)(6). 

The change is needed because new section 95911(f) has been added.  It 
contains a more detailed process for auctions which result in unsold allowances. 

Section 95911(b)(6)(A) and (B) are renumbered to sections 95911(c)(1) and 
(c)(3)(A), respectively, and slightly modified. 

Summary of Section 95911(c).  

This new text is a section title that introduces the method for setting the Auction 
Reserve Price.   

Rationale for Section 95911(c). 

The change is needed due to the addition  of a more detailed method for setting 
the Auction Reserve Price.   

Summary of Section 95911(c)(1). 

Existing text was modified and moved to this section from section 95911(b)(6)(A).  
It was modified to include a $10 Auction Reserve Price for 2013 vintage 
allowances sold in 2012.  

Rationale for Section 95911(c)(1). 

This change was needed to establish a calendar year starting point and a $10 
starting point for the Auction Reserve price.  

Summary of Section 95911(c)(2). 

The new text requires the Auction Administrator, beginning in 2012, to announce 
the next calendar year‘s reserve price on the first day in December that is a 
business day in California. The new text requires that the Reserve Price be 
stated in U.S. dollars.  

Rationale for Section 95911(c)(2). 

This change was needed to establish when the Auction Reserve Price would be 
communicated to auction participants.  

Summary of Section 95911(c)(3). 

This section heading requires the auction administrator to take specific steps to 
calculate the auction reserve price. 

Rationale for Section 95911(c)(3). 
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This change is needed to define a method for adjusting the reserve price to 
account for the time value of money and inflation in calendar years after 2012 in 
California.  

Summary of Section 95911(c)(3)(A). 

The new text requires that the U.S. dollar reserve price be the previous calendar 
year reserve price increased by 5 percent plus the U.S. rate of inflation as 
measured by the Consumer Price Index for all Urban Consumers.   

Existing text was modified and moved to this section from section 95911(b)(6)(B). 

Rationale for Section 95911(c)(3)(A). 

The reserve price adjustment is part of existing text that was modified and moved 
to this section from section 95911(b)(6)(B). 

Summary of Section 95911(c)(3)(B). 

The new text requires the auction administrator to announce the auction reserve 
price. 

Rationale for Section 95911(c)(3)(B). 

This change is needed to complete the process of a reserve price for the auction. 

Summary of Section 95911(c)(3)(C). 

New section 95911(c)(3)(C) requires the auction administrator to announce an 
exchange rate between U.S. and Canadian dollars prior to the opening of the 
auction window on the day of auction.  The rate will be the most recently 
available daily buying rate published by the Bank of Canada.   

Rationale for Section 95911(c)(3)(C). 

This provision is required to inform auction participants of the exchange rate 
used to convert the U.S. and Canadian auction reserve prices to a common 
value for comparison.  

Summary of Section 95911(c)(3)(D). 

New section 95911(c)(3)(D) provides that the Auction Reserve Price will be in 
Canadian dollars equal to the Auction Reserve Price in Canadian dollars for the 
previous year, plus five percent, plus a measure of inflation. 

Rationale for Section 95911(c)(3)(D). 
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This provision is needed to calculate the Auction Reserve Price in Canadian 
dollars, which will be compared to the Auction Reserve Price in U.S. dollars. 

Summary of Section 95911(c)(3)(E). 

New section 95911(c)(3)(E) requires the auction administrator to use the 
announced exchange rate to convert the earlier calculated U.S. and Canadian 
dollar auction reserve prices to a common currency.  The reserve price used on 
the day of the auction is the higher of the U.S. and Canadian dollar auction 
reserve prices after the exchange rate adjustment.   

Rationale for Section 95911(c)(3)(E). 

This provision is needed to complete the process of calculating a single reserve 
price for the auction. 

Summary of Section 95911(c)(4). 

The new text requires the auction administrator to announce the auction reserve 
price in effect for the auction prior to the opening of the bid window; this auction 
reserve price is in effect during the time the bid window is open.  

Rationale for Section 95911(c)(4). 

This change is needed to communicate when the auction reserve price is 
announced and when it is in effect for an auction.    

Summary of Section 95911(c)(5). 

New section 95911(c)(5) provides that the Auction Reserve Price in section 
95911(c)(2) will be announced on the first day in December that is a business 
day in California and in any linked jurisdiction.  The Auction Reserve Price will be 
announced in the currency of each linked jurisdiction. 

Rationale for Section 95911(c)(5). 

This provision is needed to ensure that the Auction Reserve Price is announced 
at the beginning of the year to aid participants in their acquisition strategies. 

Summary of Section 95911(d). 

This section is renumbered from section 95911(c). 

Rationale for Section 95911(d). 

The change is needed to reflect the earlier introduction of new section 95911(c). 

Summary of Section 95911(d)(1). 
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The term ―disclosable‖ is replaced by the term ―direct.‖ 

Rationale for Section 95911(d)(1). 

The change is needed because the purchase limit has been modified to only 
apply to entities with a direct corporate association. 

Summary of Section 95911(d)(3). 

The section is modified for clarity and a reference changed. 

Rationale for Section 95911(d)(3). 

The change was needed for clarity and to have a reference reflect changes to the 
organization of section 95910. 

Summary of Section 95911(d)(4). 

The section is modified to include a reference to section 95910(c)(1). 

Rationale for Section 95911(d)(4). 

The change is needed to clarify that it applies to the current auction. 

Summary of Section 95911(d)(4)(B). 

The section imposes a forty percent auction purchase limit on electrical utilities 
and removes extra text related to electric utilities. 

Rationale for Section 95911(d)(4)(B). 

Staff wants to ensure an equitable process for auctions be providing a purchase 
limit for all auction participants, but set the limit at 40 percent to recognize that 
electric utilities must consign their allowances and have large exposures to 
emissions obligations through electricity purchase contracts. 

Summary of Section 95911(e)(3). 

The section is modified to clarify that the bid acceptance process applies to bids 
from a single bidder, not multiple bidders.  In addition, it provides that the auction 
operator shall reject a bid for a bundle of 1,000 allowances based on conditions 
contained in subsections (A) through (C). 

Rationale for Section 95911(e)(3). 

The change is needed to clarify that the auction operator will evaluate the bids 
from each bidder separately.  The text stating that a bid that may be rejected is 
for a bundle of 1,000 allowances is needed to clarify that rejection of a bid is only 
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for each bundle that does not qualify, and not for all bundles for which an entity 
bids.  Summary of Section 95911(e)(3)(A) and (C). 

A reference in each section is changed to reflect reorganization of sections 
95911 and 95912. 

Rationale for Section 95911(e)(3)(A) and (C). 

The change is needed for clarity. 

Summary of Section 95911(e)(4). 

Bids from all bidders will be ranked.  The existing text is also rewritten for clarity. 

Rationale for Section 95911(e)(4). 

The changes are needed for clarity. 

Summary of Section 95911(e)(4)(B). 

The text is modified to change a reference. 

Rationale for Section 95911(e)(4)(B). 

The change is needed to reflect changes to section 95911. 

Summary of Section 95911(e)(5). 

Text is added to this section to introduce a process that will be followed when 
there are tied bids. 

Rationale for Section 95911(e)(5). 

The change is needed to introduce the procedure for resolving tied bids. 

Summary of Section 95911(e)(5)(A). 

The new section provides that the auction administrator will calculate the share of 
allowances to go to each tied bidder as the quantity of allowances the bids bid for 
at the settlement price by the total quantity of bids accepted at that price by the 
auction administrator.  Existing section 95911(e)(5)(A) is removed. 

Rationale for Section 95911(e)(5)(A). 

The change is needed to implement the procedure now contained in 
95911(e)(5)(B). 

Summary of Section 95911(e)(5)(B). 
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The number of allowances awarded to each bidder will equal the bidder‘s share 
calculated pursuant to 95911(e)(5)(A) times the number of bids accepted at the 
settlement price.  Existing section 95911(e)(5)(B) is removed. 

Rationale for Section 95911(e)(5)(B). 

The new text provides that bidders will receive allowances at the settlement price 
in proportion to the total bids accepted at that price. 

Staff is concerned that the assignment of lots by random number would not give 
an equal result to all tied bidders. 

Summary of Section 95911(e)(5)(C). 

A random number process will be used to distribute any remaining allowances. 

Rationale for Section 95911(e)(5)(C). 

Bidders will receive allowances at the settlement price in proportion to the total 
bids accepted at that price.  This section addresses any allowances remaining 
unsold due to rounding error in the process in section 95911(e)(5)(B). 

Staff is concerned that the assignment of lots by random number would not give 
an equal result to all tied bidders. 

Summary of Section 95911(f). 

This section introduces a process to be used if allowances remain unsold at 
auction. 

This section was renumbered from section 95911(b)(3), (4), and (5) and modified. 

Rationale for Section 95911(f). 

The change is needed for clarity. 

Summary of Section 95911(f)(1). 

This section provides that in the event of unsold allowances, allowances from 
consigned sources shall be sold first, ahead of allowances allocated for sale by 
ARB. 

Rationale for Section 95911(f)(1). 

This provision is needed to ensure that consigned allowances rarely have to be 
held over for subsequent auction.  Staff expects that beginning in 2015 there will 
be enough allowances directly allocated for auction that consigned allowances 
would never remain unsold. 
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Summary of Section 95911(f)(1)(A). 

This section sets first priority for sale at auction on allowances consigned from 
closed accounts or from accounts which hold allowances in excess of the holding 
limit.  

Rationale for Section 95911(f)(1)(A). 

This provision is needed because these allowances are to be sold and the 
proceeds returned to the original account holders.  Staff does not want to carry 
these for a later auction, so they are given the highest priority. 

Summary of Section 95911(f)(1)(B). 

This section sets the second priority for sale at auction on allowances consigned 
from limited use holding accounts. 

Rationale for Section 95911(f)(1)(B). 

This provision is needed to ensure allowances consigned by electric utilities are 
sold as quickly as possible.  Utilities are required to consign the allowances and 
use the proceeds for the benefit of their ratepayers and staff prefers to make the 
revenue stream as predictable as possible by giving these allowances priority 
over ARB allowances. 

Summary of Section 95911(f)(1)(C). 

This section sets the third priority for sale at auction on allowances that remain 
unsold from previous auctions. 

Rationale for Section 95911(f)(1)(C). 

This provision is needed to ensure that allowances carried over from previous 
auctions are sold as quickly as possible.  This reduces the burden on staff to 
evaluate at each auction whether the allowances are allowed to return to the 
auction. 

Summary of Section 95911(f)(1)(D). 

This section sets the fourth priority for sale at auction on allowances that are 
directly allocated to auction by ARB. 

Rationale for Section 95911(f)(1)(D). 

This provision assigns the last priority for sale at auction to allowances allocated 
by ARB because carrying the allowances to the next auction carries the lowest 
inconvenience to auction participants. 
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Summary of Section 95911(f)(2). 

This section provides that when there are insufficient bids to exhaust the 
allowances from one of the categories of consignment considered in section 
95911(f)(1), the auction operator will sell an equal proportion of the allowances 
from each source. 

Rationale for Section 95911(f)(2). 

The provision is needed to give equal access to the auction for all consigning 
entities. 

Summary of Section 95911(f)(3). 

This section introduces the process by which allowances allocated for auction by 
ARB which remain unsold at auction will be carried over for subsequent auction. 

Rationale for Section 95911(f)(3). 

The section is needed to introduce the procedure. 

Summary of Section 95911(f)(3)(A). 

This section provides that allowances allocated for auction by ARB that remain 
unsold will remain in the auction holding account. 

Rationale for Section 95911(f)(3)(A). 

The provision is needed to clarify that the unsold allowances remain allocated for 
auction. 

Summary of Section 95911(f)(3)(B). 

This section provides that allowances allocated by ARB to auction that remain 
unsold may return to auction after two consecutive auctions result in a settlement 
price above the auction reserve price.   

Rationale for Section 95911(f)(3)(B). 

The provision is needed to ensure that returning unsold allowances to the auction 
will not perpetuate an oversupply condition.  Waiting until two auctions reach a 
settlement price above the reserve price would prevent this from happening. 

Summary of Section 95911(f)(3)(C). 

This section limits the number of unsold allowances returned to auction to an 
amount not exceeding 25 percent of the allowances originally scheduled to be 
auctioned. 
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Rationale for Section 95911(f)(3)(C). 

This provision is needed to prevent the next auction from resulting in unsold 
allowances. 

Summary of Section 95911(f)(3)(D). 

If allowances remain unsold at an Advance auction beyond the first year they are 
allocated for sale, they will be held in the Auction Holding Account until their 
vintage year equals the current year.  They will then be sold as current vintage 
allowances. 

Rationale for Section 95911(f)(3)(D). 

The section also simplifies the treatment of future vintage allowances.  Staff 
determined that the more speculative nature of purchases from the Advance 
auction would imply that oversupply conditions will be harder to correct than in 
the Current auction, where the supply of allowances is continuously decreased 
by surrender obligations. 

Summary of Section 95911(f)(4)(A). 

This section provides that allowances consigned from limited use holding 
accounts that remain unsold at auction will stay in the Auction Holding Account 
until they can be resold. 

Rationale for Section 95911(f)(4)(A). 

This section is needed to clarify that the consignment decision by the account 
holder is final and the allowances will not return to their control. 

Summary of Section 95911(f)(4)(B). 

This section provides that allowances consigned from closed or suspended 
accounts that remain unsold at auction will stay in the Auction Holding Account 
until they can be resold. 

Rationale for Section 95911(f)(4)(B). 

This section is needed to clarify that the consignment decision by the Executive 
Officer is final and the allowances will not be returned to the original holder. 

Section 95912.  Auction Administration and Registration. 

Summary of Section 95912. 
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The title of section 95912 is changed to: Section 95912.  Auction Administration 
and Participant Application. 

Rationale for Section 95912. 

The change is needed to reflect the replacement of the term ―auction registration‖ 
with Participant Application.  The change is needed because of the confusion 
over the use of the term registration in the auction context with the program 
registration requirements in section 95830. 

Summary of Section 95912(c). 

This new section clarifies the content of the auction notification to be issued by 
the auction administrator at least 60 days before the auction.  This section 
contains the same deadline as existing section 95912(c)(1), which is removed, 
and provides detail not contained in the original section 

Rationale for Section 95912(c). 

The change is needed to introduce the list of items to be included in the auction 
notification. 

Summary of Section 95912(c)(1) through (c)(7). 

These sections contain the list of information that is to be included in the auction 
notification.  These include the date and time of the auction; the application 
requirements and instructions; the form and manner for submitting bids; the 
procedure the auction administrator will use to conduct the auction; the 
administrative requirements for participation; the number of allowances available 
at the auction; and for the auction in the first quarter of the year, an 
announcement of the number of allowances available and the Auction Reserve 
Price for the year. 

Rationale for Section 95912(c)(1) through (c)(7). 

The changes are needed to inform registered entities of all the steps they must 
take to participate in the auction and of the information they need to develop and 
submit bids. 

Summary of Section 95912(c)(8). 

New section 95912(c)(8) provides that the Auction Notification shall contain the 
number of allowances from a linked jurisdiction that will be sold at each auction. 

Rationale for Section 95912(c)(8). 



 

168 

 

This provision is needed to ensure that auction participants know the number of 
allowances being auctioned and to reinforce that they may receive allowances 
from each participating jurisdiction. 

Summary of Section 95912(d). 

This section introduces a list of participation requirements for entities that may 
apply to participate in the auction.  The section is renumbered from 95912(c) to 
95912 (d) to reflect insertion of a new section 95912(c).  Existing text requiring 
the auction application to be completed at least 30 days prior to auction is 
removed, as section 95912(d)(4) contains the deadline and information to be 
disclosed in the application. 

Rationale for Section 95912(d). 

The change is needed to introduce the requirements and for clarity. 

Summary of Section 95912(d)(1). 

This new section is existing section 95912(c)(3), and is needed to provide that 
the Executive Officer must approve an entity‘s application prior to the auction.  
Existing text is removed and replaced by new section 95912(c). 

Rationale for Section 95912(d)(1). 

This change is needed to ensure that entities complete the application.  
Applications can also be rejected based on rule violations pursuant to section 
95914(a). 

Summary of Section 95912(d)(2). 

The section requires that entities must be registered into California‘s cap-and-
trade program before they can apply to participate in the auction. 

Rationale for Section 95912(d)(2). 

This change is needed to ensure entities have accounts on the tracking system 
and their information disclosures have been approved by the Executive officer. 

Summary of Section 95912(d)(3). 

New test in this section deals with two cases involving entities whose accounts 
have been suspended or revoked. 

First, an entity whose holding account has been suspended or revoked cannot 
participate in an auction. 
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Second, an individual who is associated with an entity whose holding account 
has been suspended or revoked may not participate in an auction in any capacity. 

The existing text in this section is moved to new section 95912(d)(1). 

Rationale for Section 95912(d)(3). 

The changes are needed to ensure that those entities and individuals that have 
engaged in significant violations of this regulation cannot participate in the 
auction. Individuals serving as account representatives and in other capacities for 
entities that violate the regulation are likely involved in the violations and should 
be held accountable by being prohibited from participating in the auctions on 
behalf of any entity. 

Summary of Section 95912(d)(4). 

This section is renumbered from 95912(c)(2). It is also modified for clarity. 

Rationale for Section 95912(d)(4). 

The change is needed for clarity and to reflect reorganization of the section. 

Summary of Section 95912(d)(4)(B). 

The section contains a change in a reference. 

Rationale for Section 95912(d)(4)(B). 

The change is needed so the reference reflects the reorganization of section 
95914. 

Summary of Section 95912(d)(4)(C). 

The section is renumbered from 95912(d)(4)(C).  It is modified to include 
securities and financial markets in the list of markets for which entities must 
disclose violations or investigations. 

Existing text for the section referring to beneficial holdings is removed. 

Rationale for Section 95912(d)(4)(C). 

The removal of the text on beneficial holdings is needed to reflect the removal of 
language from section 95834 that allowed for beneficial holdings. 

The expansion of the list of markets in which the entity may have been involved 
in investigations and violations is needed to ensure that entities with a history of 
rule violations do not participate in auctions.  
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Summary of Section 95912(d)(4)(D). 

The section is renumbered from section 95912(d)(4)(E). 

Rationale for Section 95912(d)(4)(D). 

The change is needed to reflect the reorganization of the section. 

Summary of Section 95912(d)(5). 

This new section is added to impose additional requirements on account 
representatives who will be submitting bids to the auction on behalf the entities 
they represent. 

Rationale for Section 95912(d)(5). 

The change is needed to improve security of bidding at the auction. 

Summary of Section 95912(d)(5)(A). 

The section is added to require account representatives to have complied with 
the Know-Your-Customer requirements of section 95834 before submitting any 
bids. 

Rationale for Section 95912(d)(5)(A). 

The change is needed to verify the identity of a representative that may be 
binding the entity they represent to significant financial commitments. 

Summary of Section 95912(d)(5)(B). 

The section is added to require account representatives to have complied with 
the disclosures to the financial services administrator as required in Appendix A 
before submitting any bids. 

Rationale for Section 95912(d)(5)(B). 

The change is needed to allow the financial services administrator to complete 
identity verification checks before arranging financial transactions. 

Summary of Section 95912(e)(1). 

The section is renumbered from 95912(d)(1).  It has been modified for clarity, to 
change a reference to section 95914, and to include changes in registration 
information as a reason to require an entity to file a new auction application. 

Rationale for Section 95912(e)(1). 
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The changes are needed for clarity and to recognize that the information 
contained in the auction application may need to be reassessed if there are 
changes to the information disclosed at registration. 

Summary of Section 95912(e)(2)). 

The term auction operator is replaced by the term auction administrator. 

Rationale for Section 95912(e)(2). 

The change is needed to reflect the terminology used throughout the regulation. 

Summary of Section 95912(f). 

The section is modified for clarity and the term auction operator is replaced by 
the term auction administrator. 

The section is renumbered from section 95912(e). 

Rationale for Section 95912(f). 

The change is needed for clarity and to reflect the terminology used throughout 
the regulation.  The change is also needed to reflect the reorganization of the 
section. 

Summary of Section 95912(g). 

Existing text on the confidentiality of information in existing section 95912(f)(1), is 
moved to section 95912(g) and modified.  The modified text provides that the 
Executive Officer will protect information contained in the auction application and 
not scheduled for release pursuant to section 95912(j)(5) to the extent permitted 
by law. 

The section is renumbered from section 95912(f). 

Text contained in existing section 95912(f)(2) is now part of section 95912(j)(5). 

Rationale for Section 95912(g). 

The formatting change is needed to enable the reorganization of the section. 

Summary of Section 95912(h). 

Existing section 95912(g) is renumbered and edited to make clear that the bids 
do not go to the Executive Officer. 

Rationale for Section 95912(h). 
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The change is needed for clarity and to reflect the reorganization of the section. 

Summary of Section 95912(i). 

The section is renumbered from 95912(h) and changes the deadline for 
submission of the bid guarantee to twelve days prior to the auction. 

Existing section 95921(i) is moved to be part of section 95912(c). 

Rationale for Section 95912(i). 

The change is made in response to discussions with California‘s contracted 
financial services administrator regarding the time needed to review the bid 
guarantees. 

The renumbering is needed to reflect a change in the organization of the section. 

Summary of Section 95912(i)(1)(A) through (C). 

These sections exist in the current regulation.  They have been reordered. 

Rationale for Section 95912(i)(1)(A) through (C). 

The change is needed to accommodate new section 95912(i)(6), which specifies 
that if multiple bid guarantee types are submitted then they will be accessed in 
the order listed in section 95912(i)(1).  This change will clarify to both bidders and 
the financial services  

Summary of Section 95912(i)(1)(D). 

This section is modified to provide that entities registering with California must 
submit bid guarantees in U.S. dollars. 

Rationale for Section 95912(i)(1)(D). 

The change is needed to ensure bid guarantees are in a currency that can be 
accepted by the financial services administrator. 

Summary of Section 95912(i)(1)(E). 

New section 95912(i)(1)(E) requires entities to submit a bid guarantee in the 
currency of the jurisdiction with which they are registered. 

Rationale for Section 95912(i)(1)(E). 

This provision is needed to ensure that the financial services administrator of 
each jurisdiction is capable of processing the bid guarantees submitted. 
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Summary of Section 95912(i)(2). 

Existing text is removed and replaced with text clarifying that the amount of the 
bid guarantee must be greater than or equal to the maximum value of the bids to 
be submitted. 

Rationale for Section 95912(i)(2). 

The change is needed to clarify the amount of the bid guarantee must be at least 
as great as the value of bids submitted.  

Summary of Section 95912(i)(2)(A). 

The section provides that the value of a set of bids, evaluated at each price at 
which the bidder submits a bid, equals the quantity of allowances bid for at or 
above that price times that price. 

Rationale for Section 95912(i)(2)(A). 

The change is needed to evaluate the value of a set of bids in a single price 
auction.  In single price auctions, bidders do not pay their bid price.  Instead, the 
auction settlement price is set at a level that would clear all the bids, as long as it 
remained greater than or equal to the auction reserve price.  For example, a bid 
for 1,000 allowances at $20 would have a value of $20,000 if auction settled at 
that price.  However, the value of the same bid would be only $15,000 if the 
auction settled at $15. 

Bidders would calculate the value of their bids at each of the prices they bid. The 
value at each of the prices would be calculated using the quantity bid at that price 
plus any quantity bid at any higher price.  This reflects the fact that the bidder 
would receive the allowances bid for at any price equal to or above the auction 
settlement price. 

The value of the bids changes with each bid price used in the calculations.   

Summary of Section 95912(i)(2)(B). 

This section provides that the maximum value of the set of bids is the maximum 
of the values calculated pursuant to section 95912(i)(2)(A). 

Rationale for Section 95912(i)(2)(B). 

The change is needed to clarify that the bid guarantee must cover the highest 
payment the bidder may have to make to pay for allowances awarded.  Since the 
value of a set of bids may be different when calculated at different bid prices, the 
highest value calculated at any price is the value used to set the bid guarantee. 
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Summary of Section 95912(i)(3). 

The section clarifies that the bid guarantee is payable to the financial services 
administrator. 

Rationale for Section 95912(i)(3). 

The change is needed so the bid guarantees are sent to the financial services 
administrator which is hired to provide expertise in evaluating financial 
instruments. 

Summary of Section 95912(i)(4). 

The section requires that bid guarantees expire no sooner than 21 days after the 
auction. 

Rationale for Section 95912(i)(4). 

The provision is needed to ensure that any form of bid guarantee that has an 
expiration date remain valid long enough for the financial services administrator 
to access it to cover payments if the auction settlement is delayed. 

Summary of Section 95912(i)(5). 

The section provides that the financial services administrator will evaluate the bid 
guarantee and inform the auction operator of the value accepted by the 
Executive Officer. 

Rationale for Section 95912(i)(5). 

The provisions are needed because the Executive Officer must approve 
determinations made by the financial services administrator.  The auction 
administrator needs the bid guarantee values to determine which bids to accept. 

Summary of Section 95912(i)(6). 

If a bidder submits multiple guarantee forms, the financial services administrator 
will access them in the order they are listed in section 95912(i)(1). 

Rationale for Section 95912(i)(6). 

This provision is needed to give the financial services administrator a clear order 
in which to access the guarantees. 

Summary of Section 95912(i)(7). 
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The section provides that if a bidder submits a single guarantee to cover both the 
current and advance auctions then the auction administrator will apply the values 
to the current auction first and then the remaining value to the advance auction. 

Rationale for Section 95912(i)(7). 

The provision is needed to give clear instruction to the auction operator in 
conducting the bid acceptance procedure. 

Summary of Section 95912(j). 

The section is added to introduce a set of actions the Executive Officer will take 
following the auction. 

Existing section 95912(j) is removed. 

Rationale for Section 95912(j). 

The section is needed to clarify the activities undertaken by the Executive Officer 
after the auction operator has determined the winners and auction settlement 
price. 

Summary of Section 95912(j)(1). 

This section requires the Executive Officer to review the conduct of the auction 
by the auction administrator and determine whether the auction has been 
conducted pursuant to this regulation. 

Rationale for Section 95912(j)(1). 

The change is needed to ensure that ARB has the opportunity to review the 
auction results and clear up any irregularities before the auction proceeds to 
financial settlement.  This is partly to ensure the procedures were followed 
correctly, but Staff will work with a market monitor to review the auction for 
potential manipulation or other violations.  These steps are needed to ensure the 
integrity of the auction. 

Summary of Section 95912(j)(2)(A). 

This section requires the Executive Officer to direct the financial services 
administrator to notify the winning bidders of the price, quantity awarded, and 
information concerning deadlines and method for payment. 

Rationale for Section 95912(j)(2)(A). 

The provision is needed to clarify the auction settlement process. 
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Summary of Section 95912(j)(2)(B). 

Existing section 95912(j)2(A) is renumbered and modified to set the deadline for 
cash payment to within seven days of notification. 

Rationale for Section 95912(j)(2)(B). 

The provision is needed to clarify the auction settlement process. 

Summary of Section 95912(j)(2)(C). 

This provision authorizes the financial services administrator to access the bid 
guarantees if bidders fail to make cash payments in the seven day limit. 

The text replaces existing section 95912(j)(2)(B) which is removed. 

Rationale for Section 95912(j)(2)(C). 

The provision is needed to clarify the auction settlement process. 

Summary of Section 95912(j)(2)(D). 

Existing section 95912(j)(2)(C) is renumbered. 

Rationale for Section 95912(j)(2)(D). 

The change is needed to accommodate additional requirements. 

Summary of Section 95912(j)(2)(E). 

Existing section 95912(j)(2)(D) is renumbered. 

Rationale for Section 95912(j)(2)(E). 

The change is needed to accommodate additional requirements. 

Summary of Section 95912(j)(2)(F). 

This section is added to require the financial services administrator to return an 
unused bid guarantee to the bidder. 

Rationale for Section 95912(j)(2)(F). 

The change is needed to reduce the costs of auction participation. 

Summary of Section 95912(j)(5)(A) through (5)(C). 
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This section contains the requirements contained in existing section 95912(f)(2), 
which is removed. 

Rationale for Section 95912(j)(5) (A) through (5)(C). 

The change is needed to clarify the information released after the auction is 
concluded. 

Section 95913.  Sale of Allowances from the Allowance Price Containment 
Reserve. 

Summary of Section 95913(c).  

This new section specifies that only covered and opt-in covered entities are 
eligible to purchase from California‘s Reserve.  It also makes clear that there will 
be requirements placed on the individual account representatives for eligible 
entities that must be completed before participation in Reserve sales.  Existing 
section (c) is removed. 

Rationale for Section 95913(c). 

The change is needed to introduce the requirements on account representatives.  
The existing requirements on timing and conduct of the sale originally contained 
in section 95913(c) and its subsections are moved to new section 95913(d). 

Summary of Section 95913(c)(1).  

This new section adds the requirement that account representatives that will be 
submitting bids to the reserve sale must have completed the Know-Your-
Customer requirements contained in section 95834.  Existing text specifying 
eligibility requirements for entities is removed. 

Rationale for Section 95913(c)(1). 

The change is needed to ensure that all individuals participating in the financial 
transactions that accompany Reserve sales have completed identity verification 
procedures before committing the entities they represent to financial obligations.  
The existing provisions on entity eligibility were moved to new section 95913(c). 

Summary of Section 95913(c)(2).  

This new section requires account representatives to have submitted the 
additional identification information contained in Appendix A to the regulation that 
is required by the financial services administrator.  Existing text for the section, 
covering the requirement that all allowances in the Reserve will be offered at 
each sale, is moved to new section 95913(e)(2). 
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Rationale for Section 95913(c)(2). 

The change is needed to ensure that all individuals participating in the financial 
transactions that accompany Reserve sales have completed identity verification 
procedures developed by the financial services administrator.  One of the main 
reasons ARB contracted with a private financial services provider to handle 
financial transactions was to gain access to the expertise in evaluating and 
protecting personal information. 

Summary of Section 95913(c)(3)(A), (B), and (C). 

These sections are removed and modified as new section 95913(d) 

Rationale for Section 95913(c)(3)(A), (B), and (C). 

The change is needed for clarity. 

Summary of Section 95913(d)(1).  

This section consists of existing text from section 95913(c)(3)(A). 

Rationale for Section 95913(d)(1). 

The change is needed for clarity. 

Summary of Section 95913(d)(2).  

The section sets the reserve sales to occur six weeks after auctions. 

Rationale for Section 95913(d)(2). 

The change is needed to clarify that the auction will occur on the first business 
day six weeks after an auction.. 

Summary of Section 95913(d)(3).  

This section requires the reserve sale administrator to inform eligible participants 
of the number of allowances available at least four weeks before the sale. 

Rationale for Section 95913(d)(3). 

This provision is needed to assist covered entities in planning their acquisitions. 

Summary of Section 95913(d)(4). 

New section 95913(d)(4) provides that Reserve sales will be conducted on the 
first day six weeks after each quarterly allowance auction scheduled that is also a 
business day in California and any linked jurisdiction. 
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Rationale for Section 95913(d)(4). 

This provision is needed to ensure that Reserve sales are scheduled on the 
same day in linked jurisdictions. 

Summary of Section 95913(e)(1).  

This section clarifies that the Executive Officer creates the Reserve tiers. 

Rationale for Section 95913(e)(1). 

The change is needed since the Executive Officer must take this action. 

Summary of Section 95913(e)(2).  

This section contains text moved from existing section 95912(c)(2). 

Rationale for Section 95913(e)(2). 

This is a formatting change and does not involve any new text. 

Summary of Section 95913(e)(3).  

The section is renumbered from section 95913(d)(2). 

Rationale for Section 95913(e)(3). 

The is a formatting change and does not involve any new text. 

Summary of Section 95913(e)(4).  

The section is renumbered from section 95913(d)(3) and edited for clarity. 

The use of the inflation adjustment factor is revised to refer to use of the most 
recently available value. 

Rationale for Section 95913(e)(4). 

The change is needed for clarity.  The use of the most recently available inflation 
factor reflects the schedules for the release and revision of such calculations. 

Summary of Section 95913(f).  

The section includes a change to the deadline for submitting bid guarantees, to 
twelve days.  It also requires the guarantee to be greater than or equal to the 
maximum value of the bids to be submitted by an entity. 
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This section contains modified text from existing section 95913(e)(1), which is 
removed. 

Rationale for Section 95913(f). 

The existing deadline is two weeks.  The proposed deadline is the result of 
discussions with the financial services administrator. 

The change is needed to add additional detail to the process and is more specific 
than ―two weeks.‖ 

Summary of Section 95913(f)(1).  

This section changes the calculation of the bid guarantee to reflect the possibility 
of bids to multiple tiers. 

Rationale for Section 95913(f)(1). 

The change is needed to guide participants to calculate the correct value for the 
bid guarantee. 

Summary of Section 95913(f)(2)(A), (B), and (C).  

This section moves existing text from existing section 95912(e)(2)(A), (B), and 
(C) and changes the order in which the instruments are listed. 

Rationale for Section 95913(f)(2)(A), (B), and (C).  

The change is needed to accommodate the addition of more detailed steps in the 
process and to reflect the new order in which bid guarantees will be accessed 

Summary of Section 95913(f)(3).  

The section provides that the bid guarantee will be sent to the financial services 
administrator.  This requirement is moved from existing section 95912(e)(2). 

Rationale for Section 95913(f)(3). 

The change is needed to accommodate the addition of more detailed steps in the 
process. 

Summary of Section 95913(f)(4).  

This section adds a provision to require that the bid guarantee expires in not less 
than 21 days. 

Rationale for Section 95913(f)(4). 
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This provision is needed to ensure the guarantee can be accessed if the auction 
settlement is delayed. 

Summary of Section 95913(f)(5).  

This section is renumbered from existing section 95912(e)(2)(E). 

Rationale for Section 95913(f)(5). 

The change is needed to accommodate the addition of more detailed steps in the 
process and is a formatting change. 

Summary of Section 95913(f). 

Section 95913(f) is renumbered to section 95913(g). 

Rationale for Section 95913(f). 

This is a format change. 

Summary of Section 95913(g)(1).  

Section 95912(g)(1) is modified to provide that sales will be conducted beginning 
with bids to the lowest tier and moving to bids to higher tiers. 

Rationale for Section 95913(g)(1). 

The change is needed to clarify the order in which bids will be processed. 

Summary of Section 95913(g)(2).  

The section is added to clarify the procedure for operating the bid window for the 
Reserve sale.  The window will be open at 10 a.m. Pacific Standard Time or 
Daylight Savings Time, whichever is in effect. 

Rationale for Section 95913(g)(2). 

The provision is needed to tell participants when they may submit bids and 
clarifies that the time will be the same regardless of whether Daylight Saving 
Time is in effect. 

Summary of Section 95913(g)(2)(A).  

This section adds a provision that bids will be in multiples of 1,000 allowances, 
priced in U.S. dollars, and each bid must be to one of the three tiers. 

Rationale for Section 95913(g)(2)(A). 
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The change is needed to provide specificity regarding how entities may submit 
bids. 

Summary of Section 95913(g)(2)(B).  

The section adds a provision that entities may make multiple bids. 

Rationale for Section 95913(g)(2)(B). 

The change is needed because the existing provisions implied a single bid is 
allowed which is not what was intended. 

Summary of Section 95913(g)(3).  

The section is renumbered from existing section 95912(f)(2).  It is modified to 
provide that bids are for bundles of 1,000 allowances. 

Rationale for Section 95913(g)(3). 

The change is needed to accommodate the addition of more detailed steps in the 
process, and to clarify that the procedure describing the acceptance of bids will 
apply to the bids in separate 1,000 allowance bundles.  The practical implication 
of the change is that the Reserve administrator can reject some of the quantities 
bid without having to reject a bid in its entirety. 

Summary of Section 95913(g)(3)(A).  

Existing text is modified to reflect the longer list of requirements by removing 
punctuation and the word ―or.‖ 

Rationale for Section 95913(g)(3)(A). 

The change is needed to accommodate the addition of more detailed steps in the 
process. 

Summary of Section 95913(g)(3)(B).  

Existing text is modified to change a reference. 

Rationale for Section 95913(g)(3)(B). 

The reference is changed to reflect reorganization of the section. 

Summary of Section 95913(g)(3)(C).  

The section adds a requirement that a bid to a tier will be accepted only if it is for 
a number of allowances less than or equal to the number available in the tier. 
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Rationale for Section 95913(g)(3)(C). 

The change is added to accommodate concerns raised in WCI discussions that 
entities may bid for more than the quantity in the tier if they expect the reserve 
tier to be depleted to take advantage of the tied bid resolution process. 

Summary of Section 95913(g)(4)(B).  

Existing section 95913(f)(3) is renumbered to 95913(g)(4). 

The text includes a change to a reference. 

Rationale for Section 95913(g)(4)(B). 

The change is needed to accommodate the reorganization of the section. 

Summary of Section 95913(g)(5)(B).  

Existing section 95913(f)(4) is renumbered to 95913(g)(5). 

The text includes a change to a reference. 

Rationale for Section 95913(g)(5)(B). 

The change is needed to accommodate the reorganization of the section. 

Summary of Section 95913(g)(6).  

Existing section 95913(f)(5) is renumbered to 95913(g)65). 

The text includes a change to a reference. 

Rationale for Section 95913(g)(6). 

The change is needed to accommodate the reorganization of the section. 

Summary of Section 95913(h).  

Existing section 95913(g) is renumbered to 95913(h) and modified to consist 
solely of a title introducing the process of resolution of sales. 

Rationale for Section 95913(h). 

The change is needed for clarity and to accommodate the reorganization of the 
section. 

Summary of Section 95913(h)(1).  
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The section is modified to clarify the provision that the Executive Officer must 
certify whether the sale was run in accordance with the regulation. 

Rationale for Section 95913(h)(1). 

The change is needed for clarity. 

Summary of Section 95913(h)(2).  

The section is modified to introduce a list of actions. 

Rationale for Section 95913(h)(2). 

The change is needed for clarity. 

Summary of Section 95913(h)(2)(A).  

This section adds a provision that the financial services administrator will notify 
participants of their purchases and total cost. 

Rationale for Section 95913(h)(2)(A). 

The change is needed to give participants time to pay for the allowances and to 
let participants know how many allowances they purchased. 

Summary of Section 95913(h)(2)(B).  

The section contains text moved from existing section 95913(g)(2) and modifies it 
for clarity. 

Rationale for Section 95913(h)(2)(B). 

The change was needed to clarify the sequence of actions by the financial 
services administrator. 

Summary of Section 95913(h)(2)(C).  

The section adds a provision directing the financial services administrator to 
access the bid guarantees in the order listed in section 95913(f)(2) for entities 
that do not meet the deadline to pay cash for allowances. 

Rationale for Section 95913(h)(2)(C). 

The change was needed to clarify the sequence of actions by the financial 
services administrator. 

Summary of Section 95913(h)(2)(D).  
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The section adds a provision requiring the return of any unused bid guarantee. 

Rationale for Section 95913(h)(2)(D). 

The change was needed to clarify the sequence of actions by the financial 
services administrator. 

Summary of Section 95913(h)(3).  

The section is modified by a change in punctuation. 

Rationale for Section 95913(h)(3). 

The change is needed for clarity. 

Summary of Sections 95913(h)(4) and (5).  

The sections are modified to explicitly mention the Executive Officer. 

Rationale for Sections 95913(h)(4) and (5). 

The changes are needed to clarify the role of the Executive Officer. 

Summary of Section 95913(i). 

New section 95913(i) provides that entities registered in a linked jurisdiction are 
not eligible to purchase from the Reserve. 

Rationale for Section 95913(i). 

This provision is needed to enact the policy decision made within the WCI to limit 
Reserve sales conducted by each jurisdiction to entities registered with that 
jurisdiction.  The decision reflects the different objectives to be served by 
different jurisdictions‘ Reserves. 

Section 95914.  Auction participation and Limitations. 

Summary of Sections 95914(a), (a)(1) through (a)(5).  

New section 95914(a) explains that the Executive Officer may cancel or restrict a 
previously approved auction participation application or reject a new application 
based on a set of criteria contained in subsections (a)(1) through (a)(5).  Existing 
text in section 95914(a) is removed. 

New section 95914(a)(1) states that the Executive Officer may take action 
against an auction application if the Executive Officer has determined that the 
auction participant has provided false or misleading facts.  The text is moved 
from section 95914(c), which has been removed. 
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New section 95914(a)(2) states that the Executive Officer may take action 
against an auction application if the Executive Officer has determined that the 
auction participant has withheld material information from its application.  The 
text is moved from existing section 95914(c)(4). 

New section 95914(a)(3) states that the Executive Officer may take action 
against an auction application if the Executive Officer has determined that the 
auction participant has violated any part of the auction rules contained in 
subarticle 10. 

New section 95914(a)(4) states that the Executive Officer may take action 
against an auction application if the Executive Officer has determined that the 
auction participant has violated the registration requirements contained in 
subarticle 5. 

New section 95914(a)(5) states that the Executive Officer may take action 
against an auction application if the Executive Officer has determined that the 
auction participant has violated the rules governing trading contained in 
subarticle 11. 

Rationale for Section 95914(a). 

The changes are needed to provide a clearer set of criteria governing when the 
Executive Officer may withhold approval of an auction participation application or 
cancel or modify a previously approved application. The existing requirement that 
entities must be registered into the cap-and-trade program pursuant to section 
95830 before they participate in the auction has been moved to section 
95912(d)(2). 

New section 95914(a)(1) is needed so the Executive Officer can reject or modify 
auction application approval if the auction applicant has attempted to conceal 
information or provided false information.  The information disclosures in the 
auction application are intended primarily to aid in market monitoring.  The 
Executive Officer must ensure complete and accurate disclosures to maintain 
auction integrity.   

New section 95914(a)(2) is needed so the Executive Officer can reject or modify 
auction application approval if the auction applicant has attempted to withhold 
material information.  The information disclosures in the auction application are 
intended primarily to aid in market monitoring.  The Executive Officer must 
ensure complete and accurate disclosures to maintain auction integrity.  New 
section 95914(a)(3) is needed so that the Executive Officer can reject or modify 
auction application approval if the auction applicant has violated any part of the 
auction rules.  Staff added the requirement so that entities undermining the 
integrity of the auction cannot continue to do so.  This action would be in addition 
to any penalties assessed in other sections of the regulation. 
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New section 95914(a)(4) is needed so that the Executive Officer can reject or 
modify auction application approval if the auction applicant violated any part of 
the registration requirements of Subarticle 5.  The information disclosures in 
Subarticle 5 are intended to aid in market monitoring.  The Executive Officer 
must ensure complete and accurate disclosures to maintain auction integrity. 

New section 95914(a)(5) is needed so that the Executive Officer can reject or 
modify auction application approval if the auction applicant has violated the rules 
governing trading contained in Subarticle 11.  These rules are designed to 
prevent the manipulation or disruption of markets.  Violations of these rules 
should result in less access to the auction to minimize the chances of further rule 
violations. 

Summary of Section 95914(b).  

New section 95914(b) introduces a list of actions that the Executive Officer may 
take if any violations fitting the criteria in 95914(a) are found.  The existing text is 
modified and moved to new section 95912(d)(3). 

Rationale for Section 95914(b). 

Staff added the section to clarify the specific actions the Executive Officer may 
take if violations are detected. 

Summary of Section 95914(b)(1).  

New section 95914(b)(1) states the Executive Officer may instruct the auction 
administrator to cancel a previously approved application or reject new 
applications from a specified entity. 

Rationale for Section 95914(b)(1). 

The change is needed so the Executive Officer can prevent violators from 
participating in the auction, because an approved application is a required to 
participate in the auction. 

Summary of Section 95914(b)(2).  

New section 95914(b)(2) states that the Executive Officer may instruct the 
auction administrator to restrict the auction application approval for a corporate 
associate of an entity to prevent the purchase of allowances for later transfer to 
the violator.  This text was moved from existing section 95914(c)(1) and slightly 
modified to delete a reference to ―agents.‖. 

Rationale for Section 95914(b)(2). 
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The change is needed so that the Executive Officer can prevent violators from 
participating in the auction through agents or corporate associates who purchase 
at auction and then transfer allowances to the violator, working around the 
regulation‘s prohibitions.  The reference to an agent was deleted because it 
referred to an agent that was part of a beneficial holding relationship.  All 
beneficial holdings provisions are removed from the regulation. 

Summary of Section 95914(b)(3).  

New section 95914(b)(3) states that any action taken on an auction application 
by the Executive Officer may be permanent or for a specified number of auctions.  
This text was moved from existing section 95914(c)(3). 

Rationale for Section 95914(b)(3). 

The change is needed so the Executive Officer can adjust the severity of the 
remedy according to the severity of the violation. 

Summary of Section 95914(b)(4).  

New section 95914(b)(3) contains a requirement moved from existing section 
95914(c)(2) that any cancellation or restriction of an auction application by the 
Executive Officer may be in addition to other penalties assessed. 

Rationale for Section 95914(b)(4). 

The change is needed so the Executive Officer can adjust the severity of the 
remedy according to the severity of the violation. 

Summary of Existing Section 95914(c), (c)(1) through (c)(4).  

These sections have been moved to sections 95914(a) and (b) as explained 
above, except for a reference to beneficial holdings contained in existing section 
95914(c)(1) which is removed. 

Rationale for Existing Section 95914(c), (c)(1) through (c)(4). 

The changes were needed to place the existing requirements of section 95914(c) 
into the larger lists of criteria and actions contained in sections 95914(a) and (b).  
The reference to beneficial holdings is removed because all provisions allowing 
for beneficial holdings are removed from the regulation. 

Summary of Section 95914(c).  

Section 95914(d) has been renumbered to section 95914(c). 

Rationale for Section 95914(c). 
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The change is needed due to the removal of original section 95914(c). 

Summary of Section 95914(c)(1).  

Section 95914(d)(1) has been renumbered to section 95914(c)(1). 

The section is modified to include a condition that auction information cannot be 
disclosed to anyone other than an auction advisor or other entities with which an 
entity has a direct corporate association. 

Rationale for Section 95914(c)(1). 

The change is needed because staff removed original section 95914(c). 

The clarification is needed because staff assumes that direct corporate 
associates will be coordinating auction strategies, which is why they share a joint 
purchase limit.   

Summary of Section 95914(c)(1)(D).  

Section 95914(d)(1)(D) has been renumbered to section 95914(c)(1)(D). 

The section is modified to make clear that the bid guarantee is provided to the 
financial services administrator, not the auction operator. 

Rationale for Section 95914(c)(1)(D). 

The change is needed to clarify the restrictions on communication of information. 

Summary of Section 95914(c)(1)(E).  

Section 95914(d)(1)(E) has been renumbered to section 95914(c)(1)(E). 

The section is modified to make clear that communication of information 
described as confidential information in the auction application is restricted. 

Rationale for Section 95914(c)(1)(E). 

The change is needed to clarify the restrictions on communication of information. 

Summary of Existing Sections 95914(c)(3) and (c)(4).  

These sections are removed. 

Rationale for Existing Sections 95914(c)(3) and (c)(4).  

Sections 95914(d)(3) and (d)(4) were renumbered to sections 95914(c)(3) and 
(c)(4). 
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Section 95914(c)(3) is removed because it refers to entities in beneficial holdings 
relationships.  All beneficial holdings provisions are removed from the regulation. 

Section 95914(c)(4) is removed because it is no longer needed given the 
changes to section 95914(c)(1). 

Summary of Section 95914(d).  

Section 95914(e) has been renumbered to section 95914(d). 

Rationale for Section 95914(d). 

The change is needed due to the removal of original section 95914(c). 

Summary of Section 95914(d)(1).  

The section is modified to remove the term ―indirect‖ and a reference has been 
changed. 

Rationale for Section 95914(d)(1). 

The change is needed because the joint purchase limit is no longer imposed on 
members of indirect corporate associations.  The reference was changed to 
reflect a reorganization of section 95911. 

Summary of Section 95914(d)(2).  

The section is modified to remove the term ―indirect.‖  Additional text has been 
added specifying how each entity‘s share of the purchase limit is to be calculated. 

Rationale for Section 95914(d)(2). 

The removal of the term ―indirect‖ is needed because the joint purchase limit is 
no longer imposed on members of indirect corporate associations.  The text on 
calculation of the entity‘s share of a joint purchase limit is added for clarity. 

Summary of Sections 95914(e)(2)(A), (B), and (C).  

These sections are removed. 

Rationale for Sections 95914(e)(2)(A), (B), and (C). 

Sections 95914(e)(2)(A) is moved to new section 95914(d)(4).  Section 
95814(e)(2)(B) is no longer needed due to changes to section 95910(d).  Section 
95914(e)(2)(C) has been made part of section 95914(e)(2). 

Summary of Section 95914(e)(3).  
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The section has been renumbered to section 95914(d)(6). 

Rationale for Section 95914(e)(3). 

The change is needed due to the removal of original section 95914(c) and 
additional requirements added to section 95914(d). 

Summary of Section 95914(d)(3).  

This section sets out a procedure to divide the joint purchase limit among 
members of a direct corporate association that includes both covered entities and 
voluntarily associated entities. 

Rationale for Section 95914(d)(3). 

The section is needed because the existing joint purchase limit provisions do not 
consider a corporate association that has both covered and voluntary entities. 

Summary of Section 95914(d)(3)(A).  

This section assigns the joint purchase limit to 15 percent, unless the association 
contains electrical distribution utilities, in which case the limit is 40 percent. 

Rationale for Section 95914(d)(3)(A). 

The change is needed to set the proper joint purchase limit. 

Summary of Section 95914(d)(3)(B).  

This section sets the total purchase limit assigned to the voluntarily associated 
entities that are members of the association to total no more than 4 percent. 

Rationale for Section 95914(d)(3)(B). 

The change is needed to ensure voluntarily associated entities cannot increase 
their purchase limit by joining a corporate association with covered entities. 

Summary of Section 95914(d)(3)(C).  

This section sets the purchase limit for the covered entities in a corporate 
association to no more than the joint limit less the amount assigned to members 
that are voluntarily associated entities. 

Rationale for Section 95914(d)(3)(C). 

The change is needed to properly divide the joint purchase limit among members 
of an association. 
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Summary of Section 95914(d)(4).  

This section contains the text removed from existing section 95914(e)(2)(A). 

Rationale for Section 95914(d)(4). 

The section was moved to make clear the process for applying the purchase limit 
to corporate associations. 

Summary of Section 95914(d)(5).  

This section states that the purchase limit allocation submitted by a corporate 
association applies to the auction for which the application has been submitted. 

Rationale for Section 95914(d)(5). 

The section was moved to make clear the process for applying the purchase limit 
to corporate associations. 

Summary of Section 95914(d)(6).  

This section contains text in existing section 95914(e)(3), which has been 
renumbered. It also removes a reference to indirect corporate associations. 

Rationale for Section 95914(d)(6). 

The renumbering was needed due to the removal of existing section 95914(c).  
The reference to indirect corporate associations was removed because joint 
purchase limits are no longer applied to indirect corporate associations. 

Subarticle 11.  Trading and Banking. 

Section 95920.  Trading. 

Summary of Section 95920(a).  

This section is modified to remove a reference to ―indirect‖ corporate 
associations. 

Rationale for Section 95920(a). 

This change is needed because the holding limit has been modified to apply to 
members of a direct corporate association, not to entities with only an indirect 
corporate association. 

Summary of Section 95920(b)(3).  
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This section is modified to clarify how the holding limit will be applied to 
exchange clearing holding accounts.  The allowance will count against the 
holding limit of the destination account when a transfer from the exchange 
clearing holding account is recorded. 

Rationale for Section 95920(b)(3). 

This change is needed to clarify how the holding limit will be calculated when 
transactions are cleared.   

Summary of Section 95920(b)(4).  

The section is modified to clarify that the Executive Officer will not approve 
transfers that violate the holding limit. 

Rationale for Section 95920(b)(4). 

The change was made to clarify the procedure and to correct references. 

Summary of Section 95920(b)(5).  

This section is added to create a process to deal with cases in which violations of 
the holding limit are not discovered until after transfers are recorded into the 
tracking system. 

Rationale for Section 95920(b)(5). 

The provision is needed because the existing text covering this case in section 
95920(b)(4) has been removed. 

Summary of Section 95920(b)(5)(A). 

This section adds the provision that the accounts administrator will notify the 
entity of the violation. 

Rationale for Section 95920(b)(5)(A). 

This provision is needed to initiate a process of correcting the violation. 

Summary of Section 95920(b)(5)(B). 

This section adds the provision that an entity in violation of the holding limit will 
have five days to correct the violation, or the Executive Officer will consign any 
excess above the holding limit to auction. 

Rationale for Section 95920(b)(5)(B).  
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This provision is needed to ensure that violators have an opportunity to correct 
the violation.  The consignment provision also ensures the correction will happen 
in a timely manner. 

Summary for Section 95920(b)(6). 

This section states that penalties may be applied whether violations are detected 
before or after transfers are recorded.  This text is moved from 95929(b)(4) and 
modified. 

Rationale for Section 95920(b)(6). 

This text was modified to address violations that are detected either before or 
after they are recorded. 

Summary of Section 95920(c)(1).  

This section is modified to replace operative text with a title introducing a set of 
criteria. 

Rationale for Section 95920(c)(1). 

The change is needed to clarify application of the list of criteria used to define the 
pool of allowances that are considered to be of current vintage. 

Summary of Section 95920(c)(1)(A).  

This section explains that allowances with a vintage year from current or previous 
vintages are included in the same pool. 

Rationale for Section 95920(c)(1)(A). 

The change is needed to clarify application of the list of criteria used to define the 
pool of allowances that are considered to be of current vintage. 

Summary of Section 95920(c)(1)(C).  

This section explains that allowances originally purchased at the Advance 
auction but with a vintage year now equal to the current year are included in the 
same pool. 

Rationale for Section 95920(c)(1)(C). 

The change is needed to clarify application of the list of criteria used to define the 
pool of allowances that are considered to be of current vintage. 

Summary of Section 95920(c)(2).  
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This section clarifies the definition of the second pool of allowances to which the 
holding limit is applied to include allowances purchased at advance auction that 
still have a vintage year greater than the current year. 

Rationale for Section 95920(c)(2). 

The change is needed to clarify application of the list of criteria used to define the 
pool of allowances that are considered to be of future vintage. 

Summary of Sections 95920(d)(3), (3)(A) through (3)(E).  

This section introduces a procedure to petition the Executive Officer to grant a 
temporary adjustment to the limited exemption from the holding limit if an entity 
experiences an increase in emissions.  This would allow an adjustment to the 
limited exemption before the emissions are reflected in the following year‘s 
verified emission reports. 

Section 95920(d)(3)(A) allows a covered entity to submit evidence of an increase 
in emissions during a calendar year and request a temporary increase in the 
limited exemption.  The request must be submitted by October 1 of the calendar 
year of the increase. 

Section 95920(d)(3)(B) sets a minimum level of increase to the exemption of 
250,000 metric tons CO2e. 

Section 95920(d)(3)(C) provides that the Executive Officer will review the 
evidence and make a determination on the adjustment.   

Section 95920(d)(3)(D) provides that if an adjustment is granted, then the limited 
exemption will be increased immediately. 

Section 95920(d)(3)(E) provides that when the verified emissions report is 
received for the year for which the adjustment was granted the Executive Officer 
will use the verified report in place of the adjustment to evaluate the limited 
exemption. 

Rationale for Sections 95920(d)(3), (3)(A) through (3)(E). 

The provisions are needed to deal with facilities that may experience an increase 
in emissions that would not be reflected in the limited exemption because the 
exemption is calculated on lagged emissions reports.  The October 1 deadline to 
submit the request ensures that the adjustment is made in a timely manner.  The 
minimum increase is designed to limit the requests to increases that are so large 
that they could not be accommodated under the holding limit. This is also 
intended to limit workload for staff to cases requiring adjustment.  The provisions 
on review and adjustment clarify that the petition is not automatically granted.  
The adjustment would go into effect as soon as the determination is made to 
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enable to entity to stay under the holding limit.  Finally, the provision to replace 
the adjustment with verified data is a reasonable method to provide flexibility 
without introducing permanent errors into the calculation of the exemption. 

Summary of Section 95920(e).  

This section is modified to apply the holding limit to each vintage year for which 
allowances are sold at advance auction. The limits apply as long as the 
allowances remain classified as in the future vintage pool pursuant to section 
95920(c)(2).   

The section also changes the calculation of the holding limit to replace the 
compliance period allowance budget with the annual allowance budget.  This 
yields a holding limit value for each year.  The section also adds a provision to 
define the annual allowance budget as applying to a single calendar year. 

Rationale for Section 95920(e). 

The change is needed to implement a holding limit to each of the future vintage 
years separately rather than applying it to the whole pool.  This decision arose 
from concerns that entities could accumulate too many allowances from a single 
vintage year, which could cause problems with the holding limit when the vintage 
becomes a current vintage. 

Summary of Section 95920(f)(1).  

The section is modified to remove a reference to indirect corporate associations.  
It also clarifies that the entities must adhere to the limits for both the current and 
future vintage pools. 

Rationale for Section 95920(f)(1). 

The change is needed to reflect that the joint holding limit no longer applies to 
indirect corporate associations.  The existing text only pointed to one holding limit, 
and the revision adds references to both limits. 

Summary of Section 95920(f)(2).  

The section is modified to remove a reference to indirect corporate associations. 

Rationale for Section 95920(f)(2). 

The change is needed to reflect that the joint holding limit no longer applies to 
indirect corporate associations.   

Summary of Section 95920(f)(3).  
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The section is modified to clarify that the allocation of the holding limit applies 
only to members of a direct corporate association that choose to opt out of 
consolidation. 

Rationale for Section 95920(f)(3). 

The change is needed to reflect changes to corporate associations made in 
section 95833, especially creation of the opt-out procedure.  Entities choosing to 
opt out of consolidation must specify a distribution of the holding limit among the 
entities remaining separate. 

Summary of Section 95920(f)(3)(A).  

The section is modified to clarify that the primary or alternate account 
representatives are the ones responsible to communicate distributions of the 
holding limit to the accounts administrator. 

Rationale for Section 95920(f)(3)(A). 

The change is needed to clarify the procedure for allocating the holding limit to 
members of a corporate association. 

Summary of Section 95920(f)(3)(B).  

The section is modified to clarify that the primary or alternate account 
representatives are the ones responsible to communicate changes to the 
distributions of the holding limit to the accounts administrator. 

Rationale for Section 95920(f)(3)(B). 

The change is needed to clarify the procedure for allocating the holding limit to 
members of a corporate association. 

Summary of Section 95920(f)(4).  

This section is removed. 

Rationale for Section 95920(f)(4). 

The section is no longer necessary since allocation of the holding limit is only 
needed for entities opting out of consolidation, and they must specify an 
allocation as a condition of opting out. 

Summary of Section 95920(g). 
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Existing section 95920(g) was removed.  New section 95920(g) provides that the 
holding limit applies to holdings of California allowances as well as allowances 
from all linked jurisdictions. 

Rationale for Section 95920(g). 

The existing provision is no longer needed because it refers to beneficial 
holdings.  All provisions allowing for beneficial holdings have been removed from 
the regulation. 

The new provision is needed to clarify the calculation of the holding limit. 

Summary of Section 95920(h). 

New section 95920(h) provides that the ―Annual Allowance Budget‖ in sections 
95920(d) and (e) is calculated as the sum for the current budget year of the 
annual compliance budgets of California and all linked jurisdictions. 

Rationale for Section 95920(h). 

This provision is needed to reflect the calculation of the holding limit as applying 
to holdings of California allowances as well as allowances from all linked 
jurisdictions. 

Section 95921.  Conduct of Trade. 

Summary of Section 95921(a)(1).  

The section is modified to clarify that transfers will not be recorded into the 
tracking system until the accounts administrator receives a transfer request that 
the Executive Officer has determined meets the requirements of the regulation.  

Rationale for Section 95921(a)(1). 

The revision is needed to clarify the process. 

Summary of Section 95921(a)(1)(A).  

The section modifies the process for submitting a transfer request.  The revised 
text requires an account representative for the source account of the transfer to 
submit a transfer request to the accounts administrator. 

Rationale for Section 95921(a)(1)(A). 

This provision removes the existing requirement that one account representative 
from each account that is party to the transfer submit identical transfer requests 
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within three days of the settlement of the transaction agreement.  The revision is 
needed to provide a clear start to the process.  

Summary of Section 95921(a)(1)(B).  

This section requires the transfer request to be separately confirmed to the 
accounts administrator by a second account representative for the entity 
submitting the request, within two days of initial submission of the transfer 
request. 

Rationale for Section 95921(a)(1)(B). 

The revision is needed to provide an additional level of security against theft by 
requiring two representatives from a source account to file the transfer request.  
Staff considers two days to be enough time to ensure confirmation. 

Summary of Section 95921(a)(1)(C).  

This section requires an account representative for the destination account to 
confirm the transfer request.  Confirmation must occur no later than three days 
following the initial submission of the transfer request. 

Rationale for Section 95921(a)(1)(C). 

The change is needed to implement the ―push-push-pull‖ model agreed upon 
during discussions in the WCI and the CITSS contractor.  The decision to adopt 
the process reflects concerns about theft of allowances from accounts on other 
GHG ETS. 

Summary of Section 95921(a)(1)(D).  

This section is renumbered existing section 95921(B). 

The section has been modified to clarify that the Executive Officer must 
determine the transfer meets the requirements of the regulation based on the 
information available at the time of transfer. 

Rationale for Section 95921(a)(1)(D). 

The modification is needed to clarify that the Executive Officer‘s evaluation is 
based on the information available at the time of transfer.  The determination can 
be changed based on information discovered later pursuant to new section 
95921(c)(2). 

This change is needed to clarify the final step in the transfer approval process for 
transfers between entities.  The section is renumbered to reflect the addition of 
new section 95921 (1)(B). 
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Summary of Section 95921(a)(1)(E).  

The section has been modified to clarify that the completed transfer request must 
be received by the accounts administrator no more than three days following the 
day of settlement of the transaction agreement for which the transfer request is 
submitted. 

Rationale for Section 95921(a)(1)(E). 

The section contains the text in existing section 95921(a)(1)(A), modified to 
reflect the new push-push-pull process.  The change from ―within‖ to ―no later 
than‖ reflects the expectation that the transfer process may be built into the 
settlement process. 

Summary of Section 95921(a)(2).  

The section replaces the existing section 95921(a)(2), and  lists the transfers that 
do not require confirmation. 

Rationale for Section 95921(a)(2). 

This change is necessary to avoid unnecessary actions by staff. 

Summary of Section 95921(a)(2)(A).  

This new section provides that transfers initiated by the Executive Officer do not 
require confirmation. 

Rationale for Section 95921(a)(2)(A). 

This change is necessary to avoid unnecessary actions by staff. 

Summary of Section 95921(a)(2)(B).  

This new section provides that transfers between a single entity‘s holding and 
compliance accounts do not require confirmation. 

Rationale for Section 95921(a)(2)(B). 

This change is necessary to avoid unnecessary actions by entity staff. 

Summary of Section 95921(a)(3)(A).  

This section provides that parties to a transfer will be in violation and penalties 
may apply if the transfer process is completed more than three days after initial 
submission of the transfer request. 

Rationale for Section 95921(a)(3)(A). 
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This change is needed to clarify that the failure to complete the transfer request 
pursuant to section 95921(a)(1) would be a violation. 

Summary of Section 95921(a)(3)(B).  

This section provides that parties to a transfer will be in violation and penalties 
may apply if the transfer process is completed more than three days after 
settlement of the transaction agreement for which the transfer request is 
submitted. 

Rationale for Section 95921(a)(3)(B). 

This change is needed to clarify that the failure to complete the transfer request 
pursuant to section 95921(a)(1) would be a violation. 

Summary of Section 95921(b).  

All of existing section 95921(b) has been removed. 

Rationale for Section 95921(b). 

This section is no longer needed because new section 95921(c) contains 
expanded requirements for dealing with transfer request deficiencies. 

Summary of Section 95921(b)(1).  

The section contains existing text modified to clarify the information on account 
numbers and account representatives for the source account.    

Rationale for Section 95921(b)(1). 

The changes are needed to clarify the information included on the transfer 
request and to reflect the change in terminology involving the account 
representatives. 

Summary of Section 95921(b)(2).  

The section is modified to clarify the information on account numbers and 
account representative for the destination account.    

Rationale for Section 95921(b)(2). 

The changes are needed to clarify the information included on the transfer 
request and to reflect the change in terminology involving the account 
representatives. 

Summary of Section 95921(b)(3).  
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The section is modified to require inclusion of the serial numbers involved in the 
transfer. 

Rationale for Section 95921(b)(3). 

The change is needed for clarity. 

Summary of Section 95921(b)(4). 

The section is modified to specify that the date of the transaction agreement 
refers to the transaction for which the transfer request submitted. 

Rationale for Section 95921(b)(4). 

The change is needed for clarity. 

Summary of Section 95921(b)(5). 

The section is modified to to require disclosure of the actual or expected 
settlement date. 

The section is also edited to insert the work ―the.‖ 

Rationale for Section 95921(b)(5). 

The modification is needed to clarify that entities should disclose the expected 
date of settlement if the transaction has not settled, in which there is no actual 
settlement date. 

The change is also needed for clarity. 

Summary of Section 95921(b)(6).  

. The section is added to specify that entities need not report a price for transfers 
between members of a direct corporate association or between an entity‘s 
holding and compliance accounts. 

Rationale for Section 95921(b)(6). 

Staff determined that the disclosure is not needed because transfers between 
affiliates may not be made through market mechanisms that would generate a 
meaningful price.  Transfers between holding and compliance accounts would 
not involve a market price. Summary of Section 95921(b)(7). 

The section adds a provision that parties to a transfer request agree to provide 
documentation on the transaction for which the transfer request was submitted 
upon request of the Executive officer. 
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The section removes a requirement to disclose the identity of an entity for whom 
the compliance instruments are to be held in benefit, since provisions allowing 
beneficial holdings are removed from the regulation. 

Rationale for Section 95921(b)(7). 

The new provision is needed to ensure that the Executive Officer can properly 
investigate any transactions that may constitute violations of this regulation.  The 
documentation may also be used to determine whether entities have submitted 
false or misleading information. 

Summary of Section 95921(b)(8). 

New section 95921(b)(8) provides that if California links to a program operated 
by a Canadian jurisdiction, then the price of the compliance instrument reported 
in a transfer request may be reported in Canadian dollars. 

Rationale for Section 95921(b)(8). 

This provision is needed to ensure that prices are accurately reported and that 
entities filing transfer requests are not unnecessarily burdened with converting 
the price to a second currency. 

Summary of Section 95921(c)(1).  

The section establishes a process to apply if a deficiency in a transfer request is 
detected before the transfer is recorded. 

Rationale for Section 95921(c)(1). 

The section is needed to replace and expand on the requirements of existing 
section 95921(b) which is removed. 

Summary of Section 95921(c)(1)(A).  

The section is added to require the accounts administrator to notify the entities 
submitting the transfer request of the deficiency. 

Rationale for Section 95921(c)(1)(A). 

The provision is needed to give the entities the chance to remedy the deficiency 
within the three day period to avoid a violation. 

Summary of Section 95921(c)(1)(B).  

The section is added to give the entities time to resubmit the request within the 
original three day time limit. 
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Rationale for Section 95921(c)(1)(B). 

The provision is needed to give the entities the chance to remedy the deficiency 
within the three day period to avoid a violation. 

Summary of Section 95921(c)(1)(C).  

The section is added to deal with the case in which the entities fail to correct the 
deficiency within the three day time limit.  They could either withdraw the request, 
in which case ARB would not recognize the transfer of control of the allowances, 
or they can file an entirely new request.  Filing a new request would amount to a 
violation of the three day time limit, but it would not require unwinding the 
transaction. 

Rationale for Section 95921(c)(1)(C). 

The section is added to clarify the process that applies when the time limit is 
violated, and that penalties would apply. 

Summary of Section 95921(c)(2).  

The section is added to specify the process that applies when the accounts 
administrator detects a deficiency in a transfer request after it is recorded into the 
system. 

Rationale for Section 95921(c)(2). 

The provisions are needed to explain what happens if deficiencies are not 
detected until after transfers are recorded into the tracking system. 

Summary of Section 95921(c)(2)(A).  

The section requires the accounts administrator to notify the Executive Officer 
and the parties to the transfer of the deficiency. 

Rationale for Section 95921(c)(2)(A). 

The provisions are needed to inform the parties of the deficiency, and to alert the 
Executive Officer to a potential violation for investigation. 

Summary of Section 95921(c)(2)(B).  

The section adds the provision that if the entities that submitted the transfer 
request cannot correct the deficiency within 5 business days after notification by 
the accounts administrator, the Executive officer may instruct the accounts 
administrator to reverse the transfer. 



 

205 

 

Rationale for Section 95921(c)(2)(B). 

The provisions are needed to address cases in which there is a significant 
deficiency that parties to the transfer do not remedy within the specified time.  
The provisions give the Executive Officer the final ability to refuse to recognize 
the deficient transfer, if needed. 

Summary of Section 95921(d)(1).  

This section is added to provide that a request to transfer compliance 
instruments to an exchange clearing holding account lists the exchange clearing 
holding account as the destination account.   

Rationale for Section 95921(d)(1). 

This provision is needed to clarify the transfer request process when it involves 
entities that clear transactions. 

Summary of Section 95921(d)(2).  

This section is added to require that compliance instruments received by an 
exchange clearing holding account be transferred to one or more destination 
accounts within five days of receiving them. 

Rationale for Section 95921(d)(2). 

The provision is needed to ensure that the account take only temporary 
possession of compliance instruments for the purposes of clearing. 

Summary of Section 95921(d)(3).  

This section is added to exempt transfer requests submitted by an exchange 
clearing holding account from the requirement to have a confirmation by an 
account representative of the destination account.. 

Rationale for Section 95921(d)(3).  

This provision is needed to avoid adding an unnecessary burden to entities 
providing exchange clearing services. 

Summary of Section 95921(d)(4).  

This section is added to exempt transfer requests submitted by an exchange 
clearing holding account from the requirement to have the transfer request 
confirmed by a second account representative. 

Rationale for Section 95921(d)(4). 
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This provision is needed to avoid adding an unnecessary burden to entities 
providing exchange clearing services. 

Summary of Section 95921(e).  

The section is modified to introduce a list of actions the Executive officer may 
take to ensure the confidentiality of information. 

The section is renumbered from section 95921(d) in the existing text. 

Rationale for Section 95921(e). 

The change is needed to clarify the process for protecting confidential 
information and to reflect changes to the organization of section 95921. 

Summary of Section 95921(e)(1).  

The section clarifies a provision requiring the accounts administrator to release 
information on transfers in a timely manner that protects the confidentiality of the 
parties to a transfer. 

Rationale for Section 95921(e)(1). 

The change is needed to clarify the intent of the provision to restrict the 
publication of information when that may reveal the identities if parties to a 
transfer. 

Summary of Section 95921(e)(2).  

The section is modified to change the term ―transaction reports‖ to ―transfer 
requests.‖ 

Rationale for Section 95921(e)(2). 

The change is needed to update the terms to reflect their current usage in the 
regulation. 

Summary of Section 95921(f)(1).  

The section is modified to prohibit beneficial holdings. 

Rationale for Section 95921(f)(1). 

The change was needed to reflect the removal of all provisions allowing 
beneficial holding and to add an explicit prohibition of the practice.   

Summary of Section 95921(f)(2).  
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Existing section 95921(e)(3) is renumbered to section 95921(f)(2), and the 
existing text for section 95921(e)(2) is removed. 

Rationale for Section 95921(f)(2). 

The change was needed to reflect the removal of all provisions allowing 
beneficial holding.   

Summary of Section 95921(f)(2)(B).  

The section was modified to refer to a ―compliance‖ instrument rather than a 
―regulated‖ instrument. 

Rationale for Section 95921(f)(2)(B). 

The change was needed to clarify that the prohibition applies to actions involving 
California compliance instruments. 

Summary of Section 95921(g).  

Existing section 95921(g) is renumbered to section 95921(h). 

Rationale for Section 95921(g). 

Existing section 95921(g) is renumbered to section 95921(h). 

Summary of Section 95921(h).  

Existing section 95921(g) is renumbered to section 95921(h). 

Rationale for Section 95921(h). 

The renumbering is needed to reflect the removal of existing section 95921(b). 

Summary of Section 95921(h)(2).  

The section is modified to change a reference to renumbered section 95921(b). 

Rationale for Section 95921(h)(2). 

The renumbering is needed to reflect the removal of existing section 95921(b). 

Summary of Section 95921(h)(3).  

The section is modified to change a reference to renumbered section 95921(b). 

Rationale for Section 95921(h)(3). 
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The section is modified to change a reference to renumbered section 95921(b). 

Subarticle 12: Linkage to External Greenhouse Gas Emissions Trading 
Systems. 

Section 95942.  Approval of Compliance Instruments from External GHG 
ETS. 

Summary of Section 95942. 

The existing title for section 95942 is changed. 

Rationale for Section 95942. 

This change is needed to reflect the acceptance of compliance instruments from 
one linked program into another, including California‘s Cap-and-Trade Program.  
The existing title implied a ―one-way‖ linkage, that is, that compliance instruments 
issued by a linked jurisdiction could be used for compliance in California but not 
vice versa. 

Summary of Section 95942(d).  

New section 95942(d) adds a provision allowing California compliance 
instruments to be used for compliance in a linked jurisdiction. 

Rationale for Section 95942(d). 

This provision is needed to enable the interchange of compliance instruments 
between linked programs. 

Summary of Section 95942(e).  

New section 95942(e) adds a provision allowing compliance instruments from a 
linked jurisdiction to be used for compliance in California. 

Rationale for Section 95942(e). 

This provision is needed to enable the interchange of compliance instruments 
between linked programs. 

Summary of Section 95942(f).  

New section 95942(f) requires linking agreements to specify that the account 
administrators from a linked jurisdiction must inform the Executive Officer if any 
California compliance instruments are retired in the linked jurisdiction. 

Rationale for Section 95942(f). 
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This provision is needed to ensure instruments are not retired twice in different 
systems. 

Summary of Section 95942(g).  

New section 95942(g) requires the Executive Officer to inform the account 
administrators for a linked jurisdiction if California retires any compliance 
instruments from the linked jurisdiction. 

Rationale for Section 95942(g). 

This provision is needed to ensure instruments are not retired twice in different 
systems. 

Summary of Section 95942(h).  

New section 95942(h) requires the Executive Officer to register compliance 
instruments issued by California that are retired by a linked jurisdiction into the 
Retirement Account, along with information identifying the jurisdiction retiring 
them. 

Rationale for Section 95942(h). 

This provision is needed to ensure instruments are not retired twice in different 
systems. 

Summary of Sections 95943 and 95943(a). 

New sections 95943 and 95943(a) specify that California covered entities may 
use compliance instruments issued by the Government of Québec. 

Rationale for Sections 95943 and 95943(a). 

These provisions are necessary to specify that compliance instruments issued by 
the listed jurisdictions will be accepted in California‘s Cap-and-Trade Program.  
Currently, California is only adding the Government of Québec to the listed 
government programs. 

Subarticle 15: Enforcement and Penalties 

Section 96010.  Jurisdiction. 

Summary of Section 96010(b). 

Existing section 96010(b) is modified to indicate that if a registered entity is 
participating in the Cap-and-Trade Program through a linked jurisdiction (for 
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purposes of this regulation, the Government of Québec) that California does not 
assert jurisdiction over those participating entities. 

Rationale for Section 96010(b). 

California cannot assert jurisdiction over entities that do not voluntarily avail 
themselves of California‘s jurisdiction.  Further, WCI discussions with California 
indicated that each jurisdiction is responsible for enforcement actions against 
participating entities registered through each jurisdiction‘s program.  The 
modifications to this section are necessary to ensure that each jurisdiction‘s 
participants are clear regarding the laws governing their actions related to the 
cap-and-trade program. 

96022.  Jurisdiction of California. 

Summary of Section 96022. 

Existing section 96022 stating that any party participating in the California Cap-
and-Trade Program is subject to the jurisdiction of California is modified to add 
an exception for entities that are registered into a linked jurisdiction. 

Rationale for Section 96022. 

This change is needed to clarify the jurisdiction of California and the jurisdictions 
that operate linked programs. 

Summary of Appendix A. 

This section contains a list of the information disclosure requirements the 
financial services administrator will need in order to conduct secure financial 
transactions on behalf of the California Cap-and-Trade Program. 

Rationale for Appendix A. 

The section is needed to ensure the financial services administrator can conduct 
the financial transactions associated with the auction and Reserve sale.  If 
entities do not supply the information they would not be able to participate in 
either the auction or the Reserve sale. 
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