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The Nature Conservancy (TNC) appreciates the oppitytto provide comments on the
California Air Resources Board (ARB) preliminarpoposals regarding offset compliance

criteria in a cap and trade program. With ovaeéh years of experience developing forest
offset projects and policy internationally and detieally, TNC supports the inclusion of forest-
based offsets in California’s proposed greenhoasg @HG) cap and trade program and believes
forest-based offsets would provide cost-effectind mmeaningful greenhouse gas emission
reductions that would also achieve many importadtrauch-needed complementary public
benefits. These co-benefits include the proteciiath enhancement of water quality, fish and
wildlife habitat, air quality, recreation and sus&ble local economies.

As outlined by the California Health and Safety €oskection 38562(d)(1)and(2), forest offsets,
as well as offsets in general, can and should &le permanent, quantifiable, verifiable,
enforceable and additional. With these criterinind and based on TNC’s experience, we
offer the following comments and recommendationsesponse to the criteria offered by ARB
staff during the April 28 public workshop.

Definition Criteria:

TNC supportstheinitial proposed offset definition with additional explanation regarding the
function and legal nature of the offset

ARB staff indicated that is considering defininganpliance offset based on a tradable offset
unit, indicating that it is fungible and equivaleatl metric ton of CO2e and identifying the
offset criteria in the regulations. TNC suppohis approach, as it is important to acknowledge
that the offset may be traded with other reductmms&in equivalent basis and to create
consistency in the unit of the reduction.

Additionally, TNC recommends that the offset ddfom indicate the function that the offset
serves —i.e., offsets are greenhouse gas redadhat compensate for GHG emissions that
occur elsewhere. This additional description Wilp clarify the purpose of the offset in the
compliance program. Another critical aspect ofdkénition is to clarify that the offset is an
allowance, so the legal nature of this tradable¢ isrglear. Presumably, the term “greenhouse gas
reduction” will also be defined somewhere in thgutations to further explain reductions as they
relate to both offsets and emissions allowances.
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Types of Emissions Reductions:

Greater clarity is needed to distinguish direct and indirect emissions reductions to avoid
confusion

The ARB staff presentation makes a distinction leetwdirect and indirect emissions reductions
as those that occur where the reduction activiimgemented versus those that occur at a
location other than where the activity is locatdéa several other GHG programs, Climate Action
Reserve and World Resources Institute, these digtirs are defined by ownership and control.
As a consequence, the use of this terminologynsusing. Therefore, TNC recommends
identifying this issue with different terminology.

Geographic digibility:

TNC supports ARB staff preliminary recommendation to issue compliance offsets for projectsin
California and outside Californiain jurisdictions that have an agreement with California

TNC supports the issuance of compliance foresetdfwithin California as well as outside of
the state, both domestically and internationalyithin California, ARB will have the authority
to enforce obligations related to offset projectelepment and GHG reductions. For
jurisdictions outside of California, the state wiked to establish agreements that will provide
for or enable the enforcement of compliance offsetseet the requirements of the Global
Warming Solutions Act. It is also reasonable watow offsets from other jurisdictions that are
capped under California’s program so capped inghsséire not competitively disadvantaged.

Start date of compliance offsets:

TNC supports the reward of early actions that were undertaken through the California Climate
Action Registry

The cap and trade program in should reward GHGcteahs that were registered and verified by
the California Climate Action Registry (CCAR) aslgas 2001. For reductions that accrued
prior to the adoption of GWSA, this may be donetigh set aside allowances. The CCAR
legislation, which expired with the adoption of B®bal Warming Solutions Act, explicitly
stated that the state would commit its best efflart®cognize early action GHG reductions that
were certified by CCAR. Many companies and orgatiins relied on this commitment and
undertook early actions and significant investmémteduce emissions, achieving CCAR’s
statutory goal. As a matter of public policy, th&3HG reductions should be acknowledged and
rewarded by the state so that entities will corgitmiundertake early actions with confidence that
these efforts will be acknowledged and rewarded.
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Furthermore, projects that were initiated as easl2001 pursuant to CCAR should also be
eligible to produce compliance offsets for the aaf trade program starting with vintage years
2006 and later. The fact that a project starteebaly as 2001 should not prohibit a project from
providing more recent offsets for the compliancegpam. These offsets will need to meet the
offset criteria approved by ARB and should be aogumow so that capped entities will have an
available pool of offsets to purchase once thearaptrade regulations are approved. Offset
projects, and forest projects in particular, cajunee a significant amount of lead time to not
only set up the project, but to grow the trees.rétoee, a decision to only recognize offsets
starting in 2012 could result in a lack of offsatsilable for capped entities in the first
compliance period.

Ownership rights:
Ownership rights may vary by sector and also depend on the legal nature of the offset

The issue of ownership rights is directly connedtedefining the legal nature of an offsets and
allowance. As mentioned earlier in the definitg@ction, it is critical for ARB to specify the
legal nature of an offset. For instance, is ieenfit or a commodity? Personal property or real
property? The federal Clean Air Act defines alloe@s as a permit, which allows the
government to limit the rights and recourse assediwith allowances and provide flexibility to
the agencies to change the criteria of an allowaleining allowances as a permit also helps
address public policy concerns that trading in smiss reductions could create a private
property right in a public resource, the air. Pésrimit this right. For fungibility, offset
allowances should be defined in the same manndeaasmissions allowances of the program,
which should be defined as a permit for the reastated above. Defining the legal nature of the
offsets and emissions allowances are also crifical a tax perspective.

In the case of forest offset projects, the owngrshithe offset permit should originate with the
landowner as the reductions initially accrue as plreal property, the trees and soil. However,
these offsets should be freely transferrable tmnaproject developers to obtain the permit and
rights associated with it. TNC advises ARB to asasider the legal establishment of a forest
carbon right that may support and complement tiveldpment of offset projects and related
offset permits.

Criteria:

TNC supportsthe criteria of real, quantifiable, permanent, verifiable, additional and enforceable
for offset projects. The Climate Action Reserve provides a strong foundation for forest offset
rules that meet these criteria.

Real: TNC supports the elements identified for ensuring that offsetsarereal. Projects and
associated GHG reductions should account for uamicgytin estimates and err on the
conservative side. Double counting should be asb&hd this should be addressed through
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clarity of ownership, serialization and transpamegfistration of all GHG reductions, whether
they are offsets or direct emission reductions.

Leakage is an issue that is related to offset ptejdut the GHG program more broadly. While
individual offset projects can and should accooniéakage, TNC recommends that ARB look
at this issue more broadly and determine if theegpeogrammatic ways to help address this
issue through complementary policies and greenhgaseeduction insurance pools.

Quantifiable:TNC supportsinitial staff thinking on quantification. Calculation methodologies
should be measurable, replicable, peer-reviewedipddted periodically as the science
improves. There should be comprehensive accounfiegissions sources and sinks. However,
consideration should be given to forest projects @articular live carbon pools that may not
need to be counted if it is not an emitting poe§ulting in more conservative GHG reduction
estimates.

PermanentTNC strongly supports the permanence of GHG reductions. Forest offset projects
may be managed and protected to maintain redudiorieng periods of time. However, natural
disturbances may occur that could result in theas of some GHG reductions. Subsequent
changes in landownership or management decisiard etso result in the release of GHG
reductions. These issues may be addressed thiegagjhinstruments, such as conservation
easements and contracts, that address humanaatwdtthrough the development of insurance
and buffer pools to address natural disturbanG#4G programs like the Climate Action
Reserve draft forest protocols and the VoluntargbGa Standard offer examples of these
instruments. ARB and the state should explorelthelopment of a state-backed buffer
pool/insurance mechanism that would support GHGaton risks associated with offset
projects as well as risk more broadly.

Verifiable: TNC supports staff outline of verifiablility. Third party verification is critical to the
integrity of offset projects. Offset project shdtlave clear and standardized monitoring and
reporting obligations, which are verified. Only GHeductions that have occurred should be
verified to maintain the integrity of the cap analde system. While ARB could undertake some
of the verification obligations, ARB should seekattcredit/license other third parties to verify
offsets as the workload would be substantial acel\liexceed ARB’s current capacity.

Additional: TNC supports a standardized approach to determine additionality. In general TNC
agrees with ARB staff thinking to use standardizadeline methodologies to determine and
assess additionality of offset projects. A stadd&d approach provides greater certainty to
project developers, investors and verifiers in ohwhat would likely qualify as an offset. The
approach can also provide greater upfront trangpgr® the public, as they would have the
advantage of vetting the standardized protocoyearhe process versus a case by case basis
when offset projects are proposed. A standardapguoach should already incorporate
regulations. However, to the extent a protocolsdoa incorporate a regulatory test, this should
be included to ensure that offsets are not grat@dojects that are required by law. With a
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standardized baseline test, a financial additiontdist should not be necessary. In many cases
such a test requires subjective judgment thaffiedlit to verify, which has led to the support of
a standardized approach to obviate this needdditian, many projects will need multiple
revenue streams to be implemented, so fundingaidrom may only represent a small portion of
an investment in an offset project at initiation.

The funding source should be viewed as an ownersinipideration versus an additionality
assessment, particularly with a standardized besgaliditionality approach. Where sources of
revenue other than those for carbon are used tlaea project, a project may still be additional
as it exceeds the standardized baseline and predueasurable GHG reductions. The other
funding sources, to the extent is can be showntliegtled to offsets that are additional, could
receive some value or offsets as a result.

EnforceableTNC supports ARB staff thinking that offset must be backed by regulations and
tracking systems. We agree that proper and transparent ownershipracking must be
established to enable enforcement and avoid daghbieting. ARB should have the authority to
investigate and take action for violations by dffseviders, project developers, third party
verifiers and any registries that ARB may rely uponoffset project development, registration
and verification.

Co-benefitsTNC supports the inclusion of co-benefits criteria in offset requirements. Offset
projects, and forest projects in particular, canvjgte a host of public benefits. In urban and
rural areas, forest projects can help protect watdrair quality. They may provide indirect
greenhouse gas benefits by providing shade to hgasid biomass energy. Forest offset
projects, though improved management, protectiahrastoration, can also protect and foster
fish and wildlife habitat. When managed and prigiédor biodiversity (i.e., a mixture of ages
and native species), they can produce climate lisndfile simultaneously building greater
resistance to fire, insect infestation and diseat® very things the state will seek to protect
from the negative effects of climate change. TAMNC encourages ARB to adopt guidelines that
seek to maximize these important and integral eeefies and avoid environmental harm.

TNC commends the great work of ARB staff as theyettgp proposals and regulations for
offsets and cap and trade system, as well as tiee aspects of the GWSA. We look forward to
working with you on these issues and please feelto contact us with any questions or
comments.

Contact: Michelle Passero, Senior Climate Policy Advisor; ddBero@tnc.org



