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PREFACE

The draft Supplement to the AB 32 Scoping Plan Functional Equivalent Document
(Supplement) was released on June 13, 2011 for a 45-day public review and comment
period that concluded on July 28, 2011. A total of 109 comment letters were received
during the public review period, as well as a number of oral comments from a workshop
meeting that was held on July 8, 2011. This document contains the comments received
during the public review period, the California Air Resources Board’s (ARB) written
responses to comments, and the Supplement, as modified.

ARB staff made minor modifications to the Supplement based on responses to
comments and other updates. The revised text of the Final Supplement to the AB 32
Scoping Plan Functional Equivalent Document (Final Supplement) is presented as
Attachment D. To facilitate identifying modifications to the document, modified text is
presented with strike-through for deletions and underline for additions. None of the
modifications alter any of the conclusions reached in the Supplement or provide new
information of substantial importance relative to the Supplement. As a result, these
minor revisions do not require recirculation of the document pursuant to the California
Environmental Quality Act (CEQA) Guidelines, California Code of Regulations (CCR)
section 15088.5 before consideration by the Board.
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1.0 INTRODUCTION

The California Air Resources Board (ARB) staff prepared and circulated for public
review a draft Supplement to the AB 32 Scoping Plan Functional Equivalent Document
(Supplement), which contained an expanded environmental analysis of alternatives.
ARB'’s original environmental analysis of the 2008 Scoping Plan was set forth in the
California Environmental Quality Act (CEQA) Functional Equivalent Document (2008
FED). This FED was included as Appendix J to the 2008 Scoping Plan, which was
released to the public on October 15, 2008 and considered by the Board at a public
hearing on December 11, 2008. A court decision (Association of Irritated Residents, et
al. v. California Air Resources Board, et al., San Francisco Superior Court, Case
Number CPF-09-509562, May 20, 2011) later determined that the alternatives analysis
in the 2008 FED was deficient. Although ARB disagreed with the findings of the court,
to remove any doubt about the matter and to be consistent with ARB’s interest in public
participation and informed decision-making, ARB prepared the Supplement to the 2008
FED and circulated it for public comment for 45 days.

The Supplement provides an expanded analysis of the five project alternatives
discussed in Section V of the 2008 FED. The Supplement was released for public
review on June 13, 2011. The public comment period concluded on July 28, 2011.
ARB received many comments on the Supplement. The comments have been posted
in the comment log on the ARB website at:
http://www.arb.ca.gov/lispub/comm/bccommlog.php?listhame=ceqa-spll. Staff
prepared responses to public comments that will be considered by the Board at the
August 24, 2011 public meeting. Please note that comment letters 20, 31, and 62
contain multiple attachments with identical comments.

Following consideration of comments received on the Supplement and responses to
those comments, ARB revised the Supplement to prepare the Final Supplement to the
AB 32 Scoping Plan Functional Equivalent Document (Final Supplement) dated August
24, 2011, consistent with the Board Hearing date, and presented later as Attachment D.
If approved by the Board, the Final Supplement would supersede and replace the
project alternatives section of the 2008 FED found at pages J-74 to J-90.

This document presents verbatim public comments and responds to significant
environmental issues raised in public comments that were associated with the
alternatives analysis contained in the Supplement. All comments have been reviewed
and considered by ARB in the preparation of these responses. In this document,
consistent with the definitions in the Supplement, the “2008 Scoping Plan” refers to the
plan considered by the Board in December 2008, with final adoption May 11, 2009, and
“Proposed Scoping Plan” refers to the plan being brought back to the Board for
reconsideration along with the Supplement. (See Section 1.0, 1.1, and 1.2 in the
Supplement or the Final Supplement presented as Attachment D to this document for
additional details).
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1.1 CEQA Requirements for Responses to Comments

Responses to public comments are prepared in compliance with CEQA and with ARB’s
certified regulatory program, which states:

Public Resources Code (PRC) section 60007. Response to
Environmental Assessment

(a) If comments are received during the evaluation process which raise
significant environmental issues associated with the proposed action, the
staff shall summarize and respond to the comments either orally or in a
supplemental written report. Prior to taking final action on any proposal for
which significant environmental issues have been raised, the decision
maker shall approve a written response to each such issue.

In CEQA, PRC section 21091 also provides direction regarding the consideration and
response to public comments. While the provisions refer to environmental impact
reports, proposed negative declarations, and mitigated negative declarations, rather
than a Functional Equivalent Document (FED), this section of CEQA is applicable to
ARB under its certified regulatory program, so it pertains to comments on the
Supplement. PRC section 21091(d) states:

(1) The lead agency shall consider comments it receives ... if those
comments are received within the public review period.

(2) (A) With respect to the consideration of comments received ..., the
lead agency shall evaluate comments on environmental issues that are
received from persons who have reviewed the draft and shall prepare a
written response pursuant to subparagraph (B). The lead agency may
also respond to comments that are received after the close of the public
review period.

(B) The written response shall describe the disposition of each significant
environmental issue that is raised by commenters. The responses shall
be prepared consistent with section 15088 of Title 14 of the California
Code of Regulations, as those regulations existed on June 1, 1993.

Title 14 of the California Code of Regulations (CCR) section 15088, a section of the
State CEQA Guidelines, states in relevant part that specific comments and suggestions
about the environmental analysis that are at variance from the lead agency’s position
must be addressed in detail with reasons why specific comments and suggestions were
not accepted. Responses must reflect a good faith, reasoned analysis of the
comments. Title 14 CCR section 15088 (a — c) states:

(a) The lead agency shall evaluate comments on environmental issues
received from persons who reviewed the draft EIR and shall prepare a
written response. The Lead Agency shall respond to comments received
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during the noticed comment period and any extensions and may respond
to late comments.

(b) The lead agency shall provide a written proposed response to a public
agency on comments made by that public agency at least 10 days prior to
certifying an environmental impact report.

(c) The written response shall describe the disposition of significant
environmental issues raised (e.g., revisions to the proposed project to
mitigate anticipated impacts or objections). In particular, the major
environmental issues raised when the Lead Agency's position is at
variance with recommendations and objections raised in the comments
must be addressed in detail giving reasons why specific comments and
suggestions were not accepted. There must be good faith, reasoned
analysis in response. Conclusory statements unsupported by factual
information will not suffice.

1.2 Topics Requiring Substantive Responses

As a Supplement to the 2008 FED, the only component of the original FED’s
environmental analysis that was revised and circulated for public review was related to
the expanded alternatives analysis. Other environmental impact analysis in the 2008
FED, including the analysis of the 2008 Scoping Plan, was determined to be adequate
by ARB and confirmed as adequate by the court in its decision, Association of Irritated
Residents, et al. v. California Air Resources Board, et al. Therefore, comments
directed at the environmental analysis in the 2008 FED do not require responses.

Substantive responses provided in Chapter 2 of this document are limited to comments
that “raise significant environmental issues associated with the proposed action,” as
required by PRC section 60007(a). Therefore, responses to comments made on the
expanded environmental analysis of alternatives presented in the Supplement are
provided, consistent with the provisions of PRC section 60007, PRC section 21091, and
Title 14 CCR section 15088.

For completeness, this document presents all comments on the Supplement received
by ARB during the public comment period. Comments on topics other than significant
environmental issues related to the alternatives analysis are considered and noted, and
in some cases provided with responses to direct the commenter to the appropriate
information; however, substantive responses are not required for CEQA compliance.
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2.0 RESPONSES TO COMMENTS

This document addresses all comments received during the public review period of the
Supplement. The list of commenters is presented in Table 1.

Table 1: List of Commenters — Supplement to the AB 32 Scoping Plan Functional
Equivalent Document
# Name
L1 Undersigned, The
L2 Casey, Edward, Alston & Bird LLP
L3 Johnson, Kenneth
L4 Sandler, Mike
L5 Lossy, Frank, physician in private practice in CA
L6 Saunders, Marshall, Citizens Climate Lobby
L7 Vesser, Barry, Climate Protection Campaign
L8 DeBacker, Mark, Architect, Preservationist, Energy Audit
L9 Thigpen, Kristin
L10 |Lista, Cassandra
L11 |Roberts, Rose
L12 |Linney, Joan
L13 |Alcantar, Michael, Alcantar & Kahl, LLP
L14 Carr, Brian
L15 Richter, Daniel
L16 | Schwind, Kirsten, Bay Localize
L17 |Pulverman, Joshua, Caltrans
L18 |Pap, Ruby
L19 Wertheim, Mike
L20 Stoft, Paul
L21 Makovkin, Timothy
L22 |Mariposa, Virginia
L23 Kolb, Marcia
L24 Cohen, Jeff, EOS Climate
L25 Loree, Joe
L26 Loy, Gareth
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Table 1: List of Commenters — Supplement to the AB 32 Scoping Plan Functional
Equivalent Document

# Name
L27 Bardsley, Wendy

L28 Zhang, Yinlan

L29 Allen, John

L30 Schneider, David

L31 Andrews, Michael

L32 |Farnum, Benjamin

L33 Burchard, Pete

L34 Berman, Tressa

L35 | Sullivan, Joseph, Retired Geological Engineer

L36 | Sullivan, Shelly, AB 32 Implementation Group

L37 |Frantz, Tom, Association of Irritated Residents
L38 |Mone, Carol

L39 Mauk, Barbara

L40 Kulz, Sharon

L41 Guelff, Jack

L42 | Steinberg, Mayoor

L43 |Labriola, Kathy, Bay Area Community Land Trust

L44 Tansey, James, Offsetters Clean Technologies, Inc.

L45 Schwind, Janet,

L46 Kaswan, Alice, USF School of Law

L47 Coleman, Brenda, California Chamber of Commerce

L48 Fidanque, Matthew, West Oakland Environmental Indicators Project

L49 Eder, Harvey, Public Solar Power Coalition & self

L50 |Toney, Mark, TURN-The Utility Reform Network

L51 |Beveridge, Brian

L52 Demeter, James, California Manufacturer

L53 Samati, Ravahn

L54 |Eder, Harvey, Public Solar Power Coalition & self

L55 Williams, Laurie and Allan Zabel, Private Citizens & Volunteers CCL

L56 | Scripps, Kathy
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Table 1: List of Commenters — Supplement to the AB 32 Scoping Plan Functional
Equivalent Document

# Name
L57 Lossy, Frank T.

L58 Burr, Kimberly

L59 Bond-Graham, Darwin

L60 |Daniels, Lynda

L61 |Bockmon, Emily

L62 Fritz, Paul

L63 Berliner, Debra

L64 Holmes, Steve

L65 | Stone, Leonard
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BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.
ComMENT 1 For SuppLEMENT To FED -AB-32 Scoring wiTH CEQA (ceQA-sp11) - Non-REG.

First Name: The

Last Name: Undersigned

Email Address: theundersigned@gmail.com
Affiliation:

Subject: Combination of fees and rebates deserves more attention

Comment:

Here"s an alternative that is worth considering. It could be
referred to as feebates, since it calls for a combination of fees
and rebates, which I believe works most effectively. Rather than
prescribing feebates, though, the proposed overall alternative
allows its implementation to a large extent to be decided locally.

1. Fees are imposed on polluting products, as a percentage added to
the price paid by the consumer. Obvious products are gasoline,
electricity produced from fossil fuel, vehicles and equipment that
(comparatively) cause a lot of emissions. Such fees could be
collected by the Board of Equalization or by a Fund to be set up
for this purpose.

2. The revenues of these fees are then distributed back to the
city, county or district where they were collected, provided the
respective area manages to reduce emissions locally by a certain
percentage, set equally across the state for all areas.

3. Where an area fails to meet the target percentage reduction,

part of the revenue will default to the state in accordance with
the gravity of the failure. In such cases, revenues will be used
for state-wide programs aimed at reducing greenhouse gases.

4. Areas that exceed targets will also be offered the (optional)
opportunity to collect fees locally, e.g. as part of feebate
programs that make vehicles registration more expensive for the
most polluting vehicles and less expensive for the cleanest
vehicles.

The provision under 2. will survive under 4., to encourage that
revenues are used for effective local programs to electrify
transport and offer rebates on clean energy facilities, feed-in
tariffs, etc. State-wide set target percentages could be reviewed
regularly, say annually. Areas that exceed the target can use their
surplus toward their target the following year.

Feebates are most commonly known in the vehicle sector, but they
can be equally applied in other sectors. Feebates are attractive
because they can be implemented by changing the existing sales tax
system, rather than by introducing new taxes. The combination of
fees and rebates minimizes leakage. Feebates can also be
implemented on a budget-neutral way.

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-06-22 01:30:09

If you have any questions or comments please contact Clerk of the Board at (916) 322-5594

Board Comments Home
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L1 Response
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The commenter expresses that a “Feebate Program” (i.e., carbon fee
coupled with a rebate of collected revenue to specified recipients) is a
worthy alternative to consider and provides a description specifically
focusing on details of fee collection and revenue distribution. First, the
draft Supplement to the AB 32 Scoping Plan Functional Equivalent
Document (Supplement) provides an expanded description and analysis
of the five alternatives originally presented in the 2008 FED. In
accordance with the substantive requirements of the California
Environmental Quality Act (CEQA), these alternatives represent a
“reasonable range” that could feasibly attain most of the basic project
objectives while having the potential to reduce or eliminate significant
environmental effects. A range of alternatives analyzed in an
environmental document is governed by the “rule of reason,” requiring
evaluation of those alternatives “necessary to permit a reasoned choice.”
(CEQA Guidelines, California Code of Regulations [CCR] section
15126[f]). The candidate alternatives have to at least potentially meet the
objectives and be potentially feasible based on technical, legal and
regulatory grounds, to be considered for evaluation in the Supplement.

A Feebate Program is not a full alternative that could meet the project
objectives, but a program that could be applied to many different
consumer items. A Feebate Program for new light-duty vehicles, for
example, is one strategy that can contribute to greenhouse gas (GHG)
emission reductions. The California Air Resources Board (ARB) has
sponsored research on the potential benefits of a Feebate Program for
new vehicles and eliminated it as an option for a number of reasons. First,
given the aggressive performance standards proposed for new vehicles,
the additional reductions that could result from a Feebate Program are
likely to be minimal. Manufacturers would already need to install all
available, cost-effective emission-reducing technology, as well as adopt
their own internal pricing strategies to comply with the standards. A
Feebate Program would replace this internal pricing strategy and would
only induce substantial, additional emission reductions if fees and rebates
were very high, leading to greater impacts on consumers. Furthermore, a
California-only program within a national market could result in more
higher emitting vehicles being sold out of state and negating any in-state
emission reductions. In terms of implementation, maintaining a revenue-
neutral program would likely be a significant challenge, given that vehicle
purchase behavior would vary, based on current economic conditions, and
fee and rebate levels would need to be set in advance. More importantly,
ARB may not have the legal authority to pursue feebates and could face
challenges similar to pursuing a carbon fee or tax. In addition to legal
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opposition, there may be public opposition because some consumers
would have to pay more for new vehicles. Additionally, the administration
of a Feebate Program would require ARB to collect revenues and then
disperse funds. ARB would require authority from the Legislature to
disperse funds and may also require legislation to collect feebate
revenues. Consequently, in light of the legal and administrative
challenges for minimal emission reductions, ARB did not pursue this
alternative.

The commenter expresses that Feebate Programs are most commonly
known in the vehicle sector, but can be applied to other sectors and can
utilize existing sales tax systems, minimize leakage, and be implemented
in a budget-neutral way. Please refer to response 1-1.
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ALSTON«BIRD 11p

333 South Hope Street
161h Floor
Las Angeles, CA 90071-1410
213-576-1000
Fax:213-576-1100
www.alston.com

Edward J. Casey ed.cascy@alston.com {213) 576-1005

July 1, 2011

VIA FACSIMILE (916) 445 5025 AND ELECTRONIC MAIL

California Air Resources Control Board
1001 "I" Street

Sacramento CA 95814

Attn.: Clerk of the Board

Re:  Supplement to AB 32 Scoping Plan Functional Equivalent Document

Dear Clerk:

I 'am sending this letter to provide an initial comment on California Air Resources
Board's ("CARB") Supplement to the AB 32 Scoping Plan Functional Equivalent
Document ("Supplement") and to request that CARB promptly provide additional
information that is necessary for the public to provide informed comments on the
Supplement. As confirmed in the attached memorandum from the well known consulting
company Environ, the Supplement fails to provide data and other information relative to
a number of key aspects of the analysis in the Supplement. CEQA case law has long held
that it is prejudicial error for a lead agency to withhold information that precludes
"informed decision-making and informed public participation." (Counly of Amador v. El
Dorado Water Agency (1999) 76 Cal. App.4th 931, 946.) Indeed, CEQA even requires
that the sources of data used in environmental impact reports be "reasonably available for
inspection at a public place or public building," (Cal. Public Resources Code Section
21061.)

Accordingly, 1 request that the information described in the attached
memorandum be provided as soon as possible. Further, since no member of the public
can provide informed comments on the Supplement without this information, 1 alse
request that CARB extend the comment period so it ends 45 days after the date that
CARB provides this additional information to the public.

Very tl’uly yours, — IR v |

- e

Edward J, Casey
Partner

EJC:amw
LEGALO2/32722639v1

Attanta » Charlotie « Dallas + Los Angeles « New York « Research Triangle - Silicon Valley « Ventura County » Washington, D.C,
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ENV]IRON

July 1, 2010

Edward J. Casey, Attorney
Alston Bird LLP

333 South Hope Street
16th Floor

Los Angeles, CA 90071

Re: Information Needs for Review of the AB 32 Scoping Pian Supplement FED
Dear Ed:

Woe have reviewed the Supplement ta the AB 32 Scoping Plan Functional Equivalent Document
(FED) and have identified a few areas where additional information would help us evaluate the
FED. Based on our initial review of the FED, it appears to rely upen information that is not
cantained in the FED. While some calculations could be traced back to the original scoping
plan documents and its appendices, we have not been able to find various supporting
documentation that more completely describe key elements such as updates to the forecast
emissions far 2020 and updates to the reductions from the scoping plan measures and other
individual documents. We have several requests for information that would assist in our
analysis and ability to comment on the supplemental FED.

1. Table 1.2-3 of the FED provides an estimate of the emissions reductions needed from
proposed scoping plan measures not yet in place. Included in Table 1.2-3 are the
reductions (58 MMTCO2e) that would be obtained from various measures other than the
Cap-and-Trade program and Advanced Clean Cars. We have reviewed the list of
measures identified in the table contained in the scoping plan proceedings.! White some
of these 22 measures relate directly to measures reviewed in prior documents (e.¢., Low
Carbon Fuel Standard, Sustainable Forests, High Speed Rail), most of the measures
have heen sither:

¢ Adjusted downward (i.e., the GHG reductions have been reduced) from pricr plans
(e.g., million solar roofs, medium/meavy duty vehicles, goads movement);

o  Splitinto components and praobably adjusted downward from prior plans (e.g.,
energy efficiency measures, high GWP gases),

« Addedin (g.9., SB 375, Advanced Clean Cars, Tire Pressure Program); or

« Eliminated (e.g., Industrial measuras).

Far many of these measures, it appears that there is little explanation to allow us to
understand how thase changes were made, It is difficult, to relate these changes to the
original estimates previously reported in the Scoping plan.? To allow us to assess and
camment on this supplemental FED, we would need to more carefully analyze and
consider the changes to the prior plans. We request a detailed listing of how the 22
measures relate to the prior plan, how they were changed, and the basis for the change
(e.g. recession, already partially implemented).

' CARB, 2010. Available at:

Accessed: June 2011,

2 CARB 2008. Available at hitp Jrwww.arb. ca. govicc/scopingplan/docum ent/scopingplandocument him

18100 Won Karman Avenue, Suite 500, Irvine, CA 92612 vy environcorp.com
Tel: +1 949.261 5151 Fax +1949.261.6202
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Edward J. Casey -2- July 1, 2011

2. Appendix F, Compliance Pathways Analysis of the Initial Statement of Reasons for the
Cap and Trade Regulation®, includes analyses to demonstrate how the staff accounted
for the effects of the recession. Appendix F also provides a “compliance pathways
analysis” to demonstrate the strategies that covered entities could utilize to comply with
a cap-and-trade regulation. Other than saying they accounted for recession, and
accounted for the recession in their madeling, the supplement provides few details on
how they accounted for recession, let alone calculations. We also cannot verify if they
have accounted for the recession to the current date or going forward, Additionally,
Appendix F only includes strategies that covered sources could utilize to camply with the
cap-and- trade regulation and not those sources in uncapped sectors. To verify and
comment on the numbers, we would like to see the specific adjustments used for the
caleulations of the impacts of the recession such as growth factors, elasticity factars and
ather indicators for saurces under the cap and for those sources not under the cap.

3. Tabie 2.7-1, Summary of Emissions Effects from Alternative 5, includes a mix of
measures to abtain reductions to meet the 22 MMTCO2e target. The only direct
regulation includad under this alternative was the Advance Clean Car program (3.8
MMTCO2e). Volume ! of the Appendices for the original Scoping Plan provides an
analysis of the GHG reductions from Paviey | and Pavley I1.* The FED describes
elements that would be included in the Advanced Clean Car program but does not
include an analysis of the derivation of the emissions and potential reductions from the
various elements including in this pragram. Thus it is not clear if and how Pavely [l and
ather measures are quantitatively incorporated into this estimate. Supparting
explanation regarding the derivation of the GHG reductions and the specific measures
included in this program would allow us to assess and comment an this FED. Since the
Advance Clean Car pragram is included in two alternatives (Alternative 3 and Alternative
5), it is important to understand the basis of this estimate.

Please et Steven Messner or | knaw if you have any questions regarding this matter. | can be
reached at (949) 798-3650 or yau can reach Steve at (415) 889-0747.

Very truly yours,

e A .
e LA, S
(‘; p e /«{,{' . < ﬂ_(» S s .
Eric Lu, M.S., P.E. Steve Messner
Senior Manager Principal

El:js
W206.128,195 B\ProjectsWalston & BirdW0627371A\Reparts

ce: Ron Friesen, ENVIRON

? CARB, 2010. Avaitable at: Wip./Awww arb.ca goviregact/2010/capandirade 10/capandirade]0.him. Accessed:

June, 2011,
' CARB, 2008. Available at: hitp . /Avww.arb.ca.govice/scopingplanddocum ett/appendices volume1.pdf. Accessed:
June, 2011.
18100 Von Karman Avenue, Suite 800, livine, CA 92612 Wy environcorp.com

Tel +1 9492615161 Fax +1949.261.6202
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L2 Response

2-1

2-2

The commenter requests that ARB provide additional data relative to the
analysis in the Supplement as specified in the attached report from
Environ (comments 2-2 through 2-4) and provide additional time to
comment. As indicated under the sources of the information in the tables
contained in the Supplement, the numbers are based on updated
information made available by ARB in October 2010. On July 22, 2011
ARB posted a document entitled Status of Scoping Plan Recommended
Measures that provides narrative details about the revised projections for
emission and reduction estimates. This additional information is not a
revision to the Supplement nor does it trigger the obligation to recirculate
the Supplement under CEQA, because this is not significant new
information, as defined by CEQA. The posted information clarifies
information already included in the Supplement.

The commenter requests information on how the 22 measures relate to
the prior plan, how they were changed, and the basis of the change.

The 2008 Scoping Plan is a “plan” that recommends possible measures
and potential estimated GHG reductions. Measures identified in the 2008
Scoping Plan have origins from within ARB as well as from other agencies
and public suggestions. At the time the 2008 Scoping Plan was
developed, some measures were already well-defined or part of ongoing
regulatory processes, and have since been implemented or have reached
the level of development that the estimated reductions are considered
reasonably foreseeable. Other measures are still under development
and/or review, and the estimated reductions that may be realized by 2020
are uncertain, and as such the reductions associated with measures under
development are not included in current reduction estimates.

With the 2020 target deadline growing ever closer, it is increasingly
important that reduction measures relied upon to achieve the goal be well
developed and provide a level of relative assurance that the emission
reductions will be achieved. To that end, ARB has identified measures
that are approved, ongoing, or reasonably foreseeable as the foundation
for 2020 reductions. There are other measures identified in the 2008
Scoping Plan that are under development, but it is uncertain that those
measures would be able to achieve the estimated reductions by 2020.
For example, since the release of the Supplement in June, the White
House in collaboration with ARB announced the intent to pursue
standards to reduce GHG from light duty vehicles for model years 2017-
2025. In making the changes to some of the emission reduction
projections, ARB has taken a conservative approach and recognizes
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reductions from measures that have a higher potential for successful
implementation by 2020, although even these measures contain an
element of uncertainty.

In addition, in October 2010, ARB updated the GHG inventory and
estimated reductions from the adopted, ongoing and foreseeable
measures to reflect the economic downturn using data from the more
recent California Energy Commission (CEC) 2009 Integrated Energy
Policy Report (IEPR). The revised 2020 GHG Emissions Forecast, Data
Sources, Methods, and Assumptions and revised emission reduction
estimates were posted in October 2010 at:
http://www.arb.ca.gov/cc/inventory/data/forecast.htm.

Documentation of the calculation of estimated reductions for Scoping Plan
measures is presented in the Climate Change Proposed Scoping Plan
Appendices. Volume II: Analysis and Documentation. October 2008.
Appendix I.

Revision of the estimated reductions is described at:
http://www.arb.ca.gov/cc/scopingplan/status_of scoping_plan_measures.

The methodology used to reflect the changed economic conditions for
most measures is to multiply the estimated reduction for each measure by
the ratio of the emissions from the applicable category in the emissions
inventory used during preparation of the 2008 Scoping Plan (based on the
2007 IEPR), by the emissions in that same category identified in the
revised emissions inventory based on the 2009 IEPR. Generally, the
lower estimate of potential reductions is the result of the economic
downturn as reflected between the CEC IEPR referenced during
preparation of the 2008 Scoping Plan and the subsequent 2009 IEPR
referenced in 2010 to update the estimated reductions. The following list
of Scoping Plan measures with adjusted values and explanations
summarizes measure status and revisions.

T-1 Pavley

The 2008 Scoping Plan estimated Pavley 2020 reductions as 31.7 million
metric tons of carbon dioxide equivalent (MMTCOE) emissions, of which
27.7 was identified as Pavley (vehicles model-years 2009-2016) and 4.0
as Advanced Clean Cars (vehicles model-years 2017-2025). To estimate
the change in reductions that would be expected as a result of the
economic downturn, the estimated reduction was multiplied by the ratio of
the emissions in the revised baseline for the on-road passenger vehicles
category by the emissions in the 2008 Scoping Plan Business As Usual
(BAU) for the same category resulting in an estimated reduction of 26.1
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MMTCO,E.
http://www.arb.ca.gov/cc/ccms/ccms.htm

T-1 Advanced Clean Cars

In the 2008 Scoping Plan, the Advanced Clean Cars measure, which
focuses on vehicles model-years 2017-2025, was estimated to reduce 4.0
MMTCOzE. The estimated reduction has been adjusted to reflect the
economic downturn using the same ratio as described for the Pavley
regulation (see above). The resulting estimated reduction is 3.8
MMTCO.E. For example, since the release of the Supplement in June,
the White House in collaboration with ARB announced the intent to pursue
standards to reduce GHG from light duty vehicles for model years 2017-
2025. The Advanced Clean Car measure is under development.
http://www.arb.ca.gov/msprog/clean_cars/clean_cars.htm

T-2 Low Carbon Fuel Standard (LCFS)

In the 2008 Scoping Plan, the Low Carbon Fuel Standard (LCFS) was
estimated to achieve 15.0 MMTCO-E reductions in 2020. The estimated
reduction in the ISOR was calculated as 15.8 MMTCOE. In order to
reflect changed economic conditions, the estimated reduction from the
regulation was recalculated using the same methodology as the 2008
Scoping Plan but with more recent data, resulting in an estimated
reduction of 15.0 MMTCOE.

http://www.arb.ca.gov/fuels/Icfs/Icfs.htm

T-3 Regional Transportation-Related GHG Targets

The 2008 Scoping Plan identified 5.0 MMTCO-E as a placeholder for what
could be achieved by the Sustainable Communities and Climate
Protection Act of 2008 (Senate Bill [SB] 375) through sustainable regional
transportation and local land use planning. The SB 375 Staff Report
identifies 3.0 MMTCOE, which is the aggregate from the regional
passenger vehicle GHG reduction targets established for the 18
Metropolitan Planning Organizations (MPOs) approved in 2010.
http://arb.ca.qgov/cc/sb375/staffreport _sb375080910.pdf

T-4 Vehicle Efficiency Measures

Vehicle efficiency measures in the 2008 Scoping Plan include Low Friction
Oil, Tire Pressure Regulation, Tire Tread Program, and Solar Reflective
Automotive Paint and Window Glazing. In the 2008 Scoping Plan, these
measures were estimated to achieve a combined reduction of 4.5
MMTCOE in 2020. Only the Tire Pressure Program has been approved
with estimated reductions of 0.6 MMTCO,E. The estimated reduction was

2-6



Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

adjusted to reflect changed economic conditions by dividing the revised
baseline emissions for the on-road passenger vehicles category by the
2008 Scoping Plan BAU of the on-road passenger vehicles category
which when rounded to one decimal is estimated to be 0.6 MMTCOE.
Low friction oil was implemented by the industry; the reduction estimates
are reflected in the forecast used to estimate the baseline. Solar reflective
paint and window glazing are being integrated into the Advanced Clean
Cars measure. The tire tread program is under development and
reductions by 2020 are uncertain.
http://www.arb.ca.gov/regact/2009/tirepresQ9/tireisor.pdf

T-5 Shore Power for Ocean-going Vessels

The 2008 Scoping Plan attributed 0.2 MMTCO.E of estimated reductions
to the Shore Power for Ocean-going Vessels measure. The ISOR for this
regulation estimated potential reductions to range between 0.12 and 0.24
MMTCOzE. The estimated reduction of 0.2 MMTCO.E identified in the
2008 Scoping Plan is considered representative of this measure. The
estimated reduction was adjusted to reflect changed economic conditions
by dividing the revised baseline emissions for the ship and commercial
boats category by the 2008 Scoping Plan BAU for the ship and
commercial boats category which when rounded to one decimal is
estimated to be 0.2 MMTCO.E.
http://www.arb.ca.gov/ports/shorepower/shorepower.htm

T-6 Goods Movement

Goods Movement includes measures to reduce emissions from shipping
and port operations including such actions as reducing vessel speed and
electrifying port equipment. The 2008 Scoping Plan attributed 3.5
MMTCO,E of estimated reductions to these system-wide measures.
System-wide efficiency improvements are in progress but are not likely to
provide significant GHG reductions by 2020.
http://www.arb.ca.gov/planning/gmerp/gmerp.htm

T-7 Heavy Duty Aerodynamics

The Heavy Duty Aerodynamics measure is approved and the ISOR
identifies an estimated 1.0 MMTCOE of reductions. The estimated
reduction was adjusted to reflect changed economic conditions by dividing
the revised baseline emissions for the on-road heavy duty trucks category
by the 2008 Scoping Plan BAU for the same category resulting in an
estimated reduction of 0.9 MMTCO,E in 2020.
http://www.arb.ca.gov/regact/2008/ghghdv08/ghgisor.pdf
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T-8 Medium/Heavy Hybridization

The 2008 Scoping Plan indicates that the Medium/Heavy Hybridization
measure could achieve an estimated 0.5 MMTCO,E of reductions. This
regulatory measure is under development and reductions by 2020 are
uncertain.

http://www.arb.ca.gov/regact/2008/ghghdv08/ghgisor.pdf

T-9 High Speed Rail

The 1.0 MMTCOE estimated GHG reduction attributed to High Speed
Rail is unchanged from that identified in the 2008 Scoping Plan. This
measure is being implemented under an approved bond measure and
Federal grant; GHG reductions in 2020 are dependent upon the
implementation of High Speed Rail in 2020.
http://www.cahighspeedrail.ca.gov/

E-1 Energy Efficiency and Conservation

The 2008 Scoping Plan estimated that 15.2 MMTCO,E of reductions could
be achieved through improved electrical efficiency and conservation. The
estimated potential reductions have been recalculated using the
methodology in the 2008 Scoping Plan but with more recent data from the
2009 IEPR to reflect changed economic conditions. The recalculated
value is 7.8 MMTCO,E. The change in the expected reduction is because
the Renewables Portfolio Standards (RPS) was moved to first in the
loading order (refer to the RPS measure below). Measures loaded later in
the process are credited with fewer reductions than if they were earlier in
the loading order. Achievement of these emission reductions is
dependent on continued funding and implementation of efficiency
programs.

CR-1 Energy Efficiency and Conservation

The 2008 Scoping Plan estimated that 4.3 MMTCO-E of reductions could
be achieved through switching residential and commercial use of natural
gas to electricity. The estimated reduction was adjusted to reflect
changed economic conditions by dividing the revised baseline emissions
for the residential and commercial use of natural gas category by the 2008
Scoping Plan BAU for the same category resulting in an estimated
reduction of 4.1 MMTCO.E in 2020.

CR-2 Solar Water Heating

The reduction attributed to Solar Water Heating in the 2008 Scoping Plan
is 0.1 MMTCO2E. The estimated reduction was adjusted to reflect
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changed economic conditions by dividing the revised baseline emissions
for the residential and commercial use of natural gas category by the 2008
Scoping Plan BAU for the same category resulting in a small reduction
which when rounded to one decimal is estimated to be 0.1 MMTCOE in
2020. The Solar Water Heating measure is being implemented and
funded by the CPUC as a component of the California Solar Initiative,
Thermal Development Program.
http://www.cpuc.ca.gov/PUC/energy/Solar/thermhistory.htm

E-2 Increasing Combined Heat and Power

The 2008 Scoping Plan identified an estimated 6.7 MMTCOE of potential
reductions. Based on the percentage of power supplied by Publicly
Owned Utilities (POUs) and Independently Owned Utilities (IOUs), 1.9
MMTCOE would be achieved by POUs and 4.8 MMTCOE of reduction
would be achieved by IOUs. The California Public Utilities Commission
(CPUC) recently approved a settlement designed to increase the amount
of Combined Heat and Power (CHP) used by IOUs. The settlement
identifies a 4.8 MMTCO,E GHG emission reduction goal by 2020.
Although approved by the CPUC, the settlement is not final. Due to
accounting differences between the 2008 Scoping Plan and the
settlement, actual reductions may differ in 2020.

E-3 Renewables Portfolio Standard (RPS, 12%-20% by 2020)

In the 2008 Scoping Plan, renewables were estimated to achieve an
estimated 21.3 MMTCOE of GHG reductions in 2020, of which 7.9
MMTCOE would be achieved by the RPS (12%-20%) and 13.4
MMTCO,E would be achieved by the Renewable Electricity Standard
(RES, 20%-33%). Estimated RPS reductions in 2020 have been updated
to reflect changed economic conditions based on the 2009 IEPR demand
forecast and are 12.0 MMTCO,E. The estimated reduction from this
measure increased as a result of the revised “loading order”. Several
Scoping Plan measures affect the electricity sector and share credit for the
resulting reductions. Measures implemented earlier in the loading order
achieve greater emission reductions than if they were applied later in the
loading order. During preparation of the 2008 Scoping Plan, energy
efficiency measures were considered first and the RPS measure was last
in the loading order. However, the RPS measure has moved into the
baseline, and the baseline is calculated before Scoping Plan measures.
Consequently, a greater portion of the shared reductions are assigned to
the RPS, and fewer to the energy efficiency measures. The RPS program
is administered by CPUC.
http://www.cpuc.ca.gov/PUC/energy/Renewables/

2-9



Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

E-3 Renewable Electricity Standard (RES, 20%-33% by 2020)

The RES measure was estimated to provide 13.4 MMTCO.E of reductions
in the 2008 Scoping Plan. However, the Staff Report (ISOR) prepared in
2010 estimates reductions to be 12.0 MMTCO2E. This measure reflects
economic conditions in 2010 and does not require revision. Reductions
associated with unbundled Renewable Energy Credits (RECs) were
subtracted from the ISOR value, yielding a value of 11.4 MMTCOE. This
measure is being implemented by the CEC and CPUC under SBX1-2,
signed by Governor Brown in April 2011.
http://www.energy.ca.gov/renewables/
http://www.arb.ca.gov/regact/2010/res2010/res10isor.pdf
http://leqginfo.ca.gov/pub/11-12/bill/sen/sb_0001-

0050/sbx1 2 bill 20110412 chaptered.pdf

E-4 Million Solar Roofs

The 2008 Scoping Plan estimated that the Million Solar Roofs measure
could reduce an estimated 2.1 MMTCO2E emissions in 2020. The
estimated reduction has been recalculated using the same methodology
and electricity forecasting model as that presented in the 2008 Scoping
Plan but with an updated grid emission factor calculated from the 2009
IEPR, resulting in an estimated reduction of 1.1 MMTCOE in 2020. The
Million Solar Roofs measure is being implemented and funded by the CEC
and CPUC as a component of the California Solar Initiative program.
http://www.energy.ca.gov/ghg_emissions/index.html
http://www.cpuc.ca.gov/PUC/energy/Solar/aboutsolar.htm

H-1 Motor Vehicle A/C: Refrigerant Emissions from Non-Professional
Servicing

The 2008 Scoping Plan estimated that this measure could reduce an
estimated 0.3 MMTCOE of reductions. The estimated reduction was
adjusted to reflect changed economic conditions by dividing the revised
baseline emissions from the ozone depleting substances substitutes
category by the 2008 Scoping Plan BAU for the same category resulting in
estimated reductions of 0.2 MMTCO.E.

H-2 SF6 Limits in Non-Utility and Non-Semiconductor Applications

The 2008 Scoping Plan estimated that this measure could reduce an
estimated 0.3 MMTCO-E of reductions. The Staff Report (ISOR) for this
measure reduced the estimated potential reductions to 0.1 MMTCO,E.
Sulfur hexafluoride (SFs) from Non-Utility and No-Semiconductor
Applications are not in the ARB inventory and therefore cannot be tracked,
so potential reductions are considered uncertain.
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H-3 Reduction of Perfluorocarbons in Semiconductor Manufacturing

This measure was estimated to achieve 0.2 MMTCO.E in the 2008
Scoping Plan and Staff Report (ISOR). The revised baseline emissions
from the semiconductor manufacturing category are the same as
estimated in the 2008 Scoping Plan BAU for the same category, resulting
in unchanged reductions of 0.2 MMTCO,E.
http://www.arb.ca.gov/regact/2009/semi2009/semiisor.pdf

H-4: Limit High GWP Use in Consumer Products

The 2008 Scoping Plan estimated that this measure could reduce an
estimated 0.3 MMTCO.E of reductions. The Staff Report (ISOR)
estimates that this measure has the potential to reduce estimated
emissions by 0.2 MMTCO,E. High Global Warming Potential (GWP) use
in consumer products is minimally affected by changes in economic
conditions and the expected reduction is estimated as 0.2 MMTCO:E.
http://www.arb.ca.gov/regact/2008/cp2008/cpisor08.pdf

H-5 High GWP Reductions from Mobile Sources

This measure totaled 3.3 MMTCO,E of estimated reductions in the 2008
Scoping Plan and included Low GWP Refrigerants for New Motor Vehicle
Air Conditioning Systems, Air Conditioner Refrigerant Leak Test during
Vehicle Smog Check, Refrigerant Recovery from Decommissioned
Refrigerated Shipping Containers, and Enforcement of the Federal Ban on
Refrigerant Release from Motor Vehicle A/C Servicing. The use of low
GWPs in mobile air conditioning would be incorporated into the Advanced
Clean Cars measure. The remaining regulatory measures are under
development and reductions by 2020 are uncertain.

H-6: High GWP Reductions from Stationary Sources

This measure includes refrigerant management, foam recovery and
destruction, SFg leak reduction, the use of alternative suppressants in fire
protection, and early retirement of residential refrigerators. The 2008
Scoping Plan estimated that these measures could achieve an estimated
10.9 MMTCO:E of reductions. The Refrigerant Management Program and
the SFg leak reduction measure are adopted and the accompanying Staff
Reports (ISORs) identify estimated reductions of 7.2 MMTCO.E and 0.1
MMTCO?2, respectively. These estimated reductions were adjusted to
reflect changed economic conditions by dividing the revised baseline
emissions from ozone depleting substances substitutes category by the
2008 Scoping Plan BAU for the same category resulting in estimated
reductions of 5.8 MMTCO-E by the Refrigerant Management Program and
0.1 MMTCOE by the SF¢ leak reduction measure. The remaining
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components of H-6 are under evaluation and potential reductions are
uncertain at this time.
http://www.arb.ca.gov/regact/2009/gwprmp09/isorref.pdf

H-7 Mitigation Fee on High GWP Gases

The 2008 Scoping Plan indicated that this measure could reduce an
estimated 5.0 MMTCO-E of reductions by 2020. Implementation of a
mitigation fee on high GWP gases is not considered feasible at this time.

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

In the 2008 Scoping Plan, the Energy Efficiency and Co-Benefits Audits
for Large Industrial Sources measure is described as a tool to identify
potential reductions but not the instrument that would require changes.
This measure has never been assigned a reduction value. ARB is
initiating a process to ensure that large industrial sources subject to the
regulation be required to take all cost-effective actions identified under
those audits. The audit results, due to ARB by the end of 2011, will inform
the development of regulatory requirements staff intends to propose to the
Board in 2012. Staff plans to initiate a separate public process in Fall
2011 to discuss metrics and actions to implement this commitment.
http://www.arb.ca.gov/cc/energyaudits/energyaudits.htm

[-2 Oil and Gas Extraction GHG Emission Reduction

The 2008 Scoping Plan indicates that this measure could achieve an
estimated 0.2 MMTCO,E of reductions from sources not covered under
the proposed Cap-and-Trade Regulation. This measure is under
development and reductions by 2020 are uncertain.
http://www.arb.ca.gov/cc/oil-gas/oil-gas.htm

-3 GHG Leak Reduction from Oil and Gas Transmission

The 2008 Scoping Plan indicates that this measure could achieve an
estimated 0.9 MMTCO.E of reductions from sources not covered under
the proposed Cap-and-Trade Regulation. This measure is under
development and reductions by 2020 are uncertain.
http://www.arb.ca.gov/cc/gas-trans/gas-trans.htm

I-4 Refinery/Flare Recovery System Improvements

The 2008 Scoping Plan indicates that this measure could achieve an
estimated 0.3 MMTCO-E of reductions from sources subject to the
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proposed Cap-and-Trade Regulation. This measure is under
development and reductions by 2020 are uncertain.

I-5 Removal of Methane Exemption from Existing Refinery

The 2008 Scoping Plan indicates that this measure could achieve an
estimated 0.01 MMTCO.E of reductions from sources subject to the
proposed Cap-and-Trade Regulation. This measure is under
development and reductions by 2020 are uncertain.

F-1 Sustainable Forests

The 2008 Scoping Plan estimated that sustainable forest practices could
achieve 5.0 MMTCO:E of reduction through sequestration. The currently
recognized reduction is unchanged from that identified in the 2008
Scoping Plan. http://www.arb.ca.gov/cc/forestry/forestry.htm

RW-1 Landfill Methane Control

The 2008 Scoping Plan estimated the landfill methane control measure
could achieve estimated reductions of 1.0 MMTCOzE. The Staff Report
(ISOR) estimated the potential reduction to be 1.5 MMTCO,E.
http://www.arb.ca.gov/regact/2009/landfills09/isor.pdf

RW-2 Increasing the Efficiency of Landfill Methane Capture

The 2008 Scoping Plan does not quantify potential reductions that could
be achieved through increasing the efficiency of landfill methane capture.
This measure is under development and reductions remain uncertain.

Please also refer to responses 2-1, 75-2, and 75-7.

The commenter requests additional information on specific adjustments
used for the calculations of the impacts of the recession (e.g., growth
factors, elasticity factors and other indicators). References within this
comment to the Appendix F, Compliance Pathways Analysis of the Initial
Statement of Reasons for the proposed Cap-and-Trade Regulation do not
apply to the Supplement. The proposed Cap-and-Trade Regulation is a
separate rulemaking process that requires preparation of an ISOR. The
Proposed Scoping Plan is a non-regulatory document that recommends
measures to achieve GHG emission reductions, many of which are
regulatory in nature. Additional detail and a more detailed environmental
analysis are made available during the regulatory development. It is
unclear if the commenter is requesting information about Appendix F of
the ISOR for the proposed Cap-and-Trade Regulation or the Supplement.
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The CEC IEPR is the basis for the ARB emissions inventory forecast. The
IEPR provides a detailed description of the methods, and assumptions
used in development of CEC forecasts. The revised ARB 2020 GHG
Emissions Forecast, and Data Sources, Methods, and Assumptions
documents are posted at:
http://www.arb.ca.gov/cc/inventory/data/forecast.htm

Descriptions of the revisions to estimate measure reductions are
described in the response to Comment 2-2 above as well as on the ARB
webpage at:

http://www.arb.ca.gov/cc/scopingplan/status of scoping plan measures.

pdf

Please also refer to response 2-1.

The commenter indicates that the Supplement describes elements that
would be included in the Advanced Clean Cars program, but does not
include an analysis of the derivation of the emissions and potential
reductions from the various elements included in the program. All of the
key elements of the Advanced Clean Cars program are described in the
2008 Scoping Plan under the respective measures where they were
originally formulated. Detailed documentation of the calculation of
estimated reductions for measures is presented in the document entitled
the Climate Change Proposed Scoping Plan Appendices. Volume II:
Analysis and Documentation. October 2008. Appendix I. The expected
estimated reduction that may be achieved by the Advanced Clean Cars
measure is unchanged from that identified in the 2008 Scoping Plan
except for the adjustment to reflect the economic downturn. This is a
conservative estimate as the addition of new elements could increase
reductions. In order to minimize the risk of double-counting benefits of
closely related improvements, these potential reductions are uncertain.
More detailed information may become available with continuing
development of the regulation. Please also refer to response 2-1.
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Comments on ARB’s June 13, 2011 Supplement to the AB 32 Scoping Plan Functional

Equivalent Document
Submitted by Kenneth C. Johnson on July 5, 2011

The California Superior Court has found that “ARB abused its discretion in certifying the
FED as complete,” in part because “the Scoping Plan fails to provide meaningful information or
discussion about the carbon fee (or carbon tax) alternative in the scant two paragraphs devoted
to this important alternative.” But the plan —and ARB’s June 13, 2011 supplemental FED —
gives even less attention to an equally important policy alternative, a price floor operating in

the context of cap-and-trade.

Plaintiffs in the court action have argued that a carbon fee could be more effective than
cap-and-trade at complying with the maximum-reduction mandate of Health and Safety Code §
38560. But cap-and-trade operating with a price floor would be expected to achieve emission

reductions no less than that of a similarly-administered carbon fee.

ARB’s original FED rejected the carbon fee alternative primarily because “a carbon fee
does not provide certainty in terms of the amount of emission reductions that will be
achieved,” whereas cap-and-trade would provide such certainty. But cap-and-trade operating
with a price floor would achieve emission reductions no less than that of cap-and-trade without

a price floor.

Thus, a price floor deserves special attention because it could resolve concerns relating
to environmental stringency and statutory compliance that have been raised by both the
plaintiffs and ARB. The supplemental FED makes mention of a 2008 CBO study that includes a
price floor among the policy alternatives considered, and which “explores ways in which
policymakers could preserve the structure of a cap-and-trade program, but still achieve some of
the advantages of a tax.” (See supplemental FED, page 39.) It also discusses one existing
program, RGGI, which employs a price floor. (See pages 42-43.) But ARB fails to include a price

floor in its Range of Alternatives (pages 17-19).
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In the context of RGGI, a price floor has been instrumental in keeping allowance prices
from falling below the floor level, which is currently set a $1.89 per CO, allowance. (See

http://rggi.org/market/co2 auctions/results.) California’s program, as currently constructed,

would not prevent prices from falling substantially below $1.89. i

In 2008 ARB had estimated that cap-and-trade would achieve 34.4 MMT of the requisite
emission reductions necessary to reduce emissions from a 596 MMT BAU projection in 2020 to
the 427 MMT target. But the BAU projection has been revised downward to 507 MMT, an 89
MMT difference; thus the prospect of a long-term collapse of emission prices is a credible and
realistic possibility. (It is notable that in the RGGI’s June 2011 auction less than one-third of the

available allowances were sold, even at the floor price of $1.89.)

If California achieves the 2020 cap with emission allowances selling well below $1.89,
would its program be considered to have complied with ARB’s mandate under Health and
Safety Code § 38560 to “... achieve the maximum technologically feasible and cost-effective
greenhouse gas emission reductions ...”? According to ARB’s current interpretation, yes. ARB
recognizes the statutory requirement to at least achieve the 427 MMT target in 2020, and to do
so in a manner that favors low-cost reduction strategies. But it does not recognize any
statutory requirement to seek emission reductions beyond the minimum required to achieve

the 2020 target even if such further reductions would be feasible and cost-effective.

While ARB has broad discretionary authority in interpreting the statute, it should not
adopt an interpretation that renders a core statutory requirement of AB 32 meaningless and
ineffectual. The qualifier “maximum” in § 38560, which applies to “emission reductions,” is
clearly intended to have meaning. § 38560 is clearly intended to at least potentially influence
emission levels achieved under AB 32, but it would not under ARB’s current cap-and-trade-
based approach. A price floor, which is based on a cost-effectiveness threshold that is
consistent with the legislative policy objectives of AB 32, would reasonably incentivize further
emission reductions to the extent that such reductions are feasible and cost-effective according

to § 38560.
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The Scoping Plan employs one mechanism, banking, that could motivate at least short-
term emission reductions beyond the declining cap limit in the event that allowance prices are
low. However, banking is no substitute for a price floor because market traders will not
generally act to seek maximum emission reductions according to § 38560. They will only act to
hold unused allowances, and prevent price collapse, if high prices are anticipated in the near
future. In the face of long-term, systemically low emission prices, banking will not operate to

prevent price collapse.

The legislature intended that ARB implement the AB-32 legislation “in a manner that
minimizes costs and maximizes benefits for California’s economy” (HSC § 38501(h)), but there is
no requirement that costs and benefits be optimized according to the myopic, short-term
valuation standard of arbitrage traders. Considering that the 2020 emission target was based
on a 550-ppm atmospheric CO, stabilization target' (compared to the 350 ppm requisite limit
indicated by more recent climate science?), a policy that achieves only minimal emission
reductions rather than the maximum reductions required by § 38560 will only achieve short-
term economic gains at the expense of much greater long-term costs and forfeiture of long-

term economic benefits.

! Climate Action Team Report to Governor Schwarzenegger and the Legislature (March 2006), pages 37-38.
http://www.climatechange.ca.gov/climate _action team/reports/2006report/2006-04-

03 FINAL CAT REPORT.PDF

2 “Target atmospheric CO2: Where should humanity aim?” Hansen et al. (2008)
http://arxiv.org/abs/0804.1126v3
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L3 Response

3-1

The commenter expresses that special attention should be given to the
use of a price floor in a cap-and-trade program. We believe that the
commenter is referring to what is often called an “auction reserve price”,
which sets a minimum price for the sale of allowance at auction.

This comment does not directly relate to the adequacy of the
environmental analysis prepared for the alternatives to the Proposed
Scoping Plan. Per the CEQA Guidelines (CCR section 15204), reviewers
should focus on the sufficiency of the document identifying and analyzing
the possible impacts on the environment and ways in which the significant
effects might be avoided or mitigated. ARB has reviewed this comment,
and determined that it neither applies nor raises any substantial issues
regarding the adequacy of the environmental analysis of the alternatives in
the Supplement. In accordance with ARB’s certified regulatory program
(CCR section 60007[a]) and CEQA Guidelines (CCR section 15088), no
revision or further written response is required in response to this
comment because no significant environmental issues were raised related
to the proposed action; however, this comment is included in the public
record for review by other interested parties and decision-makers.

Nonetheless, ARB notes that although not specifically mentioned in the
description of Alternative 2 in the Supplement, the concept of an auction
reserve price is mentioned in the 2008 Scoping Plan (see p. 34) and is
incorporated in the proposed Cap-and-Trade Regulation. ARB notes that
a price floor is a proposed design feature of the program, and the
commenter advocates a price floor for a carbon tax or fee that sets a price
on carbon. ARB staff's proposal is to set an auction reserve price,
(section 95911(b) (6) in the proposed Cap-and-Trade Regulation) in its
auction system in the proposed Cap-and-Trade program, which would be
$10.00 per metric ton in 2012 with an annual escalation of 5 percent plus
the rate of inflation as measured by the consumer price index for all urban
consumers, and as published by the U.S. Bureau of Labor Statistics. The
two numbers in combination are expected to be larger than inflation, thus
increasing the floor annually. The reserve price would increase to $11 for
the second compliance period. A price floor and reserve price are not the
same, because a reserve price allows secondary market transactions
below the reserve price. However, the reserve price mechanism would
correct over time for initial over-allocation by reducing the number of
allowances auctioned. Eventually the market price would rise to the
reserve price. The specific attributes of any cap-and-trade regulation
adopted by ARB would be decided in the separate proposed Cap-and-
Trade rulemaking.
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3-4

3-5

3-6

The commenter refers to RGGI in regards to keeping allowance prices
from falling below the price floor. ARB set its auction reserve price much
higher than did RGGI. In addition, ARB set a schedule for increases in the
reserve price, while RGGI adjusts its reserve price based on secondary
market prices. Please also refer to response 3-1.

The commenter indicates that the economic downturn may cause a long-
term collapse of emission prices. If market prices do collapse below the
reserve price, auction participants would not bid the reserve price at
auction. This would reduce the number of allowances being sold into the
market. Market price would then rise as allowances are purchased and
retired, until the market price is as high as the reserve price. Please also
refer to response 3-1.

The commenter states that ARB should not set a price on carbon that is
ineffective. ARB conducted extensive literature reviews of other carbon
markets and their performance, and ARB believes that setting a carbon
price of $10 would provide a stable long-term carbon price to encourage
investment in clean technologies. Please also refer to response 3-1.

The commenter indicates that banking would motivate at least short-term
emission reductions beyond the declining cap limit in the event that
allowance prices are low. ARB agrees that banking is not a substitute for
a price floor, but banking and the auction reserve price mechanism serve
the same purpose. Please also refer to response 3-1.

The commenter refers to the legislative intent of AB 32 to reduce GHG
emissions while minimizing cost and maximizing benefits for California’s
economy. ARB set its target for 2020, as required by AB 32, and the
commenter is critical that ARB is not thinking long term or beyond the
minimum mandate of AB 32. A cap-and-trade regulation is one of the
measures in the Proposed Scoping Plan, and is one of the alternatives
evaluated in the Supplement. ARB stresses that, although specific
measures are often oriented to achieving the AB 32 mandate, the
Proposed Scoping Plan does create a framework for longer-term planning.
Please also refer to response 3-1.
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Michael J. Sandler
19 Tern Court
San Rafael, CA 94901

For the Public Record

July 7, 2011

To: California Air Resources Board (CARB)

Re: Supplement to the AB 32 Scoping Plan Functional Equivalent Document

Thank you for accepting these comments on the Supplement to the AB 32 Scoping Plan
Functional Equivalent Document. | am submitting these comments as a private citizen, not on
behalf of any organization. Since 2006 | have attended public hearings on AB32 market
mechanisms. To paraphrase some of my earlier comments made at the beginning of the Scoping Plan
process, (submitted Jan 15, 2008 on behalf of the Climate Protection Campaign), market mechanisms are
a contentious issue among some groups, but if we want to save the climate, there is no choice between
regulatory approaches or market mechanisms. We will need both. We need to provide incentives
throughout the economy to reduce emissions. This can be accomplished effectively through a price on
carbon, but it must be designed correctly.

There is no single type of "cap and trade." The specific design elements of the program will
determine the environmental impacts and the emissions reductions. The following design
elements can result in fewer environmental impacts and a more equitable outcome:

- Anupstream system

- 100% auction of permits

- Compensating consumers with a dividend
- Carbon fees to fund important programs
- Limited offsets

- Aprice floor on allowances

Auctioning permits: Many of the problems with windfall profits in previous systems including the ETS
and RECLAIM can be avoided by auctioning, not giving away permits. Auctioning incentivizes early
action.

Returning revenues to households as a dividend: Revenues from an auction (or carbon fee) should be
used to compensate residents for higher energy prices. Without such a dividend, political pushback could
kill the whole program. The regressive impact on poor people when energy and fuel prices rise is an
Achilles heel that must be addressed up front. It is an issue of economic justice.
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Mike Sandler Comment to ARB 7-7-11

Please consider the expert advice of the Economic and Allocations Advisory Committee (EAAC)." The
EAAC recommends that “the largest share (roughly 75%) of allowance value should be returned to
California households.” The report states that “roughly 75% of this value should be returned to
households either through lump-sum payments...” and “roughly 25% of this value used to finance
socially beneficial investments and other public expenditures” (pg. 70).

The allowance value rebates should be separated from utility bills, and arrive in a separate envelope. It is
important for consumers to see the value they are receiving and to connect it to a carbon pricing system.
If the rebate is only a line item on a utility bill, it will be opaque to consumers, and not serve its 4-3
remediating function alongside a visible carbon price that encourages conservation and efficiency. The ,
recent withdrawal of New Jersey from the Regional Greenhouse Gas Initiative (RGGI) is a cautionary tale Cont
for what could happen if allowance value is used for opaque efficiency programs that are invisible to most
consumers. Funds that were supposed to be set aside for energy and environmental uses were raided to
plug state budget deficits. Because consumers did not see a direct connection to the use of revenues, the
lack of consumer support failed to prevent New Jersey’s new Governor from withdrawing his state from
the program a few months ago. A per capita dividend could help California avoid this fate.

The dividend should be equal for all people. This relates to our equal ownership of the shared Commons.
Larger users of the electricity do not own more of the Commons, they should compensate those who use
less.

Environmental justice considerations: When it comes to market mechanisms to fight climate change,
some advocacy groups believe that the trading of permits benefits big polluters, who accumulate them,
creating "hot spots" of pollution. They believe that low-income and disadvantaged communities would
continue to suffer while the emission reductions take place in wealthier areas first. They also point out T
flaws in past market mechanisms, especially the European Emissions Trading System, which gave away
permits for free to large polluters and is linked to the CDM, a shady offset scheme, and RECLAIM, the
Southern California criteria pollutant trading system where some power plants gamed the system to delay
emission reductions. They are also rightfully skeptical of the claims of some trading proponents whose
free market ideology does not match up with the facts that giveaways of free permits enrich polluting
corporations and utilities, and offsets have the potential for financial shell games and manipulation.
However, some of these groups have romanticized command and control regulations. Unlike criteria
pollutants, there is no quick regulatory fix for CO2. Regulations only, without a carbon price, could be 4-4
very expensive. We still need regulations. The climate is in dire straits. But we can’t give away checks
for free.

The specifics of carbon market design elements that could address these advocacy groups’ specific
objections. Dislike giveaways? Well, CARB could auction 100% of permits. Dislike offsets? Ban ‘em.
What about inequality in the use of allowance value? A Cap & Dividend?, or Carbon Share®, approach
addresses this directly.

! http://climatechange.ca.gov/eaac/
2 www.capanddividend.org
* www.carbonshare.org
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Mike Sandler Comment to ARB 7-7-11

Environmental justice and human rights: The Declaration of Independence states: We hold these
truths to be self-evident, that all men are created equal, that they are endowed by their Creator with
certain unalienable Rights, that among these are Life, Liberty and the pursuit of Happiness.

University of Massachusetts professor James Boyce writes*: Pollution burdens should be distributed
fairly, as advocated by the EJ movement, rather than concentrated in particular communities... [and]
polluters should pay for their use of the limited waste-absorptive capacities of our air and water... In
keeping with the principle that the environment belongs in common and equal measure to us all, the
money the polluters pay should be distributed fairly to the public, as we are the ultimate owners of the air
and water.

Even if they don't have access to a car or electricity yet, the poorest people in Africa have a right to their
portion of the limited global emissions allowed under a global cap. Groups such as EcoEquity in the U.S.,
the Ireland-based Foundation for the Economics of Sustainability (FEASTA), and CSE India advocate for
distributing shares or revenues from payments from upstream emitters to all individuals. California can
start us down the path to equal ownership of this atmospheric Commons. Everyone gets the same
dividend. Everyone gets the same Share. People get paid as they gain understanding that we are all
involved in climate protection together.

The insider politics of giving away pieces of the allowance revenue pie to special interests failed to get a
climate bill through in Congress in 2009. But an equal rights/fCommons-based approach could unify
diverse constituencies and get us out of the current zero sum game. Everyone gains from being part of a
society where each person is treated fairly. CARB can provide a template for national and international
climate policy by providing equal dividends or shares to all Californians.

These comments are my own and do not reflect those of any organization with which | am affiliated. e

Sincerely,

Mike Sandler

* http://triplecrisis.com/the-environment-as-our-common-heritage/
3
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L4 Response

4-1

4-2

4-3

The commenter advocates that particular design elements be incorporated
into the proposed Cap-and—Trade program recommended in the Proposed
Scoping Plan. The Proposed Scoping Plan recommends that ARB pursue
various emission reduction measures, including a cap-and-trade program,
but any specific measure, including a cap-and-trade program, can be
adopted only through a separate, independent rulemaking that includes a
more detailed environmental analysis and opportunity for public comment.
Accordingly, comments about particular components of specific emission
reduction measures (such as specific design features of a cap-and-trade
regulation) do not raise a "significant environmental issue associated with
the proposed action" (see CCR section 60007[a]) because the proposed
action (i.e., the Proposed Scoping Plan) does not include adoption of the
particular design components of specific measures.

The proposed Cap-and-Trade program recommended in the 2008
Scoping Plan was proposed as a rule in October 2010
(http://www.arb.ca.gov/regact/2010/capandtrade10/capandtradel10.htm)
and will be considered for final adoption in October 2011. The Staff
Report (ISOR) for the proposed Cap-and-Trade Regulation explains the
agency’s rationale for choosing the design of that regulation, including an
allowance allocation and a price floor
(http://www.arb.ca.gov/regact/2010/capandtradel0/capisor.pdf). A
separate environmental analysis in a FED was prepared for that proposed
regulation and circulated for public review and comment. The alternatives
analysis in that FED includes design variations. In developing Alternative
2, ARB considered the work that staff had done in the rulemaking for the
proposed Cap-and-Trade Regulation referenced above. Like the separate
proposed Cap-and-Trade Regulation under development in that separate
rulemaking, Alternative 2 does contain most of the design features
suggested by the commenter. For instance, as the Supplement notes,
Alternative 2 includes a limit on the amount of offsets that an individual
covered entity can use for compliance (see page 45 of Supplement).
Please refer to responses 3-1 and 3-2 regarding price-floors.

The commenter expresses that problems with windfall profits can be
avoided by auctioning permits. The Supplement discusses the use of
auctions on page 48. Please also refer to response 4-1.

The commenter expresses that revenue from an auction should be
returned to households as a dividend. Auctioning of permits and
compensating consumers with a dividend are some suggested design
features that could be implemented with a cap-and-trade program. The
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4-4

4-5

administration of a dividend would require ARB to collect money and then
disperse revenues. ARB can collect, but it is less clear if ARB can
disperse the funds without authorization from the Legislature. Please also
refer to responses 1-1 and 4-1.

The commenter refers to ARB’s Cap-and-Trade proposed rulemaking
(http://www.arb.ca.gov/regact/2010/capandtradel0/capisor.pdf). The
sources covered by the proposed Cap-and-Trade program are also
covered by stringent criteria pollutant and air toxics regulations that have
already been adopted by ARB and the local air districts. These
regulations would continue to result in continued and significant reductions
in air pollution emissions, exposure and health-based risk. Further,
assuming that the commenter’s reference to financing mechanisms from a
carbon fee is a reference to use of fee revenues to abate GHG and related
emissions in impacted communities, a cap-and-trade program provides a
similar ability to raise revenues for this purpose through the auctioning of
allowances. Please also refer to response 4-1 and 4-3.

The commenter shares information and expresses that ARB can provide a
template for national and international climate policy by providing equal
dividends and shares to all Californians. ARB has reviewed this comment,
and determined that it does not state a specific concern or question
regarding the adequacy of the environmental analysis of the Alternatives
in the Supplement. No revision or further written response is required
because no significant environmental issues have been raised. This
comment is noted and included in the public record. Please also refer to
responses 4-1 and 4-3.
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BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.
CoMMENT 5 FoR SuppLEMENT To FED -AB-32 Scoping wiTH CEQA (ceQa-sp11) - NoN-REG.

o
First Name: Frank
Last Name: Lossy
Email Address: ftlossy322@comcast.net
Affiliation: physician in private practice in CA
Subject: Better alternatives to current proposals re Carbon Permits
Comment:
Dear CARB, _-
Speci fic carbon market designs can address objections raised by
certain groups. Instead of giveaways, CARB could auction 100% of 5'1
permits. Rather than unlinited offsets, CARB can limt them
Inequities in the use of allowance value can be addressed with a T
Cap & Dividend or Carbon Share approach that returns revenues back 5_2
to all Californians equally. Please incorporate these elenents
into the environnental analysis.

Si ncerely,

Frank T. Lossy, MD. and Barbara Steinberg, LCSW

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-07 23:45:44

If you have any questions or comments please contact Clerk of the Board at (916) 322-5594
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L5 Response

5-1

5-2

The commenter suggests incorporating specific design elements in a
cap-and-trade program to address concerns such as auctioning 100
percent of permits. Please refer to responses 4-1 and 4-2 in regards to
advocating for particular design elements to be incorporated into the cap-
and-trade program design elements and to auctioning permits,
respectively.

The commenter expresses that revenue from an auction should be
returned to households as a dividend. Auctioning of permits and
compensating consumers with a dividend are some suggested design
features that could be implemented within a cap-and-trade program.
Please refer to responses 1-1, 4-1, and 4-3 in regards to suggested
alternatives, advocating for particular design elements to be incorporated
into the cap-and—trade program design elements, and to returning
revenues back to Californians, respectively.
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Comment Log Display

BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.
CoMMENT 6 FOR SuppLEMENT TO FED -AB-32 Scoping witH CEQA (ceQa-sp11) - Non-REec.

First Name: Marshall
Last Name: Saunders
Email Address: misaun@aol.com
Affiliation: Citizens Climate Lobby

Subject: AB32 Cap and Trade
Comment:
Dear CARB,

In 2006, | becane alarmed about the clinate and warm ng of the
globe. In 2007, | began to be a strong proponent of Cap and Trade,
urging ny friends and partners in Citizens Cimte Lobby to wite
to the Congress of the United States in support of Cap and Trade.

I had not thought it through at that time and | was trusting "Big
Green", that is to say, Environnental Defense Fund, Natural
Resources Defense Council and Union of Concerned Scientists.
However, the nore | studied Cap and Trade, the nore | began to 6_1
realize that it is an unworkable scheme and | even believe it to be
unfixable. It would create volatility in energy prices, would be
conplex, difficult to adm nister, and wi de open for fraud and

mani pul ation. | have read w dely about Cap and Trade over the |ast
four years and |I'm convinced that especially the offset portion
woul d be a shell game for big polluters and Wall Street traders. |
have a strong fear that if California adopts a Cap and Trade
scherme, other states would follow (trusting as | did) and real
solutions to the climate crisis would be postponed a decade or

nore, time we certainly do not have. -+

| urge you to enploy a nuch sinpler system of reducing greenhouse
gases. That is to say, a Fee and Dividend whereby producers of
fossil fuel, for exanple, would be charged a fee when the fossil
fuel cones out of the ground or through a port of entry into
California. Al the revenue would be given to citizens of

California. This would allow themto pay for increased energy 6_2

costs. Fee and Dividend has the additional advantages of
simplicity, conparative ease of administration, fairness, return of
the increased energy prices to the people not the polluters, and
the avoidance of an invitation for fraud.

Si ncerely,
Marshal | Saunder s

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-13 12:40:50

If you have any questions or comments please contact Clerk of the Board at (916) 322-5594

Board Comments Home
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Conditions of Use | Privacy Policy | Accessibility
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The Board is one of five boards, departments, and offices under
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L6 Response

6-1

6-2

The commenter indicates that a cap-and-trade program would create
volatility in energy prices, be complex and difficult to administer, and be
wide open for fraud and manipulation. The Proposed Scoping Plan
recommends that ARB pursue various emission reduction measures,
including a cap-and-trade program, but any specific measure, including a
cap-and-trade program, can be adopted only through a separate,
independent rulemaking that includes a more detailed environmental
analysis and opportunity for public comment. Accordingly, comments
about particular components of specific emission reduction measures
(such as specific design features of a cap-and-trade regulation) do not
raise a "significant environmental issue associated with the proposed
action” (see CCR section 60007) because the proposed action (i.e., the
Proposed Scoping Plan) does not include adoption of the particular design
components of specific measures.

The proposed Cap-and-Trade program recommended in the 2008
Scoping Plan was proposed as a rule in October 2010
(http://www.arb.ca.gov/regact/2010/capandtrade10/capandtrade10.htm)
and will be considered for final adoption in October 2011. The Staff
Report (ISOR) for the proposed Cap-and-Trade Regulation explains the
agency’s rationale for choosing the design of that regulation, including an
allowance allocation and a price floor. Also, the proposed Cap-and-Trade
Regulation includes features, which are designed to help maintain price
stability in the program, such as reserve price and an allowance price
containment reserve. Please refer to the website:
(http://www.arb.ca.gov/regact/2010/capandtradel0/capisor.pdf). A
separate environmental analysis in a FED was prepared for that regulation
and circulated for public review and comment. The alternative analysis in
that FED includes design variations for the proposed Cap-and-Trade
program.

The commenter advocates a Fee-and-Dividend program whereby
producers of fossil fuel would be charged a fee when the fossil fuel comes
out of the ground or through a port of entry into California, and the
revenue would be given to citizens of the State. The commenter
expresses that revenue from an auction should be returned to households
as a dividend. Auctioning of permits and compensating consumers with a
dividend are some suggested design features that could be implemented
with a cap-and-trade program. The administration of a dividend would
require ARB to collect money and then disperse revenues. ARB can
collect, but ARB cannot disperse the funds without authorization and
appropriation from the Legislature. Please refer to responses 1-1, 4-1,
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and 4-3 in regards to suggested alternatives, advocating for particular
design elements to be incorporated into the cap-and—trade program
design elements, and to returning revenues back to Californians,
respectively, and also to response 6-1.
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BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.
COMMENT 7 FOR SuPPLEMENT To FED -AB-32 Scoring wiTH CEQA (ceQa-sp11) - NoN-REG.

o
First Name: Barry
Last Name: Vesser
Email Address: bvesser@climateprotection.org
Affiliation: Climate Protection Campaign
Subject: Comment on CEQA for AB 32
Comment: T
Equity and di sproportionate inpact issues have been raised by the
environmental justice comunity. Specific carbon market designs can
address nany of these legitinate objections to the Cap and Trade
rule as it was adopted in Decenber of 2010. |Instead of giveaways
to polluting industries, CARB could auction 100% of pernits. Rather 7 1
than unlimted offsets, CARB can strictly limt the nunber of =
offsets to a mininum Inequities in the use of allowance value can
be addressed with a Cap & Dividend approach that returns revenues
back to all Californians equally. Please incorporate these
elenents into the environnmental analysis.

Thanks for your work on this inportant issue.

Barry Vesser
Climate Protection Canpaign

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-13 15:20:47

If you have any questions or comments please contact Clerk of the Board at (916) 322-5594
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Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

L7 Response

7-1 The commenter advocates a Cap-and-Dividend approach that returns
revenues back to all Californians and suggests auctioning 100 percent of
permits and limiting offsets. Please refer to responses 1-1, 4-1, 4-2, 4-3,
5-1, 5-2, 6-1, and 6-2.

7-2



Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED
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BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.
CoMMENT 8 ForR SuppLEMENT To FED -AB-32 Scoring witTH CEQA (ceQa-sp11) - Non-REG.

First Name: Mark

Last Name: DeBacker

Email Address: landmarc@sonic.net

Affiliation: Architect, Preservationist, Energy Audit [}

Subject: Oppose AB32 Cap and Trade provisions 8_1

Comment:
Pl ease do not let Cap and Trade Provisions nove forward.

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-14 11:29:39

If you have any questions or comments please contact Clerk of the Board at (916) 322-5594

Board Comments Home

Back to Top | All ARB Contacts | A-Z Index

Decisions Pending and Opportunities for Public Participation
Conditions of Use | Privacy Policy | Accessibility
How to Request Public Records

The Board is one of five boards, departments, and offices under
the umbrella of the California Environmental Protection Agency.
CallEPA | ARB | DPR | DTSC | OEHHA | SWRCB
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Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

L8 Response

8-1

The commenter does not support a cap-and-trade program. ARB has
reviewed this comment and determined that it does not directly relate to
the adequacy of the environmental analysis prepared for the alternatives
to the Proposed Scoping Plan. Per the CEQA Guidelines (CCR section
15204), reviewers should focus on the sufficiency of the document
identifying and analyzing the possible impacts on the environment and
ways in which the significant effects might be avoided or mitigated. ARB
has reviewed this comment, and determined that it neither applies nor
raises any substantial issues regarding the adequacy of the environmental
analysis of the alternatives in the Supplement. In accordance with ARB’s
certified regulatory program (CCR section 60007[a]) and CEQA
Guidelines (CCR section 15088), no revision or further written response is
required in response to this comment because no significant
environmental issues were raised related to the proposed action; however,
this comment is included in the public record for review by other interested
parties and decision-makers.
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Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED
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BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.
CoMMENT 9 FOR SupPPLEMENT To FED -AB-32 Scoring wiTH CEQA (ceQa-sp11) - NoN-REG.

First Name: Kristin

Last Name: Thigpen

Email Address: kristint@sonic.net
Affiliation:

Subject: AB 32
Comment:
Dear CARB, _
I want you to know that | care deeply about this subject. W need
Cap and Dividend to nove California forward on GHG reduction on a
scale and speed that nmaekes a difference. Specific carbon market
desi gns can address objections raised by groups critical of the
inpacts of AB 32's Cap & Trade program W nust stop giving 9_1
passes to polluting industries. CARB should auction 100% of
permits. Rather than unlinited offsets, CARB can strictly limt
them Inequities in the use of allowance value can be addressed
with a Cap & Dividend approach that returns revenues back to all
Californians equally. |It's time for action. Please incorporate
these elements into the environnental analysis.

Si ncerely,
Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-14 11:29:27

If you have any questions or comments please contact Clerk of the Board at (916) 322-5594

Board Comments Home

Back to Top | All ARB Contacts | A-Z Index

Decisions Pending and Opportunities for Public Participation
Conditions of Use | Privacy Policy | Accessibility
How to Request Public Records

The Board is one of five boards, departments, and offices under
the umbrella of the California Environmental Protection Agency.
CallEPA | ARB | DPR | DTSC | OEHHA | SWRCB

ShareThis
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Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

L9 Response

9-1 The commenter advocates a Cap-and-Dividend approach that returns
revenues back to all Californians and suggests auctioning 100 percent of
permits and limiting offsets. Please refer to responses 1-1, 4-1, 4-2, 4-3,
5-1, 5-2, 6-1, and 6-2.
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Supplement to the AB 32 Scoping Plan FED
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BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.
ComMMENT 10 For SuppLEMENT To FED -AB-32 Scoring witH CEQA (ceQa-sp11) - NoNn-REG.

o
First Name: Cassandra
Last Name: Lista
Email Address: clista@sonic.net
Affiliation:
Subject: Cap & Trade
Comment:
Dear CARB,
Speci fic carbon market designs can address objections raised by
groups critical of the inpacts of AB 32's Cap & Trade
program |Instead of giveaways to polluting industries, CARB could
auction 100% of permits. Rather than unlinmted offsets, CARB can 10_1

strictly limt them Inequities in the use of allowance value can
be addressed with a Cap & Dividend approach that returns revenues
back to all Californians equally. Please incorporate these
elements into the environmental analysis.

Si ncerely,

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-14 13:32:35

If you have any questions or comments please contact Clerk of the Board at (916) 322-5594

Board Comments Home

Back to Top | All ARB Contacts | A-Z Index

Decisions Pending and Opportunities for Public Participation
Conditions of Use | Privacy Policy | Accessibility
How to Request Public Records

The Board is one of five boards, departments, and offices under
the umbrella of the California Environmental Protection Agency.
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Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

L10 Response

10-1 The commenter advocates a Cap-and-Dividend approach that returns
revenues back to all Californians and suggests auctioning 100 percent of
permits and limiting offsets. Please refer to responses 1-1, 4-1, 4-2, 4-3,
5-1, 5-2, 6-1, and 6-2.
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BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.
CoMMENT 11 For SuppLEMENT TOo FED -AB-32 Scorineg witH CEQA (ceQa-sp11) - Non-ReG. )

First Name: Rose

Last Name: Roberts

Email Address: rose@farmstewards.com
Affiliation:

Subject: AB 32 Cap & Trade
Comment:
Dear CARB, T

There are problens with the Cap & Trade program as described in AB
32. Please take this opportunity to make changes that will inprove
this program nmaking it nore transparent, equitable, and effecive,
and address objections raised by groups (on both sides of the
political divide) that are critical of the inpacts of AB 32 Cap
& Trade program

Pl ease consider naking the follow ng changes:

1) Instead of giveaways to polluting industries, CARB could auction
100% of permits. The goal is to reduce emissions, not facilitate 11-1
t hem

2) Rather than unlinited offsets, CARB can strictly limt them The
goal is reduction of GHG enissions!

3) Inequities in the use of allowance value can be addressed with
a Cap & Dividend approach that returns revenues back to all

Californians equally. Instead of choosing which conpeting special
interest groups should receive the revenue, return it to all
Californians, which will raise trust & support for the neasure and

stinul ate | ocal economes.

Pl ease incorporate these elements into the environnental analysis.

Si ncerely,
Rose M Roberts

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-15 08:29:14

If you have any questions or comments please contact Clerk of the Board at (916) 322-5594
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Conditions of Use | Privacy Policy | Accessibility
How to Request Public Records

The Board is one of five boards, departments, and offices under
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Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

L11 Response

11-1 The commenter advocates a Cap-and-Dividend approach that returns
revenues back to all Californians and suggests auctioning 100 percent of
permits and limiting offsets. Please refer to responses 1-1, 4-1, 4-2, 4-3,
5-1, 5-2, 6-1, and 6-2.
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BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.

CoMMENT 12 For SuppPLEMENT To FED -AB-32 Scoring witH CEQA (ceQa-sp11) - Non-REG.

First Name: Joan

Last Name: Linney

Email Address: joan_linney@ymail.com
Affiliation:

Subject: Cap and Dividend plan satisfies objections

Comment:

reBoard |tem ceqga-spll

Cap and Dividend can nost certainly be designed to address the
obj ections raised by groups concerned about the effects of AB 32.
It will still help us neet California' s greenhouse gas reduction
goal s and neke the transition away from costly, dw ndling fossil
fuel sources to renewabl e energy which is nuch |ess expensive in
the long run.

1) Start by auctioning 100% of permts for fossil fuel pollution at
the source. This is the lowest cost nethod for the state-no

| oophol es to nonitor, way |ess costly paperwork.

2) Return 100% of the revenue to taxpayers equally--enmpowering
everyone to cope with inevitable rises in energy prices in the way
that nakes the npbst sense for each individual.

I hope you'll incorporate "Tax and Dividend" into the environmental
anal ysi s.

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-15 12:53:38

12-1

If you have any questions or comments please contact Clerk of the Board at (916) 322-5594

Board Comments Home
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Conditions of Use | Privacy Policy | Accessibility
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The Board is one of five boards, departments, and offices under
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Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

L12 Response

12-1 The commenter advocates a Cap-and-Dividend approach that returns
revenues back to all Californians and suggests auctioning 100 percent of
permits and limiting offsets. Please refer to responses 1-1, 4-1, 4-2, 4-3,
5-1, 5-2, 6-1, and 6-2.
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Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

A K ALCANTAR & KAHL, Lip L1 3

July 19, 2011

Mary Nichols

Chair

California Air Resources Board
1001 | Street

Sacramento, CA 95814

Re: Joint CHP Parties’ Comments to CARB’s Supplement to Scoping Plan
Functional Equivalent Document

Dear Ms. Nichols: -

These comments are issued on behalf of the Energy Producers and Users Coalition’
(EPUC), the Cogeneration Association of California (CAC)?, and the California
Cogeneration Council (CCC)?, collectively the Joint CHP Parties. The Joint CHP
Parties fully support the Scoping Plan’s goals of achieving 6.7 MMTCO,E of
greenhouse gas reductions by 2020 through increased reliance on combined heat and
power (CHP) resources. The June 13, 2011 Supplement to the Scoping Plan
Functional Equivalent Document (Supplement) provides additional information on the
fulfillment of targets, taking note of the CPUC-adopted QF/CHP Settlement. The 13-1
revisions unfortunately misconstrue the Settlement, concluding that it will result in the
addition of 3,000 MW of new CHP. As explained below, the Settlement does not assure
the installation of any new CHP in California and may even result in a reduction in the
size of the existing CHP fleet.* These comments recommend clarifications to the
Supplement to accurately reflect the details of the QF/CHP Settlement. Most
importantly, these comments highlight CARB’s critical role in fostering the development
of new, incremental California CHP resources. -

! EPUC is an ad hoc group representing the electric end use and customer generation interests of

the following companies: Aera Energy LLC, BP West Coast Products LL, ConocoPhillips Company,
ExxonMobil Power and Gas Services Inc., Shell Oil Products US, THUMS Long Beach Company, and
Occidental Elk Hills, Inc., ConocoPhillips Company, Shell Oil Products US, THUMS Long Beach
Company, and Occidental Elk Hills, Inc.
2 CAC represents the combined heat and power and cogeneration operation interests of
the following entities: Coalinga Cogeneration Company, Mid-Set Cogeneration Company, Kern River
Cogeneration Company, Sycamore Cogeneration Company, Sargent Canyon Cogeneration Company,
Salinas River Cogeneration Company, Midway Sunset Cogeneration Company and Watson
Cogeneratlon Company
CCC is an ad hoc association of natural gas-fired cogenerators located throughout California.
CCC projects serve on-site electrical and thermal loads at industrial, commercial, and institutional facilities
across the state and are located in the service territories of California’s three major investor-owned
electric utilities. CCC member projects are “qualifying facilities” (QFs) that sell power to the IOUs under
the provisions of the Public Utilities Regulatory Policies Act (PURPA) of 1978.The CCC represents a
S|gn|f|cant share of the distributed combined heat and power (CHP) projects now operating in California.
It is noteworthy that current utility filings in the CPUC’s Long Term Procurement Proceeding (R.
10-05-006) do not reflect the procurement of any new, incremental CHP capacity.
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Supplement to the AB 32 Scoping Plan FED

Background

Members of EPUC and CAC own and operate approximately 2,000 megawatts (MWs)
of existing combined heat and power (CHP) generation in California. CCC members
own and operate more than 30 different CHP projects in California that collectively
generate about 1,300 MWs. The Joint CHP Parties are signatories to the Qualifying
Facility and Combined Heat and Power Program Settlement Agreement(QF/CHP
Settlement). The CPUC approved the QF/CHP Settlement in December 2010 (Decision
10-12-035). The effective date of the Settlement is subject to some additional
conditions, but all the QF/CHP Settlement parties anticipate a July 18, 2011 effective
date. Implementation actions are ongoing, and key actions will take place in the last
quarter of 2011 and first quarter of 2012, including the initiation of a CHP-only
competitive solicitation.

It is crucial to appreciate and incorporate accurately the CHP capacity procurement and
GHG reduction attributes of the QF/CHP Settlement in its Supplement. CARB’s plan
regarding the 6.7 MMTCOE of GHG reductions from CHP is a pivotal driver for the
procurement of any new California CHP resource under the QF/CHP Settlement. As
clarified herein, the only promised procurement of CHP under the QF/CHP Settlement is
to maintain, for a period of time, existing capacity levels associated with current CHP
project development. Moreover, there is no promise to procure the same existing CHP
resources; the Settlement targets 3,000 MW of capacity to sustain existing CHP
capacity levels, which approximates the expiration of CHP contracts. New and
incremental CHP resource development is dependent upon CARB’s forward-looking
Scoping Plan directives regarding the 6.7 MMTCO.E GHG reductions from new and
incremental CHP resources.

Concerns with the Supplement’s Clarity Regarding the QF/CHP Settlement

CARB’s Supplement reflects several details of the QF/CHP Settlement; unfortunately,
these details are imprecise and imply a misunderstanding of the features of the
settlement. The Supplement addresses shortcomings in the FED’s analysis of project
alternatives arising from litigation challenging CARB’s earlier analysis of alternatives for
the Scoping Plan. In CARB'’s analysis of alternatives to a cap-and-trade program, the
Supplement, specifically on pages 27 and 69, contains ambiguous statements related to
the CHP procurement and emission reduction targets from the QF/CHP Settlement. In
summary, the Supplement warrants clarification of the following points:

1. The 3,000 MW target in the QF/CHP Settlement related to existing CHP capacity
is distinct from the 6.7 MMTCO; E of GHG reductions from CHP procurement for
new and incremental CHP facilities contemplated by the CARB Scoping Plan.

2. The Settlement apportions the responsibilities for the 6.7 MMTCO; E of
incremental reductions of GHG resulting from CHP resources between Investor
Owned Utilities (IOUs),energy service providers (ESPs), community choice
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aggregators (CCAs) and Publicly Owned Utilities (POUs) to meet the Scoping
Plan’s CHP emission reduction target.

3. Encouragement of new CHP will be driven by the Scoping Plan’s 6.7 MMTCO,E
CHP emission reduction target.

Accounting for GHG Reductions and MW Targets

The QF/CHP Settlement includes several tiers of procurement and emission reduction
targets to ensure CHP retention and expansion. The QF/CHP Settlement divides these
targets between two program periods (the First and Second Program Periods) and
between two different procurement metrics or standards, i.e., MWs of capacity and
MMT of GHG reductions. It is important to understand at the outset that the QF/CHP
Settlement is a “settlement.” As a settlement it reflects material tradeoffs and
concessions to arrive at certain integrated results. It is not reasonable to unravel
selected features of the settlement from the integrated whole and reach conclusions
related to any singular component. In short, it is a mistake to rely on the QF/CHP
Settlement for conclusions regarding the MW procurement or GHG reductions of the
state’s desired CHP resources. These important policies remain the domain of agency
determinations, like the Scoping Plan.

The starting point for CHP procurement under the QF/CHP Settlement is the
established target of 3,000 MW of CHP by July 17, 2015 (the First Program Period).
The 3,000 MW target applies to IOUs (and ESPs and CCAs serving former IOU
customers). As noted, the 3,000 MW procurement target is a settlement figure agreed
to in order to sustain the existing amount of CHP capacity. It does not reflect the
procurement of incremental CHP capacity. The goal of this target is to secure existing
GHG benefits from existing CHP; i.e., the estimated 1.9 MMTCOE of GHG emission
reductions.

The second point for CHP procurement under the QF/CHP Settlement is to reflect the
incremental 6.7 MMTs of GHG reduction from CHP resources. The QF/CHP Settlement
adopts a December 31, 2020 emissions reduction target of 4.8 MMTCOE from the
IOUs (and related ESPs and CCAs). This allocated portion of the incremental 6.7
MMTs of GHG reduction from CHP reflects CARB’s Scoping Plan CHP measure. In
addition to the 10U (and related ESPs and CCAs) 4.8 MMTCOE target, publicly-owned
utilities are responsible for securing the remaining 1.9 MMTCO,E for a total Scoping
Plan objective to reduce emissions by 6.7 MMTCO,E.

Absent independent action by the CPUC, the QF/CHP Settlement will only promote the
procurement of new, incremental CHP resources if CARB’s Scoping Plan sustains the
IOU GHG reduction target of 4.8 MMTCO.E. The Joint CHP Parties anticipate the
procurement of new CHP and the associated GHG savings will occur in the Second
Program Period, and is dependent upon CARB and the CPUC maintaining and affirming
the state’s commitment to the CARB Scoping Plan CHP measure. Accordingly, CARB’s
role in the development of new CHP for California is critical.

13-3
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Specific Clarifications to the Supplement

For all of these reasons CARB should clarify the Supplement to accurately reflect
pertinent terms of the QF/CHP Settlement. Two passages warrant revisions in the
Supplement, at pages 27 and 69.

Page 27 discusses Alternative 1, the no project alternative. This scenario assumes
existing conditions and CARB'’s existing efforts. As currently drafted the section does
not acknowledge the objective to retain existing and procure incremental GHG
reductions from new CHP. The passage should also point out the allocation of GHG
emission reductions from CHP to ESPs and CCAs. The following specific edits and
modifications would clarify and improve the current discussion in the Supplement:

Page 27

The California Public Utilities Commissions (CPUC) recently promulgated a
Decision to approve a settlement on CHP that had been negotiated by utilities
and CHP proponents. The settlement requires investor owned utilities (IOUs),
electrical service providers (ESPs), and community choice aggregators (CCAs)
to reduce emissions from the electrical sector by retaining existing CHP and
contracting with new CHP to secure their allocated portion of the 6.7 MMTs of
GHG reductions from CHP. The subjeet-utilities-10Us, ESPs and CCAs have
until 2020 to meet the-their allocated share of the overall target, meaning the
Settlement’s 4.8 MMTCO,E emission reduction targets. One of the purposes of
the settlement was to develop a method for CPUC jurisdictional utilities to
achieve their portion of the Proposed Scoping Plan CHP measure. The
electricity demand forecast in the 2011 Integrated Energy Policy Report being
prepared by the California Energy Commission will include GHG reductions from
CHP.

Page 69 of the Supplement discusses Alternative 3, the direct regulations scenario, to
harmonize the discussion with the QF/CHP settlement. The passage should
incorporate the following modifications to clarify procurement targets and other policy
objectives from the settlement.

Page 69

Progress has been made recently to inerease-encourage the development and
mstallatlon of eff|C|ent CHP. The CPUC has adopted a measu;eJehat—r&e*peeted

em+ss+ensJey—4—84\4MIGQ;_zEsettlement that establlshes a State CHP Proqram

designed to preserve resource diversity, fuel efficiency, GHG emissions
reductions, and other benefits and contributions of CHP.® Through July 17,

s CPUC Degcision (D.) 10-12-035, at 2.
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2015, a large portion of the GHG emission reduction benefits of the existing CHP

2.0 Responses to Comments

fleet will be retained through the procurement of approximately 3,000 MW of

existing CHP. Consistent with the 2008 Scoping Plan, the CHP Program also

establishes an incremental GHG emission reduction target of 4.8 MMTCO-E for

the 10Us, ESPs, and CCAs that requires the installation of 3000 MW of new CHP.

by 2020. Assuming the IOUs represent approximately three-quarters of
electricity sales, ARB staff estimates that POUs could contribute an additional
reduction of 4:6-1.9 MMTCOE, resulting in a total reduction of 6.7 MMTCO.E

and the installation of 4,000 MW of new CHP.

The Joint CHP Parties are available to discuss these and other CHP issues with CARB
staff. Please do not hesitate to inquire or seek additional clarification regarding matters -

raised in these comments.

Respectfully submitted,

Beth Vaughn
Executive Director
California Cogeneration Council

Michael Alcantar
Executive Director and Counsel
Cogeneration Association of California

Evelyn Kahl

Seema Srinivasan

Counsel for the

Energy Producers and Users Coalition
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L13 Response

13-1

13-2

13-3

13-4

13-5

13-6

The commenter recommends clarifications to the Supplement to
accurately reflect the details of the qualifying facilities (QF)/ CHP
settlement. ARB and CPUC staff conferred on the status of the recently
approved settlement to increase the amount of CHP operated by IOUs in
the State. Although CPUC has approved the settlement, it is not final.
The settlement identifies a 4.8 MMTCOZ2E GHG emission reduction goal
by 2020. That value is reflected in the Status of Scoping Plan Measures
on the ARB webpage

(http://www.arb.ca.gov/cc/scopingplan/status of scoping plan measures.
pdf).

The commenter provides background information regarding the
recommended clarifications. Please refer to response 13-1.

The commenter provides clarification. Comment noted and appreciated.

The commenter provides several points related to tiers of procurement.
Comment noted.

ARB agrees with the sentiment of the comment, and the document has
been revised accordingly.

ARB agrees with the sentiment of the comment, and the document has
been revised accordingly.
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BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.
CoMMENT 14 For SurpPLEMENT To FED -AB-32 Scoring witH CEQA (ceQa-sp11) - NoNn-REG.

o
First Name: Brian
Last Name: Carr
Email Address: brian.carr21@verizon.net
Affiliation:
Subject: A Fee and Dividend Plan Deserves Serious Consideration
Comment:
| urge the Board to give nore than perfunctory consideration to a
fee & dividend plan as a neans of inplenenting AB 32. There are
many reasons, but | will note just two, neither of which was
considered in the Supplement to the Scoping Plan.
Unlike a cap and trade plan, fee and dividend will not have a
negative inpact on the state's econony. Cap and trade acts like a
tax on energy and coul d have a depressive effect on an econony that
is already in a precarious state. A fee and dividend plan that
rebates all of the fees collected to the people avoids this
problem and gives consuners the freedomto spend their dividends
as they wish. W can expect that many will opt for alternative
forms of energy that will become nore affordable as investors
direct their funds to | ess expensive alternative technol ogies. The 14'1

advant ages of fee and dividend over cap and trade to the econony
are conpelling and should not be ignored in a state with high
unenpl oynent and uncertain econom c prospects.

The second point is that fee and dividend is far nore politically
viable than cap and trade. Because it is revenue neutral and
rebates the fees to the people, politicians who on principle oppose
a cap and trade tax, will be open to a plan that will put a check
in every voter's mailbox. Cap and trade has failed in Congress,
and there is no reason to believe its future chances are any
brighter. By adopting fee and dividend, California could be a nodel
for other states, and, eventually, the nation. W all understand
that AB 32 will not work if the idea does not spread to other
states and countries. Fee and dividend has the best chance of being
adopt ed el sewhere, and therefore, of achieving our goal.

Unfortunately, it appears CARB has not seriously considered a fee
and dividend approach where gradually increasing fees on fossil
fuels are rebated, 100% to the people of California . It deserves
that consideration.
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Date and Time Comment Was Submitted: 2011-07-19 16:07:36
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L14 Response

14-1 The commenter advocates a Fee and Dividend approach. Please refer to
responses 1-1, 4-1, 4-2, 4-3, 5-1, 5-2, 6-1 and 6-2.
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First Name: Danie

Last Name: Richter

Email Address: darichter@gmail.com
Affiliation:

Subject: Revenue-Neutral Fee and Dividend.
Comment: -
Abstract:

The goal of the cap and trade system in the ARB scoping plan is to
reduce our greenhouse gas (GHG) emissions. The ARB must now attempt
to lower our emissions during tough economic times. An
incrementally increasing, revenue-neutral carbon fee assessed
upstream with 100% of proceeds returned evenly to Californians as a
monthly check can lower our emissions less expensively than
cap-and-trade while simultaneously helping the economically
vulnerable. Seeing such a *‘green check™ arrive in the mail each
month also holds the potential to precipitate a paradigm shift in
the way the Californian public views and acts with regard to the
causes of climate change. For all these reasons, I urge the ARB to
implement such a revenue-neutral fee and dividend in the place of
cap and trade. -

Effectiveness of a carbon fee vs. cap and trade:

In a 2008 study (1), the Congressional Budget Office (CBO) found
that a carbon tax was more efficient (i.e. achieved the same
reductions in emissions at a lower cost) than any iteration of a
cap-and-trade system considered (“Summary Table 1" in this document
is particularly helpful). This included an inflexible cap system,
and various iterations of a flexible cap with a safety valve. True,
this analysis was made for the United States as a whole. But since
California accounts for 12% of the US population (2) and a roughly
comparable portion of US GDP (3), I make the assumption that
lessons applicable to the US are also applicable to California.

Salient highlights from this report include:

- A tax could achieve a long-term emissions targets at roughly a
fifth the cost of an inflexible cap.

- A tax is comparatively simple to implement, as it could build on
already existing infrastructure for levying and collecting existing
taxes.

- A tax avoids year-to-year fluctuations in price, significantly
aiding businesses in long-term planning.

- Because it has a single price in any given year, a tax is simpler
to harmonize internationally, or to assess at our borders for
interstate or international commerce.

The next most efficient incarnation in this report, a
cap-and-trade system with a price ceiling and a price floor, is
essentially a tax. If there is a high price limit, and a low price
limit, why not take the average price and skip all the bureaucracy
associated with setting up, monitoring, and regulating the
exchange?

Benefits of returning the proceeds evenly to all Californians:

1t is widely acknowledged that the poor spend a higher percentage
of their income on fossil carbon, but less than the rich on carbon
overall (4, 5, 6). Indeed, this makes intuitive sense. The poor
tend to take public transportation more often, travel by air less,
and tend to own fewer Hummers. This means the poor would be
disproportionately affected by a price on carbon. In other words, a
carbon price on its own is regressive. It is a good idea at any
time to make sure that our most vulnerable citizens do not bear the
brunt of a price on carbon. It is especially true in these tough
economic times with bloated unemployment numbers and cuts to
government safety nets. It is therefore desirable that any carbon
pricing mechanism be progressive, not regressive.

1T we accept that a price on carbon should be progressive and not

15-1
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regressive, what is the best way to do this? Of 5 policies
considered, Butraw (4) found 3 policies progressive (expansion of
the Earned Income Credit, and direct return of the money as taxable
or non-taxable income) and 2 regressive (reducing income or payroll
taxes). The CBO (5) found similar results. The Carbon Tax Center
(6) has a readable and relatively condensed analysis of this with

thought-provoking numbers. 1 5_3
Of these progressive options, 1 urge the ARB to adopt returning

100% of the proceeds as either a taxable or non-taxable dividend (: t'(j

each month directly to California households. Firstly, a monthly on

dividend will save poorer Californians from having to bear the
costs of higher carbon prices the entire year before getting
relief. Instead, they would be able to keep up with the higher
bills, and have some extra money left above their costs. Extra
money in the hands of the poor is more likely to generate revenue
than money put in the hands of the rich, as it is more likely to be
spent on things such as clothes and food rather than saved. It may
be considered a type of unemployment insurance, which generates
$1.62 in economic activity for every dollar spent (7). Thus, not
only 1 returning the proceeds from the fee in this way help the
poor while reducing our emissions at minimal cost to the
government, it may also stimulate the economy.

El

iting a paradigm shift:
What may prove to be the most important piece of this proposal is
the potential of this monthly "green check™ to precipitate a
paradigm shift in the way Californians think and make decisions
about their own carbon emissions. When people see that check every
month, they will very quickly realize that by changing their
behavior, they can 'get under"™ the fee. That is, by embracing
lower-carbon activities, they will be making money.

This monthly check thus adds a carrot to the end of the stick that 1 E;-‘l
is higher carbon prices. Recall the significant change in behavior
we all witnessed during the gas price spikes of 2008. The high gas
prices were all stick and no carrot, but still people made
significant changes in the way they acted and what they purchased.
The carrot of more money in their pocket on top of the higher
carbon prices that we know can change behavior can only speed our
journey to lower carbon emissions.

Conclusions:

In summary, an incrementally increasing, revenue-neutral carbon
fee assessed upstream with 100% of proceeds returned evenly to
Californians as a "green check™ is a superior po y to
cap-and-trade. Due to its price stability and ab ty to piggy-back
on top of existing government infrastructure, it imposes lower
costs on businesses and government for the same emissions
reductions. It helps the poor at a time when they need all the help
they can get. By putting money in their hands, it is likely to 1 5-5
actually stimulate the economy while still cutting carbon. Finally,
by returning the money as a monthly "green check", it offers every
Californian "carrot” incentives to change their habits on top of
the "stick™ incentives imposed by any price on carbon. Perhaps more
than anything, this will place California in the lead both in the
nation and in the world in the race to regain a stable climate.

Thank you for reading my comment.

References:

1. Congressional Budget office. "Policy options for reducing CO02
emissions'™. 2008. URL:
http://www.cbo.gov/ftpdocs/89xx/doc8934/02-12-Carbon.pdf

2. United States Census Bureau. *"State and County QuickFacts". Last
accessed: 7/24/11. URL:
http://quickfacts.census.gov/qfd/states/06000.html

3. EconPost. "California Economy Ranking in the World". Posted
2/3/11. Last accessed: 7/25/11. URL:
http://econpost.com/californiaeconomy/california-economy-ranking-among-world-economies
4. D. Butraw, R. Sweeney and M. Walls. "The Incidence of U.S.
Climate Policy: Where You Stand Depends on Where You Sit". 2008.
Resources for the future. URL:
http://www.rff.org/documents/RFF-DP-08-28.pdf

5. The Congressional Budget Office. "Trade-Offs in Allocating
Allowances for CO2 Emissions'. 2007. Economic and Budget Issue
Brief. URL:
http://www.cbo.gov/ftpdocs/80xx/doc8027/04-25-Cap_Trade.pdf

6. The Carbon Tax Center. "Demographics™. Last updated: 3/22/11.
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7. The Economist magazine. "The Struggle to Eat". Issue: July 14th,
2011.
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The commenter expresses that revenue from an auction should be
returned to households as a dividend. Auctioning of permits and
compensating consumers with a dividend are some suggested design
features that could be implemented with a cap-and-trade program. The
administration of a dividend would require ARB to collect money and then
disperse revenues. ARB can collect, but ARB cannot disperse the funds
without authorization and appropriation from the Legislature.

The Supplement describes various design features of a carbon tax or fee
and evaluates the potential environmental impacts of one design option
and evaluates how that option meets the objectives of the Proposed
Scoping Plan. For the purposes of this analysis, ARB had to select one
variation of a carbon tax or fee to evaluate. Some commenters have
noted that a carbon fee is an attractive option because of its simplicity.
Others have criticized ARB’s characterizations of a fee design because it
does not incorporate features that could address leakage or other project
objectives, however, these features would make a fee more complicated
to develop and administer.

The commenter describes some benefits of a carbon tax, including its
simplicity to implement and price certainty. ARB acknowledges these
features, but notes that a fee lacks one essential feature: the certainty
associated with a firm emissions cap. This means that a fee does not
assure meeting the AB 32 limit on emissions in 2020. As noted in the
Supplement, there are significant challenges to adopting a fee in
California.

With regard to expenditures of funds, whether they are fee or tax revenue
or auction revenue from a cap-and-trade program, as described in the
Supplement, ARB does not have the authority to appropriate funds. In
California, only the Legislature has this authority. It should be noted that
ARB, in Resolution 10-42 agreed that the potential uses of allowance
revenue received by the Economic and Allowance Allocation Committee
represents good use of allowance value.

These uses include financing public and private investments toward:
e Low-cost GHG emission reductions, including investments in
energy efficiency, public transit, transportation and land-use
planning, and research development and deployment;

e Adaptation to climate change;
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e Environmental remediation in any communities found to experience
increased exposure to co-pollutants as result of any possible fossil-
fuel burning stemming from AB 32 implementation;

e Economic opportunities and environmental improvements in
disadvantaged communities; and

e Green job training.

Regarding effectiveness, the commenter offers findings from a 2008
Congressional Budget Office (CBO) study that compares an “inflexible
cap” (with no cost containment measures such as an allowance reserve)
to a tax.

The 2008 CBO study refers to the economic efficiency of a cap-and-trade
program versus taxes and not to environmental effectiveness. However,
as the report itself states "(o)ther criteria could be of interest to
policymakers in determining how best to address concerns about climate
change. For example, the efficiency criterion addresses how well policies
might function to minimize the cost of reducing emissions over a period of
several decades; however, policymakers may choose to place more
emphasis on providing certainty about the amount of emissions at specific
points in time.” ARB would further add that it is not just amount of
emissions at specific points in time that distinguishes a cap from a tax, as
CBO suggests, but overall emissions over the entire time period covered
by the gap. Calling a tax more efficient than a cap presupposes either that
the total emissions would be roughly the same with a tax as it would be
with a cap or that the tax would be set at a price that accurately reflects
the marginal damages imposed by another ton of emissions in the
atmosphere.

The 2008 CBO study finds that an inflexible cap is less efficient than a tax.
California’s proposed cap is not an “inflexible” model but rather an
approach that includes such features as an allowance reserve,
intertemporal banking and offsets, which provide for greater price certainty
and cost containment. These flexible models of cap-and-trade address
many of the efficiency and volatility concerns expressed by CBO.

As noted on pages 39-40 of the FED, another study, published in the
Oxford Review of Economic Policy in 2008 (Stavins 2008), finds that the
most efficient approach for the short to medium term in the U.S. in regard
to addressing climate change would be a cap-and-trade system (also, see
the study in the Harvard Environmental Law Review (Stavins 2007). The
study finds that the integrity of a domestic program could be maximized
(and its costs and risks minimized) by:
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15-2
15-3
15-4

15-5

e targeting all fossil-fuel-related carbon dioxide (CO2) emissions
through an upstream, economy-wide cap;

e setting a trajectory of caps over time that begins modestly and
gradually becomes more stringent, establishing a long-run price
signal to encourage investment;

e adopting mechanisms to protect against extreme price uncertainty;
and

e including linkages with the climate-policy action of other counties,
which the author believes is much more feasible with a series of
negotiated quantitative targets (caps) than with harmonized taxes.
Indeed, the CBO study’s stated efficiency advantages of a tax are
premised on the notion that a tax could be coordinated among
major emitting countries in an attempt to minimize the cost of
achieving a global target for emissions. Such coordination is far
from reality at the state, federal and international levels

A cap-and-trade system for California is designed in such a way as to
satisfy conditions 2-4 of the cost effectiveness criteria that Stavins (2008)
identifies.

As noted above, the 2008 CBO study refers to the Federal level and not to
the feasibility of a carbon tax in California. As described | the Supplement,
the challenges surrounding approval of a carbon tax could make this
approach infeasible as a practical matter.

Please refer to response 15-1.
Please refer to response 15-1.
Please refer to response 15-1.

Please refer to response 15-1.
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First Name: Kirsten

Last Name: Schwind

Email Address: kirsten@baylocalize.org
Affiliation: Bay Localize

Subject: Carbon Tax and Site Regulation instead of Cap and Trade
Comment:
Dear CARB,

Bay Localize works to reduce reliance on fossil fuels and build
community resilience in the Bay Area. We recognize California@s
Global Warming Solutions Act, AB 32, as an important step toward
addressing climate change. However, when it passed we were
disappointed that it included a cap-and-trade program. There are
number of serious problems with this model, and we are particularly
concerned about the opportunities for the system to be gamed. Due
to corporate influence, the European Union@s first cap-and-trade
system actually produced windfall profits for polluters, and failed
to seriously reduce emissions.

A stronger plan would combine two of the approaches identified by
CARB:

- Carbon Tax. This is a much more transparent approach to pricing
carbon. Also, it creates a steady multi-year revenue stream for the
state, which can use it to close the budget gap, re-fund our public
transportation systems, schools, and social services, and invest in
green energy and climate adaptation.

- Regulate specific pollution sources. We recognize a carbon tax
does not guarantee less emissions. That@s why we support combining
this policy with strict regulation of the biggest polluters, such
as oil refineries, making sure to clean up the environment for the
communities that live around them.

Thank you for your fair consideration of all perspectives in this
decision. We have asked our members to contact you on this issues
as well. We look forward to an even stronger AB 32 that truly
protects California®s air for all communities and funds clean
energy solutions.

Sincerely,

Kirsten Schwind
Program Director

Bay Localize

436 14th St, Ste 1216
Oakland, CA 94612
510-834-0420
www._baylocalize.org
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Original File Name:

Date and Time Comment Was Submitted: 2011-07-25 15:33:41
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L16 Response

16-1

16-2

The commenter supports a carbon tax and direct regulations. ARB has
reviewed this comment and determined that it does not directly relate to
the adequacy of the environmental analysis prepared for the alternatives
to the Proposed Scoping Plan. Per the CEQA Guidelines (CCR section
15204), reviewers should focus on the sufficiency of the document
identifying and analyzing the possible impacts on the environment and
ways in which the significant effects might be avoided or mitigated. ARB
has reviewed this comment, and determined that it neither applies nor
raises any substantial issues regarding the adequacy of the environmental
analysis of the alternatives in the Supplement. In accordance with ARB’s
certified regulatory program (CCR section 60007[a]) and CEQA
Guidelines (CCR section 15088), no revision or further written response is
required in response to this comment because no significant
environmental issues were raised related to the proposed action; however,
this comment is included in the public record for review by other interested
parties and decision-makers.

Please refer to response 15-1.
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STATE OF CALIFORNIA—BUSINESS, TRANSPORTATION AND HOUSING AGENCY EDMUN] L 1 ;
e

DEPARTMENT OF TRANSPORTATION
DIVISION OF TRANSPORTATION PLANNING
P.O. BOX 942874, MS-32

SACRAMENTOQ, CA 94274-0001

PHONE (916) 653-0808

FAX (916) 653-4570

TTY 711

www.dot.ca.gov/hg/tpp/

July 25, 2011

Jeannie Blakeslee

California Air Resources Board
1001 I Street

Sacramento, CA 95814

Notice of Public Availability of a Supplement to the AB 32 Scoping Plan Functional
Equivalent Document (SCH No. 2008102060)

Dear Ms. Blakeslee:

The California Department of Transportation (Caltrans) appreciates the opportunity to comment
on the Notice of Public Availability of a Supplement to the AB 32 Scoping Plan Functional
Equivalent Document. The Scoping Plan outlines the State’s strategy to reduce greenhouse gas
(GHG) emissions to 1990 levels by 2020, as required by the Global Warming Solutions Act of
2006 (AB 32; Stats. 2006, Chapter 48). The supplement to the scoping plan appears to focus on
regulations for statutory GHG regulations through carbon trading among stationary sources, and
mobile sources are addressed only in terms of developing better vehicle fuel standards.

The Department’s Local Development-Intergovernmental Review (LD-IGR) Program is your
partner in stewardship of the public interest, our part of which are the present and future mobility
needs of California. We offer the following comments at this time:

1. Our System Planning functions will utilize SB 375, Sustainable Communities Strategies
that include Complete Streets, and Smart Mobility strategies. In addition, Caltrans is also
cognizant of Environmental Justice goals to ensure that underserved areas are also
addressed.

2. SB 375 requires the Air Resource Board to set per-capita GHG reduction goals for each
MPO region to achieve via Sustainable Communities Strategies (SCS) which include
Complete Streets, Smart Mobility, and Smart Growth strategies. This information is
available for all MPOs, however, not for RTPAs. It is important to note that some RTPAs
are choosing to create an SCS with their RTPs even though they are not required to by
SB 375.

Please let me know if I can be of any assistance. My telephone number is 916.653.0808, and
I can be reached via e-mail at: josh.pulverman@dot.ca.gov.

“Caltrans improves mobility across California”

17-1
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Jeannie Blakeslee

California Air Resources Board
July, 25 2011

Page 2

Sincerely,

JJBYL«@ g

Joshua Pulverman
Statewide Local Development-Intergovernmental Review Coordinator
Office of Community Planning

c: State Clearinghouse, Governor’s Office of Planning and Research (OPR)
Gary Amold, Branch Chief, District 4 Local Development-Intergovernmental Review
Noreen A. Rodriguez, District 4 System Planning
Rodney Tavitas, HQ Office of Regional and Interagency Planning
Terry Parker, HQ Office of Community Planning

“Caltrans improves mobility across California”
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L17 Response

17-1 The commenter expresses the opinion that the Supplement appears to
focus on GHG regulation through carbon trading among stationary
sources, while mobile sources are addressed only in terms of developing
better vehicle fuel. The commenter notes that SB 375 Sustainable
Communities Strategies will be utilized by their Department, and that SB
375 requires ARB to set per-capita GHG reduction goals for each MPO
region to achieve, via Sustainable Communities Strategies. ARB has
reviewed the comment and appreciates the offer of assistance, as a
partner in stewardship of the public interest.
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First Name: Ruby

Last Name: Pap

Email Address: rubyapap@yahoo.com
Affiliation:

Subject: please reconsider carbon tax!
Comment:
1 support the carbon tax, not the cap and trade system. This will 18-1

be much easier to implement for California, and much more likely to
be effective in reaching our climate goals. Thank you.
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L18 Response

18-1 The commenter suggests a carbon tax for ease of implementation and
effectiveness. Please refer to response 15-1.
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First Name: Mike

Last Name: Wertheim

Email Address: mikew@hyperreal.org
Affiliation:

Subject: forest protocol is flawed

Comment:
1 believe the ARB should be doing everything possible to safeguard
the state”s watersheds. The current forestry protocols under 19'1

cap-and-trade defeat this goal by rewarding clearcutting.
Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-25 18:09:47
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L19 Response

19-1

The commenter suggests specific changes to the forestry protocol aspect
of the proposed Cap-and-Trade Regulation. The Proposed Scoping Plan
recommends that ARB pursue various emission reduction measures,
including a cap-and-trade regulation, but any specific measure, including a
cap-and-trade regulation, can be adopted only through a separate,
independent rulemaking that includes a more detailed environmental
analysis and opportunity for public comment. Accordingly, comments
about particular components of specific emission reduction measures
(such as specific design features of a cap-and-trade regulation) do not
raise a "significant environmental issue associated with the proposed
action" (see CCR section 60007(a) [emphasis added]) because the
proposed action (i.e., the Proposed Scoping Plan) does not include
adoption of the particular design components of specific measures.

The Cap-and-Trade program recommended in the 2008 Scoping Plan was
proposed as a rule in October 2010
(http://www.arb.ca.gov/regact/2010/capandtrade10/capandtradel0.htm)
and will be considered for final adoption in October 2011. The Staff
Report (ISOR) for the proposed Cap-and-Trade Regulation explains the
agency'’s rationale for choosing the design of that regulation as proposed,
including the offset protocols
(http://www.arb.ca.gov/regact/2010/capandtrade10/capisor.pdf).

In any event, as part of this proposed Cap-and-Trade Regulation
referenced above, ARB staff developed and proposed the Compliance
Offset Protocol for U.S. Forest Projects (Forest Offset Protocol). The
protocol does not provide any incentive to harvest (regardless of method)
or to clear-cut an area; rather there is a strong disincentive to harvest
because it reduces the ability to generate offset credits. The strongest
incentive provided by the protocol is to increase the carbon in standing live
trees, and increasing rotation ages (which decreases harvest frequency
and intensity) is expected to be one of the most common improved forest
management activities.

In addition, the ARB Forest Offset Protocol requires forest offset projects
to comply with all federal, state, and local regulations governing timber
harvest and forest management, and includes some additional
environmental safeguards to help assure the environmental integrity of
Forest Offset Projects. In California, all projects must comply with the
Z'Berg-Nejedly Forest Practice Act, which was enacted in 1973 to ensure
that logging, including even-age management, is done in a manner that
would preserve and protect fish, wildlife, forests and streams. The Forest

19-2
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Offset Protocol includes requirements for projects to demonstrate
sustainable long-term harvesting practices, limits on the size and location
of even-aged management practices, requirements for natural forest
management which require all projects to utilize management practices
that promote and maintain native forests comprised of multiple ages and
mixed native species at multiple landscape scales.

Under the Forest Offset Protocol, harvesting, including clear-cut
harvesting, does not generate offset credits. The Forest Offset Protocol
requires projects to maintain or increase the standing live carbon stocks in
the project area. Credits are only generated by increasing standing live
carbon stocks. While harvesting may occur, the protocol accounts for
harvesting as a decrease in standing live carbon stocks that must be
compensated for by an increase in sequestration in the rest of the forest
project lands. Offset credits would not be issued if, over any consecutive
10 year period, the data reports indicate a decrease in the standing live
carbon stocks. If such a decrease does occur it may be considered an
intentional reversal requiring the replacement of all credits issued for the
reversed carbon.
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First Name: Paul

Last Name: Stoft

Email Address: p.stoft@gmail.com
Affiliation:

Subject: DESTROYING FORESTS
Comment:
Dear Chairman Nichols:

While the ARB is considering alternatives to the cap-and-trade
program, please also correct the major flaws in your agency"s
forestry protocol.

As it stands now with the current cap-and-trade forestry protocol,
California will be rewarding timber companies for despoiling the
land and emitting large volumes of CO2.

The protocol allows forest clearcuts (a.k.a even-aged management)
that can dramatically impair water quality and quantity in affected
watersheds. The clearcuts you permit to qualify as "offsets”
potentially impact the health and well-being of millions of
Californians, as well as future generations.

Please correct the forestry protocol to allow "offset™ projects to
include only uneven-age forests @ which not only sequester CO2 but
preserve wildlife habitat and other values.

Sincerely,
Paul Stoft ScD
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L20 Response

20-1 The commenter expresses that there are major flaws in the Forest Offset
Protocol. Please refer to response 19-1.
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First Name: Timothy

Last Name: Makovkin

Email Address: paragon007@comcast.net
Affiliation:

Subject: A.B. 32
Comment:
Dear Chairman Nichols:

As your agency implements the provisions of A.B. 32, the board -T
should be doing everything possible to safeguard the state®s

watersheds. Unfortunately, the current forestry protocols under
cap-and-trade defeat this goal by rewarding forest clearcutting. 21 _1

While you are considering alternatives to the cap-and-trade
program, as required by recent litigation under CEQA, please also
correct the major flaws in the forestry protocol.

It appears that the ARB regards California®s forests as a net
carbon sink, always sequestering more CO2 than they release. But
this clearly overlooks the possibility that individual timber
companies @ especially those doing clearcutting € may be net
emitters of CO2 from their forestlands. 21 2

Please hold timber companies accountable for the CO2 they release.
You can do this by eliminating the provision in the forestry
protocol that allows even-aged harvests (i.e. clearcuts) in
projects qualifying as "offsets"™ under cap-and-trade. -

Sincerely,
Timothy A Makovkin
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L21 Response

21-1 The commenter expresses that the Forest Offset Protocol rewards
clearcutting and has major flaws. Please refer to response 19-1.

21-2 The commenter suggests eliminating the provision in the Forest Offset
Protocol that allows even-aged harvests. Please refer to response 19-1.
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COMMENT 22 FOR SUPPLEMENT TO FED -AB-32 SCOPING WITH CEQA (CEQA-SP11) - NON-REG.

First Name: Virginia

Last Name: Mariposa

Email Address: vmariposa@cox.net
Affiliation:

Subject: This shouldn't even have to be proposed!

Comment:

We tried to take care of the environmental depredation as far back
as the Nixon administration, and people have chosen to follow their
selfish interests time and time again. To hell with them!
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Original File Name:

Date and Time Comment Was Submitted: 2011-07-25 20:07:53
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L22 Response

22-1

The commenter expresses an opinion about environmental policy. ARB
has reviewed this comment and determined that it does not directly relate
to the adequacy of the environmental analysis prepared for the
alternatives to the Proposed Scoping Plan. Per the CEQA Guidelines
(CCR section 15204), reviewers should focus on the sufficiency of the
document identifying and analyzing the possible impacts on the
environment and ways in which the significant effects might be avoided or
mitigated. ARB has reviewed this comment, and determined that it neither
applies nor raises any substantial issues regarding the adequacy of the
environmental analysis of the alternatives in the Supplement. In
accordance with ARB’s certified regulatory program (CCR section
60007[a]) and CEQA Guidelines (CCR section 15088), no revision or
further written response is required in response to this comment because
no significant environmental issues were raised related to the proposed
action; however, this comment is included in the public record for review
by other interested parties and decision-makers.
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Q

First Name: Marcia

Last Name: Kolb

Email Address: mbkolb@hotmail.com
Affiliation:

Subject: fix cap-and-trade
Comment:

As you reconsider the alternatives to cap-and-trade in meeting the
goals of A.B. 32, please also reconsider your board"s decision to
allow even-aged forest management (i.e. clearcutting) to be allowed
in forestry "offset" projects.

The ARB"s cap-and-trade program should not reward landowners for
clearcutting their forests, directly or indirectly. Clear-cutting
is an out-dated forestry practice that is harmful to water-sheds
and detrimental to a healthy forest ecosystem. It should not be
part of our efforts to control carbon emissions.
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L 23 Response

23-1 The commenter suggests reconsideration of the Forest Offset Protocol to
allow projects that use even-aged harvesting and that the clearcutting
should not be rewarded. Please refer to response 19-1.
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71 Stevenson St. I 2 4
Suite 400
San Francisco
California 94105
USA

™
P:800-764-8093
F:888-358-1339

July 25,2011

Clerk of the Board
Air Resources Board
Sacramento CA

RE: Supplement to the AB 32 Scoping Plan Functional Equivalent Document
Dear Sir or Madam:

EOS Climate is developing projects in the U.S. and globally for collection and destruction of
ozone-depleting substances (ODS) that remain in older equipment and building infrastructure.
We have pioneered ODS destruction as a verifiable emission reduction for greenhouse gas
(GHG) markets, originating ISO-14064 conforming methodology, and deploying state-of-the-
art technologies and creating an integrated system for collection, aggregation, processing, and
destruction of ODS from older equipment. This system is designed to deliver a stable supply of
the highest quality GHG emission reductions for both voluntary and compliance markets.

We congratulate the California Air Resources Board (ARB) staff for assembling a
comprehensive program for California to meet the AB 32 targets while containing costs,
providing flexibility, and maximizing the benefits to the economy and environment. We are
offering comments on the issues raised in the June 13, 2011 Supplement to the AB 32 Scoping
Plan Functional Equivalent Document (“the FED Supplement”).

A Price on Carbon is Needed to Meet the AB 32 Goals

The suite of regulatory mandates issued or proposed under AB 32 is largely designed to expand
deployment of currently available technologies and practices, and take into account currently
understood technical, economic, and other practical limits. Even if these mandates can achieve
the desired results, they are limited to specific sectors and are not expected to be enough to
meet either the 2020 or longer- term targets.

As noted in the FED Supplement, there is consensus that some form of carbon pricing is needed
to mobilize long-term investments in a broad array of transformative technologies and
infrastructure. Only a price on carbon emissions would encourage both deployment of
renewable and low-carbon power sources and technologies that would not have to pay the
carbon price, and also discourage fossil fuel generation of energy, which would. This double-
down effect makes a price on carbon the most effective policy solution to reduce/stabilize
greenhouse gas emissions and transition California’s economy to low carbon sources of energy.

Cap-and-Trade is the Best Policy to Establish a Price on Carbon

Cap-and-trade has been identified as the economically most efficient, and environmentally most
certain, approach to bridge the gap that specific regulatory mandates cannot fill. The central
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strength of a cap- and-trade system is that it provides incentives for low carbon technologies
across the entire economy, while insuring that the “hard” caps are met (unlike a tax) at the
lowest cost. A recent study found that a tradable permit system compared to a carbon tax,
incentivizes earlier action, at lower cost.'

While many in the academic economic community believe that carbon taxes are just as efficient
in achieving these objectives, carbon taxes do not adhere to hard, enforceable caps, and
emissions can continue to rise in a growing, or less efficient economy. Only a hard cap ensures
adherence to emission reduction targets while providing flexibility in how those targets are met.

Cap-and-trade cannot be substituted with a higher RPS

More aggressive regulations could theoretically be imposed on paper, e.g., an RPS of 40%
instead of the current target of 33% by 2020. While we expect that renewable power will
contribute a large proportion of the emission reductions, in principle rules that mandate specific
and possibly overly ambitious technology targets could actually stifle innovation over time and
drive up the costs of the overall program.” Further, there is no guarantee that the targets will be
achieved, based on numerous examples of RPS targets slipping or being rolled back over time.

Cap-and-trade programs, by contrast, have demonstrated virtually 100% compliance with
targets, as companies struggling to meet their targets can buy surplus reductions in the market 24-1
from other companies that outperform. A properly designed and operating cap and trade system .
would create incentives for greater deployment and improvements in all forms of low carbon Cont'd
technologies, including renewable power.

On a more fundamental level, replacing cap-and-trade with new regulatory requirements would
introduce regulatory uncertainty just as AB 32 is poised to go into effect. Private investment in
California clean technologies -- drawn to the State by the prospects of a robust price on carbon -
- would freeze, or be driven out of state. As voiced by many California business leaders during
the Proposition 23 debate and more recently, the full AB 32 program including cap-and-trade
provides incentives for renewable energy, transportation fuels, batteries, building materials, and
dozens of other sectors that are the engines of California’s economic revitalization.

Cap-and-trade works when properly designed

The original US cap-and-trade system to address acid rain has had a 20-year record of success.
This program, as any cap-and-trade system, created incentives that turned pollution reductions
into marketable assets, harnessing private capital and driving technological and process
innovations down to and beyond required levels. The Midwestern and Eastern power plants
covered under the EPA acid rain cap-and-trade program achieved full compliance, and even
exceeded the targets for sulfur dioxide emission reductions, at a cost that was 70-80% below the
original estimates from EPA and OMB.

In contrast, the first phase of the European Union Emissions Trading System, which ran from
2005-2008, had limited effectiveness due to over-allocation of permits. This was a regulatory
design flaw because the Europeans had not been able to do a hard verification of emissions

from capped entities before setting their targets. This was corrected for the second phase, now

! Chen and Tseng (2011) Inducing Clean Technology in the Electricity Sector: Tradable Permits or Carbon Tax
Policies? Energy Journal 32:6-20.
% Morris, J. (2009) Combining a Renewable Portfolio Standard with a Cap-and-Trade Policy: A General
Equilibrium Analysis. Cambridge: Massachusetts Institute of Technology.
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underway through 2012. California will not repeat this mistake because ARB has had a
mandatory emissions reporting requirement in place since 2007; the requirement will form the
basis for setting (and adjusting) the AB 32 allowance targets. ARB will mitigate any additional
potential for price volatility through a price containment reserve account with a price floor.

Other “failures” of the European experience with cap-and-trade, such as breaches into
computerized accounts and sale of stolen allowances, are likewise a result of design flaws,
botched execution, or having 27 different systems for each of the EU members. Several U.S.
states have operated renewable energy credit (REC) and voluntary emission reduction (VER)
registries without any instances of fraud or theft. We have every confidence that ARB has
learned the lessons from the EU, and will create a secure system with careful policing and
oversight, allowing for a fair, efficient, and cost-optimizing market.

Finally, unlike the new institutions in the EU and elsewhere developed to implement the Kyoto
Protocol, the California Air Resources Board is a strong and experienced regulator, with
extensive enforcement powers. California is learning not only from the EU experience, but also
from analyses of federal GHG emission trading legislation, the Western Climate Initiative
(WCI), the Regional Greenhouse Gas Initiative, the British Columbia carbon tax, and the US
acid rain program.

Cap-and-trade can provide advantages for California’s economy

AB 32 provides California the impetus to lead an inevitable national and global transition to a
clean energy economy. In a recent article titled “Cap-and-trade is the way forward” the Silicon 24-1
Valley Leadership Group® states that: Contd

“Since 2006, AB32 has spurred more than $9 billion in investment in clean energy, helping
spawn 12,000 businesses and thousands of new patents. According to the Wall Street Journal,
California is home to seven of the top 10 clean-tech businesses in the United States and,
according to the New York Times, five of the top 10 cities for clean-tech jobs are in California.
As a result, Silicon Valley Leadership Group members Sunpower, Applied Materials, Serious
Materials and Solaria are creating jobs in R&D, design, production, sales and installation. In
fact, clean tech is one of the leading bright spots in our economy.”

The best, and we think, the only way to insure that this trend continues, and that California
reaps economic advantages, is by incorporating a cap-and-trade system:

. Cap-and-trade insures that the emission targets are met at the lowest cost, with maximum
flexibility to capped emitters.

. Under cap-and-trade, all sectors of the economy, not just electricity generation or
transportation - are incentivized to innovate and deploy low carbon technologies and processes,
which will allow California to maintain its competitive edge.

. Cap-and-trade is the only mechanism by which California can link to GHG initiatives in
other regions and countries, such as WCI, or bilateral agreements with states and provinces in
Mexico, Brazil, China, and Indonesia. Eighty-nine countries now have some form of carbon
emission target, including emerging economies. Linking to initiatives outside the state will help
spread any economic burden with other like-minded regions and also helps California gain
economic value via exchange of technologies and services with these different programs.

3 Mike Mielke, SF Chronicle, June 1, 2011
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. In addition to driving innovations and investments in clean technology businesses, an AB
32 emissions trading system will add economic value to California by creating a new financial
center here for North American GHG markets.

Cap-and-trade does not penalize at-risk populations

The question of whether cap-and-trade is regressive has gained traction based on the
assumption that cap- and-trade unto itself will raise energy prices. Most analyses have
estimated that in the near-term, implementation of AB 32 will increase energy costs, but that
over the long-term, Californians will save money as a result of efficiency improvements and as
costs for clean energy technologies achieve parity with power from fossil fuels. None of these
analyses identify cap-and trade as the source for the short- term increases in costs. Just the
opposite, it is widely acknowledged that cap-and-trade minimizes the costs of climate
mitigation.

Under either a carbon tax or cap-and-trade, “carbon revenue” can be returned, with legislative
approval, to middle- and low-income households who bear the brunt of higher fuel and
electricity costs (“cap-and- dividend” has been proposed at the federal level). The ARB and the
California Public Utilities Commission have designed the cap-and-trade program precisely with
this objective in mind, ensuring that the State’s utilities receive free allocation of allowances
that they are restricted to using specifically to offset any increased cost of fossil fuel generation
sold by capped power generators.

Another concern is that if some firms and facilities with high costs can purchase permits, rather
than reduce their emissions, this will create heavily polluted “hot spots” in low-income and
minority communities. At a fundamental level, power plants, refineries, and other capped
emitters will not be able to increase their emissions of conventional pollutants which are
already subject to extensive air, water, and waste permits under federal, state, county, and 24-1
district laws and regulations. If current limits on conventional pollutants need to be re- }
evaluated, AB 32 is not the relevant arena. Regarding the potential for CO2 hot spots related to Cont'd
AB 32 cap-and-trade, a recent study of the acid rain program, the most established cap-and-
trade system in the U.S., provides relevant data.* The study analyzed trading records for all
facilities participating between January 1995 and March 2009 and found that the program did
not concentrate SO2 emissions in poor communities, and that actually poor communities with
high percentages of African-American and Hispanic residents experienced fewer imports of
SO2 than did other areas.

Of course, doing nothing about climate change will have broad impacts on public health in
California -- infectious and respiratory disease, heat illness, water shortages -- hitting the
elderly, children, and those in lower income groups the hardest.’

California’s cap-and-trade system will be enforceable to achieve real environmental
results

Monitoring, reporting, and verification are at the heart of cap-and-trade. Each ton of a large
emitters' GHG footprint, as well as each and every offset, must be independently verified by

4 Rinquist, E. (2011). "Trading Equity for Efficiency in Environmental Protection? Environmental Justice Effects
from the SO2 Allowance Trading Program," Social Science Quarterly 92:297-323.
3 Public Health Impacts of Climate Change in California: Community Vulnerability Assessments and Adaptation
Strategies. California Department of Public Health and the Public Health Institute (2007).
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accredited environmental auditors. Emitters will be subject to significant penalties for either
exceeding their caps or inaccurate reporting.

We expect that ARB will continue to take an active role in design and enforcement of the
program. A properly designed cap-and-trade system requires relatively routine administrative
oversight (in contrast, a carbon tax requires periodic review and adjustments of the tax level to
insure that emission reductions targets are being met, subject to legislative approvals and likely
political interference). Once regulations and guidelines are in place, accredited third parties are
incentivized to maintain a functioning, transparent market and will manage much of the day-to-
day operations. In addition, through the Climate Action Reserve, California has access to a
world class, specialized network of third-party verifiers and a training/certification system that
can provide program support for AB 32 as appropriate. Finally, much of the concern around
speculative trading and market manipulation in the carbon market will be addressed by the
broader reforms to commodities and derivatives regulations being undertaken at the federal
level under the recently passed Dodd-Frank legislation.

We believe that ARB’s recent decision to delay compliance obligations until 2013 will fully
insure proper development of the market infrastructure and oversight mechanisms.

Offsets do not allow emitters to pay their way to compliance so they can continue to
pollute

Offsets will serve a relatively minor role in achieving the AB 32 target. The ARB regulations
allow capped sources to use offsets to meet up to 8 percent of their compliance obligations, thus
limiting the room for maneuver around the caps.

Offsets represent GHG reductions that have multiple benefits: 24'1 d
ont'

. Offset credits are generated from sources or sinks of emissions not directly covered under
the cap- and-trade program. This incentivizes technology and economic change in sectors such
as agriculture, forestry, and appliance recyclers.

. Offsets provide additional low-cost abatement options to covered entities and prevent
unanticipated cost increases and adverse impacts on the economy.
. Offsets reward early actions undertaken by proactive companies and organizations, and

help prime the market with a steady supply of compliance credits at the start of the program.
Offsets represent real GHG reductions and do not “dilute” the cap

There are approximately 160 offset types that have been approved under the Kyoto Protocol’s
Clean Development Mechanism; by contrast, the 2010 ARB regulations list only four offset
types as eligible under AB 32. The ARB has identified these as representing GHG reductions
that are most certain to be real, permanent, additional, and enforceable.

ARB’s offset regulations have rigorous requirements governing quantification protocols,
monitoring and reporting, independent verification. In the small likelihood that a project, after
approval, is found to have inadequate documentation, ARB has rules governing invalidation of
the credits. ARB and the offsets industry are considering additional layers of protection such as
a “compliance buffer account” or some other form of insurance for any credits that are
invalidated.
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We have particular familiarity with destruction of ozone-depleting substances (ODS) for which
EOS Climate originated the ISO 14064-2 methodology that was adopted by the Climate Action
Reserve (CAR). As for the other project types — forestry and agricultural methane - both CAR
and ARB conducted extensive peer- and public-reviews of the protocols. All projects under
CAR have been, and under AB 32 will be, subject to rigorous end-to-end tracking and
continuous monitoring, and rigorous third party verification and certification.

Without a price on carbon, chlorofluorocarbons and other ODS refrigerants are recycled back
into old leaky, inefficient refrigeration and air conditioning equipment, or vented, either way
reaching the atmosphere within a few years. Instead, we are creating incentives to accelerate
retirement of the older equipment, and accelerate deployment of more advanced, efficient,
climate-friendly technologies for use in commercial, residential, and industrial applications.
Our projects demonstrate that these offsets represent real, permanent GHG reductions - through
destruction of ODS — and that a price on carbon directly drives technological change to a more
sustainable, cleaner infrastructure, with multiple co- benefits.

Summary

The recent report to Congress on “America’s Climate Choices” by the National Research
Council recommended that the US adopt an economy-wide carbon pricing mechanism to limit
future climate change. The report also concluded that the cap-and-trade system is more
compatible and transparent in meeting and monitoring progress with an emissions budget, and
“is likely to be more durable over time since those receiving emission allowances have a valued
asset that they will likely seek to retain.’

Specific to California, Robert Stavins, Director of Environmental Economics at Harvard’s
Kennedy School of Government, recently wrote, “beyond helping the state meet its emissions-
reduction targets at the lowest cost, [cap-and trade] offers a promising way to reduce economic
burdens on low-income and minority communities.”’

Under a cap-and-trade system, any technology, company, individual, or investment strategy that
reduces greenhouse gas emissions and that can be verified will be incentivized. We are
confident that the program that ARB has established will have the highest levels of
performance, transparency, enforcement, and integrity. For California, a cap-and-trade system
can directly harness the entrepreneurial energy of the State’s companies and people and channel
them towards searching for emissions reductions and developing the next generation of clean
technologies. In doing so, California will mobilize the next wave of innovations across all
sectors of the low carbon economy.

We applaud the efforts by ARB to continue to provide leadership for the nation and rest of the
world to integrate practical considerations and the best science to establish effective climate
policy. We would be glad to provide additional information as needed.

Sincerely,

Jeff Cohen,
Senior Vice President, Science & Policy

8 Limiting the Magnitude of Future Climate Change, National Research Council (2010).
7 Stavins “Why the lawsuit against California’s climate law is misguided”. Carbon Market North America, June 3,
2011.
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L24 Response

24-1

The commenter supports a cap-and-trade program, and indicates that
putting a price on carbon encourages both the deployment of renewable
and low-carbon power sources and technologies that would not have to
pay the carbon price. Further, the commenter indicates, among other
things, that cap-and-trade works when properly designed, and can provide
advantages for California’s economy, and does not penalize at risk
populations.

ARB has reviewed this comment and determined that it does not directly
relate to the adequacy of the environmental analysis prepared for the
alternatives to the Proposed Scoping Plan. Per the CEQA Guidelines
(CCR section 15204), reviewers should focus on the sufficiency of the
document identifying and analyzing the possible impacts on the
environment and ways in which the significant effects might be avoided or
mitigated. ARB has reviewed this comment, and determined that it neither
applies nor raises any substantial issues regarding the adequacy of the
environmental analysis of the alternatives in the Supplement. In
accordance with ARB’s certified regulatory program (CCR section
60007[a]) and CEQA Guidelines (CCR section 15088), no revision or
further written response is required in response to this comment because
no significant environmental issues were raised related to the proposed
action; however, this comment is included in the public record for review
by other interested parties and decision-makers.
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Comment Log Display

BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.
COMMENT 25 FOR SUPPLEMENT TO FED -AB-32 SCOPING WITH CEQA (CEQA-SP11) - NON-REG.

First Name: Joe

Last Name: Loree

Email Address: jloree@hotmail.com
Affiliation:

Subject: Please reform the cap-and-trade forestry protocol to ban clearcuts
Comment:
Dear Chairman Nichols,

As you reconsider the alternatives to cap-and-trade in meeting the
goals of A.B. 32, please also reconsider your board"s decision to
allow even-aged forest management (i.e. clearcutting) to be allowed
in forestry "offset” projects.

The ARB"s cap-and-trade program should not reward landowners for
clearcutting their forests, directly or indirectly.

As you know, even-aged management releases enormous quantities of
CO02. In essence, the currently adopted forestry protocol gives
license to landowners to degrade water quality and reduce its
quantity across vast regions of the state while releasing tons of
CO2 into the atmosphere.

For the sake of all Californians, and especially for the
generations who will be coming of age at a time of increasing
climate uncertainty, please fix the forest protocol to prevent
clearcutting, including "leakage" of even-aged management practices
to areas outside the approved-project boundaries.

Sincerely,
Joe Loree

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-25 21:15:34

If you have any questions or comments please contact Clerk of the Board at (916) 322-5594.
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L25 Response

25-1 The commenter suggests reconsideration of the Forest Offset Protocol to
allow projects that use even-aged harvesting and that the clearcutting
should not be rewarded. Please refer to response 19-1.
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Comment Log Display

BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.

COMMENT 26 FOR SUPPLEMENT TO FED -AB-32 SCOPING WITH CEQA (CEQA-SP11) - NON-REG.

2.0 Responses to Comments

Calendars

Search ARB
AlATA

A-Z Index |

L26 |

Contact Us

Q

@ Google Advanced

First Name: Gareth

Last Name: Loy

Email Address: dgl@garethloy.com
Affiliation:

Subject: cap-n-trade encourages clear cutting forests?

Comment:

1 understand that the current cap-and-trade plan was adopted last
year by ARB as part of A.B. 32, the Global Warming Solutions Act of
2006, and originally was scheduled to be put into operation in
January 2012 but, thankfully, has been delayed.

The delay in implementation to January 2013, which resulted from a
court ruling, gives me a chance to impress upon the ARB the need to
rectify its cap-and-trade scheme®s glaring forest-clearcutting
loophole.

The ARB"s cap-and-trade program perversely rewards landowners for
clearcutting their forests. In essence, the ARB"s forest protocol
could give money to landowners who degrade and diminish water

quality and quantity across potentially vast regions of the state.

Everyone knows that forest clearcuts dramatically impair water
quality and quantity in affected watersheds. They potentially
impact the resources, amenities and pockebooks of millions of
Californians.

Please take this opportunity to do what"s best for forests, and the
future of California, and sever the linkage between cap-and-trade
and clear cutting.

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-25 21:24:47

26-1

If you have any questions or comments please contact Clerk of the Board at (916) 322-5594.
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L 26 Response

26-1 The commenter expresses concerns that the Forest Offset Protocol
rewards clearcutting. Please refer to response 19-1.
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Comment Log Display

BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.
COMMENT 27 FOR SUPPLEMENT TO FED -AB-32 SCOPING WITH CEQA (CEQA-SP11) - NON-REG.

. Search ARB
)= Air Resources Board AAIA S Coogo @ Adwrced

Q

First Name: Wendy

Last Name: Bardsley

Email Address: wendy@mutantfactory.com
Affiliation:

Subject: Global Warming Solutions Act, AB 32
Comment:
Hello,

A stronger plan would combine two of the approaches identified by
CARB:

Carbon Tax. This is a much more transparent approach to pricing
carbon. Also, the revenues go to the state, which can use it to
close the budget gap, re-fund our public transportation systems,
schools, and social services, and invest in green energy. We the
People need that money more than Chevron does ¢ make polluters
pay!

Regulate specific pollution sources. A carbon tax makes it more
expensive to pollute, but does not always guarantee less pollution.
That@s why it@s a good idea to combine this policy with strict
enforcement of clean air laws with the biggest polluters, such as

oil refineries, making sure to clean up the environment for the
communities that live around them.

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-26 10:22:40
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L27 Response

27-1 The commenter suggests that a carbon tax is a more transparent
approach to pricing carbon. Please refer to response 15-1.

27-2



Responses to Comments on the
Supplement to the AB 32 Scoping Plan FED

2.0 Responses to Comments

Comment Log Display http://www.arb.ca.gov/lispub/comm/bccomd Epl...

. . . . About ARB |
California Environmental Protection Agency

)= Air Resources Board

GOV

Comment Log Display

BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.

Calendars

Search ARB
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COMMENT 28 FOR SUPPLEMENT TO FED -AB-32 SCOPING WITH CEQA (CEQA-SP11) - NON-REG.

A-Z Index |

L28

Contact Us

Q

@ Google Advanced

First Name: Yinlan

Last Name: Zhang

Email Address: yinlanz@yahoo.com
Affiliation:

Subject: carbon tax over cap and trade

Comment:

Setting aside politics and the heavy lobbying efforts from industry
and opportunists aiming to get rich from the carbon trade, your
competent and highly trained staff know that the most effective
path for meaningful carbon reduction is not cap and trade but a
carbon tax. The potential abuses in a cap and trade program are so
many and the program would require such significant resources to
monitor and enforce that it could be rendered meaningless. However
politically unsavory a carbon tax would be, you cannot dispute that
it would be the most effective way of achieving the goals of ab32
and the board should not abandon its consideration based on
political pressures but should fully evaluate it on its merits
alone.

Sincerely

Yinlan Zhang

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-26 10:17:33
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L 28 Response

28-1 The commenter suggests consideration of a carbon tax. Please refer to
response 15-1.
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Last Name: Allen T
Email Address: Johnaallen@gmail.com
Affiliation:

lofl

Subject: | prefer a carbon tax
Comment:
1 prefer a carbon tax
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L29 Response

29-1 The commenter expresses preference for a carbon tax. Please refer to
response 15-1.

29-2



Responses to Comments on the
Supplement to the AB 32 Scoping Plan FED

Comment Log Display

lofl

http://www.arb.ca.gov/lispub/comm/bccom

About ARB

California Environmental Protection Agency

GOV

Comment Log Display

BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.

COMMENT 30 FOR SUPPLEMENT TO FED -AB-32 SCOPING WITH CEQA (CEQA-SP11) - NON-REG.

Air Resources Board

2.0 Responses to Comments

L30

Calendars | Contact Us

Search ARB
AlATA 2

@ Google Advanced

A-Z Index |

First Name: david

Last Name: schneider

Email Address: ds6956@earthlink.net
Affiliation:

Subject: Safeguard State's Watershed

Comment:

The current forests protocols do not do this.
They reward clear cutting.

Please safeguard state”s watershed
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Original File Name:

Date and Time Comment Was Submitted: 2011-07-26 11:04:56
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L30 Response

30-1 The commenter expresses concerns that the Forest Offset Protocol
rewards clearcutting. Please refer to response 19-1.
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Q

Advanced

First Name: Michael

Last Name: Andrews

Email Address: norcalkook@gmail.com
Affiliation:

Subject: Eliminate Cap and Trade

Comment:

A stronger plan would combine two of the approaches identified by
CARB:

Carbon Tax. This is a much more transparent approach to pricing
carbon. Also, the revenues go to the state, which can use it to
close the budget gap, re-fund our public transportation systems,
schools, and social services, and invest in green energy. We the
People need that money more than Chevron does ¢ make polluters
pay!

Regulate specific pollution sources. A carbon tax makes it more
expensive to pollute, but does not always guarantee less pollution.
That@s why it@s a good idea to combine this policy with strict
enforcement of clean air laws with the biggest polluters, such as
oil refineries, making sure to clean up the environment for the
communities that live around them.
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Original File Name:

Date and Time Comment Was Submitted: 2011-07-26 11:16:53
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L31 Response

31-1 The commenter suggests that a carbon tax is a more transparent
approach to pricing carbon. Please refer to response 15-1.
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First Name: Benjamin

Last Name: Farnum

Email Address: scouterben@sbcglobal.net
Affiliation:

Subject: Flaws in forest protocols

Comment:

1 would like to strongly urge the ARB to correct the major flaws in 32_1
the forest protocols. Thank you, Ben Farnum
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Date and Time Comment Was Submitted: 2011-07-26 11:24:33
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L 32 Response

32-1 The commenter suggests that ARB correct major flaws in the Forest
Offset Protocol. Please refer to response 19-1.
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Q

Advanced

First Name: Peter

Last Name: Burchard

Email Address: peterdb@sonic.net
Affiliation:

Subject: Stop rewarding clearcutting of forests
Comment:
Dear Air Resources Board,

As someone who lived on the Klamath River for seven years during
the height of logging there in the 1970s, 1 know the devastation of
clearcuts to watersheds, the working of nature for overall health
of the earth, and beauty. It is simply wrong for your forestry
protocols to reward clearcutting under cap-and-trade. Selective
logging and crop alternatives to wood could easily eliminate the
need for clearcutting. Please do everything possible to safeguard
the state”s watersheds, a goal undermined by rewarding
clearcutting.

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-26 11:24:42
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L33 Response

33-1 The commenter expresses concerns that the Forest Offset Protocol would
reward clearcutting. Please refer to response 19-1.

33-2



Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

Comment Log Display http://www.arb.ca.gov/lispub/comm/bccomd Epl...

lofl

L34

About ARB | Calendars | A-ZlIndex | ContactUs

California Environmental Protection Agency
- Search ARB Q
)= Air Resources Board AlATA o Google © Atvanced

GOV

Comment Log Display

BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.
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First Name: Tressa

Last Name: Berman

Email Address: tressa@baylocalize.org
Affiliation:

Subject: Cap and Tax

Comment:

While Cap and Trade seems like a good idea, it is really only the

“Cap” part that will help us meet global goals to reduce carbon

emmissions and increase energy efficiency. Rather than "trade® to

keep caps constant, it makes more sense to TAX those that pollute, 34'1
and re-invest the tax revenues into clean, green energy

alternatives. | am in favor of strong laws that enforce corporate

polluters, wherever they may be doing business on the planet.
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L34 Response

34-1 The commenter suggests implementing a carbon tax. Please refer to
response 15-1.
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Calendars

Search ARB
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A-Z Index |

L35

Contact Us

Q

@ Google Advanced

First Name: Joseph
Last Name: Sullivan
Email Address: joesully2@prodigy.net
Affiliation: Retired Geological Engineer

Subject: AB-32
Comment:
AB32 Supports a Hoax

In September 2006 Assembly Bill AB32, titled the Global Warming
Solutions Act, aimed at reducing greenhouse gas emissions,
principally carbon dioxide (C02), to 1990 levels by 2020, was
approved. This stems from a contention of the Intergovernmental
Panel on Climate Change that global warming results mainly from
burning fossil fuels, pumping carbon dioxide into the atmosphere.
However 31,487 scientists, including me, a Geological Engineer for
over half a century, petitioned the government to reject that
contention, recognizing it as a hoax perpetrated by those who will
benefit financially worldwide from expenditures of billions of
dollars to reduce carbon dioxide. They depend on the ignorance of
the general public regarding historical geology and climatology to
foster this hoax. Reducing CO2 will not effect climate change.

Harold Lewis, famous Professor of physics emeritus at the
University of California recently resigned from the top
professional association for physicists saying @the money flood¢
has corrupted science and calls global warming a @scam@ with the
trillions of dollars driving it that has corrupted so many
scientists. ¢ @It is the greatest and most successful
pseudoscientific fraud 1 have ever seen in my long life as a
physicist. ¢

The Intergovernmental Panel on Climate Change (IPCC) is the
so-called authority on climate change, yet Vice Chair Yurri lzael
in April 2007 wrote, @the panic over global warming is totally
unjustified; @ @there is no serious threat to the climate.§ IPPC
reports are not those of its scientists, but are policymakers¢
summaries produced by a committee of 51 government appointees, many
of who are not scientists. Some of its 2500 scientists have
resigned in protest against IPPC summaries, in which these
political appointees alter their own scientist@s reviews. The
latest example of this type activity occurred in 2009 when computer
hackers broke into the computers of the British Hadley Institute,
hailed for research of global warming, and it was discovered the
Institute manipulated data to cover up evidence that went against
their beliefs in man-made global warming. Admitted was that we are
not seeing global warming, but rather global cooling. The same
evidence appears in graphs showing the start of the cooling trend.
From 1850 to 1950 CO02 levels increased significantly, but the
temperature rose only 0.1 degree Celsius. The earth has been
cooling and is likely to do so for the next couple of decades. C02
makes up only 38 one-hundredth of one percent of the earthgs total
gases in the atmosphere. That 0.038 percent, which Global Warming
advocates want to reduce by a smidgen at a cost of trillions of
dollars worldwide, is being advocated at a time when the earth is
cooling.

The Earth warms and cools in 100,000 year cycles. Our planet has
mostly been much hotter and humid than today, with far more carbon
dioxide (C02) than today. Earth@s atmosphere now contains about 380
ppm CO2 (0.038%). Compared to former geological times, our present
atmosphere is CO2 impoverished. In the last 600 million years only
one other geological period witnessed CO2 levels less than 400 ppm.
To the consternation of global warming proponents, the late
Ordovician Period 550 million ago was an Ice Age while at the same
time CO2 concentrations were nearly 12 times higher than today,
4400 ppm. According to the greenhouse theory, it should have been

1lof2
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exceedingly hot.

What really affects our climate? During Earth@s formation it was
impacted at a low angle by Theia, a planitodail mass a little
smaller than Mars. The impact knocked off part of the earthgs
forming mantle, which later formed part of the moon. Theia@s impact
is responsible for the earth@s 23.5-degree axial tilt, which
created the Earth@s seasons. After the impact the remaining mantle
fractured, and parts drifting on the earth@s semi-molten surface
formed tectonic plates. The plates collided with each other many
times and the present set, making up our continents, are still in
motion. The earth@s tilt; changes in the way it orbits the sun;
variation of the sun@s radiation as it burns up; volcanic
eruptions; changes in oceans flows; and melting snow and ice
control the earth@s climate. Large numbers of earthquakes occur
every year, a reminder that earth is a cracked dynamic sphere,
whose parts are constantly in motion, and are all involved in
climatic conditions. Considering these factors human attempts to
control the Earths climate are a pipe dream

Joe Sullivan
Geological Engineer
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Original File Name:

Date and Time Comment Was Submitted: 2011-07-26 14:14:26
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L35 Response

35-1

The commenter states that global warming is a hoax. ARB has reviewed
this comment and determined that it does not directly relate to the
adequacy of the environmental analysis prepared for the alternatives to
the Proposed Scoping Plan. Per the CEQA Guidelines (CCR section
15204), reviewers should focus on the sufficiency of the document
identifying and analyzing the possible impacts on the environment and
ways in which the significant effects might be avoided or mitigated. ARB
has reviewed this comment, and determined that it neither applies nor
raises any substantial issues regarding the adequacy of the environmental
analysis of the alternatives in the Supplement. In accordance with ARB’s
certified regulatory program (CCR section 60007[a]) and CEQA
Guidelines (CCR section 15088), no revision or further written response is
required in response to this comment because no significant
environmental issues were raised related to the proposed action; however,
this comment is included in the public record for review by other interested]
parties and decision-makers.
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AB 32 Implementation Group

Working Toward Greenhouse Gas Emission Reductions
And Enhancing California’s Competitiveness

July 26, 2011

TO: The Honorable Mary Nichols, Chair
California Air Resources Board

FR:  AB 32 Implementation Group

RE: Revised Functional Equivalent Document

Submitted electronically

Thank you for the opportunity to submit comments on the California Air Resources Board’s
(CARB) revised Functional Equivalent Document (FED) and the recent FED workshop.

The AB 32 Implementation Group is a coalition of business and taxpayer groups working
for effective implementation of AB 32. Our goal, has been, and continues to be to serve as a
constructive voice in the implementation of AB 32 and ensure that the greenhouse gas
emission reductions required by the statute are achieved while maintaining the
competitiveness of California businesses and protecting the interests of consumers and

workers.

Since the AB 32 Scoping Plan was adopted in 2008, major regulations have been
promulgated including cap-and-trade, low carbon fuel standard and a renewable energy
standard. Nevertheless, the Scoping Plan was developed as blueprint for action that should
be periodically reviewed and updated to incorporate new information and to make
appropriate adjustments to fulfill AB 32 targets. Despite CARB’s attempts to design 36-1
regulations to achieve AB 32 goals in a cost-effective manner, it is inescapable that it will
cause additional costs to be borne by the California economy and we should continue to
look for ways to minimize costs and protect jobs in the state. Therefore, we believe it is
appropriate to re-affirm important elements of the Scoping Plan and adopt updates that
reflect new information.

As we have conveyed in earlier comments on the Scoping Plan, we believe that a well-
designed market mechanism should be included in the measures to achieve AB 32 goals.
Market mechanisms such as cap-and-trade can minimize the costs of compliance by
providing flexibility for compliance entities and allow for the use of lower cost emission
reductions outside the capped sector. We’ve argued that a successful cap-and-trade program
for California should include free allocation of allowances and should link to other states and
nations to minimize emissions and economic leakage.

36-1
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AB 32 Implementation Group FED Comments
July 26, 2011
Page 2 of 2

Since the Scoping Plan was adopted in 2008 the landscape for climate policy has significantly
changed. The economy has suffered a serious decline and the members of the Western
Climate Initiative are not ready to join a cap-and-trade program. As a result, CARB should 36-1
review all elements of the Scoping Plan to ensure that a California-only program will meet Cont'd
the economic and emission reduction goals of AB 32.  Going forward this will require
vigilant oversight of the program to measure and prevent economic impacts and industry
leakage.

Despite this challenge, at this time we believe that a mix of measures, including market T
mechanisms, is more beneficial than an option that includes only command-and-control, for
a few reasons:

Without a market mechanism such as a cap-and-trade program we would have no ability to
link with other states and nations in broader programs. As a global issue, greenhouse gas
emissions will not be contained unless there is a unifying policy that treats industry fairly
across jurisdictional boundaries. A command-and-control regulation promulgated by CARB
can only affect in-state companies.

The FED does not include specifics on the command-and-control regulations that would
achieve the same emission reductions as from market mechanisms, and it is speculation how
those regulations would impact various industry sectors. But assuming that market
mechanisms will not impose excessive burdens (such as extracting revenue through 36-2
auctioning of allowances in a cap-and-trade program and not returning those revenues as
necessary to prevent leakage of emissions) a command-and-control scenario would likely be
more burdensome in comparison.

We also believe that the FED should revisit the Scoping Plan treatment of fuels-under-the-
cap. The Scoping Plan proposed inclusion of transportation fuels in the cap-and-trade
program beginning in 2015, largely due to the expectation that Western Climate Initiative
states would address fuels this way in their state programs. Since California is already
implementing the Low Carbon Fuel Standard, and no WCI states are prepared to link to
California, we recommend that the leakage impacts of a California-only fuels-under-the-cap
(on top of the LCES) be re-examined in the FED.

Thank you for considering our comments. Should you have any questions or need anything
further, please feel free to contact Shelly Sullivan at (916) 858-8686.

cc:  James Goldstene
Virgil Welch
Jeannie Blakeslee
Christina Morkner-Brown
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L36 Response

36-1

36-2

The commenter indicates that it is appropriate to re-affirm important
elements of the Scoping Plan and adopt updates to reflect new
information. In accordance with requirements of CEQA, ARB released the
supplemental environmental analysis for public review and comment
without recirculating the original environmental analysis provided in the
2008 FED. As described in the Supplement at page 1, what is referenced
as the “Proposed Scoping Plan” is the Plan that the Board will reconsider.
The Supplement describes the Plan as it was developed in 2008 (called
the “2008 Scoping Plan”), and the changes that have occurred since the
Plan was last brought to the Board. The Proposed Scoping Plan includes
updated 2020 emission projections and emission reductions from
measures adopted since 2008. See pages 6 through 12 of the
Supplement. ARB also provided further details on the updated data in the
Status of Scoping Plan Recommended Measures available at:
[http://www.arb.ca.gov/cc/scopingplan/status of scoping plan measures. |
[pdi] A full update of the Scoping Plan is planned for 2013 in accordance
with the requirements of AB 32.

The commenter expresses support for a Scoping Plan that includes a
market mechanism. Comment noted. The commenter further asserts that
a direct regulation approach would be more burdensome than stated in
the Supplement. Although not directly stated, this comment appears to be
directed at the potential economic costs to the regulated industry
associated with Alternative 3. A CEQA analysis is not required to evaluate
economic impacts of a proposed action unless there are indirect,
potentially significant impacts on the physical environment resulting from
economic consequences. No further analysis or revisions are required in
response to this comment. The potential economic implications of an
alternative; however, are relevant to the Board’s consideration of a broad
range of factors in choosing one alternative over another. Therefore, the
comment is noted.

The commenter further requests that ARB reconsider the inclusion of
“fuels-under-the-cap.” The Proposed Scoping Plan recommends that ARB
pursue various emission reduction measures, including a cap-and-trade
regulation, but each measure must be developed and adopted through a
separate, independent rulemaking that includes a more detailed
environmental analysis and opportunity for public comment. Accordingly,
this comment about a particular component of the proposed Cap-and-
Trade Regulation proposed as a rule in October 2010 is properly
addressed under that separate rulemaking action. The Staff Report
(ISOR) for the proposed Cap-and-Trade Regulation explains the agency’s

36-3
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rationale for choosing the design of the regulation as proposed, including
the inclusion of fuels
(http://www.arb.ca.gov/regact/2010/capandtradel0/capisor.pdf). That
regulation is still under development and is scheduled to be considered for
final adoption in October 2011. No further response is required because
commenter does not raise any specific significant environmental issue
with regard to the alternatives analysis. Please also refer to responses
4-1 and 36-1.
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Tom Frantz L37

Association of Irritated Residents
30100 Orange St
Shafter, CA 93263

July 26, 2011

Mary Nichols, Air Resources Board Chairperson
James Goldstene

California Air Resources Board

Sacramento, CA

Via email:

Re: Draft alternatives analysis-- the negative impacts of AB 32 and related carbon
trading schemes in the San Joaquin Valley

Dear Chairperson Nichols and Mr. Goldstene:

These comments are a discussion of how AB 32 is having negative effects on air quality
in the San Joaquin Valley (SJV). Itillustrates a type of Wild West scramble for carbon
credits and so-called “renewable energy” without regard to resulting air pollution and
often without a lifecycle analysis of carbon footprints. The result is little or no change
from the current situation of business as usual including the local expansion of fossil fuel
burning power plants. The reader will learn how the AB 32 promise of reduction of co-
pollutants is being broken and ignored, resulting in pollutant increases in many cases, lost
opportunities in others, and inappropriate, unjust use of carbon credits and
underestimated carbon footprints harming environmental justice communities throughout
the San Joaquin Valley.

Since the approval of the AB 32 Scoping Plan in 2008 there have been many new and 37-1
polluting energy projects proposed and begun in the SJV and they have all been justified
in some way as critical elements in California’s goal to reduce green house gases. From
Ceres to Arvin along Hwy 99 and from Grayson to Buttonwillow along 1-5 these projects
have located themselves mostly next to or upwind of low-income communities which
already bear the ravages of horrendous pollution in a valley with the worst air in the
United States.

These projects go by “green” sounding names like biofuel refineries, renewable energy
biomass incinerators, sewage sludge gasification plants, clean energy carbon capture and
sequestration projects, biodigestors, and new, ultra-efficient, natural gas power plants and
steam generators for enhanced oil recovery. In every case, often by starting with a
questionable baseline, these projects claim to lower the carbon intensity of our energy but
in reality they add significant amounts of criteria air pollutants to the SJV air basin.
Ironically, the promise of AB 32 was that these so-called “renewable energy” projects
would complement and not undermine the state’s efforts to improve air quality.
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The AB 32 language from Part 5, Section 38570 of the Health and Safety Code says:

(b) Prior to the inclusion of any market-based compliance mechanism
in the regulations, to the extent feasible and in furtherance of achieving the
statewide greenhouse gas emissions limit, the state board shall do all of the
following:

(1) Consider the potential for direct, indirect, and cumulative emission
impacts from these mechanisms, including localized impacts in
communities that are already adversely impacted by air pollution.

(2) Design any market-based compliance mechanism to prevent any
increase in the emissions of toxic air contaminants or criteria air
pollutants.

What follows are brief examples of how AB 32 and its related programs at the CEC and
PUC are causing a degradation of air quality in the SJV both directly and indirectly.
These examples should not be seen as an exhaustive list but simply illustrative of what is
and can happen when one pollutant (CO2) is controlled and manipulated at the expense
of other air pollutants such as those which more immediately affect people’s lives and
health.

Example One -Biofuel and Biogas is not Renewable Energy and Impacts the
Community with Air Pollution: Just outside the community of Pixley, in Tulare 37-1
County, sits the Calgren Ethanol Plant which in early 2011 was the only operating corn Cont'd
ethanol plant in California even though several others have been built and others have
permits to build. This facility receives corn from the Midwest by train and trucks out the
ethanol to refineries and wet distillers grains to dairies. It produces 55 million gallons of
ethanol and 400,000 tons of wet distillers grains annually. These operations require up to
3,000 mmbtu/day or 3m cubic ft of natural gas per day to operate and add an estimated 30
tons of NOx, 30 tons of VOC, and 10 tons of PM emissions to valley air annually. It
claims to be part of the solution of reducing green house gases and part of the Low
Carbon Fuel Standard. They have initiated a project, with CEC subsidies, to use biogas
from dairies as part of their plant energy supply. The claim is made that this biogas will
lower their carbon footprint even further.! The problem is burning biogas will not lower
NOx emissions and other pollutants for the community of Pixley and the Southern SJV
region. This biogas project is claimed to lower the carbon footprint of the ethanol
because it is assumed that the biogas is 100% renewable. Without a life-cycle analysis of
how the biogas is produced, including the huge reliance of dairies on cheap fossil fuel for
every aspect of their operations, no such claim should be made. There is more on this
topic in example six below.

Example Two — Conversions from Coal to Biomass as a Fuel for Cogeneration is
Unsustainable, Yet Qualifies for Carbon Credits: The Mt. Poso Cogeneration plant in
Northern Kern County makes steam for oil extraction and electricity for the grid using
coal imported from out of state by rail and delivered by truck from a depot approximately

1 Cow power helps fill your gas tank. Recorder Online. April 26, 2010. Available at:
http://www.recorderonline.com/news/fill-45051-tank-help.html
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20 miles distant. They also burn tires and petroleum coke. This plant’s significant
pollution drifts directly towards Arvin, the most polluted city in the United States and one
of the poorest. Mt Poso is converting its fuel supply to biomass which qualifies it for
renewable energy contracts.? Since they are making steam for enhanced oil production,
there will most likely be some kind of carbon credit attributed to the oil extraction
process as well even though it is very polluting. Because there is insufficient agricultural
biomass for currently operating biomass incinerators in the Valley, any new incinerators
such as Mt. Poso will force biomass fuel to come from outside the Valley. It is estimated
that Mt. Poso will need 400,000 tons of biomass fuel annually and this fuel will either
directly or indirectly (because of fuel displaced from other incinerators in the valley)
come from an average one-way distance of 150 miles. This type of fuel source is less
efficient than coal in terms of transportation energy because it requires more trucking.
Mt. Poso, with this conversion, will increase NOx and particulate matter emissions in the
Valley while they get credits for producing renewable energy and lower the carbon
footprint of oil extraction activities.

Example Three — Biomass Sector is Growing Unsustainably and Without
Accountability: Existing biomass incinerators in the San Joaquin Valley consume
approximately 1.5 million tons of biomass fuel annually. There are proposals for new
biomass facilities and conversions, such as Mt. Poso, which can quickly double or triple
the amount of biomass needed. One of the largest ones, owned by Covanta, sits just
outside the low-income communities of Delano and McFarland in Kern County.
Originally, these plants were built to prevent agricultural biomass from being burned in
the open fields which was worse for air pollution than controlled burning of the biomass
in an incinerator. Less than half of the biomass burned in recent years has come from
agricultural sources and the rest comes from urban landfills throughout the state (See
Table 7-3 below). Table 7-3 is from the April 14, 2010 SJV Air Pollution Control
District draft staff report concerning the open burning rule. With credits now being given
away freely for production of so-called “renewable energy,” proposals are being made to
increase these types of plants far beyond the amount of agricultural based fuel supply.
These projects are not sustainable. There is no consideration of the GHG emissions from
trucking the biomass long distances, or what is really in this biomass and how it was
produced (life-cycle analysis), the co-pollutants and environmental justice impacts and
whether it would be significantly more efficient, in terms of the carbon, to recycle or
compost this biomass instead of incinerating it.

2 Mt. Poso Cogneration Company. http:/mtposo.com/
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Table 7-3 Average Annual Historical BDT Fuel Use (2005-2009)

2.0 Responses to Comments

Biomass | Annual BDT Agricultural Annual BDT Urban Total Annual BDT
Facility Material Burned (tpy) Waste Burned (tpy) Burned (tpy)
A 49,684 12,227 61,811
B 125,838 49,321 175,159
C 330,362 141,583 471,945
D 21,147 63,442 84,589
E 41,028 88,655 129,683
F 8,660 83,367 92,027
G 117,202 106,590 223,793
H 21,992 50,674 72,666
I 81,198 81,189 162,378
7-7 Chapter 7: Biomass Power Plants
Draft Staff Report

Recommendations on Agricultural Burning

Example Four — Sewage Slugde Incinerators are Not Renewable Energy and are
Unsustainable yet Lost Hills, a low-income farmworker community in Kern County,
found out by accident in the fall of 2010, that the county had approved a massive sewage
sludge incinerator in their area without adequate outreach. This project proposes to
generate up to 13 MW of renewable electricity annually by incinerating 800,000 tons of a
combination of sewage sludge and biomass.® This “fuel” will be trucked from LA over
150 miles and the profit is all in the tipping fees. The trucking by itself uses more energy
than will be produced. Kern County and Lost Hills will get plenty of additional air
pollution from both the incinerator and the trucks and PG&E has a contract to purchase
and profit off of the so-called “renewable energy”.

Example Five: The infamous Hydrogen Energy California (HECA) project, destined for
Kern County, continues its ponderous and ever changing way through the permit process
at the CEC. It will capture some CO2 and produce Hydrogen for supposed “low carbon
energy production.” But, burning the hydrogen as fuel actually produces more NOx than
burning natural gas. There will also be lots of particulate emissions. The fuel (pet coke)
will all be trucked into the San Joaquin Valley from LA after they use coal for the first
two years which is delivered by rail and truck. The definition of low-carbon energy is up
in the air. Because of the energy needed to clean, compress, and inject the CO2 plus
emissions from many other project sources, it is likely that HECA cannot make energy

¥ http://www.co.kern.ca.us/planning/pdfs/eirs/liberty/liberty _bos_sr_121410.pdf
The proposed addition of a gasification facility would provide the capacity to gasify 657,000 tons of
biosolids annually, as well as 133,000 tons of biomass feedstock, in three bubbling fluidized bed
reactors. The proposed bubbling fluidized bed’s will be fitted with heat recovery boilers producing
steam used to drive three steam turbine generators, each producing 6.5 megawatts gross of electricity,
for a total of approximately 19.5 megawatts gross of renewable electricity. The plant load will require
6.0 megawatts for operations, allowing up to 13.5 megawatts net of renewable electricity to be
exported to the grid through an adjacent existing 70 kilovolt power line owned by Pacific Gas and
Electric Company (PG&E). The proposed project would generate 300 tons of flyash waste a year,
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any more efficiently than a natural gas plant in terms of GHG emissions and we know it
Is worse for air pollution. Yet, the state’s Blue Ribbon Panel on Carbon Capture and
Storage strongly recommends that carbon credits be issued for projects like this.* The
projection is that ten more of these plants could be placed in the same general area in
Kern County because there is room for the CO2 underground in enhanced oil production
operations.

Example Six: PG&E currently has a plan whereby its customers can mitigate their GHG
emissions from electricity use by paying into a fund that builds biodigesters on manure
lagoons at dairies in order to create renewable energy in the form of methane capture.
The first such digester project using these carbon credits seems to be undergoing
construction this year in Kern County.” It was mentioned earlier that the Calgren Ethanol
Plant in Pixley has a similar project. There is a potential for many of these kinds of
projects to be built, both in the San Joaquin Valley and elsewhere, once major fossil fuel
refineries and power plants are required to purchase and sell carbon credits. Instead of
reducing their emissions they will pay for construction of a digestor at a fossil fuel
dependent milk factory. The use of the biogas in boilers or engines will actually add to
San Joaquin Valley air pollution. If the dairy industry instead, were forced to pay a price
that truly reflected their heavy dependence on fossil fuel they would either build the
digesters themselves or the manure from their cows would go directly to fertilize crops
(replacing imported fossil fuel based fertilizer) and not be left to rot in lagoons producing
methane in the first place.

Example Seven: The CEC decided to approve a 600 MW natural gas power plant near
the low-income communities of Avenal and Kettleman City in November of 2009. It
was justified through a claim that its operation would reduce GHG emissions on a system
wide basis (meaning the electrical grid of the Western United States). Its production was
predicted by CEC staff to displace electricity from out of state coal plants and to displace
ocean cooled plants along California’s coastline.® What was not mentioned were the
criteria air pollutants this plant will add to the San Joaquin Valley and the related
environmental injustice issues while air pollution is being decreased elsewhere, like at
Huntington Beach or Morro Bay. Our local air district is currently approving 22 separate
85MMbtu steam generators for Aera Energy and others for other oil extraction
companies. Our air is getting worse as the last drop of local oil is extracted yet AB 32
assures us fossil fuel use well be declining at great benefit to the environment.

Example Eight: Finally, a mention has to be made of the use of an inappropriately low
GHG emission rate for new projects using electricity in the SJV. The Hydrogen Energy

* Carbon Capture and Storage Can Help Reduce California GHG Emissions: Expert Panel releases
findings and recommendations. January 20, 2011. Available at:

http://www.energy.ca.gov/releases/2011 releases/2011-01-20 carbon_capture.html

® PG&E’s Climatesmart™ Program Makes Landmark Purchase of Dairy Farm Greenhouse Gas Emission
Reductions to Help Fight Climate Change. June 1, 2009. Available at:
http://www.pge.com/about/news/mediarelations/newsreleases/q2_2009/090601.shtml

¢ Avenal Energy, Application for Certification (08-AFC-1), Kings County. California Energy Commission.
December 2009. page 105. Available at: http://www.energy.ca.gov/2009publications/CEC-800-2009-
006/CEC-800-2009-006-CMF.PDF
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California (HECA) project, mentioned earlier for its air pollution related to carbon
capture, is obviously required to calculate its total GHG footprint. The applicant used a
figure supplied by the San Joaquin Valley Air Pollution Control District that is
inappropriately low for an emission factor related to the electricity used by the project.
The actual document is not available online so a relevant table from the document is in
Table-d.1 below. ’

Table-d.1

EOR Project Electricity Consumption and GHG Emissions

GHG Emissions from Project Power Consumption (Tonne/Year)

Horsepower Require for the Electrical MWh GHG GHG
Project X PG&E Factor Hp/Hr per Year (Kg/MWh) CO2e
0.524 CO2e Lb/KWh 116,000.00 | 758,055.36 237.68 | 180,176.63
Note:

The GHG factor is the CPUC verified and SJVAPCD approved GHG emission factor for
electrical power consumption for the PG&E grid within the San Joaquin Valley.

37-1
Cont'd

The result is that HECA and other similar polluting projects in the region have a low
baseline, a distinct advantage if they locate in the southern end of the San Joaquin Valley
because they seemingly get to use a lower than average GHG emission factor compared
to elsewhere in the state. This makes it easier for a project like HECA to meet any “cap”
on carbon emissions and undermines the goals of AB 32.

To summarize, the environmental justice and air pollution impacts on the San Joaquin
Valley by so-called “renewable energy” and “low carbon” projects have gone unstudied
despite documentation of the additional impacts that these AB 32 related policies have on
already adversely impacted low-income communities of color and the regional air
pollution problem. The Air Resources Board must correct this in the alternatives analysis
of the Scoping Plan and ensure it has used resources towards a good faith effort for
outreach and maximizing public participation.

Sincerely,

Tom Frantz, President
Association of Irritated Residents

" Hydrogen Energy California Power Plant Project Docket Number 08-AFC-08. Log #59634, 2/07/11,
letter from Michael Carroll to Melissa Jones, page 4. Available at:
http://www.energy.ca.gov/dockets/docket_redesign.php?docketNo=08-AFC-08.html
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The commenter indicates that many new and polluting energy projects
have been proposed and begun in the San Joaquin Valley. The projects
identified by the commenter include biofuel refineries, renewable energy
biomass incinerators, sewage sludge gasification plants, clean energy
carbon capture and sequestration projects, biodigesters and new, ultra-
efficient natural gas power plants and steam generators for enhanced oll
recovery. The commenter conclude that these projects are related to AB
32 and have increased, or could in the future increase local co-pollutant
emissions resulting in disproportionate localized air impacts.

ARB recognizes that as California moves to a low-carbon future, every
effort must be made to ensure that the strategies improve the quality of life
for all of the State's residents. ARB recognizes that new projects and
facilities could result in local impacts. However, California's
comprehensive air quality and environmental protection laws minimize the
possibility of significant increases in localized air pollutants associated
with new energy projects. California’s clean air statutes and regulations
require sources to mitigate their impact to attain State and federal clean
air standards. The local air pollution control districts and/or air quality
management districts (air districts) have primary responsibility for adoption
and implementation of stationary and area-wide source emission control
measures. ARB has primary responsibility for mobile sources. A brief
discussion of key existing air quality laws that minimize potential adverse
impacts is presented below. The projects referenced in the comment
letter are subject to some or all of these laws and regulations.

The federal Clean Air Act (CAA) of 1970, as amended in 1977 and 1990
(42 USC 8§87506(c)), establishes National Ambient Air Quality Standards
(NAAQS) for air pollutants that pose a threat to human health and welfare.
California has adopted more stringent air quality standards for most of the
federal criteria pollutants under the California Clean Air Act (CCAA) of
1988. Similar to the federal standards, the California standards have been
designed to protect the health of the most sensitive persons with a margin
of safety.

New Source Review (NSR) is a title applied to programs regulating the
new construction of, and /or modifications to, industrial sources which
emit, or will emit, air pollutants. NSR requirements under State law are
codified in Division 26 of the California Health and Safety Code. Specific
to NSR, each local air district is to include in its attainment plan, a
stationary source control program designed to achieve no net increase in
emissions of nonattainment pollutants or their precursors for all new or
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modified sources that exceed particular emission thresholds. Each of the
35 air districts in California has its own NSR program and issues permits
to construct and operate. The permit requirements are dependent on the
California AAQS or NAAQS designation (attainment, nonattainment, and
unclassifiable areas), and the amount and type of pollutants that the
source will emit. In addition, most new and modified stationary sources
are required to use Best Available Control Technology (BACT). In
addition, all the air districts have either a policy or regulation that
addresses toxic air pollutants for new and modified sources. The CEQA
review of local projects may identify and require mitigation for mobile and
other emission sources.

CEQA requires that where a project will have significant impacts, the lead
agencies (in this context, cities and counties and air districts) must
consider alternatives (including, where appropriate, alternative locations
that would have fewer impacts) and require feasible mitigation to reduce
those impacts to less than significant levels. Mitigation for a given project
could include additional pollution control technologies, off-site measures
and mobile source mitigation that would reduce cumulative pollution in the
area affected. Further analysis of what may be appropriate for specific,
future energy-related projects must be analyzed in response to a specific
proposal.

The AB 32 Scoping Plan identifies measures that could be used to reduce
GHG emissions on a statewide basis, and accordingly, the Supplement is
programmatic in its analysis of measures that ARB may consider in future
rulemaking. None of the measures would supersede local air quality
regulations standards. Also, any projects built to implement a measure,
such as a renewable energy project, must comply with federal, state, and
local air quality regulations. In addition, approval of individual projects and
facilities, including location and siting, are under the purview of local
governments which have land use authority.

It is significant to note that the type of projects identified by the commenter
may or may not be pursued under any of the alternatives identified,
including the No Project alternative. In these cases, the applicable
statutes and regulations identified above still apply. Should ARB pursue a
cap-and-trade regulation, ARB is committed to assess the potential
localized air quality impacts through adaptive management.

ARB notes that the Scoping Plan is a framework document outlining the
regulatory course that ARB expects to pursue to achieve the GHG limits
imposed by AB 32. The Scoping Plan does not commit ARB to adopting
any regulation. Regulations would be considered and adopted following
their respective review and approval processes, during which the details

37-8



Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

and elements of each will be developed. Please refer to responses 4-1
and 106-4. The same holds true for adaptive management. Specific
adaptive management programs that may accompany future regulations
must wait to be developed as part of the process for those regulations.
The Scoping Plan does not, nor cannot, predetermine what adaptive
management would look like for these future regulations.

On the issue of public participation raised by the commenter, the ARB
process to consider new policies and regulations, such as the AB 32
Scoping Plan, maximizes public participation through noticing, outreach,
and workshops. The Supplement provides an expanded analysis of the
alternatives evaluated in the Scoping Plan. Both the 2008 Scoping Plan
and the Supplement were released in compliance with the noticing
requirements in the CRP and CEQA. Public participation and outreach
efforts took place to solicit public comments.
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COMMENT 38 FOR SUPPLEMENT TO FED -AB-32 SCOPING WITH CEQA (CEQA-SP11) - NON-REG.

First Name: Carol

Last Name: Mone

Email Address: cemone@reninet.com
Affiliation:

Subject: Cut polluting emmissions at source!

Comment:

The California Air Resources Board should not use forest carbon
projects to offset emissions from California industries. This does
nothing to improve Californians® quality of life and can adversely
affect others such as the Lacandon Indians in southern Chiapas.
Emissions need to be cut at the source. These tradeoff schemes are
very similar to the selling of indulgences, in my opinion. It does
not solve the problem.

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-26 15:30:43
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The commenter expresses the opinion that ARB should not use the Forest
Offset Protocol for international forest projects. This is not allowed under
the current proposed protocol or the currently proposed Cap-and-Trade
Regulation. The Forest Offset Protocol is part of the proposed Cap-and-
Trade rulemaking. Please refer to responses 4-1 and 19-1 regarding the
proposed Cap-and-Trade program design and the Forest Offset Protocol,
respectively.

The comment also pertains to a program called Reducing Emissions from
Deforestation and Forest Degradation (REDD). The commenter’s
comments about REDD do not directly relate to the adequacy of the
environmental analysis contained in the Supplement. REDD is not part of
the proposed project.

REDD as part of a cap-and-trade program would have to be developed
under a separate rulemaking process and brought before the Board for
approval. The rulemaking process to include REDD would have a full
public process and environmental review. Please also refer to response
81-1.
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COMMENT 39 FOR SUPPLEMENT TO FED -AB-32 SCOPING WITH CEQA (CEQA-SP11) - NON-REG.

First Name: Barbara

Last Name: Mauk

Email Address: kariit@bluebottle.com
Affiliation:

Subject: REDD+ Impacts in Chiapas, Mexico

Comment:

The way the people and communities of Chiapas, Mexico - and in
particular the people of Amador Hernandez - are being intimidated
and threatened by cutting off medical services is abominable. 1
demand that the California Air Resources Board not use forest
carbon projects to offset emissions from California industries. | 39-1
demand emissions be cut at the source - where it rightfully should
be! And I hope you will do everything in your power to reinstate
medical services to the people in Amador Hernandez and anywhere
else it has been taken away in that area. For shame!

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-26 16:41:47

If you have any questions or comments please contact Clerk of the Board at (916) 322-5594.
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The commenter expresses the opinion that ARB should not use the Forest
Offset Protocol for international forest projects. This is not allowed under
the current proposed protocol or the currently proposed Cap-and-Trade
Regulation. The Forest Offset Protocol is part of the proposed Cap-and-
Trade rulemaking. Please refer to responses 4-1 and 19-1 regarding the
proposed Cap-and-Trade program design and forestry protocols,
respectively.

The comment also pertains to REDD. The commenter's comments about
REDD do not directly relate to the adequacy of the environmental analysis
contained in the Supplement. REDD is not part of the proposed project.
REDD as part of a cap-and-trade program would have to be developed
under a separate rulemaking process and brought before the Board for
approval. The rulemaking process to include REDD would have a full
public process and environmental review. Please also refer to response
81-1.
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First Name: Sharon

Last Name: Kulz

Email Address: s_kulz@yahoo.com
Affiliation:

Subject: AB32

Comment:

The incremental reduction and capping of pollution is a positive
step. However, skip the trading credits. Trading pollution credit
is tantamount to selling indulgences (as in Middle Ages church)
whilst re-arranging the chairs on the Titanic.

1 support AB32 WITHOUT the Trading.

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-26 19:21:59
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L 40 Response
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The commenter supports an emissions cap on sources, but does not
support a trading program. ARB has reviewed this comment and
determined that it does not directly relate to the adequacy of the
environmental analysis prepared for the alternatives to the Proposed
Scoping Plan. Per the CEQA Guidelines (CCR section 15204), reviewers
should focus on the sufficiency of the document identifying and analyzing
the possible impacts on the environment and ways in which the significant
effects might be avoided or mitigated. ARB has reviewed this comment,
and determined that it neither applies nor raises any substantial issues
regarding the adequacy of the environmental analysis of the alternatives in
the Supplement. In accordance with ARB’s certified regulatory program
(CCR section 60007[a]) and CEQA Guidelines (CCR section 15088), no
revision or further written response is required in response to this
comment because no significant environmental issues were raised related
to the proposed action; however, this comment is included in the public
record for review by other interested parties and decision-makers.
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First Name: Jack

Last Name: Guelff

Email Address: jguelff@yahoo.com
Affiliation:

Subject: Why carbon credits?

Comment:

It seems to me that the carbon credits set up a system to kick the
can down the street.

Why not a system of solar credits, where the polluter pays a fee
that is used to rebate the residence or business that installs a
solar energy system that either directly supplies energy in raw
form (to heat) or converts it to electricity (to use for cooling,
etc.)

Sample out of the stack or immediate area to determine pollution
level and levy fee accordingly.

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-27 06:12:20

If you have any questions or comments please contact Clerk of the Board at (916) 322-5594.
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L41 Response

41-1 The commenter suggests a carbon fee that is used to rebate those who
install solar energy systems. Please refer to responses 1-1, 4-1 and 15-1
in regards to feebates, design elements, and a carbon tax, respectively.
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First Name: Mayoor

Last Name: Steinberg

Email Address: whitnyb@aol.com
Affiliation:

Subject: We need alternatives to Cap and Trade

Comment:

Dear Board,

as a California voter | am hoping that you will consider
alternatives to cap and trade. It is great that the State is
looking at how to decrease greenhouse gases, but my concern is that
cap and trade has not worked in Europe and the offsetting leaves
openings for scams that create incentives for false offsets. My
fear is that cap and trade will not actually reduce emissions
overall, but create a false distraction that make it seem like we
are tackling the problem, when we are not.

Please consider a Carbon Tax that will be open and direct in
pricing carbon. Also, the revenues of this should come to the
State to create a green economy and close our budget gap.

1 am also concerned that cap and trade will continue the injustice
to residents of areas close to the big polluters such as Chevron in
Richmond. We need stricter enforcement of the Clean Air laws, and
a way to clearly make the polluters pay for the cleanup of the
environment in the areas where they are located. thank you.

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-27 09:10:53
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L42 Response

42-1

The commenter indicates that cap-and-trade has not worked in Europe
and requests consideration of a carbon tax as an alternative. ARB has
reviewed this comment and determined that it does not directly relate to
the adequacy of the environmental analysis prepared for the alternatives
to the Proposed Scoping Plan. Per the CEQA Guidelines (CCR section
15204), reviewers should focus on the sufficiency of the document
identifying and analyzing the possible impacts on the environment and
ways in which the significant effects might be avoided or mitigated. ARB
has reviewed this comment, and determined that it neither applies nor
raises any substantial issues regarding the adequacy of the environmental
analysis of the alternatives in the Supplement. In accordance with ARB’s
certified regulatory program (CCR section 60007[a]) and CEQA
Guidelines (CCR section 15088), no revision or further written response is
required in response to this comment because no significant
environmental issues were raised related to the proposed action; however,
this comment is included in the public record for review by other interested
parties and decision-makers.

ARB agrees; however, that there may be lessons to be learned from the
European Union (EU) Emissions Trading Scheme (ETS). A recent press
release claims that cap-and-trade has failed to reduce GHG emissions in
Europe. The claim appears to be misguided given that the EU ETS are all
reporting substantial GHG emission reductions. The claim comes from
recent work that shows that the carbon embedded in international trade
flows has increased substantially since 2020. Some initial analyses have
tried to examine the net balance of embedded carbon in trade flows, which
show that for the key European countries and the EU as a whole, the net
trade impact is a net increase in embedded GHG emissions in trade flows.
While domestic emissions are declining in these countries, the net
embedded emissions in trade flows more than compensate for the
domestic reductions.

Note that this circumstance does not mean that cap-and-trade is a failure
in Europe. The emissions covered by cap-and-trade are declining. The
emissions not covered by cap-and-trade are increasing. Cap-and-trade is
not inducing the increase in the embedded carbon as is evidenced by
even larger increases in net embedded carbon estimated for the U.S.
(which has no cap-and-trade, and little in the way of climate initiatives at
this time).

The studies of embedded carbon explicitly make the point that cap-and-
trade is not inducing this embedded carbon issue. So, the claim that cap-

42-2



Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

and-trade is a failure in Europe is not really true. Information about the EU
experience relating to both successes and challenges is being considered
in the separate rulemaking for the proposed Cap-and-Trade Regulation.
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First Name: Kathy

Last Name: Labriola

Email Address: anarchofeminist@yahoo.com
Affiliation: Bay Area Community Land Trust

Subject: No Cap and Trade!

Comment:

Dear Board,

1 am outraged that the recent bill included a Cap and Trade

Program. This is a scam the gives polluters windfall profits and 43_1
just allows more and more pollution rather than solving the

problem. Please eliminate this cap and trade option and put some

real controls on polluters!

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-27 09:46:01

If you have any questions or comments please contact Clerk of the Board at (916) 322-5594.
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L 43 Response

43-1

The commenter opposes cap-and-trade. ARB has reviewed this comment
and determined that it does not directly relate to the adequacy of the
environmental analysis prepared for the alternatives to the Proposed
Scoping Plan. Per the CEQA Guidelines (CCR section 15204), reviewers
should focus on the sufficiency of the document identifying and analyzing
the possible impacts on the environment and ways in which the significant
effects might be avoided or mitigated. ARB has reviewed this comment,
and determined that it neither applies nor raises any substantial issues
regarding the adequacy of the environmental analysis of the alternatives in
the Supplement. In accordance with ARB’s certified regulatory program
(CCR section 60007[a]) and CEQA Guidelines (CCR section 15088), no
revision or further written response is required in response to this
comment because no significant environmental issues were raised related
to the proposed action; however, this comment is included in the public
record for review by other interested parties and decision-makers. Also,
please refer to responses 1-1, 4-1, and 5-1.
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RE: ARB Cap and Trade “Alternatives”

Honorary Mary Nichols, Chairman
Air Resources Board

1001 | Street,

PO Box 2815

Sacramento,

CA 95812

To Whom It May Concern:

California has long led the nation in driving policy that is both good for the economy and the environment. On issues
as diverse as energy efficiency and sustainable forest management, California has set aggressive standards while
creating opportunities for innovation. Many other states and nations have followed California’s lead. History bares
out this leadership: while average U.S. per capita electricity consumption has increased by 60% since 1973, California
per capita use has remained almost flat, growing by only 14% during the same period." Similarly, the state has been a
nexus for economic growth and innovation, launching revolutionary industries ranging from film and entertainment,
biotech, micro processing and the Internet to being the leading agricultural economy in the country.

The 2006 Global Warming Solutions Act (AB 32, Chapter 488, Statutes of 2006) is another milestone in California’s
impressive history of environmental and economic wins. At a time when America’s international standing has been
degraded by a lack of commitment and leadership at the Federal level during the United Nations climate negotiations,
California once again led the way. Cap and trade is an essential, central feature of the Global Warming Solutions Act.
Indeed, it is the confluence of environmental and economic priorities, without which the Act will either fall short of its
environmental goals or constrain the state’s economic engine. Cap and trade offers the prospect of leveraging the
state’s economic assets of knowledge, investment capital and innovation to achieve critical carbon reduction goals that
will pave the way for the nation and world. 44-1

About Offsetters Clean Technologies, Inc.

As Canada’s leading provider of carbon-management solutions, Offsetters helps organizations and individuals
understand, reduce and offset their climate impact. In 2005, Dr. James Tansey saw a growing demand amongst
colleagues and corporations in BC for a dependable source of high-quality offsets; Offsetters was created to serve that
need. James is a respected professor at the University of British Columbia who continues to publish on a range of
research topics, including social enterprise, climate change and social impacts and acceptability of new technologies.
Based in Vancouver, we’ve grown to a team of 25 with expertise in greenhouse gas measurement, climate change
science and policy, renewable energy and energy efficiency, and carbon finance. Offsetters was the official carbon
offset supplier to the 2010 Winter Olympic Games, the first in history to be carbon neutral.

Offsetters is investing in California, having opened its first U.S. office in the San Francisco Bay Area in early 2011.
The launch of Cap and Trade in California will enable Offsetters to continue to expand its California based team, and
broaden its portfolio of California and other U.S. based carbon offset projects.

International competition

Offsetters | 1500 — 1055 Hastings Street W. Vancouver, BC, V6E 2E9 | info@offsetters.ca | www.offsetters.ca | 604.699.2650
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As the U.S., Canada and other nations procrastinate on national and global climate policy, California and its Western
Climate Initiative (WCI) partners are in a unique position to help create the second-largest carbon market in the world,
leading the way for other regional initiatives. As the largest economy among its WCI partners, it is important for
California to maintain its pole position with WCI members such as British Columbia (BC), with whom the state has a
$6 billion annual trade relationship. California is in negotiations with BC over a range of issues, including energy
importing and transmission lines. A failure to move forward with a regional cap and trade system may put political
capital with BC and other WCI partners at risk. Moving forward with Cap and Trade will help to maintain WCI
leadership in California, ensuring growth in policy, market and technical expertise and the ensuing jobs that these
functions represent.

California has also been the world leader in venture capital, with investors powering wave after wave of technology
start ups. In the clean tech and renewable energy industries, where we believe markets will dwarf the high tech sectors
of the past, California faces vigorous competition. The U.S. has fallen to third place among nations for clean tech
investment, trailing China and Germany". As California vies amidst competition from other nations, for companies
and investment from the $5.2 trillion global clean energy sector, the successful launch of the world’s second largest cap
and trade market will be a boon.

Economic growth

Too many people are focused on the ‘cap’ and not enough people focus on the ‘trade’ portion of the system. Cap and
trade drives economic growth and job creation by enabling investment in carbon reducing technologies and projects.
As a global company, Offsetters Clean Technologies believes that supply chains are created by these investments that
would otherwise not exist. Livestock methane carbon offset projects, for example, activate a supply chain that
includes:

Farm owners

System engineers and architects

Anaerobic digestion equipment suppliers

Organic material supply vendors (i.e. food manufacturers)

Biogas system suppliers

Electric utilities (if gas is used to generate electricity or is upgraded for use in natural gas pipelines, it
may also be used for on-site electricity generation or as a diesel replacement for use in farm vehicles)
Carbon offset developers and marketers

End power users and offset buyers

Oo0Oo00O0OO0

[e}Ne}

Forest conservation projects across California generating carbon offsets will create much-needed employment in face
of a forestry sector hard hit by the global recession. Forest owners such as Native American tribes with few alternative
revenue streams to logging can develop much needed new revenue. At a time when both global and local forests are
under constant threat, carbon offsets represent the only market-based incentive for forest conservation. Benefits to
conservation forestry include not only GHG reduction, but also biodiversity and watershed preservation.

As cap and trade is implemented, many large final emitters will be better positioned to create surplus allowances for
sale into the market. Investment in these carbon-reducing projects means jobs for Californians and potential revenue
for capped emitters.

A cap and trade system provides investment dollars in clean tech jobs, further supporting California’s fastest growing
sector. From 1995 to 2007, clean energy jobs grew 15% in California, while overall statewide job growth was only
l%"l.

Cost containment

Offsetters | 1500 — 1055 Hastings Street W. VVancouver, BC, V6E 2E9 | info@offsetters.ca | www.offsetters.ca | 604.699.2650
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A cap and trade system with a robust carbon offset provision increases flexibility and competition among carbon
reducing options, thus decreasing costs and reducing the possibility of leakage. For regulated large final emitters, the
price on carbon will be lower under a cap and trade scheme than under the current carbon tax.

The GHG reduction goals of the AB 32, the Global Warming Solutions Act can be reached, while also providing the
time and place flexibility of cap and trade.

B Iternativ

est alternative 44-1
Alternatives 3 and 4 as presented in the “Supplement to the AB 32 Scoping Plan”, in addition to presenting the likely Cont'd
pitfall of leakage, also fail to create the tangible economic rewards that a cap and trade system enables. Turning
emission reductions into marketable assets is a proven tool for achieving both environmental and economic goals.
Indeed, the U.S. acid rain cap and trade program of the 1990’s achieved 100 percent compliance in reducing sulfur
dioxide emissions. This program proved that a well-designed cap and trade system can be successful at reasonable
cost. In fact, prior to acid rain legislation, the EPA estimated that the program would cost $6 billion annually once it
was fully implemented (in 2000 dollars). The Office of Management and Budget has estimated actual costs to be $1.1
to $1.8 billion -- just 20 to 30 percent of the forecasts."

The time to implement cap and trade is now. California has a chance to extend its environmental and economic
leadership and create a way forward for the region, nation and world. Faltering now by failing to act or by adopting an
inferior alternative to cap and trade will cost jobs, political will and the environment. As British Columbia’s leading
carbon management team, and on behalf of our California based staff, we fully support the cap and trade program and
urge the Air Resources Board to move forward with its swift implementation.

Yours sincerely,

Dr. James Tansey
Offsetters | www.offsetters.com | 604 562 4546 | james@offsetters.ca

' california Energy Commission (http://www.energy.ca.gov/2009publications/CEC-200-2009-015/CEC-200-2009-
015.PDF)

" Pew Clean Tech Investment 2010

"' Next Ten, California Green Innovation Index, 2009, p. 70

"V Environmental Defense Fund

Offsetters | 1500 — 1055 Hastings Street W. VVancouver, BC, V6E 2E9 | info@offsetters.ca | www.offsetters.ca | 604.699.2650
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L 44 Response

44-1

The commenter supports cap-and-trade. ARB has reviewed this comment
and determined that it does not directly relate to the adequacy of the
environmental analysis prepared for the alternatives to the Proposed
Scoping Plan. Per the CEQA Guidelines (CCR section 15204), reviewers
should focus on the sufficiency of the document identifying and analyzing
the possible impacts on the environment and ways in which the significant
effects might be avoided or mitigated. ARB has reviewed this comment,
and determined that it neither applies nor raises any substantial issues
regarding the adequacy of the environmental analysis of the alternatives in
the Supplement. In accordance with ARB’s certified regulatory program
(CCR section 60007[a]) and CEQA Guidelines (CCR section 15088), no
revision or further written response is required in response to this
comment because no significant environmental issues were raised related
to the proposed action; however, this comment is included in the public
record for review by other interested parties and decision-makers.
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COMMENT 45 FOR SUPPLEMENT TO FED -AB-32 SCOPING WITH CEQA (CEQA-SP11) - NON-REG.
First Name: Janet
Last Name: Schwind
Email Address: janschwind45@cruzio.com _—
Affiliation:
Subject: Cap and Trade policy
Comment:
1 urge the board to concentrate on alternatives to a cap and trade
policy that will little or nothing to reduce the emission of 45-1
greenhouse gasses. Please consider first and foremost, measures to
conserve energy use and secondly, the creation of local clean
energy sources.
Attachment:
Original File Name: -
Date and Time Comment Was Submitted: 2011-07-27 12:01:20
If you have any questions or comments please contact Clerk of the Board at (916) 322-5594.
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L45 Response

45-1

The commenter suggests that ARB consider alternatives to the proposed
Cap-and-Trade Regulation, and encourages energy conservation and the
development of local clean energy projects. ARB has reviewed this
comment and determined that it does not directly relate to the adequacy of
the environmental analysis prepared for the alternatives to the Proposed
Scoping Plan. Per the CEQA Guidelines (CCR section 15204), reviewers
should focus on the sufficiency of the document identifying and analyzing
the possible impacts on the environment and ways in which the significant
effects might be avoided or mitigated. ARB has reviewed this comment,
and determined that it neither applies nor raises any substantial issues
regarding the adequacy of the environmental analysis of the alternatives in
the Supplement. In accordance with ARB’s certified regulatory program
(CCR section 60007[a]) and CEQA Guidelines (CCR section 15088), no
revision or further written response is required in response to this
comment because no significant environmental issues were raised related
to the proposed action; however, this comment is included in the public
record for review by other interested parties and decision-makers.
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To:  Mary Nichols, Chair
California Air Resources Board

From: Prof. Alice Kaswan
University of San Francisco School of Law

Re:  Comments on Supplemental Functional Equivalent Document

Date: July 27,2011

The publication of the Supplement to the AB 32 Scoping Plan Functional Equivalent
Document (Supplemental FED) provides a renewed opportunity to reconsider ARB’s decision to
achieve industrial emissions reductions largely through a cap-and-trade approach. The
Supplemental FED provides helpful analysis, and these comments do not address the legal
adequacy of the supplemental FED one way or another. Instead, these comments are intended to
provide input on ARB’s analysis of its cap-and-trade and regulatory alternatives as ARB makes
its substantive policy choices.

Part | focuses on the cap-and-trade alternative, and suggests that the state incorporate
measures to control co-pollutant increases.

Part 11, which forms the bulk of these comments, addresses the regulatory alternative. It
first questions ARB’s conclusions about the relative co-pollutant co-benefits of the regulatory
and cap-and-trade approaches. It then addresses a number of the concerns about a regulatory
approach raised in the Supplemental FED, and suggests ways that those concerns could have
been alleviated (and, thus, ways in which a regulatory approach could be more promising than
suggested). Finally, it identifies a few of the benefits of a regulatory approach that the
Supplemental FED does not elaborate.

I have also incorporated my previously submitted comments on the cap-and-trade
rulemaking and on the proposed draft regulation at the end of these comments.

l. Analysis of Cap-and-Trade Alternative (Alternative 2)

The analysis of the cap-and-trade alternative should include a more robust response to
one of the recognized impacts of a cap-and-trade program: the potential for uneven emissions
characterized by increases or inadequate reductions in localized areas.

The Supplemental FED, and the environmental analyses that preceded it, all recognize
that reductions in GHGs are likely to lead to beneficial reductions in co-pollutants. That said, as
the Supplemental FED also acknowledges, even if overall emissions are reduced, market-based
programs create inherent uncertainty about the distribution of pollutants. The Supplemental FED

Kaswan Comments on Supplemental FED Page 1
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observes that “increasing operations of more carbon-efficient equipment could result in localized
increases in emissions.” (Supplemental FED at 53) Or facilities that currently operate below the
level of “permitted” emissions might increase their “actual [co-pollutant] emissions up to the
permitted level of a facility.” (Supplemental FED at 53)

The Supplemental FED responds to these potential impacts by “concluding that the
remote possibility of localized air impacts ... would be considered potentially significant and
unavoidable under CEQA.” (Supplemental FED at 53) ARB proposes to adopt an “adaptive
management program” under which “ARB would be committed to monitoring the data on
localized air quality impacts and to adjusting the program, if warranted.” (Supplemental FED at
53)

ARB’s proposed response to the risk of co-pollutant impacts creates an unnecessary risk
of co-pollutant increases and unnecessarily delays a response. While the Supplemental FED is
not the place to discuss every feature of program design, where potentially significant impacts
are identified, potential design solutions to those impacts should be considered.

The Supplemental FED acknowledges that AB 32 requires CARB, to “[p]revent increases
in other pollutant emissions — to design, to the extent feasible, any market-based compliance
mechanisms to prevent any increase in the emissions of criteria air pollutants or toxic air
contaminants (TACs)” (Supplemental FED at 6, quoting HSC section 38570(b)(2).) The
Supplemental FED also summarizes numerous other AB 32 provisions that emphasize the 46-2
importance of furthering air quality goals and maximizing environmental (and other) benefits, to Cont'd
the extent feasible. (Supplemental FED at 5-6) Potential co-pollutant increases or
maldistributions could be addressed in the following ways:

(1) Place individual emissions caps on facilities to prevent localized increases.

Rather than deeming the impact of potential increases in co-pollutants “unavoidable,” or
waiting for it to occur and then responding (as the “adaptive management” approach suggests),
CARB could impose individual facility caps on facilities located in impacted communities.
Facilities that are located in communities already adversely impacted by air pollution would be
prohibited from increasing GHG emissions beyond current emission levels. In other words, they
could engage in trading and would be permitted to purchase allowances, but only up to the level
of their past actual emissions. This proposal (as well as other mechanisms for enhancing co-
pollutant benefits), are discussed more fully in my prior comments on draft cap-and-trade
regulations. For ease of reference, | have incorporated those comments at the end of this
submission.

This proposal differs from the “individual facility caps” design alternative that ARB rejected
in its initial alternatives analysis. (See Proposed Cap-and-Trade Regulation, Staff Report: Initial
Statement of Reasons, 1V-12) Under the rejected alternative, ARB would have imposed a
decreasing cap on every covered facility, and each facility would have been required to reduce

Kaswan Comments on Supplemental FED Page 2
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emissions pursuant to its individual cap. This proposal, in contrast, would be applied only in
areas with poor air quality, and would be designed primarily to avoid emissions increases;
facilities would retain the flexibility to purchase allowances up to their past emissions. This
proposal would therefore create less of a trade-off with AB 32’s cost-effectiveness goals than
ARB’s rejected design alternatives. (This proposal presents a minimum that is tailored to
prevent emissions increases in polluted areas. Greater environmental co-benefits could, of
course, be achieved with facility caps that decreased over time. The extent of the trade-off with
cost-effectiveness goals would depend upon the stringency of the decreasing caps. See
discussion in previously submitted comments, included on pages 14-15, below.)

Adopting a mechanism to prevent increases at the outset would be superior to adopting an
adaptive management approach, in which steps are taken only after increases have occurred.
Since ARB proposes to fully assess the emissions distribution as little as once per compliance
period (once every 3 years), an adaptive management approach is unlikely to provide a nimble
response to potential increases.

(2) If adopting an “adapative management” approach, prepare a detailed strategy for
responding to localized emissions concentrations.

If, instead of adopting individual facility caps that would prevent co-pollutant increases,
ARB instead takes an adaptive management approach, in which it responds to co-pollutant
increases only if and when they occur, then ARB should carefully detail its planned strategy
now. Some agencies have used “adaptive management” as a way to avoid and delay confronting
difficult policy challenges. Whether in the Supplemental FED or as part of its rulemaking, an
adaptive management plan, if adopted, should clearly articulate what emissions scenarios would
trigger additional controls and the nature of the planned controls.

In terms of what emissions scenarios would trigger additional controls, ARB should
clarify whether only co-pollutant emissions increases trigger a response, or whether, in light of
AB 32’s goal of complementing efforts to achieve air quality, a failure to improve co-pollutant
emissions would also trigger a response. If an adverse emissions distribution occurs, then ARB
should also articulate how it will improve the emissions distribution. ARB has articulated
possible responses in very general terms,* but its adaptive management plan should provide more
specific detail so the agency will be prepared to act when necessary. As noted above, ARB
could prevent increases by imposing individual facility caps at the level of actual past emissions.
Numerous other direct restrictions and incentives could also improve a trading program’s

! In the Staff Report accompanying the draft cap-and-trade rule, ARB indicated that the approaches it “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.” See ARB, Proposed Regulation to Implement the California Cap-and-Trade Program, Staff Report:
Initial Statement of Reasons (October 28, 2010).
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distributional outcomes, as described in the previously-submitted comments incorporated into 46-3
the end of this submission. Cont'd

1. Analysis of Requlatory Alternative (Alternative #3)

A. Relative Co-Pollutant Benefits of the Regulatory Alternative

The Supplemental FED asserts that the cap-and-trade program would lead to better co-
pollutant reduction outcomes than the regulatory alternative. That assertion does not
acknowledge that the regulatory alternative is likely to provide more co-pollutant benefits for
California.

One of the key differences between the regulatory alternative and the cap-and-trade
approach is that, under a regulatory approach, the covered sectors would be responsible for
making all of the required emissions reductions, whereas under the cap-and-trade program,
facilities in the covered sectors could meet a substantial portion of their emission reduction
obligations through the use of offsets. Whatever their intrinsic benefits, most offset projects do
not offer co-pollutant reduction co-benefits relevant to California air quality problems.

The proposed cap-and-trade rule would allow facilities to use offsets to meet almost half
their emission reduction obligation,? and would therefore reduce the co-pollutant co-benefits that
would otherwise occur in the covered sectors. In other words, under the regulatory approach,
industrial facilities would have to reduce emissions by almost twice as much as under the cap-
and-trade program. The regulatory alternative is therefore likely to lead to greater co-pollutant
reduction co-benefits from industrial facilities in California than the proposed cap-and-trade 46-4
program.

The Supplemental FED acknowledges that there would be in-state co-pollutant reduction
benefits from the regulatory alternative (76), but suggests, in its final analysis, that the regulatory
alternative would be LESS effective than the proposed cap-and-trade program in “creating
attendant air quality co-benefits.” (Supplemental FED at 110) That conclusion is surprising and
unconvincing. It is based upon the assumption that the regulatory alternative would not be cost-
effective and would generate significant leakage that would in turn increase out-of-state co-
pollutant emissions. That is a worthwhile concern, but the alternatives analysis does not
adequately address the potential benefits of reducing co-pollutant emissions within California,
where high concentrations of co-pollutants lead to significant violations of air quality standards.

2 The Preliminary Draft Regulation (PDR) explained that the offset limits were designed to allow facilities to use
offsets to meet 49% of reductions, with 51% of the reduction occurring within the covered sectors. See ARB,
Preliminary Draft Regulation for a California Cap-and-Trade Program, 42-43 (Nov. 24, 2009). At that time, ARB
believed that goal would be met by allowing facilities to use offsets to cover 4% of their total emissions. In light of
the withdrawal of allowances for the Strategic Reserve, ARB will allow facilities to use offsets to cover 8% of their
emissions. Presumably, that use would still result in the same ratio of offsets (49%) to reductions within the covered
sector (51%).
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Shifting the location of co-pollutants away from heavily polluted and populated areas could
create benefits even if the net emissions remain the same. While shifting co-pollutants out-of-
state should receive serious attention, it is also important to document potential in-state benefits.

CARB may well choose to adopt a cap-and-trade program, and to allow substantial use of
offsets to lower costs. If it does so, however, it should be straightforward about the in-state co-
pollutant consequences and provide a clearer picture of the relative in-state co-pollutant benefits
of the regulatory and cap-and-trade options.

B. ARB’s Reqgulatory Alternative: Addressing the Issues CARB ldentifies

The regulatory alternative considered by ARB is interesting and demanding. It envisages
requiring existing electric utilities to displace coal-based generation with lower-emission sources
(presumably natural gas), and it imposes a flat 20-percent emission reduction requirement on
several large industrial sectors (refineries, cement plants, and large oil and gas extraction
facilities). (Supplemental FED at 73) ARB identifies numerous drawbacks to this alternative.
These comments provide a response to a number of the concerns ARB identified.

1. Regulatory Alternative: Not Cost-Effective and Leads to Leakage? Consider Cost-
Effective and Feasible Regulatory Mechanisms

Given the demanding nature of the regulatory alternative, it is not surprising that ARB found
that the alternative posed certain drawbacks. As ARB observes, imposing the entire requirement
on electric utilities and major industries, without the use of offsets and without trading among
them, might be more expensive than a trading program that relies substantially on offsets, and
could result in leakage. ARB observes that leakage would, in turn, undermine the state’s GHG
reduction goals and cause out-of-state co-pollutant impacts.

Rather than focusing only on a single, highly demanding, alternative, ARB could have
focused on what could be achieved by currently cost-effective and feasible approaches, and
would likely have found that fewer adverse impacts would flow from such an approach. The
regulatory alternative might then have appeared more promising, in comparison with cap-and-
trade, than the approach ARB considered.

As ARB noted in the Supplemental FED, “[d]irect regulations typically establish
performance-based limits on emissions, activities, or outputs at specified sources that are
designed to achieve emission reductions in a cost-effective and technologically feasible manner.”
(Supplemental FED at 60) Yet ARB’s proposal simply imposed flat reduction requirements,
without attempting to assess cost-effectiveness or feasibility. While not as cost-sensitive as a
market-based mechanism, a regulatory alternative based upon identified cost-effective and
feasible mechanisms would, obviously, be more cost-effective, and would presumably result in
less leakage. The regulatory alternative would then be more viable than the approach considered
by ARB; not all regulatory approaches share the flaws that ARB identified.
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2. Regulatory Alternative: Sufficient Information? Document What Is Known and
Identify Future Information Sources and Regulatory Plans

ARB suggested that it had insufficient information to propose regulatory measures in
some instances. While that may be true in some cases, quite a bit of information about emission
reduction opportunities is available in many instances. The cap-and-trade regulation itself
includes sophisticated compliance pathways that outline the mechanisms that many industries
could use to reduce emissions, including both feasibility and cost estimates. In addition, the
federal Environmental Protection Agency (EPA) is currently developing BACT and new source
performance standards for new and existing sources, and actively addressing emission reduction
options in the power and refining sectors, both important emissions sources in California.

It would be useful to document what we know could be achieved by available, cost-
effective mechanisms, and to evaluate how much could be achieved by these measures. Where
there is insufficient information, it would be useful to document how and when ARB will obtain
more information and the role of that new knowledge in ARB’s long-term control strategy. 46-5

. . - . Cont'd
For example, ARB expects to receive the results of its Energy Efficiency and Co-Benefits

Audit program (due in 2012). If promising, those results could be translated into regulatory
requirements. In her June, 2011 California Senate testimony, ARB Chair Mary Nichols
announced that ARB would be considering how to ensure that industrial facilities take the cost-
effective energy efficiency measures they identify in their audits. It would be helpful to have a
more clearly articulated agenda for translating new information into regulatory requirements.

In addition, as noted above, EPA is developing BACT and new source performance
standards for new and existing power and refinery sources, and ARB will have to incorporate
those federal requirements into the state program (assuming that EPA does not accept the state’s
trading program as satisfaction of CAA requirements). ARB could indicate how regulation, now
or in the future, would dovetail with federal regulatory measures.

Finally, the trading program itself could reveal best practices. If only some industry
players are initiating promising reduction measures, ARB could consider regulatory approaches
that induce others to take appropriate measures through regulatory requirements.

3. Cost-Effective Regulatory Approach: Insufficient to Achieve Emission Reduction
Goals? Consider Combined Regulatory/Trading Approach.

It is conceivable that, even if ARB were to document available and cost-effective
mechanisms, those mechanisms would not lead to sufficient reductions to meet AB 32’s
emission reduction goals, or could not lead to sufficient reductions by 2020 due to long capital
investment lead times. Moreover, as ARB noted in its original alternatives analysis, because
regulatory approaches are usually performance standards, absolute emissions could increase with
economic growth. An emissions cap would therefore better serve AB 32’s reduction goal.
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More clearly identifying available control measures would, however, provide a basis for
designing a program that provided an optimal combination of regulatory and trading
mechanisms. Most trading programs supplement direct regulatory programs; they do not stand
alone. (See, e.g., the federal Acid Rain and NOx Budget programs, and Los Angeles’
RECLAIM program.) Because ARB did not systematically catalog what could be achieved
through available control mechanisms in the Supplemental FED, ARB does not provide a basis
for conceiving or analyzing such a combined approach.

4. Too Administratively Complex? Compare with Cap-and-Trade

In a number of instances, the Supplemental FED suggests that creating regulations to govern
diverse sources would be too administratively complex. Most of the sources subject to the cap-
and-trade program are already subject to detailed air quality permits negotiated on a case-by-case
basis, so the additional regulatory effort should not be overstated. ARB may also have
regulatory options that do not require advance generalized rulemakings that cover every source
in detail and that would allow case-by-case flexibility. The Supplemental FED does not explore
such options.

That said, developing and administering a regulatory program would no doubt be
administratively challenging. However, it should also be noted that administering offsets and
ensuring their integrity is likely to be similarly complex. And since almost half the reductions in
a cap-and-trade program could consist of offsets, administrative complexity is not a marginal
consideration in a trading program.

This comment does not intend to minimize the administrative complexity that regulations
could entail; it simply notes that many aspects of a cap-and-trade program, particularly offset
management, are likely to be as or more complex.

C. Additional Benefits of a Requlatory Alternative

Regulatory approaches offer additional benefits that were not fully addressed in the
Supplemental FED. Some of these benefits are outlined in the previously-submitted comments
included at the end of this submission. | note a few highlights here:

- Overcome industry inertia. Inertia and a lack of information can prevent industries
from taking cost-effective and available measures. Regulation ensures that such
measures occur, rather than relying on market signals that might not be effective.

- Streamline compliance with upcoming federal CAA requirements. Exploring
regulatory options could streamline integration into federal regulation under the Clean
Air Act. As the federal Environmental Protection Agency develops standards for new
and existing stationary sources, California may be required to adopt federally-
mandated regulatory controls (unless EPA accepts the cap-and-trade program in lieu
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of facility-specific controls). ARB could be coordinating the development of its
regulatory requirements in tandem with the development of federal requirements.

- Greater public participation in individual facility decisions. Regulation offers
more public participation opportunities. A trading program leaves compliance
decisions to private entities, while regulatory approaches create public rulemaking
proceedings and permitting processes that allow the public to participate.

- Stronger government control over key energy infrastructure decisions. To the
extent that regulatory approaches take the form of requiring a greater percentage of
renewables (greater than 33%), or requiring shifts away from higher-emission energy
sources, the state would be playing an important role in determining its energy future
rather than leaving such compliance decisions to the private sector.

Conclusion

As noted at the outset, these comments address fundamental questions about the wisdom
of exclusive reliance on a pure cap-and-trade program. In particular, they focus on whether ARB
should more deeply consider integrating regulatory and market mechanisms in the power and
industrial sectors. The Supplemental FED provides a natural starting point for this inquiry, but
the comments are intended more as an invitation to reconsider certain basic policy choices than
as a legal commentary on the Supplemental FED itself.

Please feel free to contact me at (415 422-5053 or Kaswan@usfca.edu if | can provide
any further assistance.

Previously-Submitted Comments

Comments on Proposed California Cap-and-Trade Regulation and Environmental Justice
(submitted December 10, 2010)

As federal and international efforts to provide a comprehensive approach to climate
change fall by the wayside, it is all the more inspiring to review CARB’s development of a
sophisticated cap-and-trade program for California. Although I express concerns about the
degree to which the proposed regulation integrates greenhouse gas (GHG) and co-pollutant
reduction objectives, those concerns should not be read as a condemnation of this impressive
initiative.

These comments address the following topics:

e Reliance on offsets
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o Impact of opt-in facilities on the allowance market
e Environmental impacts of biomass and biofuels
e Cap-and-trade and co-pollutants: Concerns
0 Increases in co-pollutants
= Legal interpretation of “prevent any increase”
= Potentially underestimate risk of emissions increases
0 Complement the state’s air quality objectives
e Cap-and-trade and co-pollutants: Suggestions
0 Mechanisms to maximize co-pollutant benefits
o Staff’s concerns about these alternatives
CARB assessment of co-pollutant impacts

l. Reduce Allowable Use of Offsets

The greater the use of offsets, the fewer the reductions from covered sectors. With fewer
reductions in the covered sectors, there is less of an incentive to create more efficient alternatives
and California will lose the environmental and economic co-benefits of GHG reductions in
stationary source emissions. Rather than allowing for increased use of offsets, CARB should
focus on cost containment mechanisms that respond to actual, not prospective, high prices, and
that do not undermine incentives for reductions within covered sectors.

The Staff Report explains that the percentage of offsets that can be used to show
compliance increased from 4% in the PDR to 8% in the current proposal to account for the
decision to place a larger number of allowances in the Allowance Price Containment Reserve,
since having more allowances in the Reserve would shrink the availability of allowances and
potentially increase their cost.

Rather than assuming that greater offset use will be necessary to contain costs, CARB
should limit offsets and increase allowance or offset supply if and when market conditions
demonstrate that cost containment is, in fact, necessary. In many environmental programs, the
costs of compliance have ended up lower than anticipated. Cost containment mechanisms that
respond to actual prices are preferable. CARB could rely on the Reserve, or could begin by
allowing 4%, and allow a progressively greater use of offsets if higher allowance prices emerge.

The Staff Report also emphasizes that allowing offsets provides the benefit of triggering
GHG reductions or sequestration that might not otherwise occur. In addition, offset projects
could generate their own environmental and economic co-benefits (whether domestically or
abroad).
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The implicit assumption is that these measures would not be undertaken in the absence of
an offset program. That conclusion presents a false choice. Many offset projects, like manure
digesters, are worthwhile. CARB should explore new requirements in the agriculture sector to
reduce GHG emissions, not require industrial emitters to subsidize agricultural reductions.
Moreover, CARB should not allow stationary source emitters to avoid their own reductions by
facilitating reductions or sequestration that should happen in addition to, rather than instead of,
their own reductions.

To the extent that the activities contemplated as offset projects do require external
funding, the use of auction revenue would be a more environmentally sound mechanism for
providing the necessary funding. Then the projects would provide emissions reductions that
would complement, rather than supplant, stationary source emissions reductions.

l. Opt-in Covered Entities 46-8
Cont'd

If non-covered facilities “opt-in” to the cap-and-trade program, they are likely to do so
because they can easily reduce energy use and seek to make a profit selling excess allowances.
CARB needs to ensure that its provisions for allowing facilities to opt in address the potential
that the facilities could increase the number of available allowances, dampening the incentive for
covered facilities to reduce emissions. Just as the cap will be adjusted when transportation fuels
are added to the program in 2015, the cap may need to be adjusted to account for the emissions
associated with facilities that opt in.

1. Biomass and Biofuels

In all provisions relating to the burning of biomass and biofuels, CARB should carefully
assess associated co-pollutant and other environmental implications. For example, if biomass-
derived fuel sources do not have to account for their GHG emissions, the rule could create
incentives to use biomass that have incidental adverse environmental consequences.

1. Cap-and-Trade and Co-Pollutants

Given the acknowledged link between GHGs and co-pollutants, the state would benefit from
integrating its GHG and co-pollutant reduction strategies and creating a more unified approach to
regulating industrial emissions.

AB 32 recognizes the connection between GHGs and co-pollutants, and instructs CARB
to develop GHG reduction policies that would not only reduce GHGs, but do so in a way that
“maximizes additional environmental and economic co-benefits for California, and complements
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the state’s efforts to improve air quality.”® Overall, the scoping plan in general and the cap-and-

trade program in particular will likely lead to improvements in air quality. That said, the cap-
and-trade program does not include measures to prevent increases in co-pollutants or optimize
the location of GHG and corresponding co-pollutant reductions.

A. Concerns
1. Increases in co-pollutants.

The California legislature expressed its concern about the distributional implications of a
cap-and-trade program by explicitly stating that market mechanisms must, to the extent feasible,
be designed “to prevent any increase in the emissions of toxic air contaminants or criteria air
pollutants.™

My first comment is one of legal interpretation: based on the language in the Staff
Report, the Staff appear to construe the language “prevent any increase” too narrowly. The Staff
appear to be interpreting this language to mean that the cap-and-trade program itself must not
“cause” increases in co-pollutant emissions.> Under this approach, the Staff Report
acknowledges that the cap-and-trade program could, in some instances, create incentives that
could result in co-pollutant increases. For example, if a utility relies upon several different
generation facilities, the price signal generated by the cap-and-trade program could induce the
utility to increase production at more energy efficient facilities. Co-pollutant emissions could 46-8
therefore increase at the more efficient facilities.® Cont'd

The Staff’s interpretation of AB 32 appears too narrow. The language states that the
agency is required to “prevent” increases in co-pollutant emissions, without limiting that
obligation to increases caused by the cap-and-trade program itself. As the Staff Report
acknowledges, facilities could choose to increase emissions in order to increase production or
expand into a new type of production. New facilities could also be built. To the extent a cap-
and-trade program allows facilities to increase emissions by buying GHG allowances, the GHG
control program would not constrain co-pollutant increases and could be inconsistent with AB
32’s requirements.

% CAL. HEALTH & SAFETY CODE § 38501(h).

* CAL. HEALTH & SAFETY CODE § 38570(b)(2).

® See, e.g., Staff Report, P-4, note 1 (Stating that “[n]ot all emissions increases at facilities covered by the cap-and-
trade program will result from the program itself .... Staff believes that only in very limited circumstances would a
localized emissions increase be the actual result of the incentives created by the cap-and-trade program ....”). See
also Staff Report at 11-59, note 33; Staff Report at V1I-3, note 79.

® Incentivizing more efficient energy generation is, of course, a positive development. Nonetheless, AB 32 requires

CARB to take the co-pollutant consequences into account.
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The Staff Report also suggests that co-pollutant increases are extremely unlikely to occur
because the burden of New Source Review requirements and the cost of GHG allowances
themselves will discourage increased emissions. At the same time, however, the Staff Report
acknowledges that the state’s refineries are likely to continue to supply areas outside California
even if demand for fossil fuels in California drops. The Staff Report also acknowledges that new
biorefineries and biomass facilities could be incentivized by AB 32 implementation measures.
Thus, emissions increases are a real possibility.

The case studies in the emissions assessment do include emissions increase scenarios,
evaluating both the possibility that facilities would increase GHG emissions by 4 percent and the
possibility of a new source in each study area. The Staff Report reveals that these GHG
emissions increases would lead to small increases in co-pollutants relative to the baseline
scenario.” Moreover, it is possible that major facility expansions could lead to increases above 4
percent and that more than one new facility could choose to locate in certain areas, possibilities
not considered by the assessment.

46-8
Cont'd

The Staff Report also argues that existing air pollution regulations would keep any co-
pollutant increases to a minimum. This is not the place to pick apart California’s air pollution
regulations, but it is not clear that they would fully address an impacted community’s concerns.
For example, even if NSR were triggered and the facility had to purchase criteria pollutant
offsets to compensate for the increase in criteria pollutants, it is not clear that the emission
reduction credits would come from the same location as the increases, potentially leading to a net
increase in impacted communities notwithstanding the offset requirement. Moreover, offset
requirements apply only to criteria pollutants, not air toxics. While California’s “Hot Spots”
program provides more attention to local emissions than occurs in most states, it does not
directly prevent increases.

The Staff Report’s analysis of the impacts of emissions increases places them in context:
the Staff Report analyzes potential co-pollutant increases under the cap-and-trade program in
relation to the significant decreases in co-pollutants that existing regulations are expected to
achieve by 2020. The state’s initiatives to decrease co-pollutants are laudable. And the Staff’s
implicit point is well-taken: if those decreases are realized, there is less of a need to use AB 32 to
indirectly accomplish co-pollutant reductions. Nonetheless, AB 32 states that the state’s GHG
policies should be designed to complement its efforts to attain air quality standards. The cap-
and-trade program, as currently designed, does not take that step.

" For example, in the Wilmington case study, if GHG emissions increased by 4 %, then, in comparison with the
baseline scenario resulting from current criteria pollutant controls, there would be 1% less NO, reduction, 2% less
PM, s reduction, and 1% less ROG reduction. Staff Report, Table VII-2, at VV1I-13. Achieving less reduction is
tantamount to increasing emissions relative to the baseline; co-pollutant emissions would be higher than they would
have been had the facilities reduced instead of increasing GHG emissions.
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These comments do not dispute that changes in co-pollutant levels as a consequence of
GHG trading reflect the relative stringency of associated co-pollutant regulation. If a GHG trade
leads to increases in co-pollutants, it is because the co-pollutant regulatory program did not
prevent those increases. CARB may resist the effort to impose co-pollutant goals on its GHG
regulatory program. But, as noted above, AB 32 explicitly links GHG and co-pollutant
emissions by specifying that the flexibility of a market-based GHG program not lead to increases
in associated co-pollutants, even if those increases would be permissible under existing co-
pollutant regulations.

2. Complement the state’s air quality objectives.

As noted above, AB 32 directs CARB to develop policies that “complement[] the state’s
efforts to improve air quality.”® It is not enough to prevent co-pollutant increases. Ideally, the
cap-and-trade program should help achieve air quality standards by targeting GHG, and
associated co-pollutant, reductions in the state’s most polluted areas. Not surprisingly, CARB’s
Co-Pollutant Emissions Assessment reveals that greater co-pollutant reductions benefits would
be achieved if all facilities had to reduce their proportionate share than will be achieved by
letting facilities trade GHG allowances in ways that could maintain or increase emissions.’
While the percentage difference in emissions reductions is small, the data indicates that the cap-
and-trade program has not been designed to enhance the achievement of air quality objectives.

46-8
Cont'd

In addition, the emissions assessment does not evaluate what could have been achieved if
the program were designed to require or incentivize greater GHG reductions in the state’s most
polluted areas. The first scenario in all of the report’s case studies assumes that all facilities in
the state reduce by the same amount. The report does not analyze the co-pollutant consequences
of achieving greater-than-average GHG reductions in the state’s most polluted areas.

B. Suggestions

In response to the November 2009 Proposed Draft Regulation, | submitted comments
addressing numerous ways in which a trading program could incorporate co-pollutant reduction
objectives (Kaswan PDR comments). The comments did not advocate for any one mechanism,
but evaluated the strengths and weaknesses of several options.

The Kaswan PDR comments are incorporated here by reference. Of the seven options
included in the original memo, | would suggest focusing on the following four options (options
that could be used individually or in combination):

8 CAL. HEALTH & SAFETY CODE § 38501(h).

® For example, in the Wilmington case study, if facilities reduced their GHG emissions by their proportionate share
rather than increasing emissions, co-pollutant reductions would be enhanced by 2% for NOy, 3% for PM, s, and 1%
for ROG. Staff Report, Table VII-2, at V1I-13.
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(1) Combine trading with direct regulation (now or in the future);

(2) Impose individual facility caps for facilities in heavily-polluted areas;

(3) Create incentives for greater reductions in heavily-polluted areas (through
differentiated allowance allocation, fees, higher allowance prices, or enhanced
allowance retirement requirements; and

(4) Devote auction revenue to a Community Benefits Fund to help finance co-pollutant
reductions in disadvantaged areas.

While I will not repeat the analysis of these options in this document, | will comment on
the Staff’s discussion of some of these alternatives.

Alternative Rejected by Staff - Implement Only Additional Source-Specific
Command-and-Control Regulations. CARB staff rejected the alternative of replacing the cap-
and-trade program with a direct regulatory program for industrial sources. The Staff Report
presents a number of convincing arguments for why regulation should not replace a cap-and-
trade program, but did not address the value of complementing the cap-and-trade program with
limited and targeted regulatory efforts where appropriate. The Staff Report expresses concerns
about the cost-effectiveness of regulation if applied to all industries. But if regulation were used
to complement cap-and-trade only where appropriate, CARB could take cost-effectiveness into
account in deciding whether to impose regulations. In determining cost-effectiveness, it is also
important for CARB to consider not only the costs of regulation to the relevant industry, but also
the economic benefits of enhanced emissions reductions.

46-8
Cont'd

The Staff Report also observes that regulations would be difficult to draft given the lack
of data on effective emission reduction mechanisms and the variation among facilities.
However, CARB is requiring energy audits at industrial facilities, a process that includes an
assessment of associated co-pollutant impacts. While current data may be insufficient, the audits
could provide a much stronger basis for identifying cost-effective energy efficiency mechanisms
that could be required at industrial facilities, and that could achieve both GHG and co-pollutant
reductions.

CARB Staff may be assuming that facilities will adopt cost-effective reduction strategies
in response to the price signal created by the cap-and-trade program, without the need for
command-and-control regulations. But industrial investment decisions are complex. Inertia,
uncertainty about future carbon markets, concerns about short-term capital expenditures, and
other factors could impede otherwise cost-effective investment in emission reductions. If price
signals do not end up prompting cost-effective measures with significant co-pollutant benefits,
then CARB should retain the authority to require appropriate measures.
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In addition, if CARB identifies cost-effective GHG emission reduction measures with
particularly significant co-pollutant benefits,' then it would be consistent with AB 32’s goals to
require those measures rather than relying upon the vagaries of the market to incentivize them.

Alternative Rejected by Staff: Facility-Specific Caps. The Staff Report expresses
valid concerns about a program that applied facility-specific caps to all facilities. But the Staff
Report evaluates only the most extreme version of this option. First, facility caps could be
applied only to facilities in the state’s most polluted areas. Second, the impact of facility caps
would depend upon their stringency. The Staff Report rejects caps that would require each
facility to reduce its proportional share of emissions. But a cap would not have to be that
stringent. A cap that prevented the facility from increasing emissions would eliminate the risk of
violating AB 32’s requirement that the trading program prevent increases, while still providing
substantial flexibility. If facility increases are as unlikely as the Staff Report claims, then such
caps could ensure that the program complies with AB 32 without having a significant impact on
covered facilities.

To further AB 32’s goal’s of complementing the state’s efforts to achieve air quality,
facility caps could, however, go farther than simply preventing increases. The caps could be set 46-8
somewhat below the level of existing emissions. Such an approach could still be more flexible Contd
than the one that the Staff rejected, because the level could be set somewhere between current
emissions and the full proportionate share of reductions.

The Staff reject facility caps because of their impact on cost-effectiveness. But a full
assessment of cost-effectiveness should take into consideration not only the costs of pollution
control, but the benefits of reducing pollution in heavily polluted areas. Thus, varying
requirements depending upon the benefits of pollution control could be more, not less, cost-
effective from the state’s perspective.

Alternative Rejected by Staff: Restricting Trading in Adversely Impacted
Communities. Essentially, the Staff Report argues that existing programs are already doing
enough to address pollution in California, and that trading restrictions on stationary sources
would add only a marginal benefit. Ultimately, whether CARB thinks it is necessary or not, AB
32 states that California should use its GHG policies, including its market mechanisms, to further
co-pollutant reduction goals.

C. Assessment of Co-Pollutant Impacts

10 Co-pollutant benefits could be particularly significant either because GHG reductions lead to a large reduction in
associated co-pollutants, and/or because the industries to be regulated are located in especially polluted areas.
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The proposed regulation states that CARB will monitor the co-pollutant consequences of
the trading program and take further action as appropriate. Such monitoring will provide an
important opportunity to assess the program. However, the report indicates that such an
assessment will occur only once a compliance period — once every three years. That appears to
be too infrequent to properly monitor the program’s co-pollutant consequences.

Ultimately, the state’s commitment to reduce GHGs is likely to improve co-pollutant
levels and redound to the benefit of most, if not all, Californians. The state could, however, take

greater initiative in fulfilling AB 32’s invitation to link GHG and co-pollutant reduction benefits.

Thank you for the opportunity to submit these comments.

Comments on the Proposed Draft Regulation (submitted February 24, 2010)

This letter provides my comments on the Preliminary Draft Regulation (PDR) for a
California Cap-and-Trade Program.

The PDR notes the importance of addressing the interface between the GHG cap-and-
trade program and co-pollutants,*! but has not yet incorporated measures to respond to these
potential interactions. This letter is a response to the PDR’s request for comment on how CARB
could incorporate AB 32’s environmental justice provisions into its proposed cap-and-trade
program.

The first section of the comments identifies relevant AB 32 provisions and provides
general comments on CARB’s environmental justice obligation. The second section analyzes
mechanisms for integrating environmental justice. It identifies several parameters for evaluating
potential mechanisms, including:

(1) Degree and certainty of greenhouse gas (GHG) reductions (and associated co-
pollutant reduction benefits) in disadvantaged areas;

(2) Ease of administration (for CARB and regulated entities);
(3) Economic impact and leakage; and
(4) Implications if a federal cap-and-trade program is adopted.

The second part of the second section then uses these parameters to evaluate seven
options for incorporating environmental justice. The seven options include:

1 See PDR Overview at 9-10.
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(1) Combine trading with regulation;

(2) Individual facility caps;

(3) Incentives for greater reductions in disadvantaged areas (differentiated allowance
allocation; fees or higher allowance prices; or enhanced allowance retirement
requirement);

(4) Zonal trading;

(5) Enhanced offset restrictions in disadvantaged areas;

(6) Require the use of in-state offsets; and

(7) Devote auction revenue to disadvantaged areas for co-pollutant reductions.

The comments are intended to aid CARB in its analysis of the relative strengths and
weaknesses of available options. While I argue that CARB is legally obligated to address the co-
pollutant consequences of its GHG trading policy, these comments do not advocate for one or
another of the potential mechanisms.

The third section of these comments raises several miscellaneous comments on the PDR.

Part I: AB 32 Requires CARB to Integrate Environmental Justice

into its Cap-and-Trade Program 46-8

Cont'd

The California Legislature recognized the widespread impacts that climate policy
generally, and a cap-and-trade program specifically, could have on the state. AB 32 requires
CARB to develop a comprehensive policy that not only reduces GHGs, but also “maximizes
additional environmental and economic co-benefits for California, and complements the state’s
efforts to improve air quality.”** While CARB’s charge includes a variety of objectives, both
economic and environmental, it is clear that the Legislature intended CARB to integrate GHG
and co-pollutant reduction objectives.*®

The law directly requires a cap-and-trade program to prevent increases in pollutants.
Under AB 32, any market mechanisms must, to the extent feasible, be designed *“to prevent any
increase in the emissions of toxic air contaminants or criteria air pollutants.”* To the extent that
existing co-pollutant controls do not completely prevent increases, the GHG trading program

12 CAL. HEALTH & SAFETY CoDE §38501(h).

13 Some have argued that CARB should not attempt to address the co-pollutant implications of the GHG cap-and-
trade program and should instead address co-pollutant concerns through existing and separate authorities. ToDD
SCHATZKI & ROBERT N. STAVINS, ADDRESSING ENVIRONMENTAL JUSTICE CONCERNS IN THE DESIGN OF
CALIFORNIA CLIMATE PoLIcy (Oct. 2009). But AB 32 requires CARB to address the co-pollutant implications of its
climate policy, and, as discussed further below, requires CARB to take an integrated approach that factors co-
pollutant benefits into design choices. Moreover, since the same infrastructure that produces GHGs also produces
co-pollutants; an integrated approach would be more likely to lead to optimal results. In addition, while California
is making considerable progress using existing authorities, existing authorities have not been sufficient to attain air
quality goals. AB 32 provides CARB with an additional tool that goes beyond existing authorities: the opportunity
to target GHG reductions in ways that will have ancillary co-pollutant benefits.

14 CAL. HEALTH & SAFETY CODE §38570(b)(2).
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will have to ensure that it does not lead to incidental increases in co-pollutant emissions.”® The
PDR appears to acknowledge CARB’s duty to prevent increases.™

AB 32 requires CARB not only to prevent co-pollutant increases, but to maximize the
climate policy’s co-pollutant reduction benefits. As noted above, the Legislature intended for the
state’s GHG policy to “complement” the state’s air quality objectives.'” In regard to market
mechanisms, the law states that CARB should “[m]aximize additional environmental and
economic benefits for California, as appropriate.”® Climate policy would complement air
quality objectives and maximize environmental benefits by concentrating GHG reductions, and
associated co-pollutant reductions, in the state’s most polluted areas. For the purposes of this
letter, | am identifying such polluted areas as “disadvantaged areas.”*

While the PDR clearly acknowledges its legal duty to prevent co-pollutant increases,” it
is more ambiguous about CARB’s intent to maximize environmental benefits. It describes the
objective, but indicates only that it has been raised by stakeholders.?* AB 32 requires CARB to
affirmatively address mechanisms for maximizing environmental benefits in order to determine
whether they are feasible and appropriate.

AB 32’s distributional goals pose a considerable challenge for a cap-and-trade program.
A cap-and-trade program’s flexibility renders it virtually impossible to determine where GHG
increases and decreases, and increases and decreases of associated co-pollutants, will occur.??
The Health Impact Assessment process that is currently underway should help reveal possible
scenarios. However, a trading program’s flexibility makes it impossible to know in advance how

emissions will be distributed. Ultimately, given the unpredictability of actual emissions, CARB 46-8

Cont'd

5 AB 32 requires CARB to evaluate the potential for such increases. Id. at 38570(b)(1). In conducting a sample
analysis of the potential consequences of a cap-and-trade program, the Scoping Plan’s Public Health Analysis
simply assumed an across-the-board 10% decrease in emissions that did not analyze the potential for GHG trading to
lead to increases. See SCOPING PLAN, APPENDIX H: PuBLIC HEALTH ANALYSIS H-114. The Scoping Plan
acknowledged that, if a cap-and-trade program were to be adopted, a more careful analysis would be needed, id. at
18-19, and the PDR appears to recognize that a trading program’s flexibility could lead to localized pollution
impacts. See PDR Overview at 9.

8 PDR Overview at 9. CARB qualifies its obligation by stating “to the extent feasible,” reflecting similar statutory
language.

17 See also CAL. HEALTH & SAFETY CODE § 38562(b)(6) (requiring CARB to consider its regulations overall
benefits, “including reductions in other air pollutants™).

8 1d. at §38570(b)(3).

191 understand that CARB is currently identifying “disadvantaged areas,” and that that analysis will focus on both
pollution concentrations and socioeconomic variables. This letter assumes that CARB will determine the
“disadvantaged areas” requiring special attention under AB 32 and does not address how such areas should be
defined.

2 ppR Overview at 9 (“To the extent that we identify increase in co-pollutant emissions due to the cap-and-trade
program, we will also, to the extent feasible, identify the means to prevent these increases.”)

2! PDR Overview at 10.

22 The PDR acknowledges the possibility of GHG increases at individual sources. It states that “[t]he flexibility
provided by trading allows for continued growth by individual sources ....” PDR Overview at 6.
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should consider design features to control, or at least steer, emissions to meet AB 32’s
distributional goals.

Part I1: Mechanisms for Avoiding Co-Pollutant Increases
and Maximizing Co-Pollutant Reductions

CARB has numerous potential options for avoiding co-pollutant increases and
maximizing their reductions, including regulation, trading restrictions, and direct investments in
co-pollutant reductions. The first section of this part identifies overarching factors to consider in
evaluating these options. The second section of the part analyzes potential options pursuant to
these factors.

A. Factors for Evaluating Co-Pollutant Reduction Options

46-8
Mechanisms for addressing co-pollutants are likely to present differing and difficult Cont'd
tradeoffs. To facilitate an analysis and comparison of these mechanisms, this section identifies

the following factors as likely to be relevant to CARB’s decision:

(1) Degree and certainty of GHG reductions (and associated co-pollutant benefits) in
disadvantaged areas. Some potential mechanisms would directly limit GHGs (and thus likely
limit co-pollutants) (e.g., regulatory approaches, individual facility caps, dedicated investment of
auction revenue in co-pollutant reductions). Others would create incentives, but not necessarily
result in reductions (e.g., charging higher allowances prices or requiring enhanced allowance
submissions). Yet others could potentially, but not necessarily, result in co-pollutant reductions
(e.g., giving communities the ability to apply for grants from an auction revenue fund to finance
co-pollutant reductions).

I assume for the purposes of this memo that the correlation between GHGs and co-
pollutants is strong enough to conclude that GHG reductions would usually lead to co-pollutant
reductions.?® (If a given facility’s GHG reduction efforts appear to be leading to co-pollutant
increases, however, then regulatory attention should be directed to that dynamic.)

I also recognize that the ratio between GHG reductions and co-pollutant reductions could
vary, with GHG reductions in some industries leading to proportionately greater co-pollutant
reductions than in others.?* In designing mechanisms for improving a trading program’s

2 There is some risk that GHG reduction policies could lead to co-pollutant increases, a real issue if it occurs. See
Schatzki and Stavins, supra note 3, at 26. However, this letter assumes that GHG reductions are likely enough to
lead to co-pollutant reductions to warrant the general assumption that GHG reductions will lead to co-pollutant
reductions.

2 See James K. Boyce, Memorandum to Economic and Allocation Advisory Committee, Investment in
Disadvantaged Communities 3-4, (Dec. 30, 2009) (describing variations in correlation between GHGs and co-
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incidental co-pollutant outcomes, CARB could consider applying the mechanisms only to those
industries demonstrating a high correlation between GHGs and co-pollutants.

(2) Ease of administration (for CARB and regulated entities). From CARB’s perspective,
administrative considerations include the ease of implementing, enforcing, and defending each
mechanism. For regulated entities, administrative considerations include potential permitting
proceedings and the ease of determining and complying with applicable requirements.

(3) Economic impact and leakage. An obvious and important economic impact to be
considered is the economic impact on regulated entities. The impact on individual facilities
(particularly if subject to enhanced requirements) is relevant. Also relevant is the extent of the
impact: how many facilities would be subject to additional constraints. For example, policies that
apply only to facilities in disadvantaged areas will have less overall economic impact than
policies that apply to all facilities. The extent of that impact would depend upon how many
facilities are located in disadvantaged areas and hence subject to additional restrictions.
Similarly, policies that are targeted only toward industries from which significant co-pollutant
reductions could be gained would have less impact than policies applied across-the-board. 46-8
Cont'd

The economic impact on regulated entities has important implications for leakage.
Particularly in the absence of a federal program imposing nationwide limitations, leakage is an
understandable concern. Leakage would still allow California to reap co-pollutant benefits, but at
the cost of GHG reduction goals and economic enterprise. While leakage is undoubtedly a real
concern in certain industries and contexts, leakage claims must be carefully assessed on an
industry-specific basis.

A related consideration is equity among regulated entities. Facilities located in
disadvantaged areas could claim that imposing more demanding standards on them is “unfair”
and renders them less competitive. However, imposing more demanding standards on facilities
in disadvantaged areas internalizes and holds them accountable for the costs they are imposing
on surrounding communities. While it is “unfair” to treat like entities differently, differences in
the impact of pollution justify creating different standards for facilities based upon their differing
impacts on the surrounding community.

In determining a given policy’s economic impact, the impact on regulated facilities is not
the only relevant concern. AB 32 includes not only the goal of achieving cost-effective
reductions, but also requires CARB to adopt climate policies that maximize overall societal

pollutants). Schatzki and Stavins argue that CARB should not attempt to achieve environmental justice objectives
within the cap-and-trade program due to the difficulty of determining the extent of the associated co-pollutant
impacts and the resulting difficulty in calculating the precise benefits to be achieved by including co-pollutant
objectives. Schatzki & Stavins, supra note 3, at 26. | argue that the difficulty in determining the extent of the
benefit just not justify forgoing the benefit.
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benefits, both environmental and economic.® The state’s cap-and-trade program will have
numerous ancillary costs and benefits that determine the policy’s overall economic impact.?®

Reducing co-pollutants has economic as well as environmental implications.
Concentrated pollution imposes significant economic costs, in the form of health expenditures,
lost productivity, and the like. Controlling co-pollutants is a significant economic co-benefit of
GHG regulation.”

Other relevant ancillary costs and benefits include employment impacts. While it is
important to recognize that maximizing co-pollutant benefits could have negative jobs impacts in
certain sectors, other sectors, like green tech sectors, could compensate for that impact.

Thus, determining the “economic impact” of a given measure requires CARB to consider
not only that measure’s cost-effectiveness for a given industry, but the economic benefits of
improving pollution and promoting the green technology sector.

(4) Implications if a federal cap-and-trade program is adopted. Because federal cap-and-
trade legislation may be adopted, it is necessary to assess (1) what mechanisms for meeting AB
32’s environmental justice goals would still be available; and (2) the potential impact of various
mechanisms on the federal program and potential tensions that could arise.

Under existing proposed federal legislation, California’s cap-and-trade program, as a
stand-alone program, is likely to be subject to a moratorium.?® That would eliminate the state’s
ability to achieve co-pollutant outcomes through allowance distribution (either for free or by 46-8
auction), and could impact the state’s control over auction revenue (if equivalent levels of Cont'd
allowance value or auction revenue are not directed to the states).

However, current draft legislation would preserve the states’ ability to impose regulations
or to establish state-level allowance retirement requirements.?® These mechanisms would likely
survive the enactment of federal cap-and-trade legislation.

% See, e.g., CAL. HEALTH & SAFETY CODE § 38562(b)(6) (requiring CARB to consider overall societal benefits).

% See Boyce, supra note 14, at 2-4 (observing that achieving efficiency requires considering the climate policy’s net
social benefits).

27 See id. at 2-3; Britt Groosman, Nicholas Z. Muller, and Erin O’Neill, The Ancillary Benefits from Climate Policy
in the United States (draft white paper, Sept. 2009). The Groosman study analyzed the co-pollutant benefits of
federal climate legislation proposed in 2008. While the substantial co-pollutant benefits they identify would be
slightly less dramatic in California due to California’s relatively low reliance on coal-fired power, the study
nevertheless demonstrates that GHG controls could provide substantial co-pollutant reduction benefits.

% See, e.g., American Clean Energy and Security Act of 2009, 111" Cong. § 861 [hereinafter Waxman-Markey]
(imposing a 5-year moratorium on state and regional cap-and-trade programs).

# See, e.g., Waxman-Markey § 334. The Waxman-Markey bill preserves the Clean Air Act’s general savings clause
that allows states to set more stringent air quality standards and limitations, and then goes on to state that the phrases
“’standard or limitation respecting emissions of air pollutants’ and ‘requirements respecting control or abatement of
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Even if California’s efforts are not preempted by federal legislation, the federal program
could create federal-state dynamics that are worth addressing. For example, California policies
could impact the national allowance and offset markets. It is worth assessing the interactions and
their implications for both California and the national program.

B. Options for Incorporating Co-Pollutant Reductions Goals

In the discussion below, I identify mechanisms and provide an initial analysis pursuant to
the factors identified above. The analysis is preliminary and intended to be illustrative rather
than complete.

It should be noted that, since the goal is improving the distribution of actual emissions,
the mechanisms below address only the “downstream” aspects of a trading system, where

allowances are held by emitting facilities.

Option 1: Combine Trading with Requlation

Although the PDR is focused on the trading program, CARB’s capacity to address
potential disproportionate impacts from the trading program could require it to utilize other
governmental authorities, like regulatory options. While the Scoping Plan includes extensive
regulatory measures for mobile source emissions and for electricity-generating units (the
environmental performance standard), industrial stationary source emissions are to be controlled
primarily through the cap-and-trade program.

Arguably, some of the potential distributional inequities associated with a trading
program could be dampened through judicious use of regulatory mechanisms. Such measures
could be targeted towards industries that have a high correlation between GHGs and co-
pollutants, where reductions in GHGs are likely to lead to significant improvements in co-
pollutant emissions. And they could be imposed only on facilities within disadvantaged areas
suffering from high levels of pollution, thus ensuring a base level of GHG reductions in those
locations that would most benefit from associated co-pollutant reductions. The regulatory
process could also assure that the chosen GHG reduction method in fact reduced, rather than
increased, co-pollutant emissions.

As part of the AB 32 implementation process, CARB is evaluating emission-reducing
options in a number of sectors, like glass and cement manufacturing. The energy audits of large

air pollution” shall include any provision to: ... require surrender to the State or a political subdivision thereof of
emission allowances or offset credits established or issued under this Act, and require the use of such allowances or
credits as a means of demonstrating compliance with requirements established by a State or political subdivision
thereof.” Id.
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industrial facilities are specifically considering the co-pollutant implications of improved
efficiency. If cost-effective GHG control mechanisms with positive co-pollutant consequences
emerge from these inquiries, CARB should consider requiring that the measures be adopted, at
least in polluted areas, rather than waiting for or expecting the cap-and-trade program to provide
the requisite incentive.

I now turn to a preliminary analysis of this option pursuant to the factors identified above.

(1) Degree and certainty of co-pollutant benefits: Regulatory mechanisms would
provide a higher degree of certainty in optimizing the location of co-pollutant reductions than a
trading program. Wherever imposed, baseline emissions would decrease, in contrast to a trading
program, where emissions could potentially remain constant or even increase (within the
constraints of existing co-pollutant controls). While regulatory options might be crafted as
performance standards and thus allow for emissions increases if production subsequently
increased, the adoption of the regulatory controls would reduce the baseline from which such
increases would occur.

(2) Ease of administration (for CARB and regulated entities). Regulatory measures
would require CARB to adopt (and potentially defend) the measures and require CARB to
incorporate the measures into facilities” existing permits. Since CARB and a number of high-
GHG facilities are already exploring potential GHG reduction methodologies, a regulatory
approach would not require new research. The regulatory approach would, however, impose the
administrative burden of promulgating and defending the rules. If controversial, the 46-8
administrative burden in developing and defending the rules could be substantial. Cont'd

Including the requirements in permits would create regulatory and enforcement costs.
The key issue is whether those costs are worth their results, and the relative difficulty of
enforcement in comparison with an unfettered trading program. While industry might prefer not
to have to engage in a GHG permitting process, CARB must weigh that aversion against
whatever advantages it believes such regulation could offer.

(3) Economic Impact. Reducing GHGs will not be costless for regulated entities.
However, regulations are not necessarily more costly than a trading program. The cost of each
depends upon their relative stringency and the degree to which a regulatory program incorporates
cost considerations in developing and imposing regulatory requirements. Under AB 32, CARB
has the discretion to decide when to impose regulation. If the agency imposes regulations that
are, by definition, cost-effective, then it is not clear that the industry cost of regulation would
necessarily be higher than industry costs in a trading program. CARB can also decide to impose
regulatory requirements only where the costs appear worth the benefits, and can decide not to
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impose them where reductions are inordinately expensive and do not provide benefits that would
otherwise justify the high cost.

One could argue: “Why bother imposing regulations if they are so cost-effective that they
are likely to duplicate the measures that the impacted industries would have taken on their own
under a trading program?” In response, regulatory measures could provide greater certainty that
cost-effective measures are in fact being taken. If offsets are widely available and offset and
allowance prices are low, the power of inertia could lead facilities to forego even cost-effective
controls. Industries might choose to pay for allowances on a short-term basis to avoid short-term
capital costs, even if the investment is cost-effective in the long-term. Regulatory requirements
would ensure that cost-effective investments are made.

Assuming the regulations impose somewhat greater costs on industry than it would
experience under a pure trading program, the extent of the impact would depend upon the
number of facilities subject to controls. If regulations were imposed only on facilities located in
polluted areas, the extent of the impact of imposing regulatory requirements would depend upon
how many facilities were in such areas. If many of the state’s most polluting industries are
concentrated in heavily-polluted areas, the impact of a regulatory approach could be quite broad.
Regulations could also be targeted toward industries with the strongest correlation between GHG
and co-pollutant emissions, further limiting the scope of the economic impact.

46-8
Cont'd

If regulations target GHG and associated co-pollutant reductions in disadvantaged areas,
they will be applied where they will have the greatest health benefits. As discussed above, health
benefits translate into economic benefits that could offset the economic impact of more stringent
controls.

(4) Implications if a federal cap-and-trade program is adopted. Recently-proposed
federal legislation has included the Clean Air Act’s saving clause, which allows states to set
stationary source standards.*® A preemption challenge is possible: an industry could claim that
state regulation is an obstacle to the full achievement of the federal trading program’s
objectives.®* The savings provision may be sufficient to defeat such a claim.

In a federal trading program, state facilities are likely to receive freely-allocated
allowances. If the regulations result in facility emissions that are less than the number of freely
allocated allowances, the state will have to decide what to do with the excess allowances. It
could require the facility to retire the allowances to the state (for the state to retire), or, it could
allow the facility to sell the extra allowances. The choice could depend upon whether the state’s

% See supra note 19.
3L william W. Buzbee, State Greenhouse Gas Regulation, Federal Climate Change Legislation, and the Preemption
Sword, 1 SAN DIEGO J. OF CLIMATE & ENERGY L. 23, 50-52 (2009).
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regulations are intended to achieve greater stringency (in which case it would want to retire the
extra allowances) or to achieve other purposes, like collateral co-pollutant and green tech
benefits (in which case it might be indifferent to the facility’s sale of its extra allowances).*

**k*

Option 2: Set Individual Facility Caps

CARB could also take steps to improve distributional outcomes within the confines of the
trading program. CARB could limit the trading flexibility of facilities in disadvantaged areas.
As a proxy for co-pollutant consequences, facilities in disadvantaged areas could have facility-
specific emission limits predicated on past emissions levels.

To prevent increases, facilities would not be allowed to emit more than a previous
baseline of existing emissions. To meet their compliance obligation, the facility would not be
able to submit more compliance instruments than the prior baseline.

To encourage reductions, facilities could not just be limited to their prior baseline, but be
required to reduce emissions to a certain percentage below existing emissions. For example, if
the emissions reduction goal in a given compliance period were 10%, they would not be able to
submit more compliance instruments than 10% below the prior baseline. 46-8
Cont'd

(1) Degree and certainty of GHG reductions (and associated co-pollutant benefits) in
disadvantaged areas. By tying the compliance requirement to prior emissions, this mechanism
would provide a relatively high degree of certainty that GHG and associated co-pollutant
emissions are not increasing in disadvantaged areas. If CARB not only limited emissions to
baseline emissions, but required facilities to reduce emissions, then it would provide a high
degree of certainty that GHG reductions are occurring in disadvantaged areas, maximizing co-
pollutant benefits. While the correlation between the GHG and co-pollutant reductions may not
be precise, some degree of correlation is likely.

Of all the mechanisms discussed, this approach is likely to provide the greatest certainty
in controlling co-pollutant consequences and would therefore provide the greatest certainty that
trading would not violate AB 32’s limitation on co-pollutant increases.

% For further development of the issues associated with achieving a more stringent state cap, see Alice Kaswan,
Decentralizing Cap-and-Trade? The Question of State Stringency, 1 SAN DIEGO J. CLIMATE & ENERGY L. 103
(2009). If the state were attempting to achieve a more stringent goal than the federal government, the state could
choose to concentrate the additional reductions in the state’s more heavily polluted areas.
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(2) Ease of administration (for CARB and regulated entities). This mechanism’s
administrative complexity would depend upon the administrative challenge associated with
determining (and defending) a facility’s baseline emissions. If the baselines are difficult to
determine, administrative resources will be required to develop them. And if baselines are likely
to be controversial and contested, administrative resources could be devoted to defending the
agency’s choice of baseline. In contrast, administering the compliance demonstration (ensuring
that allowances match emissions, and that emissions do not exceed the designated cap) does not
appear to impose an additional administrative burden beyond that normally associated with a
cap-and-trade program.

From industry’s perspective, the compliance requirement itself is not administratively
complex. The fact that the impacted industries are likely to resist the emissions restrictions does
not mean that it is administratively complex for them to comply.

(3) Economic impact. The extent of the impact on regulated facilities depends upon the
extent to which facility caps end up restraining emissions from the levels facilities would
otherwise have chosen. To the extent that impacted facilities are high-cost reducers who are
forced to reduce emissions when they would have purchased compliance instruments in an
unencumbered market, this mechanism will increase the costs of compliance for the affected
facilities. However, if the facilities would have adjusted their emissions to the required levels in
any case, then the mechanism would not impose additional costs on the affected facilities.

Since this mechanism would affect only those facilities in disadvantaged areas, it would
have less overall impact than regulations imposed on all facilities. And if it were limited to
facilities in disadvantaged areas whose GHG emissions are strongly correlated with co-pollutant
emissions, the impact would be even less.

To the extent this mechanism requires facilities to reduce emissions when it would have
been cheaper for them to buy allowances, it would impose additional industry costs. However, it
would also result in improved public health benefits that should be considered in weighing the
net “cost” of the restriction.

(4) Implications if a federal cap-and-trade program is adopted. Current proposed
federal legislation would allow states to establish their own compliance requirements for federal
allowances. The state should, therefore, be able to establish these allowance submission
requirements even if federal legislation is passed.

If this mechanism changes industry emissions decisions, it could have some impact on
the national allowance market. To the extent that the limitations induce high-cost reducers to
reduce emissions when they would otherwise have purchased allowances, this approach would

Kaswan Comments on Supplemental FED Page 26

46-26

46-8
Cont'd


amber.giffin
Line

amber.giffin
Typewritten Text
46-8
Cont'd


Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

increase the supply of allowances relative to the no-control scenario. If widespread enough, it
could lead to a slight decrease in national allowance prices.

**kx

Option 3: Incentives for Greater Reductions in Disadvantaged Areas (differentiated
allowance allocation, surcharges or higher allowance prices, or enhanced allowance
retirement requirement)

Instead of pegging allowance submission requirements to a previous baseline, CARB
could create incentives for greater GHG (and associated co-pollutant) reductions in
disadvantaged areas. To the extent allowances are freely distributed, CARB could distribute
fewer allowances to facilities in disadvantaged areas. CARB could also impose a fee on
emissions from facilities in disadvantaged areas.® If allowances are auctioned, CARB could
charge a higher price for allowances to be used in disadvantaged areas. Alternatively, whether
allowances are auctioned or distributed for free, CARB could require a higher ratio of
compliance instruments per ton of emissions. For example, a facility in a disadvantaged area
could be required to submit 1.2 allowances per ton of emissions. All of these mechanisms would
directly or indirectly increase the cost of emitting GHGs and create a stronger incentive for
actual GHG (and associated co-pollutant) reductions.

(1) Degree and certainty of GHG reductions (and associated co-pollutant benefits) in
disadvantaged areas. The effectiveness of these incentive-based mechanisms at reducing 46-8
emissions in disadvantaged areas is likely to depend upon the price of allowances and offsets in Cont'd
relation to the costs of control. The more expensive the cost of compliance instruments, the
greater the incentive for facilities to engage in emissions reductions rather than purchasing
allowances.

By creating incentives rather than setting specific emission limitations, this approach
would provide less certainty than capping individual facility emissions. Facilities could choose
to continue to emit and to buy compliance instruments, notwithstanding the cost.

(2) Ease of administration (for CARB and regulated entities). The administrative
implications of these incentive approaches vary depending upon the particular approach. If
fewer allowances are distributed to facilities in disadvantaged areas, then baseline emissions
would have to be determined. That baseline determination would, however, be a necessary
prerequisite to the allowance distribution scheme itself, and not be a consequence of choosing to
modify allowance distributions based upon a facility’s location in a disadvantaged area.

* See Boyce, supra note 14, at 10.
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Enhanced allowance submission requirements should be administratively straightforward
for CARB. They do not require the agency to establish and defend new facility baseline emission
determinations.

Neither distributing fewer allowances to facilities in disadvantaged areas nor enhanced
allowance submission requirements would impose a significant administrative burden on
complying industries. (The economic burden is discussed below.)

For impacted industries, the administrative feasibility of charging higher auction prices
for allowances to be used in disadvantaged areas would depend upon the extent to which
facilities are likely to know, at the time of purchase, where they intend to use the allowances. If
facilities purchase allowances right before their compliance obligation is due, the process could
be straightforward. But if they purchase them in advance and/or sell them, then the link between
auction purchase and location-of-use could become more attenuated. The more attenuated, the
greater administrative challenges this option presents.

(3) Economic impact. All of these options would be likely to impose higher costs than
an unrestricted trading program. As incentive systems, they are intended to impose higher costs
in order to trigger greater emissions reductions. The costs would not be industry-wide since they
would be imposed only on those facilities in disadvantaged areas. If the incentives were imposed
only on those industries with a high correlation between GHG and co-pollutant emissions, then
the overall cost of such constraints could be further limited.

46-8

Assuming some increase in costs, a more interesting issue is how the cost of these Cont'd
mechanisms would compare with the cost of imposing individual facility caps. The economic
impacts would depend upon the type of incentive mechanism.

Distributing fewer allowances to facilities in disadvantaged areas. If facilities in
disadvantaged areas receive fewer allowances, then they would either have to reduce emissions
by more or have to purchase additional allowances. That flexibility could provide some cost
savings in comparison with capping individual facility emissions, since facilities would have the
option of purchasing allowances if that were cheaper than reducing emissions.

Charging a surcharge, higher allowances prices at auction, or imposing heightened
allowance submission requirements. The impact of imposing fees, higher allowance prices, or
heightened allowance submission requirements on facilities would depend upon whether they are
high or low cost reducers. For low-cost reducers, imposing heightened allowance submission
requirements or higher prices could impose higher costs than capping individual facility
emissions. Low-cost reducers would likely respond to a trading program with emissions
reductions, so capping individual facility emissions would not impose any extra costs on low-
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cost reducers. If low-cost reducers were required to pay more for allowances or were required to
submit more allowances per ton of emissions, however, then they would face higher costs even
though their emissions were reduced.

For high-cost reducers, the flexibility offered by the incentive approach might reduce
costs relative to capping individual facility emissions. Imposing a set limit of emissions could be
very expensive for high-cost reducers. For them, it might be cheaper to pay a fee or buy
allowances — even extra allowances — than to reduce emissions.

More generally, requiring more allowances per ton of emissions could indirectly increase
the price of compliance instruments. If facilities subject to the restriction were to purchase
compliance instruments rather than reduce emissions, this approach could also, effectively,
tighten the cap and reduce the supply of compliance instruments. That could increase prices
generally, extending the cost impacts beyond the directly targeted facilities. The extent of the
impact would depend upon how many facilities were subject to the requirement and the extent to
which they responded by purchasing compliance instruments rather than reducing emissions.

Alternatively, if this approach were effective in incentivizing emission reductions, and
facilities reduced emissions by more than they would have under a traditional cap-and-trade
program, then their net demand for compliance instruments would not change, notwithstanding
the increased allowance-to-emissions ratio. Under that scenario, there would be little impact on
allowance supply and the cost of allowances.

46-8
(4) Implications if a federal cap-and-trade program is adopted. If a federal cap-and-trade Cont'd
program is adopted, the state would no longer control allowance distribution and would not be
able to distribute fewer allowances to facilities in disadvantaged areas or charge higher prices for
allowances at auction. However, since currently proposed federal legislation does allow states to
establish their own allowance submission requirements, they could still charge emissions fees or
require the submission of more than one compliance instrument per ton of emissions.

To the extent that requiring the submission of more than one compliance instrument per
ton of emissions leads facilities to buy instruments rather than reducing emissions, there could be
some impact on the national cap and the national allowance market. But if facilities respond to
the reduction incentive by reducing emissions, then there would still be some impact on the
national cap (since facilities would be reducing by more than one ton per compliance
instrument), but there should be little, if any, impact on the national allowance market.>

¥ Since facilities reduced emissions, they would not be demanding more allowances from the national allowance
market, notwithstanding the enhanced allowance submission requirement. If the demand for allowances does not
change, then allowance prices are unlikely to change.
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*kk

Option 4: Zonal trading

The South Coast’s RECLAIM program has imposed zonal limitations to limit trading
from facilities in a cleaner zone to facilities located in a more polluted zone. Some have
suggested a similar approach for California’s cap-and-trade program.®® Conceivably, facilities in
disadvantaged areas could be prohibited from using allowances generated by reductions from
facilities in non-disadvantaged areas. In that way, pollution reductions in clean areas would not
contribute to continued or increasing emissions in disadvantaged areas.

If this approach decreased the availability of allowances in disadvantaged areas, then
allowance prices for allowances that could be used in such areas would likely increase, creating a
stronger incentive for emissions reductions. In the RECLAIM program, zonal trading limitations
led to substantially higher allowance prices for allowances in the more polluted area,
incentivizing reductions for that region.*

46-8

(1) Degree and certainty of GHG reductions (and associated co-pollutant benefits) in Cont'd

disadvantaged areas. If allowances are auctioned and most facilities fulfill their compliance
obligation through auction purchases, then trading would be relegated to a relatively small role.
Facilities in disadvantaged areas would buy the allowances they need at auction, rather than
relying on trades. Under such circumstances, it is not clear how effective this mechanism would
be at limiting emissions in more polluted areas.

However, if allowances are freely distributed, then facilities are more likely to use trading
to adjust to their preferred level of emissions reduction. The extent to which a zonal trading
program would improve distributional results would depend upon the extent to which the trading
program decreased the available supply of allowances in disadvantaged areas and, as a
consequence, increased allowances prices and incentivized emissions reductions.

In terms of the certainty of reductions, a zonal trading program would primarily create
reduction incentives rather than imposing strict limits, and would thus not provide certainty
regarding GHG (and associated co-pollutant) reductions in disadvantaged areas.

The impact of zonal trading on allowance supply would depend upon where reductions
occur: if they primarily occur within disadvantaged areas themselves, then there would be little
impact on allowance supply since such allowances could be used anywhere. That result would
be positive on some levels, because it would reflect reductions in disadvantaged areas. However,

% See Boyce, supra note 14, at 10-12.
% 1d. at 11 (noting higher prices in RECLAIM’s restricted zone).
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if those reductions are then channeled to other disadvantaged areas, it would not ensure that all
disadvantaged areas reap the benefits of the zonal trading system.

If reductions primarily occur in non-polluted areas, and the resulting allowances are not
available for use in disadvantaged areas, then the zonal trading program could have a more
substantial impact on allowance supply in disadvantaged areas, on the resulting allowance prices
in those areas, and on the associated emission-reduction incentive.

The impact could also depend upon how the allowance market plays out. It is
conceivable that zonal trading could influence who uses which allowances, without substantially
impacting the number of allowances available in disadvantaged areas. If sufficient unrestricted
allowances are available, they could flow to disadvantaged areas while the restricted allowances
remain within non-disadvantaged areas. Under this scenario, a zonal trading program would not
substantially impact co-pollutant emissions in disadvantaged areas.

(2) Ease of administration (for CARB and regulated entities). For CARB and for
impacted industries, the ease of administration would depend upon the degree to which
allowances can be easily tagged and traced to their source. That traceability would be
particularly important if a dynamic allowance market develops that goes beyond one-on-one
transactions.

(3) Economic impact. The economic impact of this approach on regulated entities
would depend upon the extent to which the zonal trading program impacted the availability, and
associated cost, of allowances; the cost of emissions reductions (as an alternative to purchasing
allowances); and the number of facilities affected by the restrictions.*’

As with all of these mechanisms, the higher allowance prices would reflect the higher
social costs associated with pollution in disadvantaged zones. As Prof. Boyce notes, since “co-
pollutants result in variations in marginal abatement benefits, ... permit price differentials can be
an efficiency-improving result.”*

(4) Implications if a federal cap-and-trade program is adopted. A zonal trading program
would be difficult to implement under a federal trading program. Although currently proposed
federal legislation would allow states to establish their own allowance compliance submission
requirements, California would not be able to “tag” allowances (and label them as from a
polluted versus an unpolluted area) if the allowances are generated outside of California’s

¥ In the RECLAIM program, allowances in the restricted area cost 8 times more than allowances in the unrestricted
zone. See Boyce, supra note 14, at 11.
%1d. at 11.
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jurisdiction. Any effort to limit trading to allowances created within California would likely be
deemed unlawful under the Dormant Commerce Clause.

**kx

Option 5: Enhanced Offset Restrictions in Disadvantaged Areas

Since the use of offsets results in less of a co-pollutant reduction benefit from covered
facilities, one option could be to limit the use of offsets by facilities in disadvantaged areas. This
approach could increase the cost of emissions (assuming that allowances and offsets retain
separate prices in the allowance market), and could thereby create an indirect incentive for
emissions reductions.

However, it appears to be a fairly blunt instrument for accomplishing its objective, since
facilities could continue emitting by purchasing allowances rather than offsets. Policies that
focus on the use of all compliance instruments, both allowances and offsets, appear better suited
to accomplishing emission reduction objectives in disadvantaged areas. And concerns about
offset use could be more directly addressed through controlling the use of offsets at all facilities,
not just in disadvantaged areas. For these reasons, | do not discuss this option further.

46-8
Cont'd

*kk

Option 6: Require Use of In-State Offsets

Some have suggested that California should accept only offsets that have been generated
within the state. That policy could be motivated by a number of factors, including ensuring that
California receives the benefits, both environmental and economic, of offsets. The policy could
have co-pollutant benefits because some potential offsets, like reducing manure-related
agricultural emissions, would also reduce co-pollutants.®

(1) Degree and certainty of GHG reductions (and associated co-pollutant benefits) in
disadvantaged areas. This approach would concentrate offsets’ co-pollutant reduction co-
benefits within California. However, it would not provide a mechanism for controlling the
nature or distribution of those co-benefits. For example, if an urban facility purchased
agricultural offsets, that transaction could reduce rural pollution, but it would not address the
urban emissions enabled by the offset transaction.

% See DAVID ROLAND-HOLST, CARBON EMISSION OFFSETS AND CRITERIA POLLUTANTS: A CALIFORNIA
ASSESSMENT (2009), available at http://www.ucsusa.org/assets/documents/global_warming/Offsets-and-Criteria-
Pollutants.pdf.
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It is also unclear how many offsets would be generated by activities that reduce co-
pollutants. Many offset opportunities, like timber conservation or soil tillage practices, sequester
carbon rather than reducing co-pollutants. While those offsets may have their own important co-
benefits, they do not lead to co-pollutant reductions.

A more direct way of achieving the co-pollutant reduction benefits associated with
certain offsets, like agricultural or landfill reductions, would be to require such reductions
directly, rather than relying upon the offset market to incentivize and pay for such reductions. If
agricultural or landfill reductions are available as offsets, then they simply replace reductions in
other sectors. More co-pollutant reductions would be achieved by requiring reductions in both
industrial and agricultural/landfill emissions.

(2) Ease of administration (for CARB and regulated entities). California would
have more control over offsets generated within California, and so its administration of
California offsets could be more effective than relying upon offsets generated outside of
California.

It is not clear how the burden associated with a California-offsets-only policy would
compare with accepting out-of-state offsets, since the comparison would depend upon the
relative complexity of California’s process for accepting out-of-state offsets. The more
California attempts to independently verify out-of-state offsets, the greater the burden of out-of-
state offsets. However, if California were to simply accept out-of-state offsets (presumably
approved by an out-of-state entity), then accepting out-of-state offsets could impose less 46-8
administrative burden than verifying in-state offsets (with, however, perhaps some loss to the Cont'd
effectiveness of the state’s control).

(3) Economic impact. Limiting California facilities to in-state offsets could deprive
state facilities of low-cost offsets generated elsewhere. At the same time, however, limiting
California facilities to in-state offsets would provide other California entities, like the timber and
agriculture sectors, with the profits associated with the offsets.

(4) Implications if a federal cap-and-trade program is adopted. Limiting offsets to
those generated in California would be problematic if a federal trading program is adopted.
Industries opposed to the limitation would likely challenge it as a violation of the Commerce
Clause, particularly since it explicitly discriminates against offsets generated in other states and
could be viewed as protectionist to California’s economic interests.

Presumably, such a measure would also be highly controversial within the Western
Climate Initiative, if that trading program were to become operational prior to the adoption of a
federal program.
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Option 7: Use Auction Revenue to Reduce Co-pollutants in Disadvantaged Areas

If allowances are auctioned, a certain percentage of auction revenue could be dedicated to
helping disadvantaged communities. The California legislature is considering legislation to
create this type of “community benefits fund” (“CBF”).*> One potential use of the CBF would
be to reduce co-pollutants, particularly in communities where the GHG trading program has not
generated emissions reductions.

(1) Degree and certainty of GHG reductions (and associated co-pollutant benefits) in
disadvantaged areas. The degree and certainty of GHG reductions would depend upon how
fund revenue was distributed and the uses to which such revenue could be put. If directly
channeled to communities that have not received co-pollutant reduction benefits from the trading
program and dedicated to co-pollutant reductions, then the fund could address co-pollutants in
disadvantaged areas with a fairly high degree of effectiveness and certainty. However, if
affected communities must apply for funds (as is proposed in current legislation), then there is no
guarantee that communities experiencing a maintenance or increase in emissions would apply for
and receive grant funds. In addition, CBF proposals have generally allowed the funds to be used
for a wide variety of important benefits, including alternative energy and adaptation, so it is not
clear that communities would use the funds for co-pollutant reductions.

This proposal has inherent value as a mechanism for using revenue from the trading 46-8
system to help disadvantaged communities. It does not, however, provide a direct mechanism Cont'd
for meeting AB 32’s co-pollutant goals.

(2) Ease of administration (for CARB and regulated entities). This proposal would
operate outside the trading process, and so would not create additional burdens within the trading
program. It would, however, require a separate administrative process for administering the
community benefits fund.

(3) Economic impact. Assuming that allowances were auctioned in any case, this
proposal addresses the distribution of the revenue, not the cost to regulated entities. This
memorandum will not address the much larger question of the economic impact of auctioning
allowances versus distributing them for free.

(4) Implications if a federal cap-and-trade program is adopted. If a federal cap-and-
trade program were adopted, California would lose the ability to auction allowances. The extent

0 AB 1405, California Global Warming Solutions Act: Community Benefits Fund (introduced February 2009),
available at: http://www.leginfo.ca.gov/pub/09-10/bill/asm/ab_1401-
1450/ab_1405_bill_20090901 amended_sen_v93.pdf. The bill is currently inactive.
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to which California could continue to operate a community benefits fund would depend upon the
extent to which a federal program directed auction revenue to the states and gave the states the
flexibility to use auction revenue for reducing co-pollutants. It is also conceivable that
California would be able to generate revenue through other mechanisms, like fees, in lieu of
allowance sales.

Conclusion

The foregoing analysis demonstrates that CARB does have options for addressing the co-
pollutant implications of its trading policy and that such options can and should be rigorously
evaluated. These comments do not recommend a particular mechanism; instead, they are
designed to assist CARB in conducting its analysis of potential options. The analysis is intended
to be illustrative rather than definitive. Other variables may be relevant to CARB’s analysis.
There may be other viable mechanisms for addressing the co-pollutant consequences of a GHG
trading program. And the analysis itself would undoubtedly benefit from CARB’s detailed
understanding of the impacted industrial sectors and their likely behavior under a trading
program.

Part 111: Miscellaneous Comments on the PDR
Offset Use

By allowing 4 percent of emissions to be covered by offsets, the state is allowing covered
facilities to rely heavily upon offsets rather than their own reductions. Assuming that the 4
percent or emissions represents 49 percent of the required emissions reductions, the covered
sectors are likely to reduce emissions by much less than they would have absent such a generous
offset policy. The chances of increasing or maintaining co-pollutants in disadvantaged areas are
much higher if the covered facilities are not, in fact, required to make a substantial portion of the
reductions themselves. The trading program would be much more effective at simultaneously
lowering industrial co-pollutants if the covered sectors were required to make more of their own
emission reductions.

As noted above, some of the offset opportunities present their own co-pollutant reduction
benefits, like reduced agricultural emissions. While such reductions would clearly benefit the
state, it is not clear that there should be a trade-off between industrial and agricultural emissions.
The state would achieve greater GHG and co-pollutant reductions if it required both agricultural
and industrial reductions, instead of allowing agricultural reductions to substitute for industrial
reductions.
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While the primary focus of these comments is on the implications of California’s cap-
and-trade program for co-pollutants, it should be noted that the generous offset policy also
minimizes the incentive for transformative change by reducing incentives for green alternatives.

CARB has likely proposed a heavy reliance on offsets due to concerns about the cost of
the trading program.** However, since experience with past trading programs has shown that
actual costs are often lower than anticipated, California could take a more nuanced approach to
offsets. It could more strictly limit the use of offsets initially. Then, if the price of allowances
exceeded certain (high) thresholds,*? it could progressively increase the level of permissible
offsets. (RGGI has adopted a similar approach.)

Modifications of the Base Budget in Response to Improved Estimates of Expected Emission
Levels

The PDR’s proposal to allow CARB to modify the annual base budget*® is an important

attribute to avoid an insufficiently stringent cap, particularly if economic growth is slow and base
emissions are lower than anticipated. However, | recommend that CARB retain the flexibility
only to adjust the cap downward, not upward. One of the benefits of a cap is that it holds down
emissions even if the state experiences economic or population growth that leads to higher-than-
anticipated emissions. It would be more environmentally beneficial to respond to such higher
emissions, and the higher cost of allowances that result, through cost containment measures that
do not jeopardize the cap.

Treatment of Biomass Fuels

The PDR suggests that facilities combusting biomass fuels would not be required to
surrender allowances.** Presumably, that approach is intended to create an incentive for biomass
combustion. The potential environmental implications, like associated co-pollutants and
agricultural implications, should be carefully assessed.

Conclusion
AB 32 presents a unique opportunity and a unique challenge. It allows CARB to adopt a

cap-and-trade program, but subjects that trading program to objectives and constraints not faced
by other trading programs. By imposing distributional goals on a trading program, AB 32 will

“1 CARB’s proposal is consistent with the design principals for the Western Climate Initiative. However, those
design principles set 49 percent as the maximum level a state can use; they do not preclude a state from setting
tighter limits on offset use.

“2 The thresholds should be relatively high in order to ensure that a sufficient price signal is established for
emissions reductions and the promotion of green alternatives.

“ PDR § 95910.

* PDR § 95950.
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allow CARB to accomplish multiple objectives. While challenging, AB 32 allows CARB to

develop a comprehensive, integrated, pollution control plan that will help guide the development

of a cleaner, greener, infrastructure for the state.

46-8
Thank you for your consideration of these comments. | would be happy to answer any Cont'd

questions or to discuss the comments with you or your staff at you or their convenience. | can be

reached at kaswan@usfca.edu or (415) 422-5053.
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L 46 Response

46-1

The commenter states that the Supplement provides a helpful analysis
and that the comments provided are intended as input to ARB and do not
address legal adequacies of the Supplement. The letter provides valuable
insight for ARB to consider in future policy decisions. The comments
focus on actions and measures that could be considered to minimize
potential co-pollutant emissions in impacted communities. Please refer to
response 4-1 regarding cap-and-trade program design issues.

ARB has reviewed this comment and determined that it does not directly
relate to the adequacy of the environmental analysis prepared for the
alternatives to the Proposed Scoping Plan. Per the CEQA Guidelines
(CCR section 15204), reviewers should focus on the sufficiency of the
document identifying and analyzing the possible impacts on the
environment and ways in which the significant effects might be avoided or
mitigated. ARB has reviewed this comment, and determined that it neither
applies nor raises any substantial issues regarding the adequacy of the
environmental analysis of the alternatives in the Supplement. In
accordance with ARB’s certified regulatory program (CCR section
60007[a]) and CEQA Guidelines (CCR section 15088), no revision or
further written response is required in response to this comment because
no significant environmental issues were raised related to the proposed
action; however, this comment is included in the public record for review
by other interested parties and decision-makers.

Nonetheless, the commenter suggests that uncertainty and uneven
distribution of emissions are disadvantages of a cap-and-trade program or
other market-based trading scheme, and the establishment of individual
emission caps on facilities located in impacted communities could
minimize potential localized impacts in those locations. ARB notes that
previous research suggests otherwise. In a study of the acid rain
program, U.S. EPA staff analysis found that under the SO, emissions
trading program, the largest reductions occurred in areas with the highest
emission levels. This finding was true both regionally and at individual
plants. Thus, it is possible that the areas with highest emissions could
observe disproportionate benefits from a cap-and-trade program.
Nevertheless, should a cap-and trade regulation be approved, ARB is
committed to monitoring to identify and to address situations where the
regulation causes an adverse localized air quality impact. Please refer to
responses 37 and 106-4 for additional discussion of adaptive
management.
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The proposed Cap-and-Trade Regulation is a separate ongoing
rulemaking process, and may or may not ultimately be approved by ARB
in its currently proposed configuration or with design modifications. The
suggested modification to establish emission caps on facilities located in
impacted communities is one possible strategy to mitigate localized
impacts should localized impacts become an issue under any cap-and-
trade regulation. It is important to recognize that none of the GHG
reduction measures or regulations supersede any air quality regulations.
California air quality is protected under the umbrella of the federal Clean
Air Act and the California Clean Air Act which establish ambient air quality
standards. Facility-specific emission requirements are established by
local air pollution control districts and/or air quality management districts
(air districts), which have the authority to limit emissions through the
application of stringent emission controls for both new and existing
sources. Additional mitigation may be required for mobile and other
sources as part of the overall CEQA evaluation. ARB strongly believes
that the potential for adverse environmental impacts in localized areas
from existing facilities is extremely unlikely with or without a cap-and-trade
regulation as emissions are already subject to existing permits, regulatory
controls, and enforcement actions. The potential for localized impacts is
similar under all of the alternatives evaluated.

The commenter also addresses the issue of offsets in a potential cap-and-
trade program. As noted above, the proposed Cap-and-Trade program is
a separate ongoing rulemaking process, and may or may not ultimately be
approved by ARB in its currently proposed configuration or with design
modifications. The Supplement presents the most current estimates of
reductions that could be achieved by Scoping Plan measures, prepared in
October 2010 based on the CEC 2009 IEPR. Some reductions would be
implemented sooner than others, but all reductions must be realized by
2020 in order to reach the AB 32 2020 target.

The commenter suggests that ARB prepare a detailed strategy for its
adaptive management approach. ARB is currently developing the
adaptive management component of the proposed Cap-and-Trade
Regulation, and would be seeking stakeholder input. At least once each
compliance period, ARB would use information collected through the
mandatory reporting regulation, the proposed Cap-and-Trade Regulation,
the industrial efficiency audit, and other sources of information to evaluate
how individual facilities are complying with the regulation. If any adverse
impacts are identified, ARB would, if feasible, modify the program to
lessen the impacts. Please refer to responses 37 and 106-4 for additional
discussion of adaptive management.
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46-2
46-3
46-4
46-5
46-6
46-7

46-8

The commenter has provided numerous valuable suggestions regarding
the selection of alternatives presented in the Supplement, and the
comparison of the relative merits of those alternatives. The range of
alternatives examined in the Supplement is the same as that presented in
the 2008 FED, but the level of analysis has been expanded to provide a
more in-depth comparison of the alternatives. There are many possible
modifications of each of the alternatives that could be considered. The
alternatives evaluated were intended to provide context and an
understanding of the fundamental differences between the basic
approaches that could be implemented to achieve the required GHG
reductions. As noted by the commenter, should ARB pursue a cap-and-
trade regulation, a combination of the examined alternatives could be
designed to potentially achieve specific benefits and minimize less
desirable traits of the alternatives as considered individually. Thisis a
valuable observation and several of the suggested modifications may be
appropriate to address specific issues, such as localized emissions in
impacted communities. ARB is continuing to evaluate other measures
that could address these concerns. ARB is currently collecting information
on opportunities for further greenhouse gas and co-pollutant emission
reductions through the Energy Efficiency and Co-benefits Assessment
Regulation for Large Stationary Sources. ARB is scheduled to receive this
data by the end of 2011. Staff would initiate a process to ensure that large
industrial sources subject to the regulation be required to take all cost-
effective actions identified under those audits. The audit results, due to
ARB by the end of 2011, would inform the development of regulatory
requirements staff intends to propose to the Board in 2012. ARB staff
plans to initiate a separate public process in Fall 2011 to discuss metrics
and actions to implement this commitment. AB 32 provides ARB the
authority to adopt technologically feasible and cost-effective measures
regardless of whether they are identified in the Scoping Plan.

Please refer to response 46-1.
Please refer to response 46-1.
Please refer to response 46-1.
Please refer to response 46-1.
Please refer to response 46-1.
Please refer to response 46-1.

The commenter incorporates her comments submitted in December 2010
on the proposed Cap-and-Trade Regulation. Response 4-1 which
explains that the purpose of the Supplement is to provide an expanded
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analysis of alternatives examined in the broad programmatic
environmental review of the 2008 FED. The purpose is to allow the public
and decision-makers to consider broad policy and regulatory alternatives
to the proposed project and not to take up particular details about specific
design features of each measure, including a cap-and-trade program.
These detailed comments on the proposed Cap-and-Trade Regulation are
appropriately addressed in the separate rulemaking process for that
proposed regulation. The commenter’'s comments submitted during that
rulemaking process addressing its separate environmental analysis will be
answered in writing and considered by the decision-makers prior to
consideration of that regulation for final adoption in October 2011. Please
refer to response 4-1.
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~>=_(CalChamber

CALIFORNIA CHAMBER OF COMMERCE

July 27, 2011

The Honorable Mary Nichols

Chair, California Air Resources Board
1001 | Street

Sacramento, CA 95814

Subject: CalChamber’s Comments on the Supplement to the AB 32 Scoping Plan
Functional Equivalent Document as released June 13, 2011

Dear Chairwoman Nichols:

The California Chamber of Commerce (CalChamber) appreciates the opportunity to comment on the
California Air Resources Board (CARB) Supplement to the AB 32 Scoping Plan Functional Equivalent
Document (FED).

The CalChamber is the largest broad-based business advocate in the state, representing the interests of
nearly 15,000 California businesses, both large and small. As the representative of California businesses
both directly and indirectly impacted by the promulgation of AB 32 regulations, CalChamber strives to
remain a constructive voice throughout the AB 32 implementation process in order to advance the
greenhouse gas (GHG) emission reduction goals in a cost-effective manner while protecting California
businesses and allowing for economic growth.

CalChamber has long maintained that if designed appropriately, a market-based mechanism such as the
cap-and-trade, has the ability to garner significant GHG reductions in a cost effective manner. A well 47-1
designed cap-and-trade program can provide cost savings for AB 32 implementation and create market
incentives that will encourage the innovation and creativity that drives California’s economy. To minimize
emissions and economic leakage, it is important that key features of such a program include free
allowance allocation, a broad use of offsets, and the ability for seamless linking to a regional or federal
program. As the state recovers from one of the hardest economic recessions of our time, it is important
that CARB also consider trade exposure, the economy and job leakage impact to capped industries within
the design elements of a program as it moves forward with the FED.

Contrary to a market based mechanism, direct command and control regulations are too prescriptive, they
increase compliance costs and do little in terms of driving economic innovation. Command and control
regulations are also limiting and are only applicable to in-state facilities whereas a market based

mechanism can expand beyond the state’s jurisdiction with a potential linkage to regional, national and 47-2
international programs. Likewise, a carbon tax policy may provide predictability but it is not necessarily
cost-effective and would do little to spur economic and technological innovation.

1215 K Street, Suite 1400
Sacramento, CA 95814
916 444 6670
wwiy.calchamber.com
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CalChamber has expressed concern with the treatment of fuels under CARB'’s current proposed cap-and-
trade system in previous comments to CARB, and with the revision of the FED, we believe it is
appropriate to request that the 2015 inclusion of transportation fuels be revisited. With no Western

Climate Initiative (WCI) trading partners ready to link, California will be alone in such a program. A 47-2
California-only fuels under the program should be further evaluated with all economic impacts taken into Cont'd
consideration — including cost and consideration for the fact that California is already implementing the on

Low Carbon Fuel Standard (LCSF). Given the importance of transportation on California’s economy, and
the significance of energy costs to nearly every resident and business in the state, it is imperative that
CARB do a thorough analysis of the economic impact of CARB's current proposal to include fuels in a
unilateral cap-and-trade program; making sure that costs are minimal and total benefits to California are
maximized.

To ensure GHG reductions are achieved while maintaining the competitiveness of California businesses
and the health of the economy, it is critical for CARB to monitor key indicators of not only the GHG
reductions that are occurring, but also indicators of the health of California’s economy. As expressed in
earlier comments of the Scoping Plan in 2008, evaluation of all the economic impacts is of utmost priority
and essential in order to keep the program’s credibility. We urge CARB to identify and monitor these key
indicators and correct any inadvertent problems that may occur before significant damage is done to
California’s economy or environment.

We also urge CARB to include a periodic review process of the AB 32 Scoping Plan to ensure emission
reduction goals are being met in a manner that is both economically efficient and environmentally sound. 47-3
Periodic Scoping Plan reviews should include impact assessments of a California-only program to ensure -
that it meets the economic and emission reduction goals of AB 32. While it's important to ensure the
GHG goals of AB 32, it is equally important that consideration and oversight be given to any and all
economic impacts, including those industries that would be both directly and indirectly impacted as a
result of economic leakage. As CARB moves forward, we hope that these and other important issues are
addressed with much diligence and oversight via an open forum that allows for public participation and
comment in order to ensure transparency in the process and maintain integrity in the program.

Again, we appreciate your consideration and the opportunity to comment on the Supplement to AB 32
Scoping Plan FED.

Should you have any questions, please feel free to contact me at (916) 444.6670

Sincerely,

i) (Yo

Brenda M. Coleman
Policy Advocate
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L47 Response

47-1

47-2

47-3

The commenter states key features should be considered (e.g., free
allowance allocation) to minimize emissions and economic leakage.
Please refer to response 4-1, 36-1, and 36-2.

The commenter expresses the opinion that direct command-and-control
regulations are too prescriptive and increase compliance costs and do
little to drive economic innovation. The commenter also indicates that a
carbon tax may provide predictability but is not necessarily cost-effective.
The commenter also requests that the 2015 inclusion of transportation
fuels be revisited in the proposed Cap-and-Trade program. Costs of
compliance with the LCFS should be considered, and the commenter
requests that a thorough economic impact of including fuels in a cap-and-
trade program. The comments do not pertain to the adequacy of the
impact analysis of the Supplement. Rather, the comments focus on the
design features of the proposed Cap-and-Trade program. The Proposed
Scoping Plan recommends that ARB pursue various emission reduction
measures, including a cap-and-trade regulation, but any specific measure,
including a cap-and-trade regulation, can be adopted only through a
separate, independent rulemaking that includes a more detailed
environmental analysis and opportunity for public comment. Accordingly,
comments about particular components of specific emission reduction
measures (such as a cap-and-trade regulation) do not raise a "significant
environmental issue associated with the proposed action” (see CCR
section 60007[a] [emphasis added)]), because the proposed action (i.e.,
the Proposed Scoping Plan) does not include adoption of the particular
components of specific measures (such as a cap-and-trade regulation).

To clarify, the proposed Cap-and-Trade program recommended in the
Proposed Scoping Plan was proposed as a rule in October 2010
(http://www.arb.ca.gov/regact/2010/capandtrade10/capandtrade10.htm)
and will not be considered for final adoption until October 2011. The Staff
Report (ISOR) for the proposed Cap-and-Trade Regulation explains the
agency’s rationale for choosing the design of the regulation as proposed.
(See information at the website:
http://www.arb.ca.gov/regact/2010/capandtrade10/capisor.pdf) The LCFS
final statement of reasons can be found at:
http://www.arb.ca.gov/regact/2009/Icfs09/Icfscombofinal.pdf

The commenter encourages ARB to continue monitoring of economic
impacts and to ensure that AB 32 objectives to minimize leakage are met.
Comment is noted. The commenter also encourages a periodic review
process. AB 32 already requires a periodic review process.
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California Environmental Protection Agency
- Search ARB Q
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GOV

Comment Log Display

BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.
COMMENT 48 FOR SUPPLEMENT TO FED -AB-32 SCOPING WITH CEQA (CEQA-SP11) - NON-REG.

First Name: Matthew

Last Name: Fidanque

Email Address: mfidanque@gmail.com

Affiliation: West Oakland Environmental Indicators Pr

Subject: AB32: Alternative to cap and trade T
Comment:

As an environmental policy analyst and social justice advocate, |
understand the need to move forward with comprehensive climate
change legislation for California. However, the cap and trade
system that CARB has advocated is neither equitable nor effective.
Rather than giving away pollution rights to corporations, and
supporting ineffective and discriminatory offset projects in
developing countries, we should focus on reducing greenhouse gas
emissions here in our state and charging forward into the clean
energy future.

A more productive strategy would be to regulate specific pollution
sources, in order to improve the health of our vulnerable
communities that live near these sources, and implement a carbon
tax, whose revenue can encourage public transportation, energy
efficiency projects, and solar and wind generation. We cannot have
a "Global Warming Solutions Act" unless it supports solutions for
all of us, including communities at risk.

Thank you,
Matthew Fidanque
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L 48 Response

48-1 The commenter expresses support for a direct regulatory approach in
combination with a carbon tax. Comment does not raise specific issues
regarding the adequacy of the environmental analysis; therefore no
revisions to the Supplement are necessary, and no further response is
required. Please also refer to response 15-1, 36-1, and 36-2.
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Contact Us

Q

Advanced

First Name: Harvey

Last Name: Eder

Email Address: harveyederpspc@yahoo.com
Affiliation: Public Solar Power Coalition &self

Subject: Comments Supp. to Scoping Plan FED CARB 1HE PSPC

Comment:

Hereby incorporate by reference all of the comments and the
complete record that I/we submitted in the spring and summer of
last year 2010 in the Cap and Trade proceedings and the 33%
Renewable Electric Ssytem RPS.REC,RES in CARBS records including
but not limited to the full transcript of The Story of Cap and
Trade by Annie Lenard google for same and enter in record, full
testamony/comments in the record from South Coast Air Quality
Management District in the spring March-June of 2010 including the
history of derivatives starting with the Panic of 1907 to present
transcript from 60 minutes over the last 10 years record on green
house gas and trading proposal. The aritcle cover of Scientific
American from November of 2009 onConvberting the World by 2030 to
solar renewables wind water and solar by Mark Jacobson Env.
Engineering Prof at Standford University and Mark Delucci of UC
Davis which is was submitted into the record cited above in full as
well as their 2 articles from Dec. 2010 on the same subject in
Energy Policy Journal hereby in incorporated into the record.

The supplement to the scoping plan FED under Cap and Trade
discusses the problems with SCAQMD RECLAIM Nox trading system in
2000 and 2001 when prices when out of wack and nothing was cited
about the gaming of the system done by Enron which also resulted in
black outs and brown outs and PG&E going bankrupt and SCEdison
within in hours of going bankrupt and the price of electricity sky
rocketing. Also incorporated by reference is the program about
Enron that included this information played several times over this
year and last year onCNBC the finance investment channel. This is a
glaring omission to the evaluation of the models for Cap and Trade
that is consistant with the record that i we submitted as cited
above with CARB last year and here (inb the supplement to scoping
plan FED and the extremely advarse environmental socio economic
impacts that were omitted from this whole process.

As suggested in the June 8 meeting transcript that was hard to
find and onlu listed under the June 7 liosting for the comments to
the Supplement and not separatelky when searched at the CARB
website. AlsoThere shold be hearings in this process to gather info
such as cited in the June 8 transcript of the meeting and the
numbers that were wrong or omitted should be provided timely for
review along with those cited in the June 8 transcript and on the
Comments at the June 7 cite. This whole process shouuld ber slowed
down. In the meeting with J. Beardsley etc. where i we suggest3ed
that a social economic study ber conducted this should have and
still needs to be done as was commucated at the meeting in or
aboput June 2010 that could be attended by telephone . The June 8
meeting should have been connected by telephons video etc. and was
not and inquery was timely made. I we intend to enter the legal
process in this matter.

Only the Cap past of the Cap and trade system in the Supp to
the FED scoping Plan whould be used not the Cap and Trade system.
Regulation should be used with a co2 equivilent FEE
that may be adjusted. The state needs a 10 year solar conversion
plan and a back up 20 and 40 year plan as cited in the record by
submittal and above/ The 2005 Executive Order made by the Governor
for an 80 % reduction of co2e from 1990 levels by 2050 will likel;y
be made into law as the 33% RPS renewable enenergy
implementation was in SX1,2 that became state law this spring. CARB
should support with other state energy related agencies a 25% oil
production tax e Sara Palin enacted in Alaska except this should
be split 50/50% with education and solar conversio( there is an
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initative that is working its way through the ballot in near term
coming months that will put a 15% or $3.6 billion dollar fund for
education in California

More comments will follow before the 5pm 7/28/11 deadline

Harvey Eder citizen and Executive Director of the Public Solar
Power Coalition there shold not be a 60 min limit on comments made
throught this system. This limits public input and the democratic
process !!! harveyederpspc@yahoo.com

5
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L 49 Response

49-1

49-2

49-3

The commenter incorporates his comments submitted in spring and
summer of 2010 on the proposed Cap-and-Trade Regulation and the 33
percent renewable electricity regulations along with other documents and
transcripts. Please refer to response 4-1 which explains that the purpose
of the Supplement is to provide an expanded analysis of alternatives
examined in the broad programmatic environmental review of the 2008
FED. The purpose is to allow the public and decision-makers to consider
broad policy and regulatory alternatives to the proposed project and not to
take up particular details about specific design features of each measure,
including a cap-and-trade program. Comments submitted during a
separate rulemaking process, including the proposed Cap-and-Trade
Regulation, will be answered as part of that rulemaking process. Please
refer to response 4-1.

Also, ARB has reviewed this comment and determined that it does not
directly relate to the adequacy of the environmental analysis prepared for
the alternatives to the Proposed Scoping Plan. Per the CEQA Guidelines
(CCR section 15204), reviewers should focus on the sufficiency of the
document identifying and analyzing the possible impacts on the
environment and ways in which the significant effects might be avoided or
mitigated. ARB has reviewed this comment, and determined that it neither
applies nor raises any substantial issues regarding the adequacy of the
environmental analysis of the alternatives in the Supplement. In
accordance with ARB’s certified regulatory program (CCR section
60007[a]) and CEQA Guidelines (CCR section 15088), no revision or
further written response is required in response to this comment because
no significant environmental issues were raised related to the proposed
action; however, this comment is included in the public record for review
by other interested parties and decision-makers. Further, in accordance
with the requirements of CEQA, ARB need not respond to all non-project-
specific secondary materials submitted (Environmental Protection
Information Center v. California Dept. of Forestry and Fire Protection
(2008) 44 Cal.4th 459, 484).

The commenter requests that ARB include information about Enron in the
Supplement’s general discussion of other cap-and-trade programs. No
further response is required because commenter does not specifically
explain how this raises a significant environmental issue with regard to the
alternatives analysis. Please refer to response 49-1.

The commenter makes various suggestions with regard to ARB’s process
and timeline. No further response is required this does not raise a
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49-4

significant environmental issue with regard to the alternatives analysis nor
with regard to the procedural requirements of CEQA. Please refer to
response 49-1.

The commenter makes various suggestions including a CO, fee and solar
conversion plan. These suggestions are directed to various policy issues
not within the scope of the environmental analysis under consideration
and do not require further response. Please refer to response 49-1.
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Lower bills. Livable planet. Mark W. Toney, Ph.D., Executive Director

June 9, 2011

Chairperson Mary Nichols
California Air Resources Board
Sacramento, CA 95814

RE: Replace Cap-at-Trade with More Effective GHG Reduction Measures
Dear Chairperson Nichols,

TURN has been a strong advocate for AB 32 as innovative and comprehensive policy to reduce
emissions and to help transform California to a zero-emissions, clean energy economy. As the
AB32 statute acknowledges, fairness in reducing air pollution and avoiding increased air
pollution in these heavily burdened communities also turns out to be the best thing for all
Californians to address climate change, smog, and rebuild California with a green economy.

TURN strongly urges the Air Resources Board to comply with the recent court ruling directing it
to conduct a thorough assessment of cap-and-trade alternatives before choosing a final
mechanism for reducing industrial GHG emissions. It is our position that such an assessment
will identify a strategy to replace the cap-and-trade proposal with effective direct emission
control programs that will enable California to meet the crucial goals of AB 32 to avoid
catastrophic climate change, while also reducing the co-pollutants that contribute to severe health
problems in low-income communities of color, where the very largest polluters are located.

It is important that this assessment of emission reduction alternatives to cap-and-trade facilitate
full public participation and stakeholder input, especially from the environmental justice and
consumer advocacy communities. Done properly, this assessment can provide the ARB with the
opportunity to thoroughly examine proven alternatives to cap-and-trade measures and to adopt
those that prove most effective in meeting the requirements of AB 32.

We believe that replacing cap-and-trade with more effective GHG reduction measures will make
a significant contribution in advancing California as the leader in the global effort to stop global

warming, and in safeguarding the environment and health of all Californians.

Sincerely,

el

Mark Toney
Executive Director
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L50 Response

50-1

The commenter opposes cap-and-trade. ARB has reviewed this comment
and determined that it does not directly relate to the adequacy of the
environmental analysis prepared for the alternatives to the Proposed
Scoping Plan. Per the CEQA Guidelines (CCR section 15204), reviewers
should focus on the sufficiency of the document identifying and analyzing
the possible impacts on the environment and ways in which the significant
effects might be avoided or mitigated. ARB has reviewed this comment,
and determined that it neither applies nor raises any substantial issues
regarding the adequacy of the environmental analysis of the alternatives in
the Supplement. In accordance with ARB’s certified regulatory program
(CCR section 60007[a]) and CEQA Guidelines (CCR section 15088), no
revision or further written response is required in response to this
comment because no significant environmental issues were raised related
to the proposed action; however, this comment is included in the public
record for review by other interested parties and decision-makers.

50-2



Responses to Comments on the
Supplement to the AB 32 Scoping Plan FED

Comment Log Display

lofl

California Environmental Protection Agency
)= Air Resources Board

GOV

Comment Log Display

BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.

COMMENT 51 FOR SUPPLEMENT TO FED -AB-32 SCOPING WITH CEQA (CEQA-SP11) - NON-REG.

About ARB

2.0 Responses to Comments

Calendars

Search ARB
AlATA

A-Z Index |

http://www.arb.ca.gov/lispub/comm/bccom pl...

L51

Contact Us

@ Google Advanced

First Name: Brian

Last Name: Beveridge

Email Address: brian.woeip@yahoo.com
Affiliation:

Subject: Carbon tax, not cap and trade

Comment:

Cap and trade does little for our local communities and what is
worse, often allows polluters like refineries to pollute locally
and buy redemption across the ocean somewhere. A carbon tax market
will allow the same financial incentive for every carbon producer
with less burden on local communities of color.

1 urge the CARB to recognize this fundamental environmental justice
issue and recomend carbon taxing, not cap and trade, to the
legislature.

thank you, Brian Beveridge
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L51 Response

51-1 The commenter recommends a carbon tax. Please refer to response
15-1.
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First Name: James

Last Name: Demeter

Email Address: james@demeteramps.com
Affiliation: California Manufacturer

Subject: What if

Comment:

What if this whole Man caused Climate Change Thing is a fraud and
the science is proven wrong? This is happening now as the computer
models used by the IPPC fall into error and the planet refuses to
warm. Will you cancel this super job Killing farce before it is too
late? More and more real science is coming out proving that natural
variations are driving climate change. You continue to generate
more and more rules and regulations That will drive out all
industry and ruin this once Golden State. My science class taught
CO02 is plant food and all life is dependent on it, but that was
before politics corrupted the classroom.

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-27 17:02:05

52-1

If you have any questions or comments please contact Clerk of the Board at (916) 322-5594.

Board Comments Home

Back to Top | All ARB Contacts | A-ZIndex

Decisions Pending and Opportunities for Public Participation

Conditions of Use | Privacy Policy | Accessibility

How to Request Public Records

The Board is one of five boards, departments, and offices under

the umbrella of the California Environmental Protection Agency.
CallEPA | ARB |DPR | DTSC | OEHHA | SWRCB

ShareThis

52-1

7/29/2011 9:44 AM


amber.giffin
Text Box
L52

amber.giffin
Line

amber.giffin
Typewritten Text
52-1


Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

L52 Response

52-1

The commenter contends that climate change is a fraud. ARB has
reviewed this comment and determined that it does not directly relate to
the adequacy of the environmental analysis prepared for the alternatives
to the Proposed Scoping Plan. Per the CEQA Guidelines (CCR section
15204), reviewers should focus on the sufficiency of the document
identifying and analyzing the possible impacts on the environment and
ways in which the significant effects might be avoided or mitigated. ARB
has reviewed this comment, and determined that it neither applies nor
raises any substantial issues regarding the adequacy of the environmental
analysis of the alternatives in the Supplement. In accordance with ARB’s
certified regulatory program (CCR section 60007[a]) and CEQA
Guidelines (CCR section 15088), no revision or further written response is
required in response to this comment because no significant
environmental issues were raised related to the proposed action; however,
this comment is included in the public record for review by other interested
parties and decision-makers.
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First Name: Ravahn

Last Name: Samati

Email Address: ravahn.samati@gmail.com
Affiliation:

Subject: Consider Cap & Trade Alternatives T
Comment:

1 hope that the Board will consider the alternative Carbon Tax to
Cap and Trade. This is a much more transparent approach to pricing
carbon. Also, the revenues go to the state, which can use it to
close the budget gap, re-fund our public transportation systems,
schools, and social services, and invest in green energy.

Simultaneously, regulate specific pollution sources. A carbon tax
makes it more expensive to pollute, but does not always guarantee
less pollution. That’s why it’s a good idea to combine this
policy with strict enforcement of clean air laws with the biggest
polluters, such as oil refineries, making sure to clean up the
environment for the communities that live around them.

The “trade” part of Cap & trade is problematic. It allows
companies that want to continue emitting to buy credits from those
that emit less. In addition companies were able to game the
cap-and-trade system to make money for polluting by getting credits
given away by government with no real reductions in emissions at
all. This has been the case in the European Union.
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53-1 The commenter requests that the Board consider a carbon tax. Please
refer to response 15-1.
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First Name: Harvey

Last Name: Eder

Email Address: harveyederpspc@yahoo.com
Affiliation: Public Solar Power Coalition &self

Subject: Comments Supp. to Scoping Plan FED CARB Part 2 HE PSPC

Comment:

This is part 2 of comments due to lack ot thim on part 1 submitted
2 hours ago today 7/27/11

The 22MMTons of co2/co2e? reductions cited in the Supplement
to scoping plan FED cites that LCFS Low Carbon Fuel Standards will
be used in excess of 10MMTons reductions co2/ co2E ? to meet the
total goal of apx. 450MMTco2/co2e? goal for the state by 2020.
There was ameeting of the LCFS workgroup apx. 1 month ago that
he/PSPC participated in on the phone and gave comments during the
public section of that meeting in Sacramento. The issue of Cap and
Trade was cited in the meeting and that a sub group of the LCFS
would meet to work on Cap and Trade or market mechanism for
implementing the LCFS Low Carbon Fuel Standard. This is illegal and
the instant proceedings superceed the/ any activity tqaking part in
the LCFS area. It is rather part of this proceedings. The activity
of the LCFS group must stop until these proceedings are resolved.
Aparently there was it was reported in the meeting that there has
been some staff/ structural reorganization of the Cap and Trade
people now some most of all working on LCFS. This is possibler an
end run by CARB to go arould the Courts decision. All of the
numbers have to be revaluated.

The issue of fuel switching as in the diesel to low sulfer
diesel in the recent pass, and CARB etc et al have been pushing
natural gas as the Clean Alternative Fuel to the tune of $2 billion

Through the Carl Moyer Program etc. converting buses and now
refues trucks. PSPC has participated in the process before the LCFS
was established by the board or the SCoping plan over the past few
years. raising the issue of ch4/methane as well as nitrous oxide
emissions over the life of vehicles. During the history of the
proceedings over the past few years the only data on this subject
was provided with Michael Benjamin and Cody Livingston providing
info on studins on methane emission eetc,. over the life of a
vehhicle. This was ignored by CARB staff and incorporated into the
record is the communications with staff including cochair of the
LCFS group Jim Duffy who was sent a copy link of , along with John
Courtis
of CARB staff of the Washington D.C study of Metro Buese over
timedone by NREL/DOE Univ. of West Virginia which is also
incorporated herein the record. CARB has not and does not plan to
study what happens over time to natural gas vehicles.neither is
CEC, Fed EPA DOE etc. and there is proposed legislation in Congress
to convert the nations truck . and bus fleet to natural gas
witho9ut study9ing this. This needs to be done as soon as possible.
SCAQMD recently said the they were going to look at only 2 buses in
a study of 22 buses. The grams of ch4 emissions per mile for buses
was.3 used in the Feb 2009 LCFS for LNG &CNG fuels while the
Washington D.c. study cited 10 and 17 grams per mile of ch4 and a
report done last year for South Coast for trucks found from 45 to
100 gerams ch4/methnae per mile emitted. GHG must be measured and
consdereed in this proceeding completely without an end run or
further omissions !!! Dr. Duffy was sent this info over 1 year ago
and over 2 years ago info was cited to Anal Prabu and John Courtis
without responce and more recently as well !!!l Pickens has money
but his Plan needs to be evaluated alomng with the environmental
impoact on water of fracking and included in this supplement to the
scopinmg plan FED.

More comments will follwo before 5pm tomarrow.
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The commenter notes this comment submission is a continuation of a
comment submitted earlier (Comment # 49). The commenter’s point is
unclear, but appears to be directed at the separate activity associated with
the Low Carbon Fuel Standard (LCFS). The LCFS is a separate activity
not directly under consideration in this proposed action and to response
regarding the LCFS. No further response is required as commenter raises
no significant environmental issue related to the environmental analysis of
the alternatives in the Supplement. Please also refer to response 49-1.

The commenter makes general references to other ARB rulemaking
activities. No further specific response is required as commenter raises
no specific significant environmental issue suggesting specific revisions to
the environmental analysis. Please refer to response 54-1.
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COMMENT 55 FOR SUPPLEMENT TO FED -AB-32 SCOPING WITH CEQA (CEQA-SP11) - NON-REG.

qQ

Advanced

First Name: Laurie & Allan

Last Name: Williams/Zabel

Email Address: williams.zabel@gmail.com
Affiliation: Private Citizens & Volunteers CCL

Subject: Comments on Supplement to Scoping Plan - Flaws of Using GHG Offsets
Comment:
AB 32 Supplement to Scoping Plan - Comment submitted July 27, 2011

COMMENT ON SUPPLEMENT TO AB 32 SCOPING PLAN FUNCTIONAL EQUIVALENT
DOCUMENT € IMPLEMENTATION OF AB32

Comment by Laurie Williams & Allan Zabel on behalf of ourselves as
private citizens, as residents of California and as volunteers,
writing on behalf of Citizens Climate Lobby, a non-profit
organization based in San Diego, California, asserting that
adoption of the proposed greenhouse gas offset program, regulations
and protocols is arbitrary and capricious and contrary to the
intent and requirements of AB 32, the California€s Global Warming
Solutions Act of 2006.

The California Air Resources Board (@CARB€) has repeatedly
acknowledged that in order to maintain the integrity of the
cap-and-trade system, any greenhouse gas offsets must be
verifiable, enforceable and @additional€ (see Supplement at p. 53
@Offsets must meet rigorous criteria that demonstrate that the
emissions reductions are real, permanent, verifiable, enforceable,
and quantifiable. To be credited as an offset, the action or
project must also be additional to what is required by law or
regulation or would otherwise have occurred€). CARB@s staff report
on Offsets notes that AB 32 requires these criteria to be met. See,
e.g., Staff Report on Compliance Offset Protocols for U.S. Ozone
Depleting Substances Projects, dated October 13, 2010 at page 1.

As explained in our prior comments, which are hereby incorporated
by this reference and provided in full below, these criteria cannot
be met with respect to greenhouse gas offsets and are not met by
the proposed protocols or regulations. See our comments dated
December 13, 2010 regarding the offsets and offset protocols, and
our July 30 and August 1, 2008 comments, regarding the
disadvantages of a cap-and-trade program, including the damage to
such a program's integrity from offsets.

In addition to our prior comments, we provide the following
additional comments on the Supplement to the Scoping Plan:

1. No Response to Prior Comments: We have not seen any response to
our prior December 13, 2010 comment on the fatal flaws of the
greenhouse gas offset program and protocols. Nor have we seen a
response to our July 30 and August 1, 2008 comments on the flaws of
cap-and-trade with offsets as an approach to addressing greenhouse
gases. The San Francisco Superior Court decision dated March 18,
2011 (http://op.bna.com/env.nsf/id/smiy-8f6uv7/$File/CARBorder.pdf
@Sup. Ct. Decision€) states that CARB is required to respond to
comments prior to making a decision. We do not believe it is legal
for CARB to move forward with adopting or approving the offset
program and/or protocols until our comments have been presented to
the Board and responded to in writing. See Sup. Ct. Decision at p.
33, citing Cal. Code Reg. tit. 17, 0 60007, subd. (a). Please
note, not only did CARB fail to respond in writing to our comments,
but CARB also failed to respond in writing to other commenters who
described the flaws of offsets and their potential to undermine the
integrity of the AB 32 program.

2. Program Violates AB 32€s Requirements: Our conclusion is that
the AB 32 requirements for greenhouse gas offsets in AB 32 are not
met by the proposed program and protocols. In addition, we

describe what we believe to be the unfixable flaws of the offsets
approach and conclude that offsets should not be part of the AB 32
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program to reduce Greenhouse Gas (@QGHG@) emissions. The proposed
regulation provides admissions of uncertainty and lack of
enforceablility. For instance the statement at page 9: (35
@Business-as-Usual Scenario means the set of conditions reasonably
expected to occur within the offsets project boundary in the
absence of the financial incentives provided by offset credits,
taking into account all current laws and regulations, as well as
current economic and technological trends. @Reasonably expected to
occur9 in this context is speculative and subjective and cannot be
part of an enforceable standard. The proposed regulation states
that @additionality€ includes: @activities, that result in GHG
reductions or GHG removal enhancements, are not required by law,
regulation, or any legally binding mandate applicable in the offset
project€s jurisdiction, and or any GHG reduction or GHG removal
enhancement activities that would not otherwise occur in a
conservative business as usual scenario.€ (Emphasis added; see
http://www.arb.ca.gov/regact/2010/capandtradel0/candtmodreg.pdf at
page 170.) The use of the term @conservative@ does not make this
speculative standard enforceable or verifiable. The net result of
these flaws, and the others discussed in our December 13, 2010
comment, will be a system that claims reductions based on
activities that have already happened and would have happened
without the offset credit program. This in turn will result in
false accounting and a failure to correct the incentives that are
keeping GHG emissions at dangerous, unsustainable levels, thereby
locking in additional climate degradation.

3. The Proposed Offsets Represent a Substantial Portion of Required
Reductions: The Supplement confirms that up to 8 percent of all
compliance obligations can be met with offsets. While CARB notes

that a reduction is required from projected 2020 emission levels of
507 million metric ton CO2e to 427 million metric ton CO2e
emissions, current 2011 levels are not noted, nor is the percentage
reduction needed to reach the goal of 1990 levels by 2020.

However, the Electric Power Research Institute€s paper @Overview of
the California Greenhouse Gas Offsets Program, dated April 2011,
states at page 10 states that, if the maximum quantity of offsets

is submitted for compliance, offsets could be used to satisfy as
much as 85% of required reductions. See
http://globalclimate.epri.com/doc/EPRI_Offsets W10_Background%20Paper CA%200ffsets_040711_Final2.
at p.10. Even if a smaller percentage of compliance obligations
are met with offsets, it is clear that offsets are intended to be a
substantial portion of required reductions and their failure to
represent real, additional, enforceable reductions could be
extremely damaging to California@s efforts to address climate
change, as well as to the efforts of the many states and countries
expected to follow California@s lead.

4. Using Offsets to Keep Costs Low Undermines Incentives for
Efficiency, Investment and Individual Decisions that Would Reduce
Emissions: The Supplement repeatedly indicates that an important
function of offsets is (1) to keep the costs of compliance low
(@cost containment mechanisms€ see Supplement at p. 52) and (2) to
thereby prevent leakage of Californias industry and attendant
polluting activities to other jurisdictions, as well as (3) to
address other sectors of the economy not subject to the cap. (1)
Keeping Costs of Compliance Low: Relying solely on compliance with
caps and low cost offsets to reduce emissions, rather than an
increase in fossil fuel prices, hurts many of the incentives that
would drive the rapid transition to a clean-energy economy that is
needed to avert dangerous climate change. For instance, if CARB
were to adopt carbon fees that rose predictably, to insure that
clean energy would become cost-competitive with fossil fuels within
a known time frame, this would create huge incentives for a shift
in private investment from fossil fuel energy into clean energy
infrastructure and innovation as well as into energy efficiency.
Similarly, individuals and businesses would experience a strong
incentive to be creative in reducing their carbon footprint. In
this respect the cost containment approach of greenhouse gas
offsets is not only lacking in integrity but also undermines a
critical incentive needed to provide the rapid reductions without
which costly and potentially irremediable effects of climate change
are likely to become inevitable. (2) Leakage of emissions is a
significant concern. As noted in the Scoping Plan, one way to
address leakage is @border adjustments, € adding costs to goods that
arrive from jurisdictions whose regulations do not have programs to
address greenhouse gases and rebating costs to goods that travel
from California to other jurisdictions. (See Supplement at p.92.)
While such border adjustments can be more easily imposed on
international trade, it may be possible to impose such adjustments
on interstate commerce as long as the adjustments merely create a
level playing field for out-of-state businesses and are not
protectionist. However, the potential for leakage to occur is not
an excuse for adopting a fatally flawed and unworkable approach,
such as cap-and-trade with greenhouse gas offsets. Essentially,
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CARB fails to acknowledge that higher prices for activities that
produce greenhouse gases are an extremely valuable tool for driving
greenhouse gas reductions. CARB instead claims that keeping costs
low is a higher value, discarding the alternative as politically
and legally untenable, rather than analyzing this alternative as
required by the Superior Court decision and State law. If carbon
fees would be more effective but less implementable in California,
CARB should acknowledge this. As noted in our paper, €Keeping Our
Eyes on the Wrong Ball€ (incorporated by this reference and
available at:
http://www.carbonfees.org/home/Cap-and-TradeVsCarbonFees.pdf ),
carbon fees returned to residents in equal monthly rebates can keep
energy affordable while creating strong incentives for investments
in clean energy and energy efficiency. (3) Addressing other
Sectors: Nor should the need to address other sectors, such as
forestry and agriculture, be an excuse for using unverifiable and
unenforceable GHG offsets to address our fossil fuel usage. A
separate program of regulation and incentives for increased forest
cover and better agricultural practices would have greater
integrity and make sure we do not confound the accounting necessary
to determine whether we are making appropriate reductions in the
energy and industrial sectors.

PRIOR COMMENTS € INCORPORATED BY REFERENCE AND BELOW:

Comment submitted December 13, 2010 and available at:
http://www.arb.ca.gov/lispub/comm/bccomdisp.php?listname=capandtradelO&comment num=878&virt num=521
COMMENT ON PROPOSED ADOPTION OF A CALIFORNIA CAP ON GREENHOUSE GAS

EMISSIONS AND MARKET-BASED COMPLIANCE MECHANISMS REGULATION,

INCLUDING COMPLIANCE OFFSET PROTOCOLS 0 IMPLEMENTATION OF AB32

Comment by Laurie Williams & Allan Zabel on behalf of themselves as
private citizens of California and as volunteers, writing on behalf
of Citizens Climate Lobby, a non-profit organization located in San
Diego, California, asserting that adoption of the proposed offset
protocols is arbitrary and capricious and contrary to the intent
and requirements of AB 32, the California€s Global Warming
Solutions Act of 2006.

Overall Point € AB 32 requires that greenhouse gas (QGHG€) offsets
be @real, permanent, quantifiable, verifiable, enforceable, and
additional.@ Adoption of the proposed Offset Protocols by the
California Air Resources Board is arbitrary and capricious and
should be rejected because the protocols for proposed GHG offsets
cannot meet these standards. In addition, to the extent that GHG
offsets are not additional, they destroy the integrity of the
entire program by allowing additional GHG emissions from the capped
sector above the @cap€ that will not be offset by additional
emission reductions elsewhere. Finally, because California@s
program is looked to as a model and proof of concept, adoption of
this flawed mechanism would be extremely damaging to national and
international efforts to effectively reduce GHG emissions.

Adoption of GHG offsets as part of the California program would
serve as a template for such programs, encouraging others to pursue
this flawed approach to the most urgent problem facing humanity,
increasing the chances of catastrophic climate change, and
defeating the stated purpose of AB 32. Under the proposed action,
@covered entities can use offset credits to satisfy up to eight
percent of the entity€s total compliance obligations.€ See Notice
of Public Hearing at p. 5. This 8% of the compliance obligation is
very significant percentage of the total reductions sought.

Fatal Flaws of GHG Offsets - To be credited as an offset, the staff

report states that a project @must also be additional to what is

required by law or regulation or would otherwise have occurred.

See ARB Staff Report, page 35 of 472. (Emphasis added.) Our

analysis focuses primarily on the latter requirement. As

demonstrated in our Whistleblower Disclosure (éwilliams/zabel

Disclosure@), dated July 22, 2010

(http://www.carbonfees.org/home/Whistleblower Disclosure_to_Congress_7-21-10.pdf
)y

GHG offsets of the type that ARB proposed to adopt are fatally

flawed and cannot be fixed. There is no reliable way to

distinguish offset projects which will occur because of the offset

incentive from those which would have happened anyway because of

the following four unfixable flaws of GHG Offsets:

@ Additionality: Whether reductions outside the capped sector are
additional is necessarily a hypothetical inquiry and such an

inquiry cannot reliably distinguish business-as-usual.

Specifically, it is impossible to know what €@otherwise would have

occurred€ and therefore it is not possible to create an offset

program that reliably excludes business-as-usual activities from

being counted as €additional.€ (See U.S. Government Accountability

Office discussion below, confirming this conclusion.
3 Leakage/Shifting Economic Activity: In some cases, such as in the
context of forestry projects, the offsets will fail to appreciably
mitigate demand and the polluting activity (such as logging) will
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simply shift elsewhere;

Perverse Incentives to Increase Emissions and Keep Them Legal:
GHG offsets create perverse incentives to keep polluting activities
legal and in some cases to increase them, so they can keep being
sold as offsets (Note: this dynamic is recognized in the Ozone
Depleting Substances (QODS€) Protocol re: HCFC-22 by-product HFC-23
destruction in the United Nations Clean Development Mechanism
(@CDM@), see ODS Protocol at p. 11 of 67); and
@ Unenforceable: The complexity and subjectivity of offsets renders
them impossible to certify, regulate or enforce.
As explained in our discussion below of each of the four proposed
offset protocols suffers from one or more of these flaws and would
result in approval of non-additional projects in violation of AB
32. As a result, it would be arbitrary and capricious to adopt the
proposed GHG offset protocols as part of the proposed cap-and-trade
program

See also, U.S. Government Accountability Office, March 2009
—Observations on the Potential Role of Carbon Offsets in

Climate Change Legislationl at p. 12, GA0O-09-456T
(http://www.gao.gov/new.items/d09456t.pdf) . @Because additionality
is based on projections of what would have occurred in the absence
of the CDM [United Nations Clean Development Mechanism], which are
necessarily hypothetical, it is impossible to know with certainty
whether any given project is additional.€ (Emphasis added.)

Keeping Our Eyes on the Wrong Ball - Offsets are described in the
Staff Report as a €@cost containment mechanism, @ which offers
additional low-cost emissions-reduction opportunities. See Staff
Report at page 14 of 472. However, cost containment interferes
with another goal cited in the Staff Report -- to @stimulate
investment in clean and efficient technologies.€ See Staff Report
at page 11 of 472. Keeping the price of fossil fuel emissions
lower by allowing offsets delays investment in clean energy
technologies and energy efficiency by keeping fossil fuels cost
competitive. As a result, such @cost containment€ defeats the goal
of a rapid transition to clean energy and energy efficiency. See
http://www.carbonfees.org/home/Cap-and-TradeVsCarbonFees.pdf

Critique of Proposed GHG Offset Protocols for AB 32:

The four offset protocols proposed for adoption by the ARB are
Livestock Manure (Digester) Projects, U.S. Ozone Depleting
Substance Projects, U.S. Forest Projects and Urban Forest Projects.
We provide a specific critique of why each of the protocols cannot

meet the AB 32 requirements below:

(1) Livestock Manure (Digester) Projects
The digester performance standard contradicts AB 32 requirement of
additionality:

As noted above, key element of additionality is that the project is
additional to what @would otherwise have occurred.€ See ARB Staff
Report at p. 35 of 472.
a. Significantly Better Than Average: The offset protocol for
Livestock Manure Digester Projects fails to meet this standard of
additionality by having a performance standard that allows all such
digesters to be offsets on the basis that a digester @is
significantly better than average.€ See Livestock Protocol at p. 9
of 68. Thus, the protocol redefines éwhat would have occurred
otherwise€ to include what is already occurring at some facilities.
@Data shows that California livestock operations (dairy, in
particular) manage waste in a manner primarily in liquid-based
systems that are very suitable for digesters. Yet even in these
favorable conditions digesters are found on less than 1% of the
dairies, € (Id.) (however, the majority of the farms that currently
have digesters are significantly larger than the average California
dairy.)
b. Evidence that Digester Projects Can Be Profitable Without Offset
Payments: A December 2009 announcement by the U.S. Department of
Agriculture and the U.S. Department of Energy indicates that
@Currently, only about 2% of U.S. dairies that are candidates for a
profitable digester are using the technology, even though dairy
operations with anaerobic digesters routinely generate enough
electricity to power 200 homes.€ See,
http://appsl.eere.energy.gov/news/news_detail.cfm/news_id=15685.
The Department of Energy has confirmed that @A biodigester usually
requires manure from more than 150 large animals to cost
effectively generate electricity. Anaerobic digestion and biogas
production can also reduce overall operating costs where costs are
high for sewage, agricultural, or animal waste disposal, and the
effluent has economic value. In the United States, the
availability of inexpensive fossil fuels has limited the use of
digesters solely for biogas production. However, the waste
treatment and odor reduction benefits of controlled anaerobic
digestion are receiving increasing interest, especially for
large-scale livestock operations such as dairies, feedlots, and
slaughterhouses.@ See,
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c. Existing Projects: The proposed program appears to allow
existing digester projects to count as additional to what
@otherwise would have occurred.€ The ARB staff report states, @The
proposed regulation also includes a process for offset credits from
qualified existing offset projects operating under specific offset
protocols to be accepted into the compliance offsets program.€ See
ARB Staff Report at p. 78 of 472. This feature means that existing
projects -- project that are currently in progress € can be counted
as additional to €would otherwise have occurred.€ The net result
is a system that allows profitable, existing projects and
approaches to methane reduction to be used to allow emissions above
the cap in the allegedly @capped€ sector.

d. Perverse Incentive to Increase Emissions (Digester Offsets May
Increase Emissions and Cause Other Environmental Harm): The ARB
Livestock Manure Protocol Report notes that @The installation of a
BCS [Biogas Control Systems] at an existing livestock operation
where the primary manure management system is aerobic (produces
little to no methane) may result in an increase of the amount of
methane emitted to the atmosphere. Thus, the BCS must digest manure
that would primarily be treated in an anaerobic system in the
absence of the project in order for the project to meet the
definition of an offset project.€ See Livestock Report at p. 19
of 68, FN 5. This footnote provides an important admission that
proposed Digester Protocol may encourage an increase in emissions
as a means to gain offset payments. Specifically, manure could be,
and sometimes is, processed in an aerobic environment, producing
little to no methane. An example is that manure can provide
valuable fertilizer to farming operations and be used instead of
petrochemical fertilizers. However, by creating the offset
program, ARB may encourage facilities to first switch from an
aerobic to an anaerobic process (and hence increasing methane), so
that their farm can qualify to participate in obtaining offsets.
This decision could also lead to increased use of petrochemicals
and other environmental harm.

e. Perverse Incentive to Keep Methane Emissions Legal and Prevent
Regulatory Evolution: In addition to potentially encouraging a
move to anaerobic conditions so that a dairy would qualify for
offsets, the Digester Protocol also creates an incentive for
additional market participants to oppose regulation that would
require either aerobic treatment or an anaerobic digester. As
noted with respect to the other Protocols and in the Williams/Zabel
Disclosure, normal regulatory evolution would move in the direction
of prohibiting activities that are found to be harmful in
significant ways that were not previously appreciated or known. In
this case, all facilities that engage in anaerobic storage of
manure for more than 150 cows could potentially be required to use
a biogas control system and destroy or sell the resulting methane
for energy. A law that creates an offset market for this activity
creates opposition to a comprehensive regulation that would remove
this activity from the offset market and deprive these market
participants of the related revenue, creating instead an obligation
that has associated costs. The heightened opposition to such
regulation should be analyzed as part of @what otherwise would
occur, € in order to fully consider whether the proposed offset
protocol creates truly additional reductions outside the capped
sector.

f. Summary: In summary, there are five types of evidence that it
would be arbitrary and capricious to approve the proposed Digester
Protocol for Offsets: (1) the protocol redefines additional as
@significantly better than average, € which clearly includes a type
of activity that is already occurring (non-additional) without the
offset incentive, (2) the protocol allows offsets for activities
that would be profitable even without the offset payment, (3) the
protocol allows existing projects to create offsets, (4) the
protocol creates a perverse incentive for some farms to increate
anaerobic manure storage to increase the chance of offset income,
and (5) the protocol increases the incentives for those who profit
from the offsets to fight new regulation that would require the
capture and/or use of the methane produced by livestock, as this
would deprive them of offset profits. 1In light of these five
factors, the degree of additionality created by the Protocol is
unknowable and unverifiable and thus fails to meet the required
standards for AB 32 offsets.

(2) U.S. Ozone Depleting Substances (QODS€) Projects

a. Destruction of ODS from Refrigeration Equipment and Foam: The
proposed ODS Protocol would grant GHG offsets for projects which
collect and destroy ODS from refrigeration equipment containing ODS
and from foam which was manufactured using ODS as a blowing agent.
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Both the ODS refrigerant and the ODS blowing agent must originate
from the United States. See ODS Protocol at sections 2.3.1 and
2.3.2 (p. 22 @ 23 of 67). The ODS Protocol contains two major
flaws. These flaws would allow potential project operators to
receive GHG offsets for claimed GHG emission reductions which are
not additional. In addition, the ODS Protocol@s reliance on
unverifiable assertions and records generated by the offset project
operator would create opportunities for fraud which would be
extremely difficult or impossible prove once the fraud was
completed.
b. Unsupported Assumptions: In explaining how the performance
standard of destruction of ODS pursuant to the Protocol would be
additional, the Staff Report claims, without providing any
supporting citation or materials, that €Data shows that less than
1.5% of recoverable US sourced ODS are destroyed upon end-of-life
of the [refrigeration] equipment or [foam] material. This indicates
that collecting and destroying the ODS is above and beyond common
practice and therefore destruction meets the performance standard.€
Staff Report, page 6. In addition, the ODS Protocol assumes that
all ODS recovered from refrigeration equipment is reclaimed for
further use. ODS Protocol at sections 2.3.1 and 5.1.1.
c. Destruction of ODS during Business-As-Usual: The combination of
these assumptions is important for claiming that all ODS destroyed
pursuant to the Protocol are additional for purposes of generating
offsets. If ODS removed from refrigeration equipment is not always
reclaimed and reused, but for technical and/or financial reasons is
sometimes destroyed, the destruction of this ODS would not be
additional because it would occur in the course of
business-as-usual.
d. Barriers to Reclaiming and Reuse - Title VI of the Clean Air
Act: In fact, not all ODS recovered from refrigeration equipment
is reclaimed and reused. To be used as reclaimed refrigerant, ODS
must meet established specifications under Title VI of the Clean
Air Act. To be economically viable as reclaimed refrigerant, ODS
removed from refrigeration equipment must not be mixed with other
types of ODS and must not be heavily contaminated with oils and

other impurities. Either of these problems will most often make

the cost of bringing the ODS up to Clean Air Act specification ESES_(S
prohibitively expensive. These problems regularly occur and a '
significant amount of ODS removed from refrigeration equipment is c:()r]t (j

destroyed rather than being reclaimed and reused. The ODS Protocol
would allow the generation of GHG offsets from this destruction.
e. Barriers to Verification: The ODS Protocol contains two glaring
enforcement weaknesses. First, as stated above the ODS Protocol
requires that both the ODS refrigerant and the ODS blowing agent
destroyed in a project must originate from the United States. This
requirement is not practically enforceable. Once the foam or
refrigerant is destroyed, it will be virtually impossible for an
enforcement inspector to verify or challenge the paper records kept
by the project operator. Second, this hopelessly flawed reliance
on paper records generated by the self-interested project operator
is a hallmark of the entire verification @methodologies€ in the ODS
Protocol. The temptations for a project operator to exaggerate or
outright fabricate records will be enormous. If GHG offset prices
come close to the offset prices in the European GHG trading
program, destruction of a single pound of GHG could be worth nearly
$100. Again, once all the real evidence is gone, e.g., the foam
and refrigeration unit are in the landfill and the ODS has
allegedly been destroyed, there is little, if any, hope of proving
the fraud.
f. Emissions Above the Cap: As with the Digester protocol above,
the net result of the unverifiable and non-additional offsets that
can be created under this protocol is a system that would allow
emissions above the cap in the capped sectors.

Perverse Incentive to Keep Landfill Disposal of Foam Containing
ODS Legal: Allowing offsets for ODS destruction from foam may also
create additional barriers to passage of appropriate regulations
that would require ODS destruction before foam containing these
substances could be brought to a landfill. Once an offset activity
is profitable, those who are profiting will provide additional
resistance to the passage of legislation and/or regulations that
could provide an across the board, rather than piecemeal solution.
In this sense, the proposed offsets do not meet the standard of
additional reductions beyond what would have occurred otherwise.
(3) U.S. Forest Projects
a. Reforestation, Improved Forest Management and Avoided
Conversion: The proposed U.S. Forest Protocol would grant GHG
offsets for three types of projects € reforestation, improved
forest management, and avoided conversion. This Protocol contains
a plethora of very serious flaws. The most serious of these flaws
concern the determination of whether any given forest project is
additional, i.e., whether the project would have occurred in the
course of business-as-usual. For each type of forestry project,
the U.S. Forest Protocol established a performance test. If the
project meets the applicable performance standard, the project is
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deemed to be additional. U.S. Forest Protocol at section 3.1.2.
(p. 34 of 131.)
b. Performance Standard Approach to Additionality and
Business-As-Usual : We have set forth an analysis concerning the
common failures of a performance standard approach to determining
additionality in the Williams/Zabel Disclosure at pp. 9-11. As
detailed below, the U.S. Forest Project Protocol includes a number
of these failures that result in include projects which would have
occurred in the course of business-as-usual. This is because
performance standards of this type are, by their very nature,
almost always comparisons to projects which have actually occurred.
In a market economy, the most advanced methods quite often give
the business using them a competitive advantage. This is why these
advanced pieces of equipment and methods are most often
@significantly better than average@ and €@better than common
practice.€ In a market economy, they are the result of
business-as-usual. It violates AB 32@s requirement of
additionality to grant offsets to such projects.
c. Improved Forest Management and the €Common Practice€ Performance
Standard: The U.S. Forest Protocol for improved forest management
projects contains several different performance standard flaws. It
relies on calculations that involve mind-numbing complexity and a
series of subjective and unenforceable judgment calls. This
protocol also relies heavily on €common practice€ as its benchmark
for additionality. The entire demonstration of additionality is
based upon €@estimating baseline onsite carbon stocks€ and comparing
this to @common practice€ on @similar lands@ in the area of the
project. U.S. Forest Protocol at section 6.2.1. (p. 64 of 131.)
Since it is impossible to have an objective determination of
whether forest management projects are beyond what would otherwise
have occurred under this protocol, the offset performance standard
clearly fails to satisfy AB 32€s requirements that offsets be
@real, permanent, quantifiable, verifiable, enforceable, and
additional.@
d. Reforestation - @Less Than 10% Tree Canopy Cover€ Performance
Standards: For reforestation projects, the U.S. Forest Protocol
allows two possible performance standards, either of which could
lead to the approval of offsets. One of the standards is the there
is currently less than 10% tree canopy cover. In this case, the
protocol merely states that projects which occur on land that has
had less than 10 percent tree canopy cover for the last 10 years
are automatically additional. No analysis, data, or rationale is
presented for this determination.
e. Reforestation - Areas with @Significant Disturbance@ -
Alternative Performance Standards- @Economic Cost Scenario€ or
@Historical Not Engaged In or Allowed Timber Harvesting@: For
reforestation projects which occur on land which has undergone a
@Significant Disturbance€ (e.g., fire) projects are additional if
they either meet one of two performance standard. For the economic
cost scenario (set forth in a two page appendix to the Protocol) or
if the @Forest Owner has not historically engaged in or allowed
timber harvesting.€ U.S. Forest Protocol at section 3.1.2.1.
The economic cost scenario approach to additionality appears to
very heavily rely on data which either does not yet exist or have
not been made public. Twice this part of the Protocol states that
certain economic information and assumptions can be found in @the
lookup table in the Forest Offset Protocol Resources section of
ARB@s website.€ U.S. Forest Protocol, Appendix E, p. 103. We were
unable to locate this section of ARB€s website. In addition, the
second test for additionality contains no explanation or number of
years which constitute @historically engaged in or allowed timber
harvesting.€ It is suggested, by example, that this qualification
would apply to municipal or state parks, but this is made clear or
exclusive in the Protocol. U.S. Forest Protocol at section
3.1.2.1. This completely subjective @standard@ is neither rational
nor enforceable.
f. Avoided Conversion Projects € Shifting Economic Activity:
Finally, for avoided conversion projects (e.g., conversion of
forest to commercial, residential or agricultural land), the U.S.
Forest Protocol relies very heavily on appraisals of land value in
the various land use scenarios. U.S. Forest Protocol at section
3.1.2.3. This approach has two basic problems. First, leaving a
forest uncut and unconverted to another use does not necessarily
result in fewer GHGs. Forest products exist in a world market.
The largest supplier to the U.S. of softwood (used, for example, in
building homes), is Canada. If U.S. demand for softwood is not
diminished, the forest preserved in the U.S. will almost certainly
result in additional timber harvesting in Canada or some other
country. This will result in no net decrease in GHGs. In fact, it
would like result in a slight increase represented by the fuel it
takes to import the timber products. Second, appraising land value
is hardly an exact science. Anyone aware of the mortgage meltdown
should be aware that appraisals can be manipulated, fabricated,
and, essentially, purchased by a self-interested party. Having a
Qqualified€ appraiser, as required by the Protocol, hardly
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addresses this problem.

(4) Urban Forest Projects

a. Tree Planting and Maintenance: The proposed Urban Forest
Protocol would grant GHG offsets for tree-planting and maintenance
programs carried out by municipalities, educational institutions,

and utilities. This Protocol is the most benign, and probably the

most well-intentioned, of the proposed offset protocols. However,

even the Urban Forest Protocol contains one serious flaw.

b. Net Tree Gain: The Urban Forest Protocol assumes that any @Net
Tree Gain€ represents an additional reduction in GHGs. While any

Net Tree Gain is a happy thing for the environment, people, and the
livability of our communities, these gains do occur in the course

of business-as-usual. A case in point is the urban forest project
carried out by San Francisco@s Department of the Environment. In

its September 2009 Annual Report to the Mayor and Board of

Supervisors, San Francisco@s Urban Forestry Council noted that a
five-year plan, initiated in 2004, had resulted in the planting and
maintenance of 26,408 trees. This occurred well before the

incentives of GHG offsets. See Annual Report, September 2009
http://www.sfenvironment.org/downloads/library/sfe_urban_forest_annual_report_ 2009.pdf.

c. Emissions Above the Cap: Ultimately, for an offset protocol to
have integrity, the results of all offset projects must be the
result of the financial incentive. It this is not the case, the

financial gain for the @would-have-happened-anyway€ project is
merely a gratuitous reward. While cities and other institutions
would appreciate the extra revenue for planting and maintaining
trees they would have planted and maintained anyway, the problem is
that all non-additional GHG offset will inexcusably undercut the
goal of the associated environmental program, reducing emissions.
Any such non-additional offsets, will result in allowing additional
unjustified emissions above the cap in the capped sectors.
CONCLUSION

It is critically important for ARB to resist the temptation to make
offsets part of California@s cap-and-trade program. Given that
rapid transition to cleaner energy and energy efficiency is
critical to avoiding global climate disruption, California cannot
afford to endorse a program that would allow increases in emissions
in the capped sector above the cap to be Qoffset€ by unverifiable
reductions that overlap with business-as-usual. A system that
allows such offsets will encourage other jurisdictions to follow
suit and create a system that locks in climate degradation and the
attendant harsh consequences. While these offset protocols are
supported by interests that would like to profit from the protocols
and by continued emissions in the capped sectors, they would create
a huge loophole of non-additional offsets and would delay effective
action in ways that are likely to be tragic for today@s young
people and for future generations.

While we agree that it would be positive for California to create
incentives for a net increase in additional forest cover, more
reliable capture and destruction or recycling of ozone depleting
substances, and reductions in livestock methane emissions, we do
not believe that GHG offsets are a reliable way to accomplish these
goals. As demonstrated above, the proposed offset protocols are an
inappropriate mechanism for seeking these improvements because it
there are numerous barriers to reliably verifying that any given
project is additional. As a result, it is arbitrary and capricious
and inappropriate for the Air Resources Board to approve the
proposed GHG offset protocols.

Comment 42 for Design Comments for the GHG Scoping Plan
(sp-design-ws)

- 1st Workshop
(http://www.arb.ca.gov/lispub/comm2/bccommprt.php?listname=sp-design-ws
at page 53 of 177)

First Name: Laurie

Last Name: Williams

Email Address: williams.zabel@gmail.com

Affiliation: www.carbonfees.org

Subject: Carbon Fees not cap-and-trade; also Request for Extension
Comment :

My husband, Allan Zabel and I have written 2 pieces regarding this
issue. Please consider our explanations of why carbon fees are
the more efficient and effective market mechanism in the 2 pieces
below (1)our website at www.carbonfees.org, and (2) our July 1lth
editorial, imported below. In summary, we believe that
cap-and-trade is a flawed strategy for addressing climate change.
The Acid Rain experience does not prove that cap-and-trade is
applicable to climate change. The two situations are completely
distinguishable. With climate change we face the need for massive
new infrastructure and innovation (as opposed to Acid Rain, where
an easy fuel switch was available); we also have a lack the
comprehensive accurate monitoring of greenhouse gases that was
available for the contaminants of concern in Acid Rain. Finally
Acid Rain did not allow outside offsets. All of this makes the
applicability of the Acid Rain experience to climate change a
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myth.

Also attached as a PDF please find a visual explanation of how
carbon fees work, and a request for additional public education
and an extension of the comment period on this issue.

1. Please see our May 4th, 2008 Open Letter to Congress at
www.carbonfees.org. While this is not aimed at California and the
AB 32 process, the same arguments apply. This website also
provides additional information on our credentials as public
sector environmental enforcement attorneys and references for the
arguments that we make.

2. Please also consider the arguments in the following piece:

Cap & Trade - Misplaced Confidence (published in California Energy
Circuit on July 11, 2008) which addresses AB 32 and the upcoming
decision by the California Air Resources Board.

By Laurie Williams & Allan Zabel

As poles and glaciers melt, permafrost thaws and oceans acidify
from our ever-increasing greenhouse gas emissions, the question of
whether a carbon cap-and-trade program or carbon fees would
provide

swifter, more equitable and certain emissions reductions is
increasingly urgent. Based on our experience as environmental
enforcers (including Allans experience with cap-and-trade
programs), we believe that the California Air Resource Board@s
confidence in cap-and-trade is misplaced and that carbon fees
provide the more effective and efficient path to the goals of AB
32, Callforniaés landmark climate protection law.

As long expected, California€s recently released AB 32 Draft
Scoping Plan relies heavily on €@cap-and-trade€ to reduce the
state€@s significant contributions to global greenhouse gas
emissions. The draft minimizes the value of a system of @carbon
fees.€ The Air Resources Board justifies its preference by calling

cap-and-trade a more certain route to meeting AB 32€s requirement 55'6
to reduce California€s emissions 30 percent below @business as

{
usual€ by 2020. Contd
However, cap-and-trade has serious downsides.

Unless all cap-and-trade elements, including offsets, are limited
to systems with accurate emissions measurement, the cap on total
emissions will likely be inflated and claimed reductions
exaggerated. While the emissions of large electrical generating
facilities with continuous emission monitoring systems can be
accurately tracked, many other sources of emissions and offsets
cannot be as closely monitored.

If these less-accurately-measured sources participate, the
integrity of the cap-and-trade program will be undermined, as will
the certainty in reductions that CARB seeks. In addition, even if
the market is limited to facilities with continuous emission
monitors, this will create artificial scarcity that is likely to
result in disruptions and unfairness, as initial and future
allocations of the right to emit are distributed and traded.

A preview of such disruptions was provided by the manipulations
that created the California energy crisis early in this decade.
This potential was also demonstrated in a recent simulation at the
University of California at Berkeleys Haas School of Business, in
which students gamed a carbon-trading market for individual gain,
leading to scarcity and high prices. This potential for market
manipulation could contribute to undesirable price volatility. The
resulting lack of price predictability in a cap-and-trade system
(specifically, the lack of certainty that the price of energy from
fossil fuels will exceed the price of green energy) reduces the
incentive for the substantial investments in the new
infrastructure and innovation necessary to provide alternative
energy at affordable prices.

The history of cap-and-trade demonstrates the limitations of the
state@s proposal.

The so-called @cap-and-trade€ of the federal acid rain program in
no way resembles the complex challenge we face in reducing
greenhouse gases. Under the program, all facilities had monitors,
so the system had the integrity of accurate measurement. There was
relatively little trading, particularly outside of any given
corporation and its subsidiaries. Trading in the acid rain program
primarily meant that some corporations complied with the gradual
reductions in total sulfur emissions by averaging among several of
their facilities. In addition, there was no significant need for
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investments in new technologies or innovation in order to reduce
sulfur. All that was needed--and what happened--was a @fuel
switch€ from high-sulfur coal, to the low-sulfur coal found in
Wyoming€s Powder River Basin.

In contrast, another cap-and-trade program failed spectacularly in
Los Angeles. Known as RECLAIM (the Regional Clean Air Incentives
Market), it was aimed at reducing ground level ozone. In RECLAIM,
despite the presence of monitors, an inflated cap delayed most
emission reductions for over seven years. At the end of that time,
the market collapsed and the necessary control technology was
required by regulation.

Similarly, attempts to design an effective carbon cap-and-trade
system have failed under the Kyoto Protocol--a 1997 international
accord to cut greenhouse gas emissions which the U.S. never
ratified. Utilities and other sources have underreported their
emissions, purchased flawed offsets, driven up prices, reaped
billions in undeserved profits and generally failed to produce
promised emission reductions.

Despite cap-and-trade@s enormous disadvantages, it is ardently
supported by two disparate groups. This first consists of those
who stand to profit, whether from trading, certifying offsets
and/or delaying the phase-out of fossil fuels. The second includes
those who truly want rapid reductions, but believe that the
greater

efficiency and transparency of carbon fees is politically
unattainable and/or fail to understand that the vulnerabilities of
cap-and-trade to manipulation and fraud will make the @cap@
illusory.

The advantages of carbon fees, in contrast, include simplicity and
transparency. For instance, the U.S. Congressional Budget Office
stated in its February 2008 report: @A tax on emissions would be
the most efficient incentive-based option for reducing emissions

and could be relatively easy to implement.€ These advantages 55 6
include that it is much easier to effectively trace and impose a

fee on all fossil fuels at the point of importation or extraction (: f(j
than it is to accurately measure all greenhouse gas emissions. ()r]

By phasing in gradually increasing carbon fees that would go up
each year until the price of energy made from fossil fuels exceeds
the price of clean technologies, carbon fees would create the
certainty needed to spur investment in post-fossil fuel energy
sources. A per-capita rebate of these carbon fees to all
California taxpayers would cushion the impact of higher energy
prices, particularly for low and middle income taxpayers, during
the transition to the post-fossil fuel economy. The relative
certainty provided by escalating carbon fees and the investments
they would foster are likely to catapult California and the nation
into a leadership position in green technology and set a roadmap
for the rest of the world on how to move beyond the ineffective
policy of cap-and-trade.

As CBO acknowledges, the main barrier to the carbon fees approach
is a lack of political acceptability. It in turn is based on a
lack of public education about why carbon fees (and a ban on new
coal-fired power plants without sequestration) are our best hope
to save our way of life and leave a habitable biosphere to the
next generation.

By selecting carbon fees to meet AB 32€s goal, California could
lead the nation in effectively and efficiently addressing climate
change. While CARB@s draft scoping plan attempts to support its
preference for cap-and-trade by indicating that it would fit well
with expected cap-and-trade programs by the Western Climate
Initiative and the federal government, this justification is
unworthy of California€s proud tradition of environmental
leadership.

Only if we discuss the urgency of the problem and the most
effective solution with friends, families, neighbors and
colleagues, and ask them to join us in calling and writing our
representatives, can we jump-start the huge outpouring of public
participation necessary to make carbon fees the acceptable as well
as the wise choice.

--Laurie Williams and Allan Zabel of www.carbonfees.org wrote this
editorial as citizens and parents. In May, the two lawyers issued
an open letter to Congress urging lawmakers to put their efforts
into setting carbon fees in place of a carbon cap-and-trade
program. For details about their professional experience and
carbon fees approach, see their website.
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3. Attached please find a visual providing a chart to
demonstrates how the certainty that green energy will become less
expensive than fossil fuel energy would affect investment and
affordability. Cap-and-trade cannot deliver this same price
certainty and hence will not be as effective in moving us to a
post-fossil fuel economy.

4. REQUEST FOR EXTENSION:

We believe that an additional period of public education should

occur on the issue of carbon fees vs. cap-and-trade, and that

there should be an additional comment period on this issue prior

to a final decision.

Attachment:
www.arb.ca.gov/lists/sp-design-ws/45-why_carbon_fees_work_ 7-28-08.pdf
Original File Name: Why Carbon Fees Work 7-28-08.pdf

Date and Time Comment Was Submitted: 2008-07-30 22:56:07

Attachment: www.arb.ca.gov/lists/ceqa-sp11/75-lw___az_comment_re_ab_32_supplement___offsets_7-27-11v4.doc

Original File Name: LW & AZ Comment re AB 32 Supplement & Offsets 7-27-11v4.doc

Date and Time Comment Was Submitted: 2011-07-27 22:52:38

If you have any questions or comments please contact Clerk of the Board at (916) 322-5594.

Board Comments Home
Back to Top | All ARB Contacts | A-ZIndex

Decisions Pending and Opportunities for Public Participation
Conditions of Use | Privacy Policy | Accessibility
How to Request Public Records

The Board is one of five boards, departments, and offices under
the umbrella of the California Environmental Protection Agency.
CallEPA | ARB | DPR | DTSC | OEHHA | SWRCB

ShareThis
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The commenter asserts that adoption of the “proposed greenhouse gas
offset program, regulations and protocols” is contrary to the intent and
requirements of AB 32. The Proposed Scoping Plan recommends that
ARB pursue various emission reduction measures, including a cap-and-
trade regulation, but any specific measure, including a cap-and-trade
regulation, can be adopted only through a separate, independent
rulemaking that includes a more detailed environmental analysis and
opportunity for public comment. Accordingly, comments about particular
components of specific emission reduction measures (such as specific
design features of a cap-and-trade regulation) do not raise a "significant
environmental issue associated with the proposed action" (see CCR
section 60007 (a) [emphasis added]) because the proposed action (i.e., the
Scoping Plan) does not include adoption of the particular design
components of specific measures (including the design feature of how to
distribute permits within a cap-and-trade regulation).

The Cap-and-Trade program recommended in the 2008 Scoping Plan was
proposed as a rule in October 2010
(http://www.arb.ca.gov/regact/2010/capandtrade10/capandtradel10.htm)
and will be considered for final adoption in October 2011. The Staff
Report (ISOR) for the proposed Cap-and-Trade Regulation explains the
agency’s rationale for choosing the design of that regulation, including
information about offsets
(http://www.arb.ca.gov/regact/2010/capandtradel0/capisor.pdf). A
separate FED evaluating the environmental impacts of the proposed Cap-
and-Trade Regulation has been prepared and subjected to public review
and comment. The alternative analysis in that FED includes design
variations for the proposed Cap-and-Trade program.

The commenter incorporates comments submitted in December 2010 on
the proposed Cap-and-Trade Regulation. As explained above, the
purpose of the Supplement is to provide an expanded analysis of
alternatives examined in the broad programmatic environmental review of
the 2008 FED. The purpose is to allow the public and decision-makers to
consider broad policy and regulatory alternatives to the proposed project
and not to take up particular details about specific design features of each
measure, including a cap-and-trade program. Detailed comments on the
proposed Cap-and-Trade Regulation submitted under that rulemaking
process will be addressed in that separate rulemaking process for that
proposed regulation. Any timely comments submitted in 2008 on the
2008 FED that raised significant environmental issues were responded to
in the document entitled ARB Response to Public Comments on the
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55-3

55-4

Functional Equivalent Document for the Proposed Climate Change
Scoping Plan available at:
http://www.arb.ca.gov/cc/scopingplan/document/scopingplandocument.ht
m. The written responses were prepared and approved prior to the 2008
Scoping Plan being considered for final adoption in May of 2009
(http://www.arb.ca.gov/cc/scopingplan/sp _executive order.pdf).

This comment again assumes that the proposed action would authorize
any particular regulation. The commenter cites specifics associated with
the separate, proposed Cap-and-Trade rulemaking. Any of these issues
that were raised in a timely manner during the Cap-and-Trade rulemaking
process will be answered accordingly under that process. Please also
refer to response 55-1.

The commenter states that the proposed offsets represent a substantial
portion of required reductions. The commenter further states that while
ARB notes that a reduction is required from projected 2020 emission
levels of 507 MMTCOE to 427 MMTCO-E, current 2011 levels are not
noted, nor is the percentage reduction needed to reach the goal of 1990
levels by 2020. In addition, the commenter states that offsets could be
used to satisfy as much as 85 percent of required reductions.
Furthermore, the commenter states that even if a smaller percentage of
compliance obligations are met with offsets, it is clear that offsets are
intended to be a substantial portion of required reductions and their failure
to represent real, additional, enforceable reductions could be extremely
damaging to California’s efforts to address climate change.

The comment assumes that the cap-and-trade program would function
under an unlikely scenario which could potentially result in 85 percent of
required reductions under the cap to be met through offsets. The scenario
under which this could occur is not supported by any economic modeling.
Furthermore, the AB 32 Scoping Plan is a non-regulatory document that
recommends measures to achieve GHG emission reductions. The FED
Supplement has been prepared to describe alternatives to the Proposed
Scoping Plan. Offsets are a component of the proposed Cap-and-Trade
Regulation, which is a separate rulemaking process and not part of the
FED Supplement or these comments and responses. Offsets provide cost
containment and encourage real reductions in uncapped sectors. The
FED Supplement presents the most current estimates of reductions that
could be achieved by Proposed Scoping Plan measures, prepared in
October 2010 based on the CEC 2009 IEPR. Some reductions would be
implemented sooner than others, but all reductions must be realized by
2020 in order to reach the AB 32 2020 target.
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55-5

The commenter expresses that offsets undermine incentives for efficiency
and investments to reduce GHG emissions. Please refer to responses
55-1 through 55-3. The commenter critiques ARB’s characterization of the
function of offsets in a cap-and-trade program. The commenter indicates
that offsets undermine incentives for efficiency and investments to reduce
GHG emissions and advocates that instead of relying on compliance with
caps and low cost offsets, ARB could adopt carbon fees. ARB disagrees
that offsets undermine incentives for efficiency and investments, because
the number of offsets allowed are limited in quantity. Offsets also
stimulate investment in emission reductions in the uncapped sectors for
which there are offset protocols. Staff's analysis indicates that the
majority of emission reductions achieved by cap-and-trade would come
from those sources covered by the proposed program. Furthermore, cap-
and-trade places a price on carbon, which would incentivize the most cost-
effective improvements that reduce emissions.

Please refer to response 15-1 regarding a carbon fee or tax.

The commenter further suggests administrative adjustments, such as
“border adjustments” to address the potential for leakage under a carbon
fee. ARB examined the feasibility of border adjustments as an alternate
design feature for a cap-and-trade program in the analysis of alternatives
in the environmental analysis for the proposed Cap-and-Trade Regulation
proposed in October 2010 at page 377 of Appendix O of the Staff Report.
See the rulemaking page for more information about that separate
rulemaking activity and reports available at
http://www.arb.ca.gov/regact/2010/capandtrade10/capandtrade10.htm

A border adjustment commonly takes the form of a fee placed on imported
goods coming into California. The application of border adjustments to
interstate and international trade would face legal scrutiny under the
Commerce Clause (Article 1, Section 8, Clause 3 of the U.S. Constitution)
and World Trade Organization principles. Further, it is very difficult to
measure the emissions associated with industrial imports to California
given the wide range of products, such as cement, places from which
those products originate, processes used to make those products and
carbon intensity of the inputs to make those products. Additionally,
implementing any feasible border adjustment (that could be practically
carried out and withstand legal challenge) would likely raise the
administrative burden of implementing and complying with this regulation
because of the burden of tracking imports and enforcing compliance
obligations on imported goods.

The commenter asserts the proposed Cap-and-Trade program included in
the Proposed Scoping Plan should not include “unverifiable and
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unenforceable” GHG offsets to address fossil fuel usage. Any offsets
included in a proposed Cap-and-Trade program under both the Proposed
Scoping Plan and Alternative 2 must meet rigorous criteria that
demonstrate that the emission reductions are real, permanent, verifiable,
enforceable and quantifiable. As proposed in the Cap-and-Trade
Regulation, offsets must come from uncapped sectors, so they cannot be
generated from improved efficiency in electricity, natural gas, or
transportation fuel use. To the extent that commenter's comments are
directed at the specifics of the proposed Cap-and-Trade Regulation
proposed in October 2010, please refer to the rulemaking page for that
ongoing rule development at the website listed above. Please also refer
to responses 4-1, 4-2, 5-1, 6-1, and 6-2.

55-6 This comment is a resubmission of commenter’s previous comments on
the proposed Cap-and-Trade Regulation. In accordance with the
requirements of CEQA, ARB need not respond to all non-project-specific
materials submitted (Environmental Protection Information Center v.
California Dept. of Forestry and Fire Protection (2008) 44 Cal.4th 459,
484). Please also refer to responses 55-1 through 55-3.

55-15



Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

This page intentionally blank.

55-16



Responses to Comments on the 2.0 Responses to Comments

Supplement to the AB 32 Scoping Plan FED

Comment Log Display http://www.arb.ca.gov/lispub/comm/bccom

bpl...

L56

California Environmental Protection Agency
. Search ARB
)= Air Resources Board AlATA -~

GOV

Comment Log Display

BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.
COMMENT 56 FOR SUPPLEMENT TO FED -AB-32 SCOPING WITH CEQA (CEQA-SP11) - NON-REG.

About ARB | Calendars | A-ZlIndex | ContactUs

Q

Advanced

First Name: Kathy

Last Name: Scripps

Email Address: purplestarcall@yahoo.com
Affiliation:

Subject: Clear cutting

Comment:

eAs a 4th generation Californian nothing is more disturbing to my
family & freinds than clear cutting. Our favorite family camping
area was clear cut. The loggers left it looking like a Nuclear
blast zone. They also left 50 gal oil drums, broken logging
equipment and large patches of petroleum on the ground. Our forests
should be cut using selective practices. Clear cutting damages the
complete ecosystem of the forest. It damages the creeks, habitat
for all plants ans animals that live in, around and on the tree"s.
The native forest lands belong to our future generations.
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L56 Response

56-1 The commenter expresses concerns regarding clearcutting. Please refer
to response 19-1.
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Q

First Name: Frank T.

Last Name: Lossy

Email Address: ftlossy322@comcast.net
Affiliation:

Subject: Up coming hearing
Comment:
Dear ARB,

1 appreciate being invited to express my views at this time.

It is my impresson that the broad plans and judgements you have
developed are sound ways of fostering a carbon emission reduction,
and I wish to commend that work.

However | believe that it would be preferable in a nuber of ways
for the body public if you would give further thought to the issue
of how the carbon caps you have developed should be enforced.
Instead of trading of permits by means of auctions of unused
allowances, 1 would recommend a system of CAP AND DIVIDEND be
developed without permitting trading . Instead | propose that all
penalties for exceeding allowances be assessed and collected by the
State of CA, and distributed to the citizenry of CA as a

dividends.

This would be more fair to the public, which will be paying
indirectly for the penalties anyway, in the form of higher energy

prices passed on to them by the energy producers. And I believe it
would make the system more palatable to the citizenry.

Please let me know whether you are willing to consider such a
modification.

Thank you for the opportunity to be heard in connection with your
work-task.

Appreciatively,
Frank T. Lossy, M.D.
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L57 Response

57-1 The commenter suggests a cap and dividend. Please refer to responses
1-1, 4-1, 4-2, and 5-1.
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First Name: Kimberly

Last Name: Burr

Email Address: kimlarry2@comcast.net
Affiliation:

Subject: trading carbon
Comment: 58_1
Deforestation is a major climate change problem. Forests around
the planet must be increased and mature forests protected NOT

traded!! -

Policing a trading scheme is not a proven model to reduce carbon
emissions or CO2 build up. The best scheme, which is feasible only
through guidance from government, is to transition to clean energy
as quickly as possible as in a cap and dividend system.

Many businesses will thrive and achieve efficiencies, advantages,
and market share during and after transition. Businesses and 5523_:2
lobbies that merely assert that they will be harmed by capping
carbon and reinvesting in clean energy must be required to
demonstrate through peered reviewed studies, that the economics,
even if there MIGHT be some costs incurred, are infeasible. The
courts have said that business may sometimes have to incur costs so
long as they are reasonable and environmental protection will be
realized.

The environmental document must analyze the historic impacts of
constructively forcing technology through regulation. Increased
miles per gallon is one good example. Good regulation creates a
level playing field and is forward looking like our major
environmental laws were. Industries can change, will change, and
will be better competitors in the global economy if they are ESE;_:S
efficient, nimble,and jump into the niche that is clean renewable
energy. It is not in any one"s interest to be dictated to by stale
and rigid thinking that holds every one back.

Please incorporate these elements into the environmental
analysis.
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L58 Response

58-1

58-2

58-3

The commenter expresses concerns with forests being used as offsets in
the Proposed Cap-and-Trade Regulation. Please refer to response 19-1.

The commenter expresses concerns with the economics of cap-and-trade.
Please refer to response 5-1.

The Supplement provides an expanded description and analysis of the
five alternatives originally presented in the 2008 FED. ARB has reviewed
this comment and determined that it does not directly relate to the
adequacy of the environmental analysis prepared for the alternatives to
the Proposed Scoping Plan. Per the CEQA Guidelines (CCR section
15204), reviewers should focus on the sufficiency of the document
identifying and analyzing the possible impacts on the environment and
ways in which the significant effects might be avoided or mitigated. ARB
has reviewed this comment, and determined that it neither applies nor
raises any substantial issues regarding the adequacy of the environmental
analysis of the alternatives in the Supplement. In accordance with ARB’s
certified regulatory program (CCR section 60007[a]) and CEQA
Guidelines (CCR section 15088), no revision or further written response is
required in response to this comment because no significant
environmental issues were raised related to the proposed action; however,
this comment is included in the public record for review by other interested
parties and decision-makers.
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Q

First Name: Darwin

Last Name: Bond-Graham

Email Address: darwinbondgraham@gmail.com
Affiliation:

Subject: Carbon Tax

Comment:

Dear ARB,

The previous scoping of AB 32 was indeed flawed in its over-due
emphasis on cap and trade like schemes.

A straightforward carbon tax, which there would be many ways to
implement, with a 100% dividend to CA"s residents, would be both
the most effective and just way to tax the "bad™ economic
activities that emit large amounts of greenhouse gas, and stimulate
activities that either conserve energy, or utilize low-carbon
emitting energy sources.

1 urge the board to further study and ultimately implement a carbon
tax.

Sincerely,

Darwin BondGraham
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L59 Response

59-1 The commenter suggests a carbon tax. Please refer to response 15-1.
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Last Name: Daniels
Email Address: lynda67@cox.net
Affiliation:
Subject: Emissions
Comment:
Calfornia needs to lead the way in controlling emissions. Please 60-1
pass legislation that will help us all breathe better.
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L60 Response

60-1 The commenter indicates that California needs to lead the way in
controlling emissions. ARB has reviewed this comment, and determined
that it does not state a specific concern or question regarding the
adequacy of the environmental analysis of the alternatives in the
Supplement. No revision or further written response is required because
no significant environmental issues have been raised. This comment is
noted and included in the public record.
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First Name: Emily

Last Name: Bockmon

Email Address: ebockmon@gmail.com
Affiliation:

Subject: Revenue-neutral Fee and Dividend
Comment: —_—
1 applaud the efforts of the ARB and appreciate the steps CA has
taken toward a responsible energy policy. The scoping plan put
forth by ARB has many great elements that will continue to move the
state toward reduced emissions. Unfortunately the scoping plan
misses the mark in its support of developing a California
cap-and-trade program. -

1 urge the Board to consider a revenue-neutral carbon fee and
dividend, rather than the currently proposed cap-and-trade system.
We need action that will be effective immediately, and will be easy
and cheap to implement. A carbon fee will have much lower
implementation costs than cap-and-trade and will require less
oversight in the years following. 1 believe it Il have the
additional advantage of being more effective at emissions
reductions as well.

The scoping plan already includes a similar fee to what is being
suggested in the High Global Warming Potential Mitigation Fee. This
measure will help better reflect, in their cost, the impact of
otherwise relatively inexpensive but harmful chemicals. Carbon
emissions could easily be treated in this same manner, as a
chemical whose true costs are not currently being included in its
cost to consumers. A carbon fee would help to accurately price
carbon by acknowledging its climate change potential. By including
a revenue neutral dividend that is directly returned to the people
of California, there is no increased financial burden by the
increased cost of energy.

A revenue-neutral carbon fee and dividend will help us quickly,
fairly and simply achieve our goal of reducing greenhouse gas
emissions to 1990 levels by 2020.

Thank you,
Emily Bockmon
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L61 Response

61-1 The commenter is generally supportive of ARB’s efforts. ARB has
reviewed this comment and determined that it does not state a specific
concern or question regarding the adequacy of the environmental analysis
of the alternatives in the Supplement. No revision or further written
response is required because no significant environmental issues have
been raised. This comment is noted and included in the public record.

61-2 The commenter suggests a carbon fee. Please refer to response 15-1.
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L62["

qQ

First Name: Paul

Last Name: Fritz

Email Address: pcfritz2000@yahoo.com
Affiliation:

Subject: AB 32 Cap and Trade
Comment:
Dear CARB,

Specific carbon market designs can address objections raised by
groups critical of the impacts of AB 32's Cap & Trade

program. Instead of giveaways to polluting industries, CARB should
auction 100% of permits. Rather than unlimited offsets, CARB should
strictly limit them. Inequities in the use of allowance value can
be addressed with a Cap & Dividend approach that returns revenues
back to all Californians equally.

Please incorporate these elements into the environmental analysis.
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L62 Response

62-1 The commenter advocates a Cap-and-Dividend approach that returns
revenues back to all Californians and suggests auctioning 100 percent of
permits and limiting offsets. Please refer to responses 1-1, 4-1, 4-2, 4-3,
5-1, 5-2, 6-1, and 6-2.
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Q

First Name: Debra

Last Name: Berliner

Email Address: berliner.debra@gmail.com
Affiliation:

Subject: Please support effective climate action, not cap and trade

Comment:

Dear CARB Members,

1 am proud to live in California where we"re leading the country in
climate action. However, major flaws in the cap and trade mechanism
threaten our leadership and our capacity to truly reduce state
greenhouse gases in a meaningful way. The "trade" aspect allows big
polluters to continue polluting, often in hard hit communities
already burdened by air pollution and other environmental hazards.
It is the responsibility and ethical imperative of elected
officials to protect the most vulnerable of their constituents.
Moving forward with cap and trade betrays that responsibility.
Please instead consider implementing a carbon tax, which could
bring the same GHG savings without the social costs.

Thanks for all your work.

Best regards,

Debra Berliner
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L63 Response

63-1 The commenter suggests a carbon tax. Please refer to response 15-1.
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First Name: steve

Last Name: holmes

Email Address: stevor_h@yahoo.com
Affiliation:

Subject: Global Warming/Climate Change being related to CO2 is a HOAX -
Comment:

Here"s three important things (articles/videos) about the falacy of
CO02 causing climate change. Cosmic rays cause clouds. Sun activity
blocks that so a more active sun leads to fewer clouds and more
heat. Warmer climate leads to more CO2 and NOT the reverse. Here
are SCIENTIFIC pieces to PROVE it:

http://blog.alexanderhiggins.com/2011/07/18/scientists-gagged-interpreting-study-links-climate-change-cosmic-rays-35691/
Scientists Gagged From Interpreting Study That Links Climate Change

To Cosmic Rays 64_1

Cosmic rays are influence by the sun and the galayy:
http://www.youtube.com/watch?v=dKoUwttEOBA

The reason that CO2 is higher with hotter weather is because the
hotter weather increases the C02 and hot the reverse, as the
Climate Change FRAUDS assert:
http://www.weatheraction.com/pages/pv.asp?p=wactl0&fsize=0

Global Warming/Climate Change is just a SCAM so a TAX can be
collected and MAINLY so people involved in the "carbon exchange"
can make MILLIONS of dollars for "running” it.
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L 64 Response

64-1

The commenter states that global warming is a scam. ARB has reviewed
this comment and determined that it does not directly relate to the
adequacy of the environmental analysis prepared for the alternatives to
the Proposed Scoping Plan. Per the CEQA Guidelines (CCR section
15204), reviewers should focus on the sufficiency of the document
identifying and analyzing the possible impacts on the environment and
ways in which the significant effects might be avoided or mitigated. ARB
has reviewed this comment, and determined that it neither applies nor
raises any substantial issues regarding the adequacy of the environmental
analysis of the alternatives in the Supplement. In accordance with ARB’s
certified regulatory program (CCR section 60007[a]) and CEQA
Guidelines (CCR section 15088), no revision or further written response is
required in response to this comment because no significant
environmental issues were raised related to the proposed action; however,
this comment is included in the public record for review by other interested
parties and decision-makers. In accordance with the requirements of
CEQA, ARB need not respond to all non-project-specific secondary
materials submitted (Environmental Protection Information Center v.
California Dept. of Forestry and Fire Protection (2008) 44 Cal.4th 459,
484).
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First Name: Leonard

Last Name: Stone

Email Address: leonardonthecoast@gmail.com
Affiliation:

Subject: AB-32 economy killer
Comment:

To believe science which cannot predict local weather more than 3

days in the future can effectively predict world wide climate
twenty or fifty years in the future is complete folly.

The enactment of AB-32 will decrease economic activity in
California. Air quality is not confined to state borders. Wh
our industry moves to neighboring states, so will jobs and
revenues, the air will flow back and forth.

ten,

en

The pain of this effort is far more reliable and severe than the

potential benefit. If we only eliminate manufacturing and ene
consumption, we will have cleaner air and water. Of course we

rgy
will

have to live in caves without light or heat. We will travel by

foot and eat whatever the land will allow us.

Over the last 50 years life expectancy has increased from 60 to 85.
Most of that is the advancement of medical science. There is some

credit to lifestyle. As we restrict our use of energy we will
learn how much credit lifestyle deserves.
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L65 Response

65-1

The commenter states that AB 32 will hurt the economy of the state. ARB
has reviewed this comment and determined that it does not directly relate
to the adequacy of the environmental analysis prepared for the
alternatives to the Proposed Scoping Plan. Per the CEQA Guidelines
(CCR section 15204), reviewers should focus on the sufficiency of the
document identifying and analyzing the possible impacts on the
environment and ways in which the significant effects might be avoided or
mitigated. ARB has reviewed this comment, and determined that it neither
applies nor raises any substantial issues regarding the adequacy of the
environmental analysis of the alternatives in the Supplement. In
accordance with ARB’s certified regulatory program (CCR section
60007[a]) and CEQA Guidelines (CCR section 15088), no revision or
further written response is required in response to this comment because
no significant environmental issues were raised related to the proposed
action; however, this comment is included in the public record for review
by other interested parties and decision-makers.
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First Name: Betty

Last Name: Lo

Email Address: locols@pacbell.net
Affiliation:

Subject: A.B. 32
Comment:
Dear Chairman Nichols,

1 do not believe that cap-and-trade should allow clearcutting to
take place, no matter how well it is done. Clearcutting is too
severe and the consequences are too great to deal with. Too much
clearcutting has been done in the western states over the last few
decades - we have all experienced the consequences!

We need to lead with this preventive measure; so that we don"t
suffer anymore in the future.

Please consider other solutions.

1 would love to hear back from you on this issue.
Thank you very much.

Sincerely,

Betty Lo
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L66 Response

66-1 The commenter expresses concerns with regards to clearcutting. Please
refer to response 19-1.
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ANTI@H L67
UNIVERSITY

LOS ANGELES

00 Corporate Pointe Culver City, CA 90230 | 800.726.8462 | www.antiochla.edu

July 27, 2011

Mary Nichols, Chairperson

James Goldstene, Executive Officer
California Air Resources Board
1001 “T” Street

P.O. Box 2815

Sacramento, CA 95812

Via email: mnichols@arb.ca.gov, jgoldstene(@arb.ca.gov

Re: Diana Pei Wu, PhD, comments on 2011 Scoping Plan Functional Equivalent Document —
REDD causes human rights abuses and exacerbates deforestation and greenhouse gas emissions in
toxic hot spots in the U.S. and internationally.

Dear Chairperson Nichols, and Mr. Goldstene,

I offer the following comments on the alternatives in the AB32 Scoping Plan, in the hope of reaching a
new accord on this opportunity to stop disastrous climate change and eliminate California’s fossil-fueled
smog and toxic emissions.

My name is Diana Pei Wu, and I am a Professor of Urban Communities and Environment at Antioch
University Los Angeles. I received my PhD from the University of California, Berkeley in Environmental
Science, Policy & Management in 2006. During that time period, [ worked and studied themes as diverse
as environmental racism, international community development and conservation, human rights, and
forestry. I also have an M. A. in Ecology and Evolutionary Biology from Princeton University and, before
becoming a social scientist, had worked as a tropical ecosystem field ecologist for nearly a decade in
places as diverse as Hawaii, Costa Rica, Panama, Cameroon, Malaysia, Kosrae, Brasil, Western Samoa 67-1
and Kenya.

Below I outline the great and continuing failures of market-based pollution programs, in particular, the
program being proposed as REDD — Reducing Emissions from Deforestation and forest Degradation.
Although all governments and most mainstream conservation groups claim that no official REDD projects
exist yet, there are dozens, if not hundreds, of so-call “REDD readiness” programs already in existence,
and the already existing findings should prove to you that the observed problems with these programs are
indeed structural by nature, and unable to be remediated or “safeguarded” without great cost to human
and ecological well-being.

In particular, there cannot be any substitute for cleaning up our own state’s pollution right here, which is
foremost a severe burden on communities of color, and which threatens all Californians and the planet
with climate change, health and economic impacts. Attempting to “fix”” Cap and Trade cannot work,
causes delays we cannot afford, and fails to take responsibility for our own pollution. Virtually all of
industrial reductions are left to cap and trade.

LOS ANGELES MIDWEST NEW ENGLAND SANTA BARBARA SEATTLE
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Since ARB certified the FED in 2009, new information has become available that should be considered in
evaluating alternatives to Cap and Trade for the AB32 Scoping Plan, the road map to meeting our GHG
reduction goal of 1990 levels by 2020 and achieving other goals in AB 32, and other crucial information
was never evaluated. Among other things, this information further demonstrates that Cap and Trade fails
to meet pollution reductions and can cause significant environmental harm to communities (inside and
outside California). We urge CARB to take a serious look at alternatives, including direct regulations that
can achieve big greenhouse gas and co-pollutant reductions and avoid significant negative impacts of Cap
and Trade. So far the regulatory process has clearly ignored real alternatives to Cap and Trade. These
issues are summarized below, and detailed in this letter.

REDD Basics

REDD stands for “Reducing Emissions from Deforestation and forest Degradation” and is currently being
negotiated within the United Nations Framework Convention on Climate Change. Although no final
agreements have yet been reached on REDD, there are dozens of so-called “REDD Readiness” projects
already on the ground, which provide illustrative examples of the potential successes and structural
problems of the program.

According to its backers, REDD and REDD+ hold out the enticing prospect of mitigating climate change,
conserving threatened biodiversity, and bringing much-needed development finance to poor Indigenous
Peoples and local forest-dwelling communities — while simultaneously offering significant profits to
investors.

According to the Global Canopy Program,' “The idea behind REDD is simple: Countries that are willing
and able to reduce emissions from deforestation should be financially compensated for doing so.”

However, Australian scientist Peter Wood argues “there are a number of fundamental issues that remain
unresolved that hang in the balance, including environmental, social and governance safeguards,
monitoring reporting and verification of safeguards, and the inclusion of logging in natural forests.”
Likewise, civil society groups, particularly those representing constituencies of climate justice,
indigenous peoples, youth and women, warn that REDD and REDD+ will benefit timber, oil and gas
companies, create perverse incentives to increase deforestation, and exacerbate already-existing toxic
hotspots in the Global North.

In addition, they argue that even before it formally exists, just the idea and promise of REDD has already
created the conditions for a global land grab, and that REDD-readiness projects have already displaced
indigenous and forest-dependent communities from their ancestral lands or severely curtailed their
abilities to practice traditional customs on those lands, failed to meet minimal requirements for Free, Prior
and Informed Consent, and has in some cases failed to reduce overall deforestation.

The UNFCCC differentiates between REDD and REDD+ by saying that Reducing Emissions from
Deforestation and Forest Degradation (REDD) is an effort to create a financial value for the carbon stored

! Global Canopy Foundation. 2008. The Little REDD Book: A guide to governmental and non-governmental proposals for
reducing emissions from deforestation and degradation. Oxford, UK: Global Canopy Programme.

2 Wood, Peter. 2010. “REDD+: Reudcing the Risk.” Outreach: a multi-stakeholder magazine on climate change and
sustainable development. Day 6. http://www.stakeholderforum.org/sf/outreach/index.php/day6-item1 (Accessed July 10,
2011).
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in forests, while “REDD+” goes beyond deforestation and forest degradation, and includes the role of
conservation, sustainable management of forests and enhancement of forest carbon stocks. The UN-
REDD program claims that REDD+ will fulfill the requirements of full engagement and respect for the
rights of Indigenous Peoples and other forest-dependent communities.

REDD became a major flashpoint of civil society actions and debate inside and outside the UNFCCC 16™
Conference of the Parties (COP16) in 2011, in Cancun, Mexico, It is anticipated that this will happen
again as the 2012 17" Conference of the Parties (COP17) approaches, to be held in Durban, South Africa.

Key Programs and Players

REDD projects are being piloted in many countries under the auspices of the United Nations REDD
Program, the World Bank Forest Carbon Partnership Facility, the U.S. Agency for International
Development, and other global bodies.* There are also bilateral pilot programs’ such as the Kalimantan
Forests and Climate Project, between Indonesia and Australia, and some voluntary market programs that
involve some conversation NGOs such as World Wildlife Fund and Conservation International.® Norway
is the largest funder of the UN-REDD program.’

In addition, journalist Jeff Conant reports in Z Magazine (July/August 2011) that at least one subnational
governmental level REDD readiness initiative was unveiled at COP16 in 2010 between the state of
California in the United States, and the state of Chiapas in Mexico.

Critiques of REDD and REDD+ projects and policies

According to Friends of the Earth International, Carbon Trade Watch,8 REDD-Monitor, the Indigenous
Environmental Network, the Global Justice Ecology Project’ and hundreds of other civil society
organizations representing environmental, indigenous peoples, women'*'"'? and youth constituencies,
although REDD may benefit some communities and biodiversity in certain specific areas, overall it is
emerging as a mechanism that has the potential to exacerbate inequality, reaping profits for corporate and
other large investors while bringing considerably fewer benefits - or even serious disadvantages - to
Indigenous Peoples and other forest-dependent communities. In addition, if governments focus on REDD

3 UN-REDD Program. Homepage. http://www.un-redd.org/ (Accessed July 8, 2011)

* UNFCCC. “REDD Web Platform.” http://unfccc.int/methods_science/redd/items/4531.php (Accessed July 1, 2011)

S UNFCCC. “Demonstration Activities.” http://unfcce.int/methods_science/redd/demonstration_activities/items/4536.php
(Accessed July 1, 2011)

¢ Carbon Trade Watch, 2011. Some Key REDD+ Players. July 2011. 6 pp.

" Angelsen, Arild, Sandra Brown, Cyril Loisel, Leo Peskett, Charlotte Streck and Daniel Zarin. 2009. Reducing Emissions from
Deforestation and forest Degradation (REDD).: An Options Assessment Report. Prepared for the Government of Norway.
Norway: Meridian Institute and REDD-OAR.

¥ Carbon Trade Watch and Indigenous Environmental Network. 2010. No REDD!: A Reader. (Released Monday, December 6,
2010).

? Carbon Trade Watch, Global Justice Ecology Project and Indigenous Environmental Network. 2011. Key Arguments Against
Reducing Emissions from Deforestation and Degradation (REDD+). June 2011. 3pp.

' GenderCC Women for Climate Justice. 2010. “Gender in the Climate Money Grail.” Qutreach: a multi-stakeholder
magazine on climate change and sustainable development. Day 6.
http://www.stakeholderforum.org/sf/outreach/index.php/day6-item3 (Accessed July 10, 2011).

""'World Rainforest Movement. REDD and Gender Impacts. November 2010.

12 Wu, Diana P., Aurora Conley and Ana Filippini. 2010. “Women and REDD.” Outreach: a multi-stakeholder magazine on
climate change and sustainable development. Day 6. http://www.stakeholderforum.org/st/outreach/index.php/day6-item§
(Accessed July 10, 2011)
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in isolation, it could become a dangerous and ineffective distraction from the business of implementing
real and effective policies for climate change mitigation and adaptation.

An emerging literature in political science, sociology and international development studies also shows
the emergence of a global land grab"’ in relationship to global land governance questions, with REDD and
other market based initiatives such as payment for ecosystem services (PES) as some of the key drivers of
this global land grab, and uncertainty in indigenous people or other national minority groups’ land tenure
and traditional rights a major factor in vulnerability to displacement.'*

Civil society organizations such as Friends of the Earth International'® conclude that “large transnational
corporations, especially those involved in the energy sector or energy-intensive industries, are rapidly
honing in on REDD because it offers them — perhaps more than any other participant — a true ‘win-win’
opportunity. Through REDD these corporations recast themselves as climate change champions even as
they continue, or even expand, operations to extract fossil fuels and other pollution-intensive activities. At
the same time they stand to profit from REDD, at the level of hundreds of millions of dollars.”

In many countries there is also ongoing uncertainty about land tenure and carbon rights, and in some it
seems that REDD is muddying these particular waters even further. Case studies from Ecuador'® and
Chiapas'’also demonstrate that areas with conflict or uncertainty over indigenous peoples’ land tenure, in
conjunction with government or state-sponsored interests in income-generation, provide ample
opportunity for these projects to exacerbate human rights abuses. Conant'® documented that the
community of Amador Hernandez in the Lacandon region of Chiapas had their health services cut off in
early 2011, most likely in preparation for “REDD Readiness.” REDD is being championed as a source of
revenue both by the Chiapas state government and the Mexican national government.

Previous studies demonstrated the eviction of Ogiek peoples from their lands in Kenya in anticipation of a
REDD-readiness project and research conducted or reported by Rebecca Sommer and Chris Lang have
demonstrated conservation NGOs or individual “carbon cowboys” attempting to convince or coerce
indigenous communities to sign over traditional lands and rights without meeting the substantive
standards of Free, Prior and Informed Consent in Brazil and Papua New Guinea.

There is also an emerging debate about whether REDD can really work at the project level. A 2011
consultation process with Southeast Asian groups'® demonstrated that in at least one pilot project,
community members have yet to receive any revenues, although the project has been ongoing for about 5
years. A similar experience was expressed by members of a Tanzanian NGO at a US-government
sponsored side event at COP 16. Also, most studies demonstrate that in and near pilot projects,

13 Zoomers, A. 2010. “Globalisation and the foreignisation of space: seven processes driving the current global land grab.”
Journal of Peasant Studies 37(2):429-447.

14 Sutherland, W. et al. 2010. “A horizon scan of global conservation issues for 2010.” Trends in Ecology and Evolution 25(1):
1-7.

'3 Friends of the Earth International. 2010. redd: the realities in black and white. The Netherlands: Friends of the Earth
International. 28pp.

16 Carbon Trade Watch and Indigenous Environmental Network. 2010. No REDD!: A Reader. (Released Monday, December 6,
2010).

'7 Conant, Jeff, with photographs by Orin Langelle. 2011. “Turning the Lacandon Jungle to the Carbon Market.” Z Magazine
July/August 2011: 76-80.

'8 Conant, Jeff, with photographs by Orin Langelle. 2011. “Turning the Lacandon Jungle to the Carbon Market.” Z Magazine
July/August 2011: 76-80.

' Thai Climate Justice, Philippine Movement for Climate Justice, Towards Ecological Recovery and Regional Alliance and
Focus on the Global South. 2011. REDD in South East Asia: a Political Economy Perspective. Bangkok: Focus on the Global
South. 22 pp.
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deforestation has not actually decreased — for instance, in the case of the Kuna and Ember4 territories in
the Darién region of Panama.

Current research on carbon markets demonstrate that the current trading price of carbon is below that of
potential profits from deforestation or replacement by monocrop forest plantations of Eucalyptus, acacia
or oil palm. That is to say, given that the largest culprits of global deforestation are larger timber and
forestry companies, plantation forestry, industrial agro or biofuels and exploration for fossil fuel
extraction, the existing market prices are insufficient to prevent deforestation by market-driven and profit-
seeking actors. This reality, if it continues, would undermine the market feasibility of any carbon trading
or offset mechanism, including REDD, to avoid deforestation.

Civil society organizations offer the following alternative vision to a market-based solution to
deforestation:

“If governments are to succeed in mitigating climate change by addressing deforestation, they
must agree to an equitable mechanism that actually aims to stop deforestation. This will require
reducing demand for agricultural and timber products, and addressing other underlying causes of
deforestation. Such a mechanism should reward those that have already conserved their forests. It
should build on the experiences of Indigenous Peoples and communities around the world, who
already know how to manage and benefit from forests sustainably.”

I strongly urge you to explore real alternatives to cap-and-trade and come to the reasonable conclusion
that these mechanisms harm communities and livelihoods for Californians, and our families and
communities in other parts of the world. California must not take on the position of exacerbating or
causing human rights abuses in other parts of the world. The ecological, ethical and economic fallout of
those violations reverberate deeply throughout the global world system. Please feel free to contact me if
you have any further questions of concerns. I can be reached via email at dwu@antioch.edu, or by cell
phone at 510-333-3889.

Sincerely, .
N

e

Diana Pei Wu, Ph.D.
Assistant Professor (Core Faculty), Antioch University Los Angeles

67-5

67-1
Cont'd


amber.giffin
Typewritten Text
67-1
Cont'd

amber.giffin
Line


Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

L67 Response

67-1

The commenter urges ARB to look at alternatives, but does not provide
specific suggestions. The Supplement provides an expanded description
and analysis of the five alternatives originally presented in the 2008 FED.
In accordance with the substantive requirements of CEQA, these
alternatives represent a “reasonable range” that could feasibly attain most
of the basic project objectives while having the potential to reduce or
eliminate significant environmental effects. A range of alternatives
analyzed in an environmental document is governed by the “rule of
reason,” requiring evaluation of those alternatives “necessary to permit a
reasoned choice” (CCR section 15126[f]). The alternatives mentioned by
the commenter are evaluated in the Supplement.

The commenter’s detailed comments about REDD do not directly relate to
the adequacy of the environmental analysis contained in the Supplement.
REDD is not part of the proposed project. REDD as part of a cap-and-
trade program would have to be developed under a separate rulemaking
process and brought before the Board for approval. The rulemaking
process to include REDD would have a full public process and
environmental review.

Please also refer to response 81-1.
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First Name: Charles

Last Name: Moore

Email Address: thechasmo@comcast.net
Affiliation:

Subject: Carbon tax alternative to Cap & Trade

Comment:

I1"m writing to recommend that you pursue a Carbon Tax instead of a
Cap & Trade as implementation of AB 32. We need to create a
healthier environment and this seems like an easy solution where we
can discourage the behavior we don"t want (pollution) and encourage
the behavior we want (finding green alternatives.) The EU"s Cap &
Trade program failures show that that system does not inherently
reduce emissions. But a Carbon Tax would be a great step towards
restricting businesses ability to externalize the cost of their
harmful behaviors.

Thanks for considering this and for the work that you do to make
California healthier and a leader in creative ecological solutions.

peace,
Charles RH Moore

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-28 11:15:09
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L68 Response

68-1 The commenter urges Board to consider a carbon tax. Please refer to
response 15-1.
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. Los Angeles Refinery
-‘ rd
310 1660 West Anaheim Street
ConocoPhillips L SR
p Phone (310) 952-6000

Electronic Posting
http://www.arb.ca.gov/lispub/comm/belist. php

July 28, 2011

Clerk of the Board, Air Resources Board
1001 | Street
Sacramento, California 95814

Re: Comments on Supplement to AB 32 Functionally Equivalent Document (FED) dated June 13, 2011

ConocoPhillips submits these comments regarding the proposed AB 32 Scoping Plan and the T
Supplement to the AB 32 Scoping Plan Functional Equivalent Document (the "Supplement”), the latter of
which was released on June 13, 2011 for public comment.

ConocoPhillips has significant operations in California including oil refineries, crude oil, and petroleum
product pipelines, and terminals. As the third largest U.S. energy company, we also have important
operations in other Western Climate Initiative states, throughout the U.S. and worldwide.

In addition to the specific comments provided here, ConocoPhillips does support comments submitted by
the Western States Petroleum Association.

Because the 2008 Scoping Plan has been necessarily reopened, as noted in Section 1.0 of the 69-1
Supplement, ConocoPhillips is submitting comments on the full Proposed Scoping Plan. CARB refers to
the reopened AB 32 Scoping Plan as the "Proposed Scoping Plan", which is a naming convention
ConocoPhillips follows in these comments.

CARB has used the benefit of time to update certain portions of the original Scoping Plan, including the
use of updated emissions projections. Other portions have not yet been updated, despite the availability
of similar updated projections and data. Using such currently-available data, CARB should evaluate the
various measures in the Proposed Scoping Plan and those regulations being pursued under AB 32 in
terms of meeting the objectives of the Proposed Scoping Plan. ConocoPhillips below notes several
specific instances in which the Proposed Scoping Plan, and thus, subsequent CARB decision-making,
would benefit from the use of currently-available data.

Further, it is not clear if the measures being pursued under AB 32 were chosen based on a cost versus
benefit analysis. The measures described in the Proposed Scoping Plan should be analyzed and
prioritized based on their ability to achieve the Proposed Scoping Plan objectives at the lowest cost.

The Proposed Scoping Plan ignores the High Carbon Intensity Crude Oil (HCICQ) regulatory provisions
that have been incorporated into the Low Carbon Fuel Standard (LCFS). Because HCICO was not
included in the original Scoping Plan, the Board was unable to consider the environmental impact of
HCICO, nor could it consider whether inclusion of HCICO in the LCFS regulatory scheme met the

objectives of the original Scoping Plan. Also, the Board was unable to assess the economic impact of 69-2
HCICO. As the HCICO provisions have developed and discussions with CARB have occurred regarding
those developments, it has become clear that the potential adverse impacts of HCICO are more
potentially significant than earlier anticipated. We urge CARB to include a thorough analysis of HCICO in
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the Proposed Scoping Plan and associated California Environmental Quality Act processes. Several
detailed concerns are noted below.

1. Obijective #12: Page 5 of the Supplement concerns "minimizing leakage"

It is not clear in the Proposed Scoping Plan, Supplement, or subsequent regulatory action, if
CARB has analyzed the potential for leakage that will likely result from implementation of the
current HCICO approach in the LCFS. ConocoPhillips encourages CARB to evaluate removal of
the HCICO provision from the list of preferred regulatory actions for implementation of AB 32 or to
pursue alternative approaches that would minimize leakage per AB 32 and the Proposed Scoping
Plan. The industry has recently shared data with CARB that provides examples of crude oil
shuffling and the associated leakage that the HCICO provisions will encourage. It is also not
clear if CARB has analyzed the potential for leakage due to biofuel shuffling under LCFS.

2. Obijective #10: Page 5 of the Supplement concerns a "broad range of public benefits"

Has CARB analyzed the impact of more expensive transportation fuels under LCFS, potential
refinery shutdowns due to LCFS requirements, LCFS biofuel requirements, LCFS HCICO, and
imports of intermediates/blendstocks/fuels from outside California? All of these have the potential
to place a significant economic burden on the state of California due to higher transportation fuel
costs that may not provide a corollary benefit to the public. 69-2

Cont'd

3. Objective #17 and #18: Page 6 of the Supplement concern "emissions impacts" and
"preventing increases in other pollutant emissions"

ConocoPhillips is concerned that Objectives #17 and #18 will not be met under the current
approach for HCICO if crude shuffling results from implementation of that approach. The industry
has recently shared data with CARB that provides examples of crude oil shuffling and the
associated emissions increases that may result with the current HCICO. CARB is encouraged to
review removal of the HCICO provisions and, if needed, consider alternative approaches that
would directionally meet stated program objectives.

4. Section lill. Evaluations, Part C: Cost Effectiveness of the Proposed Scoping Plan
discusses the role of cost effectiveness in the development and adoption of regulations of

this type

CARB should revisit this section in light of the more recent data. With new data available, it is
important to update cost information so that the Board will more fully understand the impact.

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 shall include a consideration of
the impact of the proposed regulation on California jobs, business expansion, elimination or
creation, and the ability of California businesses to compete with businesses in other states.
CaonocoPhillips is concerned that this requirement was not fully evaluated in this Proposed
Scoping Plan and requests that CARB revisit this requirement, particularly with respect to LCFS
and its currently evolved HCICO provisions.

5. Appendix | of the Proposed Scoping Plan: CARB determines that the LCFS will have no
cost impact

CARB should revisit this conclusion in light of the more recent experience in biofuel prices. It is
also necessary for CARB to revisit the cost impact of LCFS because the analysis in the Proposed
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Scoping Plan did not include the HCICO impact. With new data available and LCFS regulation
expanded to include HCICO, it is important to update the cost so that the Board will fully
understand the impact of the Proposed Scoping Plan measures.

We appreciate the opportunity to comment. If you have any questions regarding these comments, please
contact Dan Sinks, Fuels Issues Advisor at 562-290-1521, Stephanie Williams, Manager of Government
Affairs in our Sacramento office (as noted below), or me at any time.

Sincerely,
i N N 69-2
0N S N Cont'd

Chris Chandler
Manager, Los Angeles Refinery
ConocoPhillips Company

cc: Linda Adams, Secretary Cal-EPA
CARB Board Members
Mary Nichols, Chair, California Air Resources Board
James N. Goldstene, CARB Executive Officer

For further information, please contact:

Stephanie Williams

ConocoPhillips, Manager of Government Affairs, West Coast
1201 K Street, Suite 1930

Sacramento, California 95814

916-447-1698
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L69 Response

69-1

69-2

The commenter states that their comments are directed at the full Scoping
Plan, not the expanded environmental analysis provided in the
Supplement released for circulation and comment. As described in the
Supplement at page 1, what is referenced as the “Proposed Scoping Plan”
is the Plan that the Board will reconsider. The Supplement describes the
Plan as it was developed in 2008 (called the “2008 Scoping Plan”) and the
changes that have occurred since the Plan was last brought to the Board.
The Proposed Scoping Plan includes updated 2020 emission projections
and emission reductions from measures adopted since 2008. See pages
6 through 12 of the Supplement. ARB also provided further details on the
updated data in the Status of Scoping Plan Recommended Measures
available at:

(http://www.arb.ca.gov/cc/scopingplan/status _of scoping plan _measures. |
[pdf.] A full update of the Scoping Plan is planned for 2013 in accordance
with the requirements of AB 32. No further response is required because
commenter does not raise any specific significant environmental issue
with regard to the alternatives analysis.

The commenter recommends ARB update the 2008 Scoping Plan and the
environmental analysis to include High Carbon Intensity Crude Oil
(HCICO) provisions incorporated into law. This comment appears directed
specifically to the separate activities associated with LCFS. Although the
Proposed Scoping Plan recommends that ARB pursue various emission
reduction measures, including the LCFS, each specific measure, including
the LCFS, can be adopted only through a separate, independent
rulemaking that includes a more detailed environmental analysis and
opportunity for public comment. The LCFS regulation was adopted and
approved in a separate regulatory proceeding. Accordingly, comments
about particular components of specific emission reduction measures
(such as the Low Carbon Fuel Standard) do not raise a "significant
environmental issue associated with the proposed action” (see CCR
section 60007[a] [emphasis added]) because the proposed action (i.e., the
Proposed Scoping Plan) does not include adoption of the particular
components of specific measures (such as a cap-and-trade regulation).
Please refer to the ARB website for activities associated with the LCFS
including the current effort to develop proposed amendments as well as
the efforts of the LCFS Advisory Panel in supporting the program review
at: http://www.arb.ca.qov/fuels/Icfs/Icfs.htm. Please refer to Response to
Comment 82-4 as well.
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UNITED STEELWORKERS

- District 12

Robert LaVenture
District Director

Chris Youngmark
July 28, 2011 Assistant to the Director

UNITY AND STRENGTH FOR WORKERS

Chairman Mary Nichols
California Air Resources Board
1001 I Street

Sacramento, CA 95814

RE: Regulation to Implement CA Scoping Plan and Transportation Fuels
Dear Chairman Nichols,

I write on behalf of the United Steelworkers and our members in the ten unionized California oil
refineries who produce most of the fuels currently consumed by our state’s motor vehicles.

As you know our organization has been a strong supporter of AB32 since its passage and worked
actively to prevent its suspension by opposing Proposition 23 in last year’s election. We remain firmly
convinced that AB32’s effective implementation will drive economic development in our state, create
hundreds of thousands of new jobs and industries, and secure markets for energy-intensive products
manufactured in our state to the highest standards possible.

We believe that this last outcome, however, will partly depend on the effective implementation of
the law for the oil industry, in particular with the low carbon fuel standard. If the LCFS is implemented in 70-1
such a fashion that its regulations don’t guard against leakage by ignoring imported products, we will
have replaced California produced products with those from states or countries that do little or nothing to
regulate greenhouse gas emissions.

We are particularly concerned about “leakage” in the petroleum refining industry and would like
to work with you to design provisions that would prevent the loss of CA refinery jobs to imported fuels
from states and countries that do not participate in similar programs.

I will have my office contact you later this week to set up a meeting at your earliest convenience
to review the effectiveness of the current proposed LCFS. We understand that several of our partners in
the BlueGreen Alliance have supported the LCFS as part of AB32, and would also welcome their
participation in these discussions to address our concerns.

Sincerely,

(’;ipbtzi Lq%é;dﬂuxg

Director, District 12
United Steelworkers (USW)
RL/jcl

United Steel, Paper and Forestry, Rubber, Manufacturing, Energy, Allied Industrial and Service Workers International Union

3150 Carlisle Boulevard NE, Suite 110, Albuquerque, NM 87110 » 505-878-9756 » 505-878-0763 » WWW . USW. O G il 1
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The Honorable Edmond Brown, Governor

Nancy McFadden, Cabinet Secretary

Linda S. Adams, CA EPA Secretary

Gary Beevers, International Vice President

Dave Foster, Executive Director, Blue Green Alliance
Chris Youngmark, Assistant to the District Director
Rick Latham, Sub District Director
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L70 Response

70-1 The commenter expresses support for the implementation of AB 32, and
further raises issues specific to separate activities associated with the
LCFS and concerns about “leakage.” The currently proposed action does
not adopt any specific regulatory measure recommended nor does it adopt
any particular design features or components of those measures. See
response 69-2.
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Transportation Solutions Defense and Education Fund

P.O. Box 151439 San Rafael, CA94915 415-331-1982

“Solutions Is Our Middle Name”

July 28, 2011
By E-Mail

Clerk of the Board

Air Resources Board

1001 | Street

Sacramento, California 95814

Re: Supplement to Scoping Plan FED
Dear Sirs:

Our organization previously commented on the cursory and legally inadequate analysis
of a carbon tax alternative in the FED, and provided comments on the merits of a
carbon tax in our August 1, 2008 “Comments on CARB Draft Scoping Plan.” (relevant
section attached). We are appalled at the shoddy treatment given to the carbon tax
alternative in the Supplement to the AB 32 Scoping Plan Functional Equivalent
Document (“Supplement”). It is obvious that Alternative 4 was designed to consider a
carbon fee or tax in the most unfavorable possible light--a straw man meant to be
knocked down. A fair and honest alternatives analysis would not treat an alternative this 71-1
way--especially not the one preferred by successful plaintiffs.

As this Supplement will be under court scrutiny as a result of Association of Irritated
Residents, et al. v. California Air Resources Board, et al., the Air Resources Board
would be well advised to comply with CEQA in its response to comments. A mitigated
Alternative 4 must be studied. While appropriate mitigations were identified in the
text of the Supplement, they were neither studied nor developed in detail. If the ARB
declines to study a Mitigated Alternative, the FED Supplement will be legally
inadequate.

While regulated industries may prefer Cap-and-Trade to a carbon tax or fee, ARB
should not draw any conclusions from that as to the efficacy of the control
mechanism. On the contrary, it is at least equally likely that industry resists a carbon
tax precisely because it is hard to game, which is another way of saying a carbon tax
doesn't offer the opportunities for fraud presented by Cap-and-Trade. Clearly,
industry’s interest in reducing GHGs is solely a matter of regulatory compliance,
rather than a recognition of responsibility for staving off global catastrophe.
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TRANSDEF 7/28/11 Page 2

Mitigations

On page 83 of the Supplement, the first obvious but unimplemented mitigation is
identified: “unless special provisions were included in legislation or regulations for
automatic adjustments.” Nonetheless, the text admits that “an automatic adjustment
could be included in the original authorization.” (p. 95). Such provisions need to be
designed, assumed in the definition of a mitigated alternative, and tested in the
alternatives analysis. This is critical, because an unmitigated Alternative 4 “creates a
substantial risk of either falling short of the target or over-complying” (p. 95), thus
causing Alternative 4 to receive only Medium scores for Achiev[ing] Reductions and
Ensur[ing] Reductions. Meanwhile, ARB's favored alternatives scored High for these
Project Objectives. (p. 112).

Page 88 admits that “a standard approach would be for all emissions in the covered
sector to be subject to the fee or tax” yet selects the marginal fee or tax approach for
study. (at 89). The purpose of environmental review here is to identify the optimal
program for effective reduction of GHGs. If ARB suspects that a marginal approach
would discourage leakage, it needs to demonstrate that through comparison to the
“standard approach.” Given the simplicity of administering the “standard approach” as
compared to the “marginal approach” and the ensuing protection it provides against
gaming or manipulation, clearly these approaches need to be compared, either as sub- 71-2
alternatives, or as separate alternatives.

The Supplement states that “If pursued, this Alternative would need to be designed to
include administrative mechanisms to minimize the potential for leakage.” (p. 95). The
unmitigated Alternative 4 was scored with a Low likelihood of Minimiz[ing] Leakage. (p.
112). When the document preparer acknowledges the potential for mitigation, a fair and
honest alternatives analysis would employ mitigation to make it possible to compare a
carbon tax or fee on a level playing ground. That was not done here.

The scoring for Avoid Disproportionate Impacts is unfair to a carbon tax or fee, because
Alternative 4 is unmitigated for such impacts. A properly designed tax would typically
include rebates that would offset the impact on low-income communities. Once again,
the carbon tax or fee was not allowed to compete effectively with the favored
alternatives.

Alternatives Analysis
Although the implementation of offsets would result in potential environmental

impacts that were identified in the text, this was left out of Table 2.8-1 (at 112). If this
table is not expanded to include all identified impacts, a new table summarizing the
alternatives analysis is needed.

71-3
“The carbon fee or tax provides a clear, long-term signal of the price that parties will
face for their GHG emissions, which allows for long-term operational planning.” (p.
96). This is a very major advantage of a carbon tax that was not factored into the
alternatives analysis. Uncertainty as to the value of carbon credits has been harmful
to the effectiveness of the EU-ETS.
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TRANSDEF 7/28/11 Page 3

While industry’s acceptance of the regulatory program is certainly an issue, public
confidence in the fairness of the program and in its resistance to gaming is at least
equally important, and should be a formal evaluation criterion.

We disagree strongly with the evaluation of the likelihood of achieving the minimization
of administrative burden at p. 112. It should be obvious that a carbon fee or tax would
have the absolute minimum of an administrative burden, while Cap-and-Trade, and its
variants, would have a high burden, as it would require the creation of at least one
entirely new bureaucracy as well as a new market. “In theory, a carbon tax or fee may
be more straightforward to design and administer, compared to other regulatory
alternatives.” (p. 91). “In theory, a key administrative advantage to taxes is that they may
be levied and enforced through established tax collection methods...” (p. 92). An honest
scoring for this objective would have been High and Low, respectively.

There is nothing inherent in a carbon tax or fee that would make it score Low on Link
with Partners. Linking is solely a question of whether the partners select compatible
mechanisms. British Columbia already implements a carbon tax. Due to California's
market weight, its choice of GHG reduction methodology could influence the choices of
its partners. With Australia's recent adoption of a carbon tax, these choices should not
be considered fixed in stone. Accordingly, there is no justification for scoring a carbon
tax as Low.

The scoring for Credit Early Action is equally suspect. Entities that have voluntarily
reduced their GHG emissions prior to the implementation of regulations receive
appropriate credit for early voluntary actions in the form of lower carbon tax or fee
payments, which provide competitive advantages in the marketplace.

It was unreasonable to penalize Alternative 4 for Prevent Increases in Other Emissions
by scoring it the same as the Cap-and-Trade Alternatives. Because it does not contain
offsets, there is no likelihood of a carbon tax or fee resulting in increased emissions in
already burdened communities. On the other hand, offsets could readily increase
"direct, indirect, and cumulative emissions impacts from a market-based compliance
mechanism, including localized impacts in communities that are already adversely
impacted by air pollution." (p. 6) Therefore, the Cap-and-Trade Alternatives should have
scored Medium or Low for Consider Emissions Impacts.

The Low score for Technologically Feasible and Cost-Effective for Alternative 4 is
dubious, given the statement: "However, it is uncertain that Alternative 4 would result in
the most cost-effective GHG emissions approach, because the level of the fee or tax
would be set legislatively or administratively, rather than being easily adjusted to the
market." (p. 95). That uncertainty, while not substantiating a High score, certainly
doesn't justify a Low one. When evaluating cost-effectiveness, the potential for gaming
the system must be analyzed. The European Cap-and-Trade system was plagued by
gaming, making it very costly in terms of actual GHG reductions.
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TRANSDEF 7/28/11 Page 4

Finally, the scoring for Technologically Feasible and Cost-Effective was presented
without any substantial evidence. Even if the scoring is the product of expert opinion,

such opinion must be grounded in fact to qualify as substantial evidence. No facts were 71-3
presented in the alternatives analysis to justify the scores given. The burden of ,
presenting substantial evidence exists even at the programmatic level of environmental Cont'd
review.

Faulty Analysis
The Supplement states on p. 90 that “Under a system that imposes the fee or tax further

upstream, such pricing effects may not be as apparent to the downstream energy user
(Niemeier et al 2008) because the charge is imbedded in the cost of the input, rather
than directly assessed based on the activity of the downstream party.” This is nonsense.
The total price to the downstream user will provide plenty of incentive to seek energy
efficiency improvements.

“One other possible advantage of downstream assessment is that it may be easier to
target relief for low-income households if that is the point of regulation.” On the contrary, 71-4
existing programs benefitting low-income utility customers (e.g., CARE) offer an obvious
means of providing relief in that sector, even if the tax were applied upstream.

The Supplement states on p. 91 that “For purposes of this analysis, the point of
regulation of electrical generation and industrial sources would be the facility operator
(i.e., the generation or industrial facility).” Given the preponderance of gas-fired
electricity generation, regulation of such plants would appear unnecessary, due to the
regulation of the gas feedstock.

Errors in Document Production T
The Bay Area Air Quality Management District's carbon fee should never have been
included in Table 2.6-1 on p. 86, as it was intended solely to recover regulatory costs,
and not to reduce GHGs.

The last sentence on p. 89, "Therefore, in principle, there may be a reduction in 71-5
administrative and monitoring costs, if assessed midstream” is a flawed duplicate of a
sentence earlier in that same paragraph.

Table 2.6-3 on p. 90 has incorrect labels for the lefthand “Fee or Tax Assignment Point.”
It appears they should be Upstream, Downstream and Midstream, respectively.

Conclusion

The Supplement to the FED is legally inadequate as to its analysis of a carbon tax or
fee alternative. The Supplement must be revised and recirculated to allow the public to
comment on the new material added to the Supplement, as a fair and honest evaluation 71-6
of such an alternative is likely to produce a different Environmentally Superior
Alternative. ARB and its efforts to reduce GHGs deserve nothing less.
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TRANSDEF 7/28/11 Page 5

Sincerely,
/s/ DAVID SCHONBRUNN

David Schonbrunn,
President
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From our August 1, 2008 letter titled “Comments on CARB Draft Scoping Plan.”

AB 32 Program Design Comments
While | am not an economist, | have been very struck by the website, carbontax.org

which contains the writings of Charles Komanoff. Rather than offering a series of
links to articles and publications there, | urge CARB to thoroughly explore the site. |
see several very large advantages to carbon taxes, as compared to cap and trade
programs:

Cap and trade will require the creation of new institutions and expertise, which will be
very costly. The thousands of lawyers and investment bankers that will be needed to
make it work will add tremendous cost to the emissions reduction process.
Conferences currently being offered on the business opportunities that will be
created by cap and trade suggest that vast sums that otherwise could go back to the
public or into emissions reduction projects will be siphoned off by entrepreneurs. A
carbon tax will be simple and inexpensive to administer and will not require an army
of lawyers. The proceeds of the tax could be used to create cost-effective transit
systems, as well as other low-carbon mitigations. Another possibility is to return the
entire proceeds to taxpayers, to offset the increased cost of consumer goods.

Another tremendous problem with cap and trade is the potential for sophisticated
gaming. (Think of how Enron manipulated the California energy market.) A carbon
tax, on the other hand, is very straightforward. It should be easy to catch bad actors.

The chief benefit cited for cap and trade is the certainty that the target will be
achieved. This is dubious: if the system is itself flawed, as was Europe’s, or if it is
gamed, it won’t achieve its goal. On the other hand, a carbon tax can be adjusted in
response to observations of energy consumption levels. This isn’t rocket science!

I urge CARB to conduct a full public evaluation of the potential benefits of a carbon
tax before being stampeded by the business community into adopting cap and trade.
The very popularity of cap and trade with the business community should be enough
to cause CARB to stop and evaluate whether implementing it would truly be in the
public interest.
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L71 Response

71-1

71-2

71-3

This comment provides a general introduction for the letter and makes a
general assertion that ARB’s treatment of the carbon fee alternative is
inadequate and a “Mitigated Alternative” must be studied. Please refer to
more specific responses below (71-2 through 71-6).

The commenter recommends specific “mitigations” that could be included
in the discussion of the carbon fee alternative that would make it score
higher for meeting the project objectives. Specifically, commenter
recommends assuming automatic adjustments, comparing “standard
approach” to “marginal approach” and assuming administrative
adjustments to minimize potential leakage. The alternative as described
in the Supplement includes both a marginal approach and assumes that
administrative measures to minimize leakage are implemented with a fee.
See also response 15-1.

The commenter asserts that the environmental impacts associated with
offsets should be included in Table 2.8-1. Table 2.8-1 provides a
summary of the likelihood of each alternative to meet the project
objectives, not a summary of the environmental impacts associated with
each alternative. The ability of each alternative to meet the project
objectives is a separate consideration from the ability of each alternative
to substantially reduce or eliminate the impacts associated with the
project. The information about the environmental impacts associated with
each alternative, including cap and trade which includes impacts of certain
offset projects, is provided in text format under the discussion for each
alternative. There is no table providing a summary comparison of the
relative environmental impacts of each alternative.

The commenter states: “Uncertainty as to the value of carbon credits has
been harmful to the effectiveness of the EU-ETS.” It is not entirely clear to
what aspect of the EU-ETS the commenter refers. During the first,
experimental phase of the EU-ETS, before the 2008 Kyoto commitments
were to be met, there was very little information on the actual emissions of
the covered entities due to lack of systematic inventories at that time.
Countries developed their own allocation schemes with this limited
information. As a result, emitters received too many trading allowances
because emissions data, once developed, showed that actual emissions
were lower than what had been assumed and allocated to permits
(Ellerman, Convery, and de Perthius 2010). The price quickly adjusted
downward once the new data were provided to the market. But this is a
one-time adjustment that need not repeat itself in California, which has
required reporting of GHGs since 2008. Allowance prices in the Phase |
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71-4

(2008-2012) EU-ETS have certainly fluctuated, but not wildly so and
certainly not more so than other commodities that have moved in
response to the global financial crisis in 2008-10 and to oil market
volatility. One thing that is certain is that capped emitters under the EU-
ETS face a declining cap, and therefore have certainty as to the
reductions required.

The commenter asserts that the ability of the carbon fee or tax to provide
a long term signal of price was not factored in the analysis. On the
contrary, the Supplement does note this aspect of a carbon fee or tax
(Supplement, pg. 83.) The commenter may be suggesting that providing a
long term price signal be included in the list of project objectives. See
below for more about the role of the project objectives.

The commenter recommends that public confidence in the fairness of the
program and its resistance to gaming be a “formal evaluation criteria.”
The evaluation of alternatives was done in accordance with ARB’s
certified regulatory program and CEQA. ARB’s regulations require that
the analysis address “feasible alternatives available that would
substantially reduce any impacts associated with the proposed action”
(CCR section 60006; see also Supplement, pg. 14). CEQA requires
consideration of a “range of reasonable alternatives” that could feasibly
attain most of the basic project objectives but would avoid or substantially
lessen any significant impacts associated with the project (See CEQA
Guidelines section 15126.6[a]). The objectives of the Scoping Plan are
defined by AB 32 and are described in section 1.2 of the Supplement.
The project objectives listed in the Supplement and Table 2.8-1 are not
strictly “formal evaluation criteria” but a means to compare the relative
ability to each alternative to meet the basic project objectives. The
commenter’s suggestion to add other “formal evaluation criteria” are not
included because they are not project objectives mandated by AB 32.
When the Board considers alternatives, they may consider other factors
besides the ability of the alternative to meet the project objectives or its
ability to reduce or eliminate adverse impacts associated with the
proposed project as described in the FED. The decision-makers’
determination includes a balancing of economic, environmental, social,
technological and legal factors (See Public Resources Code section
21061.1). The commenter’s additional factors to consider are noted and
included in the record for Board consideration.

The commenter states that ARB'’s Preliminary Draft Regulation (PDR),
released in November 2009 reflects the approach to cap-and-trade that
was approved by the Board in the 2008 Scoping Plan. The PDR’s point of
regulation proposes to target large sources that emit at least 25,000 tons
of GHG emissions, including electricity generators, industrial and
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transportation sources, a “midstream” approach. So a key issue is at what
point in the chain from fuel extraction to combustion to end use is the fee
directly applied? This is often referred to as the point of regulation.

The commenter describes research that suggests a downstream system
aimed at end use may promote greater energy efficiency than an
upstream approach aimed at extraction (Niemeier et al 2008) as
“nonsense.” ARB’s economic modeling of the proposed Cap-and-Trade
Regulation showed that savings from energy efficiency improvements
significantly lowered the total compliance costs of the proposed Cap-and-
Trade program.

It may be worth noting that the Niemeier et al 2008 study is just one
among several efforts over a period spanning roughly one decade to study
the question of whether a downstream system aimed at end use promotes
greater energy efficiency than a system aimed at fuel extraction. As noted
in a Congressional Budget Office (2001) comparison of upstream and
downstream market design approaches, advocates of a downstream
design “argue that businesses and households would be more likely to
reduce their use of fossil fuels and energy-intensive goods in response to
allowance requirements than in response to the incentives created by
changes in fuel prices.” The idea that having to receive and hold
allowances provides a stronger incentive than higher fuel costs passed
down through upstream producers is not new. Knopman and Naimon
1999 suggest that a downstream system can be so effective in this regard
that the point of regulation should be placed further downstream than the
majority of cap-and-trade approaches suggest. Whereas California and
the EU-ETS place the point of regulation on large emitters, Knopman and
Naimon (1999) suggest regulating households and consumers, rather than
large emitters, such as electricity generators.

The commenter says that it is unnecessary to use a system that targets
electricity generators because of the “preponderance of gas-fired
electricity generation...due to the regulation of the gas feedstock.”
Presumably the commenter is arguing that regulations should be set
upstream at the point of gas entry into the State’s energy system
(wellhead or terminal) rather than the point of emission (plant, building or
home). To clarify, the Supplement assumes that the point of regulation is
midstream because the proposed Cap-and-Trade Regulation places the
point of regulation under a cap on large sources that emit 25,000 or more
tons per year of CO, or equivalent.

Please also refer to response 15-1.
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71-5

71-6

The comment pertains to specific perceived flaws in the Supplement, and
indicates that the Bay Area Air Quality Management District’s fee should
not be included as an example in the Carbon Fee or Tax Alternative in
Table 2.6-1. ARB disagrees that this example should be deleted. The fee
is an example of how the District defrays some the costs of the District’s
climate protection work, which includes but is not limited to environmental
review, air pollution regulations and emissions inventory development.

Two other clarifications are requested. Comments are noted and the
document is revised accordingly.

Please refer to response 15-1.

This comment expresses commenter’s opinion that the analysis of the
carbon fee alternative is in adequate and requires revision and
recirculation. ARB disagrees for the reasons stated above in responses
71-4 through 71-6. Please also refer to response 15-1.
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First Name: Reede

Last Name: Stockton

Email Address: reede@ccdecology.org

Affiliation: Ctr for Community, Democracy & Ecology

Subject: Broad Coalition Urges Reconsideration of Cap-and-Trade

Comment:

The following letter is endorsed by a broad coalition of over 40
nonprofit groups concerned about ARB"s proposed cap-and-trade
program. The letter is addressed to Governor Brown, with a copy
submitted to ARB here as a public comment. The letter urges
Governor Brown to direct the Air Resources Board to prioritize C02
reductions in communities already heavily impacted by toxic air
contaminants and, prior to reaching a decision on a reconsidered
GHG reduction program, to hold hearings on the revised proposal in
those impacted communities.

Attachment: www.arb.ca.gov/lists/ceqa-sp11/99-brown_sign_on_letter.pdf
Original File Name: Brown sign on letter.pdf

Date and Time Comment Was Submitted: 2011-07-28 11:45:29
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July 28, 2011

The Honorable Edmund G. Brown, Jr.
Governor of California

State Capitol Building, Suite 1173
Sacramento, CA 95814

Phone: (916) 445-2841

Fax: (916) 558-3160

Dear Governor Brown,

We are writing to request that you rescue the California Global Warming Solutions Act
of 2006 (AB 32) from the uncritical trust in markets that characterized Arnold
Schwarzenegger’s approach to addressing climate change. Implementation plans for AB
32 have reached a critical juncture, and your intervention is now required to ensure the
success of California’s climate change program.

AB 32 created the opportunity for California to blaze a trail for the rest of the nation on
comprehensive climate change action. The Scoping Plan created by the California Air
Resources Board (ARB) to fulfill that promise is, in most respects, up to the task. There
is, however, one key component of the program — ARB’s recommendation that a cap-
and-trade program be created and charged with producing roughly 20% of the greenhouse
gas emissions reductions required by 2020 — that threatens to undermine an otherwise
groundbreaking effort.

About the time of AB 32’s passage in 2006, cap-and-trade reached its high point of
support as a policy option to address climate change. New England’s Regional
Greenhouse Gas Initiative (RGGI) was in its formative stage, holding its first auction of
emissions permits in 2008. The United Nations Clean Development Mechanism (CDM),
which handles emissions offsets for developed countries under the Kyoto Protocol, was
established in 2001 but saw limited use until Kyoto went into effect in 2005. The
European Union Emissions Trading Scheme (EU ETS) began operation in 2005.
Although many of us warned of the inherent flaws of cap-and-trade and offsets, it is not éir;lt'd
surprising that AB 32 was passed with provisions that allowed the use of market
mechanisms like cap-and-trade. Policy momentum seemed to favor cap-and-trade and
there was scant evidence to suggest that our fears were warranted. The record of cap-
and-trade schemes since then, however, has validated our concerns, as fraud, instability
and ineffectiveness have plagued them. Offsets have proven not only to be fraud
magnets, but have also generated human rights abuses and forced relocation of
Indigenous Peoples. The death knell for cap-and-trade on a national level was sounded
with the catastrophic failure of the Waxman-Markey approach to climate legislation to
generate significant support in the Senate. Even the prospective carbon market brokers
who have been circling the potential market in hopes of making a killing have begun to
abandon their hopes that cap-and-trade has a bright future. In short, it is no longer
possible to make the case that California can lead on climate action by creating a market
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for greenhouse gas emissions permits. It is now clear that leadership does not point in the
direction of cap-and-trade. Nevertheless, Arnold Schwarzenegger’s passion for market
mechanisms lingers in ARB’s cap-and-trade recommendation. It is time to exorcise
Scharzenegger’s ghost.

AB 32 permits, but does not require the use of market mechanisms like cap-and-trade and
offsets. While sometimes appropriate, market mechanisms only make sense when we do
not care how our goals are achieved, and are therefore willing to allow regulated entities
to search for the cheapest way to meet their targets. Cap-and-trade systems and offsets,
which typically measure their reductions in terms of equivalent carbon dioxide (CO2e),
are based on the assumption that it does not matter where and how CO2e reductions are
achieved. One ton of CO2e is assumed to equal another whether it is encountered as an
actual reduction achieved in an urban context in California or an offset credit purchased
from a project developed in a rural area outside of the state or even outside of the
country. In the case of greenhouse gas reductions, however, we should care very much
where and how emissions are achieved.

The assumption that all CO2e is equal is simply incorrect. Different greenhouse gases
have vastly different profiles in terms of the length of time they remain in the
atmosphere. That has huge implications for their importance in terms of global warming
potential. Likewise, the various forms of carbon have wildly different risk profiles. A
ton of carbon stored in forests may be released due to fire or land development, and a ton
of carbon geologically sequestered through industrial processes may escape due to
earthquake damage or leakage. Those possibilities, therefore, present far more risk than a
ton of carbon locked up in the mountains of West Virginia in the form of coal deposits.

Most importantly, we care about where GHG reductions are achieved for reasons of
equity. As ARB noted in the response to a question from the Center on Race, Poverty
and the Environment, “local pollutants tend to be ‘bundled’ with GHG (especially CO2)
emissions, so that changes in the production methods that lead to reduced GHG emissions
also lead to lower emissions of local pollutants”. In addition to this ‘bundling’ of GHG
emissions with local pollutants, recent studies point to the amplification effect of local
CO2 emissions on ozone and particulate matter, two of the primary drivers of the health
impacts of air pollution. Professor Mark Z. Jacobson, of the Stanford Department of
Civil Engineering, found that

...reducing locally-emitted CO2 will reduce local air pollution mortality even
if CO2 in adjacent regions is not controlled. This result contradicts the basis
for air pollution regulations worldwide, none of which considers controlling
local CO2 based on its local health impacts. It also suggests that
implementation of a “cap-and-trade” policy should consider the location of
CO2 emissions, as the underlying assumption of the policy is incorrect.

(“The Enhancement of local air pollution by urban CO2 domes”, Mark Z. Jacobson,
Dept. of Civil Engineering, Stanford University)
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Allowing heavy industrial polluters located near hotspots of toxic emissions, which are
concentrated in communities of color and low-income communities, to buy or trade their
way out of making local GHG reductions is unacceptable. Since the health impacts of air
pollution are concentrated in those communities, abandoning the opportunity to
maximize the co-benefits of GHG reductions that were noted by ARB and Dr. Jacobson
amounts to a conscious decision to impose disproportionate health impacts upon low-
income communities and communities of color.

AB 32 had something else entirely in mind. The legislation specifically directs ARB to
avoid disproportionate impacts on communities of color and low-income communities
and to ensure that GHG reduction activities complement existing air quality regulations
and reduce toxic air contaminant emissions. To ensure that ARB took this direction
seriously, the board was further directed to convene an environmental justice advisory
committee “comprised of representatives from communities in the state with the most
significant exposure to air pollution, including, but not limited to, communities with
minority populations or low-income populations, or both.”

The Environmental Justice Advisory Committee (EJAC) convened by ARB has
recommended against the establishment of a cap-and-trade program for many of the same
reasons noted here. Unfortunately, ARB has chosen to disregard those recommendations.
In a clear, but telling, indication of ARB’s working relationship with the Environmental
Justice Advisory Committee, seven of the eleven members of EJAC are parties to the
successful lawsuit against ARB challenging ARB’s cap-and-trade recommendation. It is

impossible to regard this turn of events as anything other than an egregious failure of the 792-1
Air Resources Board to meaningfully consult with EJAC, as was the clear intent of AB Cont'd
32.

As Governor, you have the authority to direct the Air Resources Board to prioritize its
analysis of cap-and-trade alternatives. In order to ensure that ARB does so, we would
like to request that you direct ARB to take the following actions:

* Recognize the principle that all CO2e is not equal. The nature and location of
emissions must be considered in the creation of a greenhouse gas reduction
program.

* Prioritize CO2 reductions in communities that are already heavily impacted by
toxic air contaminants.

* Reconsider the recommendation to pursue a cap-and-trade program in light of the
preceding principle and priority. <

* Prior to reaching a decision on a reconsidered GHG reduction program, hold
hearings to evaluate the recommendation in communities that are already heavily
impacted by toxic air contaminants.

We hope we can count on you to intervene and keep California’s climate change
leadership on track.

Thank you for your consideration.
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Bay Localize (California)

Biofuelwatch (U.S., International)

Biomass Accountability Project (Massachusetts)

The Borneo Project (California)

Carbon Trade Watch (International)

Center for Biological Diversity (California, U.S.)

Center for Community, Democracy and Ecology (California)
Citizens Climate Lobby (California)

Citizens for Environmental Safeguards (New Mexico)

Citizens for Sanity (Florida)

COECOCEIBA - Friends of the Earth Costa Rica (Costa Rica)
The Corner House (U.K.)

CounterCorp (California)

Environmental Justice League of Rhode Island (Rhode Island)
FERN (International)

Food First/Institute for Food and Development Policy (California)
Friends of the Siberian Forests (Russia)

Global Alliance for Incinerator Alternatives (GAIA) (California, U.S., International)
Global Community Monitor (GCM) (California)

Global Exchange (California)

Global Justice Ecology Project (GJEP) (California, U.S., International)
Grassroots International (Massachusetts)

Green Delaware (Delaware)

Greenfire Farm (Ohio)

Indigenous Environmental Network (U.S., Canada)

International Development Exchange (IDEX) (California)
Labour, Health and Human Rights Development Centre (Nigeria)
Maison de 1'Enfant et de la Femme Pygmee (Central African Republic)
Movement Generation Justice & Ecology Project (California)
Neighbors Against the Burner (NAB) (Minnesota)

New York Climate Action Group (New Y ork)

Richmond Progressive Alliance (California)

Rising Tide North America (U.S., Canada, Mexico)

Saving Our Air Resource (SOAR) (Wisconsin)

smartMeme (California)

Society for Threatened Peoples (International)

SOLJUSPAX (Philippines)

Timberwatch Coalition (South Africa)

Turtle Island Restoration Network (California)

World Development Movement (U.K.)

World Temperate Rainforest Network (International)

cc: California Air Resources Board
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L72 Response

72-1

The commenter expresses concerns with the proposed Cap-and-Trade
Regulation. The Supplement provides an expanded description and
analysis of the five alternatives originally presented in the 2008 FED.
Please refer to responses 1-1 and 3-1.

In addition, ARB has reviewed this comment and determined that it does
not directly relate to the adequacy of the environmental analysis prepared
for the alternatives to the Proposed Scoping Plan. Per the CEQA
Guidelines (CCR section 15204), reviewers should focus on the
sufficiency of the document identifying and analyzing the possible impacts
on the environment and ways in which the significant effects might be
avoided or mitigated. ARB has reviewed this comment, and determined
that it neither applies nor raises any substantial issues regarding the
adequacy of the environmental analysis of the alternatives in the
Supplement. In accordance with ARB’s certified regulatory program (CCR
section 60007[a]) and CEQA Guidelines (CCR section 15088), no revision
or further written response is required in response to this comment
because no significant environmental issues were raised related to the
proposed action; however, this comment is included in the public record
for review by other interested parties and decision-makers.

Please also refer to response 4-1.
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First Name: Lauren

Last Name: Rafelski

Email Address: lauren.rafelski@gmail.com
Affiliation:

Subject: Revenue-neutral Fee and Dividend
Comment:
Dear CARB,

1 commend you for working to reduce greenhouse gas emissions in the
state of California. However, | ask you to consider implementing a
revenue-neutral fee on carbon emissions, in which 100% of the
revenue is returned evenly to California residents, instead of a
cap and trade system.

A carbon fee is much easier to implement than cap and trade. The
fee could be set at a certain amount for the first year, and
increase by a set amount every year. This could be implemented
immediately, as opposed to a cap and trade system, which could take
years to implement. Since right now we do not have an effective
way of removing carbon dioxide from the atmosphere, the sooner we
can start reducing emissions, the better off we"ll be in the long
run.

A carbon fee is also more transparent than a cap and trade system.
A stable price of carbon would make it easier for businesses to
predict their costs. Cap and trade, on the other hand, would
create much higher volatility in carbon prices.

In these tough economic times, it is important to consider how a
price on carbon would affect the poorest Californians, who spend a
higher percentage of their income on carbon dioxide sources, such
as transportation. A flat fee on carbon would disproportionately
affect the poor. However, by returning 100% of the revenue evenly
to California residents, the carbon fee would be progressive,
rather than regressive, and people would be more insulated from
rising costs.

A fee on carbon will achieve the same purpose as cap and trade: it
will lower carbon dioxide emissions, while helping to level the
playing field for renewable energy. A cap and trade system can be
unnecessarily complicated, and can cause very high uncertainty in
carbon prices. On the other hand, a revenue-neutral carbon fee and
dividend is very simple, eliminates the potential for carbon price
uncertainties, and helps insulate Californians from rising carbon
prices.

Sincerely,
Lauren Rafelski

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-28 11:39:34
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L73 Response

73-1 The commenter suggests a carbon tax. Please refer to response 15-1.
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First Name: Melody

Last Name: Mo

Email Address: melody@baylocalize.org
Affiliation: Bay Localize

Subject: Cleaner Air for All Communities

Comment:

We need to pass an alternative/revision to the current cap and
trade policy. This is especially because of the industrial
polluters who can evidently take advantage of the "trade" part of
the current cap and trade policies. Residents who live in
proximity to these polluters (many of whom are currently allowed to
continue their detrimental levels of pollution) suffer the most
immediate health effects. This needs to be changed.

In a time of financial instability, those who have the privilege to '711_1
make big changes through policy need to take advantage of their
position to help create and sustain resilient communities. A
community is resilient when its members are equipped with the tools
(i.e. health) in order to self-sustain when global forces are not
favorable. And one way to start is to ensure the formation and
proper regulation of policies to have cleaner air for each and
every community in California.

Thanks for your time,
Melody Mo

Green Your City Intern, Bay Localize
B.A. Political Economy, 2011 - University of California, Berkeley

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-28 12:17:22
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L74 Response

74-1

The commenter states that an alternative to the proposed Cap-and-Trade
program should be passed. The Supplement provides an expanded
description and analysis of the five alternatives originally presented in the
2008 FED.

In addition, ARB has reviewed this comment and determined that it does
not directly relate to the adequacy of the environmental analysis prepared
for the alternatives to the Proposed Scoping Plan. Per the CEQA
Guidelines (CCR section 15204), reviewers should focus on the
sufficiency of the document identifying and analyzing the possible impacts
on the environment and ways in which the significant effects might be
avoided or mitigated. ARB has reviewed this comment, and determined
that it neither applies nor raises any substantial issues regarding the
adequacy of the environmental analysis of the alternatives in the
Supplement. In accordance with ARB’s certified regulatory program (CCR
section 60007[a]) and CEQA Guidelines (CCR section 15088), no revision
or further written response is required in response to this comment
because no significant environmental issues were raised related to the
proposed action; however, this comment is included in the public record
for review by other interested parties and decision-makers. Please also
refer to response 4-1.
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ALSTON&BIRD 11p

333 South Hope Street
16th Floor
Los Angeles, CA 900711410

213-576-1000
[Fax:213-376-1100
www alston.com

Edward J. Casey ed.easeyinlsfon.com (213} 576-100%

July 28,2011

VIA FACSIMILE
(916) 445 5025
& ELECTRONIC MAIL

California Air Resources Contro! Board
1001 “T” Street
Sacramento CA 95814

Attn,: Clerk of the Board

Re:  Comments on Supplement 1o AB 32 Scoping Plan Functional Equivalent
Document

Dear Clerk:

On behalf of California Independent Producers Association, we are submitting
this letter and the attached report from Environ Corp.! to provide additional comments on
the Supplement to the AB 32 Scoping Plan Functional Equivalent Document (“FED
Supplement”) published by the California Air Resources Board (“CARB”)} on June 13,
2011 in connection with CARB’s environmental analysis of its proposed Scoping Plan
and the additional measures proposed therein to reduce the level of greenhouse gases
("GHG”) (the “Proposed Project”).2 These comments follow our ecarlier comments
noting certain deficiencies arising under the California Environmental Quality Act
(“CEQA”) with respect to the informatien provided in the FED Supplement, 751

At the outset, we note that CARB has still not provided all of the information that
is missing from the FED Supplement identified in our initial comment letter dated July 1,
2011, As explained in that letter, no member of the public can adequately review and
comment on the FED Supplement without that necessary information and, therefore, the
FED Supplement fails as an adequate informational document under CEQA. (County of
Amador v. El Dorado Water Agency (1999) 76 Cal.App.4th 931, 946.) CARB attempted
to provide some of that information in a document that it published on July 22, 2011
entitied “Status of Scoping Plan Recommended Measures.” (“CARB Status Report.”)
Yet, as explained in the Environ Report, that document fails to provide the needed
information and simply raises more questions than answers. Moreover, by waiting to

' Environ’s comments on the FED Supplement are incorporated by reference in this
comment letter.

2 The scope of the Proposed Project is discussed further at page 4 of this letter.
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California Air Resources Control Board
July 28, 2011
Page 2

provide the information contained in this Status Report until the 40th day of the 45-day
comment period, CARB has deprived the public of an adequate time to review and
comment on all of the information relating to the FED Supplement. Consequently,
CARB should extend the comment period by 40 days. 75-1

Cont'd

In addition, the FEED Supplement fails to satisfy a number of other requirements
of CEQA. Those requirements must be satisfied because “in implementing [a certified
regulatory] program, the agency must adhere to the basic policies and substantive
obligations established by CEQA.” (Sierra Club v. State Board of Forestry (1994) 7
Cal.4th 1215, 1236-1237.) In particular, and as further explained below, the FED
Supplement fails to provide (1} an accurate environmental baseline, and (2) a candid and
accurate assessment of the No Project Alternative, 1

L. The FED Supplement Fails To Provide An Accurate Baseline Because (A) The
GHG_Reductions  Attributable To Other Programs Are Underestimated Or
Omitted In the FED Supplement And (B3) The Effects Of The Fconomic
Recession On State-wide GHG Emissions Have Been Understated

The FED Supplement states that it has updated the baseline used in the original
FED by “updating projected BAU [business as usual] emissions based on current
economic forecasts (i.e., as influenced by the economic downturn) and [GHG] reduction
measures already in place.” (FED Supplement at p. 10.) Based on that updated baseline,
the FED Supplement states that “the shortfall from the AB 32 target that would need to
be obtained by remaining measures in the Proposed Scoping Plan would be
approximately 22 MMTCO2E.” (“MMT”) (FED Supplement at p. 12.)

However, as confirmed in the technical analysis prepared by Environ Corp.
provided in the report attached hereto, CARB has 1) both underestimated and ignored
numerous GHG reduction measures that will more than make up any current shortfall in
achieving the AB 32 target, and 2) failed to describe the methodology for estimating the
effects of the recession on state-wide GHG emissions and failed to fully account for those
effects. For example: 75-2

» With respect to the “ongoing, proved or otherwise authorized [GHG reductions)
measures that would occur even if no Scoping Plan measures were implemented” that are
included in the FED Supplement, CARB’s estimated GHG reductions attributable to
those measures are, without adequate explanation, much lower than estimates in earlier
CARB reports.® If those carlier GHG reduction figures are used, the total GHG

3 These comments are not intended to, and do not, endorse either the legal validity or
effectiveness of the GHG reduction measures that CARB has approved. For purposes of
this comment letter only, we assume that such measures are legally valid and will have
the effectiveness at reducing GHG emissions asserted by the government agencies
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reductions from those measures would exceed the 58 MMT stated in the FED
Supplement and could account for most or all of the 22 MMT shortfall CARB estimates,
even assuming that estimate is not overstated. (Environ Report, pp. 1-2, Table 1.) The
FED Supplement provides no adequate explanation as to why it significantly lowered the
GHG reductions associated with these measures, and the CARB Status Report only
provided conclusory reasons with no quantitative analysis.

» The FED Supplement does not include the GHG reductions associated with two
measures that CARB has already adopted or is adopting, namely the Commercial
Recyeling Measure and the Energy Efficiency And Co-Benefits Assessment, (Environ
Report, pp. 2-3.)

» The FED Supplement does not include any of the GHG reduction programs that
CARB has proposed but not yet adopted. CARB has estimated that the GHG reductions
attributable to those measures total 68 MMT, again exceeding the 22 MMT shortfall.
(Refer to Table 2 in the Environ letter.) Yet, CARB provides no analysis in the FED
Supplement as to the foreseeability of these measures or the likely effect those measures
will have on achieving the AB 32 target.

b The FED Supplement ignores GHG reduction programs implemented or under
development by the federal government and other state agencies such as the California
Public Utilities Commission. {Environ Report, pp. 5-6.) LEven though CARB states in
the FED Supplement that it has updated the environmental baseline to account for events
subsequent to the original FED prepared for the Proposed Project, CARB has not
included these programs in its updated baseline. Accordingly, CARB’s updated baseline 75-2
is inflated and overstates any shortfall in achieving the AB 32 target. Indeed, proper '
accounting for these omitted programs could exceed the 22 MMT shortfall estimated in Cont'd
the Supplemental FED.

» Although the FED Supplement states that it has updated the environmental
baseline by accounting for the effects of the recent economic recession on state-wide
GHG emissions, there is no explanation, let alone any quantitative analysis, as to how
CARB accounted for those recessionary effects. Indeed, the only information provided in
the FED Supplement on this issue is a conclusory statement that CARB relied on the
energy demand forecast provided in the 2009 “IEPR” prepared by the California Energy
Commission (“CEC”). Yet, in findings issued in March 2011 — before the publication of
the FED Supplement — the CEC acknowledged that its 2009 forecast substantially
underpredicted the depth and duration of the recession. (Environ Report, p. 7.)
Accordingly, CARB’s baseline of GHG emissions is significantly overstated.

responsible for the measures. These comments relate only to CARB’s accounting for the
current baseline of GHG emissions and for the effectiveness of existing, pending and
proposed GHG control measures.

75-3


amber.giffin
Line

amber.giffin
Typewritten Text
75-2
Cont'd


Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

California Air Rescurces Control Board
July 28, 2011
Page 4

Since the FEED Supplement provides an inaccurate environmental baseline against
which the impacts and alternatives associated with the Proposed Project are measured, as

well as an inaccurate assessment of the need for the Proposed Project, the FED

Supplement is legally defective. (Sce generally Sunmyvale West Neighborhood Assoc. v.

City of Sunnyvale (2010) 190 Cal.App.4th 1351,) Indeed, these defects result from 75-2
CARPB’s failure to apply its own methodology stated in the FED Supplement — Cont'd

recognizing the GHG reductions associated with federal and state programs and
accounting for the effects of the recession — to the facts of this matter. L

iL The FED Supplement Fails To Adequately Analyze The No Project Alternative

CEQA requires that the No Project Alternative accurately assess “what would be
reasonably expected to occur in the foresceable future if a project were not approved,
based on current plans. . . " (CEQA Guideline § 15126.6(e)2); see also Dusek v.
Redevelopment Agency of the City of Anaheim (1986) 173 Cal.App.3d 1029.) The FED
Supplement fails to carry out that mandate in a number of key respects,  First and
foremost, the FED Supplement misleads the public and the lead agency by wrongfully
stating that “ARB cannot adopt the No Project Alternative described in this document
because AB 32 requires ARB to prepare and approve a Scoping Plan.” (FED Supplement
aip. 19

That statement is erroneous for two reasons, First, the “proposed project” is not
the adoption of a Scoping Plan, but “the adoption and implementation of the Scoping
Plan and the measures described in the plan.” (Refer to p. 20 of original FED; emphasis
added.) The Scoping Plan itself results in none of the environmental impacts analyzed in
the FED. Rather, the programs adopted by CARB pursuant to ifs original and
Supplemental Scoping Plan result in the impacts against which any benefits of the
measures in the Scoping Plan are to be weighed by the public and the lead agency.

Second, CARB’s statutory authority under AB 32 is limited to taking the steps 75-3
necessary to reduce the State’s GHG levels to 1990 levels by 2020. (See, e.g., Cal.
Health & Safety Code Section 38550.) As demonstrated by the Environ analysis, CARB
can achieve that goal without adopting the additional GHG reduction measures called for
by the Proposed Project. Even if one interprets AB 32 to require CARB to adopt a
“Scoping Plan,” the Scoping Plan can, and should, provide that no additional GHG
reduction measures are required and CARB should only be monitoring the effectiveness
of the other GHG reduction measures already in place.

Further, given the defects in CARB’s updated baseline analysis, the FED
Supplement’s assessment of the environmental impacts of the No Project Alternative is
also flawed. The FED Supplement states that “because Alternative 1, No Project
Alternative, does not reach the reduction target mandated by AB 32, it would not be
environmentally advantageous compared to the Scoping Plan, or the other action
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alternatives.” (FED Supplement at p. 110.) Yet, the No Project Alternative would more
than achieve the reduction target mandated by AB 32 given current baseline conditions
and the further effect of implemented, pending and proposed GHG reduction measures
and programs. Accordingly, since the No Project Alternative would not lead to any of
the environmental impacts associated with either the Proposed Project or the other
alternatives, the No Project Alternative is the enviropmentally superior alternative.
Further, since the No Project Alternative would achieve the key project objective —
achieving the reduction target mandated by AB 32 — and cause no new impacts, CARB is 75-3

legally precluded from adopting the Proposed Project. (See Citizens of Goleta Valley v, Cont'd
Board of Supervisors (1988) 197 Cal App.3d 1167; CEQA Guideline 15901.)

Given these significant defects in the analysis, CARB must revise the FED
Supplement and recirculate it for public review and comment. Once that it is done, the
public and lead-agency decisionmakers would recognize that the additional GHG
reduction programs proposed in the Scoping Plan are not necessary (o achieve the goals
of AB 32 and, accordingly, that CARB should adopt the No Project Alternative,

Very truly yours, o

Edward J. Casey
EJC/ysr

Enclosure

LEGALO2/32757350v4
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ENVIRON

July 28, 2010

Edward J. Casey, Attorney
Alston Bird LLP

333 South Hope Street
16th Floor

Los Angeles, CA 90071

Re: Comments on the AB 32 Scoping Plan Supplemental FED
Dear Mr. Casey:

In addition to those submitted with your letter to the Air Resources Board (‘“ARB”) dated July 1,
2011, we have prepared the following comments based on our review of the Supplement to the
AB 32 Scoping Plan Functional Equivalent Document (FED). 1t should be noted that we did not
receive the additional information based on our request as submitted by you on July 1, 2011,
and therefore, our comments do not reflect the benefit of the requested information. Based on
our review of the FED, we believe that ARB has not sufficiently discussed the basis for changes
to the original scoping plan measures and the reduction in greenhouse gases (GHG)
attributable to those measures. We also believe the FED does not provide sufficient information
to evaluate the change in the GHG emission inventory projections. Further, we believe that the
FED has not completely represented the potential for GHG reductions from various regulatory
programs.

1. Adetailed rationale for chianges to the original scoping plan measures has not been
provided other than a broad reference to the economic downturn.

We have attached Table 1 which provides a comparison of the estimates for GHG
reductions as reported in the original Scoping Plan and in the FED. As per our comments
submitted on July 1, 2011, additional information is required to evaluate how these updated
estimates were derived. We have also reviewed the latest information from ARB clarifying 754
certain GHG reductions from the Scoping Plan.* This information provides insight on why
some the measures were changed, bui it does not provide information on how exactly they
were changed or why a considerable number of other potential reduction measures were
revised. Instead, ARB repeatedly states that the GHG reductions associated with these
measures were lowered due to the economic downturn, but without a detailed explanation
on how each of the measures was adjusted due to the recession.

Specific uncertainties are exemplified by locking at individual GHG reduction measures. For
example, Measure E-1, Energy Efficiency was calculated to obtain 7.8 MMTCO.e in the
FED while this measure was originally estimated to obtain a GHG reduction of 15.2
MMTCO.e. Some details are provided to support the original estimate in Appendix |, 2008
Scoping Plan Document?, but we have not found information to bridge the relationship to the
new estimate.

‘ARB, 2011, Status of Scoping Pian Recommendead Measures. July 22.
Avallable at! http://www arb.ca.gov/ceiscopingplanidocument/appendices_volume2.pdf, See Appendix |, Accessed
onJuly 7, 2011,

18100 Von Karman Avenue, Suite 600, Irvine, CA92612 WWAW environcorp com
Tel: +1 8492615151 Fax +1949.261.6202
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In the first column of Table 1, the original scoping plan estimates for the BAU inventory of
598 MMTCOye and the GHG reductions of 174 MMTCO.e are shown.® After reviewing
ARB’s July 22 Status of Scoping Plan Measures document, it appears that several rules
have been developed and the rulemaking ISOR’s have adjusted several of the scoping plan

estimates. After considering these changes, the 174 MM ton figure on Table 1 can be 75-4
adjusted to 169.5 MM tons. In the third column of Table 1, the FED estimates for a BAU ,
inventory as 507 MMTCOue (a decrease of 15%), and the GHG reductions as 62 MMTCO.e Cont'd

{a decrease of 55%).* It is not clear why there is this disproportionate change in the GHG
estimates between the adjusted 2020 inventory and the adjusted GHG anticipated
reductions.

As shown in Table 1, there are changes to no less than 21 of the measures. These
changes have similar transparency issues as those described for energy efficiency. Based
on ARB’s approach, the estimated gap in GHG emission reductions is important fo
substantiate the need for the AB 32 program as it is proposed.

2. ARB’s inventory does not include the Commercial Recycling measures (RW-3), which T
appear to be near adoption.

ARB has not included the Commercial Recycling GHG reductions measure in the FED
analysis. A workshop has been scheduied by CalRecyele for July and Hearings have been
scheduled by the Air Resources Board for RW-3 for October. Legislation for this sector

goes into effect on January 1, 2012.° The mandatory commercial recycling measure is 75-5
designed to achieve a reduction in GHG emissions of 5 MMTCO,e.b if this measure was
included in ARB's FED evaluation, the 22 MMTCO,e GHG reduction gap would be reduced
to 17 MMTCOse. This measure is an example of a regulatory measure that ARB could have
included in its evaluation. It is not clear from the FED why this measure was not included in
the GHG reductions of ongoing, adopted and foreseeable Scoping Plan measures.

3. The FED does not consider the potential reductions from CARB’s Energy Efficiency
and Co-Benefits Assessment.

The ARB adopted a regulation to require an energy efficiency assessment of California's
large industrial facilities to determine the Potentiai for greenhouse gas emission reductions
and ather pollution reduction co-benefits.” This regulation will identify energy consumption
and greenhouse gas, criteria pollutant, and toxic air contaminant emissions from the largest
stationary facilities in the State, determine the potential opportunities available for improving
energy efficiency that could result in emission reductions, and identify potential future 75-6
actions for obtaining further reductions in greenhouse gas and co-poliutant emissions.

The Compliance Pathway Analysis estimated ag)proximately 5 MMTCOye of potential
emissions reductions from the industrial sector.” If we include this estimate in ARB's GHG
emissions inventory in the FED, the 22 MMTCO.e gap would be further reduced. This
measure is an example of a regulatory measure that ARB could have included in its
evaluation. [tis not clear from the FED why this measure was not included in the GHG
reductions of ongoing, adopted and foreseeable Scoping Plan measures particularly since

ARB, 2008, Climate Change Scoping Plan, December Table 2.Page 17.
‘ARB, 2011, Supplement to the AB 32 Scoping Plan Functional Equivalent Document. June 13.

See Project Timeline, Avallable at: hitp.//www.calrecycle.ca.gov/Climate/Recycling/idefault.htm, Accessed in July,
2011
SAvailable at: http:ifwww, calrecyele. ca.gov/Climate/Recycling/default.htm. Accessed: July 20171 .

TARB, 2011. Supplement to the AB 32 Scoping Plan Functional Equivalent Document. June 13, page 67.
Savailable at: hitp:/vnww.arb ca.goviregact/2010/capandirade 10/capyv3appf.pdf, Accessed July 15, 2011

18100 Von Karman Avenue, Suite 600, lrvine, CAS2612 Www.environcorp.com
Tel: +1 849.261.5151  Fax +17 948.267.6202
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the FED states that improvement in efficiency for boilers and other heat sources is also 75-6
under consideration and CARB’s Energy Efficiency and Co-Benefits Assessment will be ,
available mid-2012.° . ] Cont'd

4. ARB excludes various measures from the Scoping Plan which may help the State
reach the 2020 goals without a cap-and-trade program.

The FED includes an estimate of 22 MMTCO,e for the difference between the revised 2020
baseling forecast and the 2020 emissions target (i.e., 1990 level) taking into consideration
the reduction (58 MMTCO.e) from measures other than Cap-and-Trade and Clean and
Advance Clean Cars." This estimate does not include a number of measures identified in
the Scoping Plan from direct regulation of GHG emissions as listed in the Scoping Measures
implementation Timeline."”

Based on the estimated 2020 GHG emissions reductions in ARB’s own timeline, ARB has
estimated potential GHG reductions from a number of potential regulatory measures not
included in the FED which could help the state achieve meaningful GHG reductions. Using
ARB's estimates, it appears that approximately 68 MMTCO,e of reductions can be achieved
from numerous measures that are not included in the FED (see Table 2).'? Based on our
review of other programs outside of California, we beiieve that many of these programs 75-7
excluded by ARB actually have promise and thus do not need to be excluded. For example,
the state of Connecticut Climate Action Plan contains several measures that would achieve
a reduction of greater than 7 MMTCOqe and included in this estimate are bulk purchases of
appliances, pilot fuel switching projects, high performance buildings and shared savings
program for government agencies all of which have been implemented. This appears to
correspond to several programs that are not included in the foreseeable measures of the
FED inctuding, for example, Measures GB-1, Greening New Residential and Commercial
Construction and Greening Existing Homes and Commercial Buildings for which emissions
reductions are not yet identified and are therefore classified as “ to be determined”."® Other
neighboring states such as Oregon have also identified several regulatory measures that
have a significant impact in reducing GHG emissions including a program establishing
standards for high efficiency/low rolling resistance tires, implementing cost-effective
electricity measures for electric users and for natural gas users." This appears to
correspond to Measure T-4 Tire Tread Program, which is not included in the list of
foreseeable measures by ARB.* If the ARB was more inclusive with its projections in the
FED about what programs have a chance for implementation, then the GHG balance to
reaching the 2020 goals could be very different.

9ARB, 2011. Supplement to the AB 32 Scoping Plan Functional Equivalent Document. June 13,

YCARB, 2011, Supplement {o the AB32 Scoping Plan Functional Equivalent Document. June 13. Page 12,
Available at: hitp/iwww arb ca govice/scopingplan/document/Supplement to SP FED pdf Accessed: July 2011
CARE, 2010. Scoping Plan Measures Implementation Timeline. October 28. Available at:

hitp:fivww arb ca govicc/scopingplan/sp measures implementation timeline.pdf, Accessed July, 2011,

Note that this assumes there are no overlapping reductions from various programs.

BCARB, 2010. Scoping Plan Measures Implementation Timeline. October 28. Available at:
hitp/fwww arb. ca gov/cc/scopingplan/sp measures impiementation timeline.pdf, Accessed July, 2011,
Mavailable at: nhttp://vwww.oregon.gow/ENERGY/GBLWRM/Strateqy.shtml. Accessed July, 2011

ARB, 2010. Greenhouse gas Reductions from Ongoing, Adopted and Foreseeable Scoping Plan Measures, Last
Updated: 10/28/2010

18100 Von Karman Avenue, Suite 600, Irvine, CA92612 WWW.environcorp.com
Tel: +1 8492615151 Fax +1 949.261.6202
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5. ARB has not included federal GHG programs that might impact or supplement the
Catlifornia programs.

Several GHG emission reduction programs have been initiated and implemented at the
federal level, yet the FED does not appear to discuss whether or how the federal programs
have been accounted for in reducing GHG emissions in California. For exampie, we did not
see how the FED accounted for the Clean Air Act Permitting requirements for GHG
emissions. EPA's final Talloring Rule'® includes provisions to install state-of-the-art control
technology at new or existing plants that are undergoing a major modification. |n addition,
the EPA has proposed New Source Performance Standards (NSPS) for Litility Boilers and
Refineries for GHG emissions. It is not evident that consideration has been given as to how
these programs will reduce GHG emissions through 2020,

Following are three additional programs that may lead to further GHG reductions in
California that were not accounted for in ARB's estimate of GHG reductions;

i) EPA and National Highway Traffic Safety Administration (NHTSA) will initiate two joint
rulemakings: a) to improve fuel efficiency and reduce GHG emissions for commercial
trucks, and b) to adopt the second-phase of GHG and fuef economy standards for light-
duty vehicles. EPA's preliminary analysis indicates that the heavy-tluty standards under
consideration have the potential to reduce GHG emissions by approximately 250 million 75-8
metric tons and save over 500 million barrels of cil over the life of vehicles produced in
the first five years of the program.”’

fiy EPA has initiated a voluntary program seeking to reduce the environmental impact of
power generation by promoting the use of combined heat and power (CHP). The
Partnership works closely with energy users, the CHP industry, state and local
governments, and other clean energy stakeholders to facilitate the development of new
projects and to promote their environmental and economic benefits."®

iify The Natural Gas STAR program is a USEPA voluntary partnership that encourages oil
and natural gas companies to adopt proven, cost-effective techhologies and practices
that improve operational efficiency and reduce methane emissions.” The program
covers oil production and all secters of the natural gas industry, from drilling and this
program, the oil and natural gas industry, in conjunction with Natural Gas STAR, has
pioneered some of the most widely used, innovative technologies and practices that
reduce methane emissions. These innovative technologies have been documented
with costs, methodologies and actual methane reductions that have been approved in
practice

6. The Supplement does not consider potential reductions from the California Public
Utilities Commission (CPUC} for Combined Heat and Power (CHP) from the utility
sector.

For the electricity sector, the CPUC promulgated a decision to reduce emissions from the

utility sector with the increased reliance on CHP facilities as one of the principle strategies 75-9
for reducing GHG emissions. As described below, the CPUC is evaluating the potential
GHG reductions from CHP but this does not appear to be included in ARB’s 2020 forecast

'SEPA, June 3, 2010. Prevention of Significant Deterioration and Title V Greenhouse Gas Tailoring Rule, 40 CFR

Parts 51, 52, 70 and 71. Available at: hitp://www .gpo gov/fdsys/pkg/FR-2010-06-03/pdf/2010-11974.pdfipage=1

¥ Avallable at: hitp:flepa.qov/otag/climate/requlations.htm. Accessed: July 2011,

©available at; hitp fiveww epa.govichp/index.htmi. Accessed: July 2011.

available at: hitp/iwww eba govigasstar/toolsirecommended htnyl - Accessed: July 2011,

Ppvaiiable at; http/Aawwy epuc ca qov/iPUCIenerqy/Climate+Change/chp.htm, Accessed; July 2011,

18100 Von Karman Avenue, Suite 600, Irvine, CAS2612 WWW.eNVIroncorp com
Tel: +1 949.261.5151 Fax: +1 949.261 6202
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for GHG emissions inventory in the FED. This CPUC program is specifically attempting to
address AB32 goals, as stated in its Final Opinion on Greenhouse Gas Regulatory
Strategies the CPUC states that: “Our goal is to estimate, using best-available information,
the overall level of reductions that may be expected from the electricity and naturaj gas
sectors within AB 32's 2020 timeframe; which resource areas, generally, those reductions
will derive from and the associated costs."”!

The FED includes measures for energy efficiency and conservation, but it is unclear if the 75-9
GHG reductions from CHP are included from the CPUC promuigated decision. The FED -
now states that the reductions have been reduced {from the original estimate of 26.3 Cont'd

MMTCO.€) to 7.8 MMTCOse (electricity) and 4.2 MMTCO.e (natural gas). The release by
CARB of the status of recommended measures® indicates that the CPUC approved
settlement identifies 4.8 MMTCO,e of incremental GHG emission reductions by 2020 from
this measure. It is atso stated that due to accounting differences between the Scoping Plan
and the settlement, actual reductions in 2020 may differ from the 4.8 MMCOe. It is then
unclear if the additional benefits from the CPUC’s CHP program have been included in the
revised estimates or not. .

7. ARB’s economic adjustment may under estimate the overall impact of the current T
economic recession,

The FED indicates: “ARB staff derived the updated emissions estimates by projecting
emissions from a past baseline estimate using three-year average emissions, by sector, for
2008-2008 and considering the influence of the recent recession and reduction measures
that are already in place. Growth factors specific to gach of the different economic sectors
were used to forecast emissions to 2020. This three-year average of known emissions
dampened unusual variations in any single year that would make the baseline year
unrepresentative for forecasting.® As part of the evaluation, the ARB relied upon the 2009
Integrated Energy Policy Report electricity demand forecast.®

However, the California Energy Commission (CEC) released findings in March 2011 that
indicated that the 2008 Integrated Energy Policy Report (IEPR) under-predicted the effect of 75-10
the recession.®® In the CEC's report, they indicate that the peak demand forecasts for 2011
and 2012 average about 3.8 percent less (for PG&E, SCE and SDG&E) than the forecasts
used for the 2009 {EPR. A comparison of the 2009 IEPR and the October 2010
employment growth projections showed higher unemployment rates and lower personal
income projections as compared to the 2009 IEPR. These facts suggest that ARB’s BAU
inventory as reported in the FED may be too high.

Based on the State’s continued economic struggles it appears that the ARB's forecasting
would need to be revised tc address future GHG emission levels in light of this documented
under-prediction of the recession in the 2009 IEPR. Our previous letter raised this point and
the document released July 22, 2011 on the Status of Scoping Plan Recommended
Measures did not provide further explanation.

2'Einal Opinion on Greenhouse Gas Regulatory Strategles, Rulemaking 06-04-009, 10/22/2008.

ZARB, 2011. Status of Scoping Plan Recommended Measures. July 22,

“ARB, 2011. Supplement to the AB32 Scoping Ptan Functional Equivalent Document. June 13, Page 10.
Cap-and-Trade, ISOR, Volume 3, APPENDIX F, Compliance Pathways Analysis, pg. 33.

pavallable at: hitpyiwww energy. ca gov/2011publications/CEC-200-2011-002/CEC-200-2011-002-CTF PDF,
Accessed: July 2011,

18100 Yon Karman Avenue, Suile 600, lrving, CA2612 WWW_eNVIroncorp.com
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8. The FED has not adequately evaluated the leakage pofential for the Alternatives.

The FED and handout materials provided by ARB suggest that cap-and-trade will be the
most effective to minimize leakage. Minimizing leakage is defined as minimizing, to the
extent feasible, leakage of emissions to states and countries without a mandatory GHG
emissions cap. When comparing the likelihood of leakage, the ARB identifies Alternatives 2
and 5 as having a high likelihood of minimizing leakage whereas Alternatives 3 and 4 are
identified as having a low likelihood of minimizing leakage (see Table 2.8-1 of the FED?).
There is littte explanation or discussion for these conclusions.

The ARB has focused on addressing leakage with the cap-and-trade alternative. However, it
has not adequately addressed whether leakage can be minimized under the other 75-11
alternatives as well as cap-and-trade programs. During the July 8, 2011 workshop a
member of the Legislative’s Analyst Office asked: “...it seems in part because Cap-and-
Trade Regulations you're making a lot of the decisions to reduce leakage and risk, for
exame!e. Couldn't leakage and risk also be addressed under direct regulation or carbon
tax?'?’ ARB responded: “This is one of the questions that we are going to be looking at in
our response to comments.”

The comments included are based on the best available information we have identified to date.
To the extent that additional information becomes available, our comments may change
accordingly. Please contact Eric Lu ((949) 798-3650) or Steven Messner ((415) 899-0747) if
you have any questions regarding this matter.

Very truly yours,

o ey 1,:*; " /
,-%::@i% qjé/"f Il
(AT

Eric Lu, MS, PE Steve Messner
Senior Manager Principal
EL:js

i\oxy\ab32 commentsienviron letter ab32 draft comments 1 1jui28.docx

cc: Ron Friesen, ENVIRON

Enclosures:  Table 1 — Comparison of Original GHC Reductions ta Current Estimates
Table 2 — List of Measurements Not included in the Ongoing, Adopted and
Foreseeable Scoping Plan Measures

“ARB, 2011. Supplement to the AB 32 Scoping Plan Functional Equivalent Document, page 111.
*TARB, 2011. Public Workshop Transcript, July 8. Available at;
hitp:/fvawer arb.ca,govice/scopingplan/meetings/07081 1/transcripts.pdf. Accessed: July 2011,

18100 Vor Karman Avenue, Suile 600, Irvine, CAB2612 WWW.environcorp.com
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L75 Response

75-1

75-2

This comment reiterates a comment submitted earlier (Comment 2) that
ARB failed to provide information commenter asserts is missing from the
FED. Please refer to response 2-1.

The commenter asserts that the Supplement fails to provide an accurate
baseline and references an attached technical analysis by Environ that
provides a different assessment of the AB 32 target shortfall. The
commenter asserts that the FED Supplement fails to provide an accurate
baseline because (A) the GHG reductions attributed to other programs are
underestimated or omitted from the FED Supplement, and (B) the effects
of the economic recession on Statewide emissions have been
understated.

The baseline and “No Project” Alternative presented in the FED
Supplement are based on the most current reduction estimates prepared
by ARB in October 2010 and based on the CEC 2009 IEPR.

AB 32 stipulates that a formal update of the Scoping Plan shall be
prepared every 5 years, with the first update of the entire plan to be
adopted in 2013. In the interim, ARB has routinely updated the emission
reductions from individual Scoping Plan measures as they are adopted. In
October 2010, ARB completed an interim update of most reduction
estimates. The 2010 revisions are not intended nor represented as the
2013 Scoping Plan update, but only as an update of the reduction
estimates to reflect new economic information contained in the 2009
Integrated Energy Policy Report (IEPR) released by the CEC. The
document represents the latest and most current comprehensive source of
information available at the time.

As should be expected, the majority of the estimated reductions that must
be attained by 2020 are dependent upon those measures which ARB
believes have the greatest potential for success, notably measures that
have been approved, are ongoing, or reasonably foreseeable. ARB
posted the list of these measures, their respective reductions, and the
accompanying GHG Emission Inventory in October 2010.

Documentation of the calculation of estimated reductions for 2008 Scoping
Plan measures is presented in the document entitled the Climate Change
Proposed Scoping Plan Appendices. Volume II: Analysis and
Documentation. October 2008. Appendix I. Updated estimates of
estimated reductions are described at:
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75-3

http://www.arb.ca.gov/cc/scopingplan/status of scoping plan measures.

pdf

This list has not substantially changed since October 2010 and represents
the measures that ARB is recommending at this time. There are other
measures identified in the Proposed Scoping Plan and under
development, but it is uncertain that those measures would be able to
achieve the needed reductions by 2020. Accordingly, ARB has taken a
conservative approach and recognizes reductions from measures that
have a higher potential for successful implementation by 2020. However,
it should be noted that even many of the Proposed Scoping Plan
measures that are adopted or foreseeable have an element of uncertainty.
For example, achievement of the emission reductions associated with
electricity efficiency programs depends on continued funding and
successful implementation f these efficiency programs. On page 56 of the
2008 Scoping Plan, the estimated value of reductions is identified as TBD
(To Be Determined). An estimated reduction has never been estimated
for this measure.

The 2013 Scoping Plan update would evaluate the progress of existing
measures, and consider new measures and strategies that may contribute
to future reductions as needed. GHG reduction programs and regulations
inevitably overlap and share a level of duplicity, and cannot be simply
added together without introducing double-counting of reductions. As
appropriate, new programs and regulations would be incorporated into the
formal Scoping Plan update which would entail complete analysis of the
relationship between programs and regulations to ensure an accurate
accounting of estimated reductions.

The commenter indicates that the FED Supplement misleads the public
saying ARB cannot adopt the No Project Alternative and that ARB is not
required to adopt a Scoping Plan. The proposed action includes adoption
of the Proposed Scoping Plan and its reduction measures. The
commenter further indicates that ARB is limited to approving reductions
only to the 1990 level, and that the FED assessment of No Project
Alternative is flawed. The commenter then states that ARB must revise
the FED Supplement and recirculate it, and then should adopt the No
Project Alternative as the environmentally superior alternative.

ARB is required to adopt a Scoping Plan, and furthermore, AB 32 provides
the authority for ARB to adopt other measures, as appropriate, even if
they are not identified in the Proposed Scoping Plan.

Health & Safety Code section 38561(a) states,
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(a) On or before January 1, 2009, the state board shall prepare and
approve a scoping plan, as that term is understood by the state board,
for achieving the maximum technologically feasible and cost-effective
reductions in greenhouse gas emissions from sources or categories of
sources of greenhouse gases by 2020 under this division.

As noted by the commenter, on page 20, the original FED indicates that,
“The Proposed Project is adoption of the Scoping Plan and the measures
described in the plan.” These statements are not inconsistent. As
required by HSC section 38561(a), the Scoping Plan is designed to
achieve the maximum technologically feasible and cost-effective
reductions in GHG emissions from sources or categories of sources. The
required reductions are defined by a suite of recommended measures.
For the purposes of the programmatic level CEQA analysis, the potential
environmental impacts of those measures are evaluated. Essentially the
list of measures is approved as part of the Scoping Plan, but each
individual measure is subject to the rigors of additional analysis as
warranted by the appropriate approval process whether undertaken by
ARB or other implementing agencies. For example, many measures are
regulatory in nature and require preparation of a Staff Report (ISOR) and
are subject to the Administrative Procedure Act regulatory approval
process.

The commenter asserts that ARB’s statutory authority under AB 32 is
limited to taking the steps necessary to reduce the State’s GHG levels to
1990 levels by 2020. Consistent with HSC section 38550, ARB approved
the 2020 target of 427 MMTCO,E in 2006. Preparation of the Scoping
Plan is required by HSC section 38561(a) as noted above. HSC section
38561 (a) does not establish a limit on the reductions that may be
recommended in the Scoping Plan. To the contrary, HSC section 38551
indicates that the statewide GHG emissions limit is intended to remain in
effect beyond 2020 and stipulates that ARB shall make recommendations
to continue reductions beyond 2020.

California Health & Safety Code section 38551states:

(a) The statewide greenhouse gas emissions limit shall remain in effect
unless otherwise amended or repealed.

(b) It is the intent of the Legislature that the statewide greenhouse gas
emissions limit continue in existence and be used to maintain and
continue reductions in emissions of greenhouse gases beyond 2020.

(c) The state board shall make recommendations to the Governor and the
Legislature on how to continue reductions of greenhouse gas
emissions beyond 2020.
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75-4

75-5

Recommendation of measures to reduce GHG emissions below the 2020
levels is consistent with Executive Order S-3-05, signed on June 2005,
This Executive Order establishes the following GHG emission reduction
targets for California: by 2010, reduce GHG emissions to 2000 levels; by
2020, reduce GHG emissions to 1990 levels; by 2050, reduce GHG
emissions to 80 percent below 1990 levels.

As noted in the FED Supplement on page 21 and explained on pages 20-
37, the No Project Alternative would result in an estimated 58-62
MMTCO.E of reductions by 2020, leaving a shortfall of an estimated 18-22
MMTCOzE. Thus, the No Project would achieve approximately 75 percent
of the reductions and incur the associated environmental impacts of those
reductions, but not achieve the fundamental object of the Proposed
Project.

Please refer to response to comment 2-2 for a list of the Proposed
Scoping Plan measures, their associated estimated reductions, and an
explanation of the reason for any change.

Individual economic sectors were affected differently by the economic
downturn, some more severely than others. Accordingly, the revised
reduction for individual measures reflects the change within the
appropriate sector. However, the revised estimated reductions attributed
to the Proposed Scoping Plan measures are largely proportional to the
overall drop in the 2020 baseline. The projected 2020 baseline statewide
emissions (called the BAU in the 2008 Scoping Plan) was 596 MMTCO.E.
Following the economic downturn, the projected 2020 baseline dropped to
545 MMTCOE, representing an approximate 9 percent drop in statewide
GHG emissions. In the 2008 Scoping Plan, the newly added baseline
measures plus the Adopted, Ongoing, and Reasonably Foreseeable
measures were predicted to provide an estimated 110 MMTCOE of
reductions. The updated reduction estimates for these measures are
predicted to achieve 100.1 MMTCO.E of reductions, a 9 percent drop
consistent with the overall economic downturn.

The commenter states that ARB’s inventory does not include the
commercial recycling measure (RW-3), which appears to be near
adoption.

Measure RW-3 is presented in Table 2, Recommended Greenhouse Gas
Reduction Measures (page 17 of the 2008 Scoping Plan) under “Other
Recommended Measures”. As stated in the 2008 Scoping Plan, this
measure and other recommended measures have never been counted as
reductions toward the 2020 target. On page 16, the 2008 Scoping Plan
explains,
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75-6

75-7

“Table 2 also lists several other recommended measures which will
contribute toward achieving the 2020 statewide goal, but whose
reductions are not (for various reasons including the potential for
double counting) additive with the other measures”.

The FED does not consider the potential reductions from ARB’s Energy
Efficiency and Co-Benefits Assessment.

The Energy Efficiency and Co-Benefits Assessment is a process to
identify actions that may be implemented to achieve reductions at
individual facilities. On page 56 of the 2008 Scoping Plan, the estimated
value of reductions is identified as TBD (To Be Determined). An
estimated reduction has never been estimated for this measure. This
measure was adopted in 2010.

ARB excludes various measures from the Scoping Plan that may help the
State reach the 2020 goals without a cap-and-trade program.

The AB 32 Scoping Plan is a non-regulatory document prepared by ARB
to recommend an overall policy direction and recommended measures
that would ensure the reduction of GHG emissions to the AB 32 target
level of 427 MMTCOE by 2020. The 2008 Scoping Plan was the
culmination of more than three years of coordination with agencies,
organizations, and extensive public participation. The measures and
reductions identified in the 2008 Scoping Plan are a snapshot that reflects
the information available at that time. Measures in the Scoping Plan have
origins from within ARB as well as from other agencies and the public.
Some measures are well-defined or part of ongoing regulatory processes,
and have been implemented. Other measures were more conceptual in
nature and are still under development and/or review to determine if they
represent realistic reductions by 2020 and are considered uncertain at this
time. ARB has not eliminated any measures from consideration, although
a few measures have been consolidated, e.g. High GWP Mobile A/C is
now part of Advanced Clean Cars.

As should be expected, with the 2020 target deadline growing ever closer,
it is increasingly important that reduction measures relied upon to achieve
the goal be well developed and provide a level of relative assurance. To
that end, ARB has identified measures that are approved, ongoing, or
reasonably foreseeable as the foundation for 2020 reductions. There are
other measures identified in the Proposed Scoping Plan and under
development, but it is uncertain that those measures would be able to
achieve the needed reductions by 2020. Accordingly, ARB has taken a
conservative approach and recognizes reductions from measures that
have a higher potential for successful implementation by 2020, although
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75-8

75-9

even these measures contain an element of uncertainty, such as the
example provided in 75-2.

The Scoping Plan has always recognized that the recommended
measures and estimated reductions would evolve, subject to changing
conditions and information. On pages 9 and 10, the 2008 Scoping Plan
indicates,

“Some of the measures in the plan may deliver more emission
reduction than we expect; others less. Itis also very likely that we
will figure out new and better ways to cut greenhouse gas
emissions as we move forward. New technologies will no doubt be
developed, and new ideas and strategies will emerge. The Scoping
Plan puts California squarely on the path to a clean energy future
but it also recognizes that adjustments will probably need to occur
along the way and that as additional tools become available they
will augment, and in some cases perhaps even replace, existing
approaches.”

and,

“ARB will adjust the measures described here as necessary to
ensure that California’s program is designed to facilitate the
development of integrated and cost-effective regional, national, and
international greenhouse gas emission reduction programs. (HSC
section 38564)”

As additional information becomes available, and measure development
continues, it is likely that additional measures and reductions can be
added to the list of actions expected to achieve emission reductions by
2020. However, at this point in time, the list of approved, ongoing and
foreseeable measures represents the compilation of those measures most
likely to provide emission reductions by 2020.

The commenter states that ARB has not included federal GHG programs
that might impact or supplement the California programs. Existing federal
requirements, such as fuel efficiency standards for new vehicles are either
incorporated into the baseline or are accounted for in recommended
measures in the Proposed Scoping Plan. The other measures cited by
the commenter are voluntary and should not be counted toward
achievement of the 2020 goal.

The commenter states that the Supplement does not consider potential
reduction from the CPUC for CHP from the utility sector. The commenter
is asked to refer to the revised language provided on pages 27 and 70 of
the Final Supplement, which follows:
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75-10

Page 27:

The California Public Utilities Commissions (CPUC) recently promulgated
a Decision to approve a settlement on CHP that had been negotiated by
utilities and CHP proponents. The settlement requires investor owned
utilities (I0Us), electrical service providers (ESPs), and community choice
aggregators (CCASs) to reduce emissions from the electrical sector by
retaining existing CHP and contracting with new CHP to secure a portion
of the Proposed Scoping Plan’s 6.7 MMTs of GHG reductions from CHP.
The I0Us, ESPs, and CCAs have until 2020 to meet the Settlement’s

4.8 MMTCO-E emission reduction target. One of the purposes of the
settlement was to develop a method for CPUC jurisdictional utilities to
achieve their portion of the Proposed Scoping Plan CHP measure. The
electricity demand forecast in the 2011 Integrated Energy Policy Report
being prepared by the California Energy Commission will include GHG
reductions from CHP.

Page 69:

Progress has been made recently to encourage the development and
installation of efficient CHP. The CPUC has adopted a settlement that
establishes a CHP Program designed to preserve resource diversity, fuel
efficiency, GHG emission reductions, and other benefits and contributions
of CHP. Through July 17, 2015, a large portion of the GHG emission
reduction benefits of the existing CHP fleet will be retained through the
procurement of approximately 3,000 MW of existing CHP. Consistent with
the 2008 Scoping Plan, the CHP Program also establishes an incremental
GHG emission reduction target of 4.8 MMTCO,E for the I0Us, ESPs, and
CCAs that will require the installation of approximately 3,000 MW of new
CHP by 2020. The Settlement assumes the remainder of the Proposed
Scoping Plan’s CHP emission reductions will come from the installation of
new CHP systems at POUs to achieve the Proposed Scoping Plan’s 6.7
MMTCOE of emission reductions due to the installation of 4,000 MW of
new CHP.

Also, refer to Responses to Comment 13.

The commenter states that ARB’s economic adjustment may under-
estimate the overall impact of the current economic recession.

In October 2010, ARB completed an interim update of most reduction
estimates. The 2010 revisions are an interim update of the reduction
estimates to reflect the changed economic information contained in the
2009 Integrated Energy Policy Report (IEPR) released by the California
Energy Commission (CEC). The document represents the latest and most
current comprehensive source of information available at the time.
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75-11

The commenter requests an explanation as to why the FED Supplement
identifies Alternatives 2 and 5 as having a high likelihood of reducing
leakage while Alternatives 3 and 4 are identified as having a low likelihood
of reducing leakage.

Fundamental economics accepts the premise that consumers will normally
choose to purchase goods or services at the most competitive price when
there is no discernable difference between the products being purchased.
Consumers will pay higher prices for products perceived as being of
higher quality or supporting worthwhile causes. Leakage in the context of
the FED Supplement alternatives analysis presumes that products are of
comparable quality and businesses will elect to obtain goods or services
at the most competitive price.

Implementation of any of the alternatives would result in increased costs
to regulated entities, notably for the installation and operation of new
equipment, processes and technology to reduce emissions. All of the
alternatives require the same level of reductions to achieve the 427
MMTCO,E target except the “No Project” alternative which does not
achieve the target. The amount of the cost increase that would be passed
on to customers would be affected by many variables and differ by
industry and business. In response to higher prices, consumers would be
expected to seek more competitive priced products from other sources.
Because California does not have the authority to impose emission
reduction requirements or levy costs on entities located beyond its’
borders, less expensive products would presumably be available from out-
of-state sources that are not subject to the GHG reduction regulation. The
purchase of such goods or services would represent leakage. The
amount of leakage would vary depending on many variables including the
difference in price and the availability of alternative suppliers and
products.

AB 32 requires that ARB minimize leakage to the extent possible.
Generally, there are two approaches to minimizing leakage impacts:
implement measures to keep in-state products competitively priced
(subsidies) or adopt actions that prevent less expensive products from
entering the market (tariffs). The ability to implement and use subsidies or
tariffs to protect leakage exposed sectors is equally complicated,
potentially infeasible, and varies for each of the alternatives. Crafting
regulations to protect exposed sectors from leakage is potentially
constrained by a number of other laws. Interstate tariffs conflict with the
federal interstate commerce laws. Taxes can only be implemented by
voter approval and must be used to specifically benefit the taxed entities.
Fees and penalties represent additional costs above those required for
compliance, further elevating overall cost. Consequently, minimizing the
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costs of compliance to regulated entities may be the more practical and
reasonable approach to minimizing leakage.

Less expensive costs result in less price difference which could equate to
reduced potential for leakage. Based on the above reasoning,
Alternatives 3 and 4 would generally contribute to fixed and elevated
costs, while Alternatives 2 and 5 allow regulated entities to seek the least
expensive method of compliance whether within the sector or through
allowances and offsets from other economic sectors. Alternative 3,
source-specific regulation using a facility cap could realize some of the
benefits of a market-based system, but if trading were limited to facilities
within the same industry the limited number of participants might not be
able to deliver the same reduced compliance costs as a larger multi-sector
pool. Further, from the regulatory implementation perspective, Alternative
2 provides greater opportunity to reduce compliance costs through the use
of free allowances to moderate pricing for leakage-exposed sectors.

75-24



Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

Comment Log Display http://www.arb.ca.gov/lispub/comm/bccomdisp.

1lof2

bp1...

About ARB | Calendars | A-ZlIndex | ContactUs

California Environmental Protection Agency

- Search ARB Q
Air Resources Board AAIA S Coogo @ Adwrced

GOV

Comment Log Display

BELOW IS THE COMMENT YOU SELECTED TO DISPLAY.
COMMENT 76 FOR SUPPLEMENT TO FED -AB-32 SCOPING WITH CEQA (CEQA-SP11) - NON-REG.

First Name: John

Last Name: Andrew

Email Address: jandrew@water.ca.gov
Affiliation: Assistant Deputy Director, DWR

Subject: DWR comments on Supplemental FED for AB 32 SP

Comment: -
The Department of Water Resources (DWR) has broad responsibilities

for water management and planning for California, as well as for

the operation of the State Water Project (SWP). DWR is a member of

the Governor@s Climate Action Team, has achieved Climate Action

Leader status from The Climate Registry, and is actively assisting

the California Air Resources Board in implementing the AB 32

Scoping Plan. The Department respectfully submits these comments

on the Supplement to the Functional Equivalent Document for the AB

32 Scoping Plan, related to the California Water Plan Update and

the SWP. -

First, the subject document includes unclear statements and
mischaracterizations about the California Water Plan Update, the
state@s strategic plan for water resources. Specifically, the
Supplement states that the Water Plan presents three potential
scenarios for conditions in 2050, and that all three scenarios
indicate a growing demand for water. In fact, one of the three
plausible scenarios, called @Slow and Strategic Growth,@ indicates
less overall demand for water. More importantly, though, these
scenarios are intended to be the basis for measuring the resiliency
of future water policies and actions, rather than to simply
underscore how much water demand is expected to grow (or not). The
document also states, without reference, that water shortages in
California may get worse at a @rate of approximately two to three
percent per year.€ Without citation, it is unclear the basis for
this prediction, one that is not included in the Water Plan. n

Second, DWR remains concerned regarding the allocation of
allowances under the Cap & Trade element of the Scoping Plan, as
proposed in the current draft regulation. The concern specifically
relates to: 1) the equity of declining to provide DWR with
allowances reflecting its energy consumption, and instead giving
away those allowances to public and private utilities; and 2) the
lack of analysis of the potential environmental and economic
impacts of Cap & Trade on the SWP and the agencies and consumers
that receive SWP water.
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The commenter acknowledges that the Department of Water Resources
(DWR) is a partner on the Governor’s Climate Action Team and it is
submitting comments on the Supplement related to the California Water
Plan Update. ARB appreciates DWR’s partnership and responses to
specific comments are provided below.

As noted by the commenter, the California Water Plan Update 2009
examined three scenarios extending to the year 2050: Current Trends,
Slow & Strategic Growth, and Expansive Growth. These scenarios
consider a range of key variables including population, land use,
agricultural practices, environmental water needs, and climate change.
Overall future water demand is projected to increase if California
continues to grow consistent with current trends, but a slow and strategic
approach to growth could reduce future water demand. The fundamental
purpose of the water plan scenario analysis is to measure the resilience of
future water policies and actions. The sentence pertaining to water
shortages getting worse is being deleted from the final Supplement. The
corrected narrative below would replace the previous discussion of the
water sector starting on page 28 of the Supplement. These corrections do
not alter the results of the environmental impact analysis.

Water

Most of California’s water supply originates and is stored as snow. The
variability of annual precipitation, compounded by changing climatic
conditions, can dramatically affect the availability of water from year to
year. The allocation of water to satisfy competing urban, agricultural, and
environmental interests represents a significant challenge for water
managers. Notably, the allocation of water from the Colorado, Delta, and
Klamath water supply systems has been subject to numerous legal
challenges.

Water and energy are intricately linked. Water generates electricity, while
electricity is required to distribute and treat water. In California,
hydropower provides about 15 percent of the total electricity while
approximately 19 percent of the state’s electrical demand comes from
transporting, treating and using water.

The California Water Plan is the State’s strategic plan for management of
water resources. The California Water Plan Update 2009 examined three
scenarios extending to the year 2050: Current Trends, Slow & Strategic
Growth, and Expansive Growth. The fundamental purpose of the water
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plan scenario analysis is to measure the resiliency of future water policies
and actions. The scenarios consider a range of key variables including
population, land use, agricultural practices, environmental water needs,
and climate change. Overall future water demand is projected to increase
if California continues to grow consistent with current trends, but a slow
and strategic approach to growth could reduce future water demand
(DWR 2009; California Water Plan Update 2009, Volumel — Strategic
Plan, pp. 5-22 to 5-36).

Long-term solutions to balancing California’s water supply and use will
require a combination of improved efficiency and use, conservation, and
infrastructure improvements, none of which are anticipated to be
completed by 2020.

The commenter expresses concern regarding the allocation of allowances
under the proposed Cap-and-Trade Regulation, specifically as it relates to
DWR. This comment appears to assume that ARB staff is recommending
that ARB adopt a cap-and-trade regulation with specific components as
part of the reconsideration of the adoption of the Proposed Scoping Plan
and its alternatives analysis. ARB’s reconsideration of the Proposed
Scoping Plan and its alternatives analysis does not involve the adoption of
specific reduction measures, including a cap-and-trade regulation, as part
of this decision. The Proposed Scoping Plan recommends that ARB
pursue various emission reduction measures, including a cap-and-trade
regulation, but any specific measure, including a cap-and-trade regulation,
can be adopted only through a separate, independent rulemaking that
includes a more detailed environmental analysis and opportunity for public
comment. Consequently, no decision on allocation of allowances is being
made at this time.

To clarify, the Cap-and-Trade program recommended in the 2008 Scoping
Plan was proposed as a rule in October 2010 (see
http://www.arb.ca.gov/regact/2010/capandtrade10/capandtrade10.htm)
and will be considered for final adoption in October 2011. The Staff
Report (ISOR) for the proposed Cap-and-Trade Regulation explains the
agency’s rationale for choosing the design of the regulation as proposed,
including information about allocation of allowances (see
http://www.arb.ca.gov/regact/2010/capandtrade10/capisor.pdf). Concerns
about the allocation of allowances to DWR in that proposed regulation are
properly addressed in that separate rulemaking activity and ARB
welcomes communication with DWR on the topic in that rulemaking
process.
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First Name: Marianne

Last Name: Hedrich

Email Address: marianne@baylocalize.org
Affiliation:

Subject: Carbon Tax system

Comment:

1 believe in the Carbon Tax system to force firms" to finally take

responsibility in gas emissions and make polluter®s pay! Allowing

companies to "buy credit" is not going to help us to achieve a 77'1
better environment as fast as we could. Also, | agree that it is

important to combine such a system with better policies to have a

clean and healthy environment for us and for the next generations.
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L77 Response

77-1 The commenter suggests a carbon tax. The commenter cites forest clear
cutting as an example of counterproductive outcomes that could result
from a cap-and-trade program. Please refer to response 15-1.
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First Name: Richard

Last Name: Tomaselli

Email Address: tmslbwrs@earthlink.net
Affiliation:

Subject: Cap and trade.

Comment:

Basically I believe that a carbon tax would be a much more
effective means of cutting carbon emmissions. The potential
travesty of having forest clear cuts qualify under cap and trade is
only one example of counterprodutive outcomes that could result
from cap and trade. A carbon tax, loathsome as it might be to
industry, would be simpler, fairer, more effective and possibly
more remunerative than cap and trade. Yes, new taxes!

Sincerely

Richard Tomaselli

1199 Cornell Ave.

Berkeley, CA 94706
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L78 Response

78-1 The commenter suggests a carbon tax. Please refer to response 15-1.
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First Name: Anja

Last Name: Miller

Email Address: AnjakMiller@cs.com
Affiliation:

Subject: City-based climate action plans: Baseline

Comment:

1) Our small City of Brisbane (pop. 3,800)has been told by San
Mateo County consultants that we will be responsible for creating a
Climate Action Plan that “remediates' the greenhouse gases emitted
by all the traffic on the 3 miles of US 101 running through our
town. Please make sure that any simply geographically-generated
baseline criteria are formulated to reflect such regional, not
local pollution.

2) Local baselines should include credit for actions already taken
by individual citizens to reduce emissions. These could come from
DMV data on local per-capita ownership of electric or hybrid
vehicles and bicycles as well as permit records issued for
installed solar generation.
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L79 Response

79-1

The commenter refers to local climate action planning. ARB has reviewed
this comment and determined that it does not directly relate to the
adequacy of the environmental analysis prepared for the alternatives to
the Proposed Scoping Plan. Per the CEQA Guidelines (CCR section
15204), reviewers should focus on the sufficiency of the document
identifying and analyzing the possible impacts on the environment and
ways in which the significant effects might be avoided or mitigated. ARB
has reviewed this comment, and determined that it neither applies nor
raises any substantial issues regarding the adequacy of the environmental
analysis of the alternatives in the Supplement. In accordance with ARB’s
certified regulatory program (CCR section 60007[a]) and CEQA
Guidelines (CCR section 15088), no revision or further written response is
required in response to this comment because no significant
environmental issues were raised related to the proposed action; however,
this comment is included in the public record for review by other interested
parties and decision-makers.
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VALERO

VIA E-MAIL July 28, 2011

Clerk of the Board

California Air Resources Board
1001 I Street, Sacramento
California 95814

Electronic submittal: http://www.arb.ca.gov/lispub/comm/bclist.php
Re:  Supplement to the AB32 Scoping Plan Functional Equivalent Document
Dear Sir/Madam:

Valero Refining Company — California and Ultramar Inc (collectively “Valero™) appreciate this
opportunity to provide comments regarding the California Air Resources Board (“ARB”)
Supplement to the AB32 Scoping Plan Functional Equivalent Document (FED), as posted for
public comment on June 13, 2011. Valero owns and operates two refineries in the state of
California, with a combined throughput capacity of over 305,000 barrels per day. Valero refines
and markets products on a retail and wholesale basis through an extensive bulk storage and
pipeline distribution system. Additionally, Valero’s affiliates own and operate one of the
nation’s largest retail operations, which have a significant presence in California, as well as 37
other states. Valero, on behalf of itself and its affiliates, is providing comments to relay the
significant deficiencies in the FED and the impact this will have not only on our California
operations, but the people and economy of California as well as other States.

1. The alternatives discussed in the FED, combined with the revisions to the Scoping Plan,
highlight continued shortcomings in meeting the stated goals and objectives of AB32.
From a general perspective, we find that the FED is a hastily prepared document lacking
in critical details that draws upon a foregone conclusion that California must have a cap-
and-trade regulation to meet the goals of AB32. When considered beside the significant
changes to the underlying basis of the Scoping Plan, Valero contends that the FED fails
to meet both CEQA criteria and ARB goals and objectives on numerous issues:
= Piecemeal approach to regulation: The economic impacts of the measures outlined
under the Scoping Plan must be viewed in totality. Isolated economic impacts of the
regulations, or regulations conceived in a vacuum without addressing the collateral
effect of other regulations, lead to a disjointed and deceptively-simple picture of the
impact of AB32 as a whole on the State of California. CEQA requires that ARB
provide a comprehensive and holistic analysis of all aspects of implementation of
AB32 in order for both citizens and industry to understand the costs and impacts
associated with this initiative.

Valero Energy Corporation - One Valero Way « San Antonio, Texas 78249-1616
Post Office Box 696000 » San Antonio, Texas 78269-6000 - Telephone (210) 3452000

80-1

80-1


amber.giffin
Text Box
L80

amber.giffin
Line

amber.giffin
Typewritten Text
80-1


Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

Valero Comments on the Supplement to the AB32 Scoping Plan Functional Equivalent Document | 2011
(FED)

= Incomplete Rulemaking: ARB has multiple initiatives under AB32 which as of mid-
year are still not final. Lacking in a set of clear requirements, it is difficult to
understand how ARB can provide a satisfactory analysis under CEQA wherein the
lack of rule provisions hinder understanding of the cumulative impacts of AB32.
Given the revisions to the Scoping Plan foundation, the basis of the implementing
regulations are further called into question, demanding a much more detailed review
and analysis than ARB has provided in the FED.

= Balance: ARB fails to take a “balanced” review of the GHG reductions measures in
the Scoping Plan in light of the significant changes to the underlying reductions
targets and baseline. It is in the interest of all parties for ARB to review all the
measures under consideration such that the legal obligations for reductions are
redistributed and balanced among the regulated community. ARB’s lack of
assessment in this capacity calls into question the legitimacy of the FED and ARB’s
CEQA analysis of the Scoping Plan.

= Leakage: The issue of leakage continues to be of significance for multiple industrial 80-1
sectors, including the petroleum refining sector. However, when ARB discusses this Cont'd

issue it does so in only highly generalized and subjective terms. ARB repeatedly
makes statements regarding the “minimization of leakage,” or how leakage is a
greater possibility under one alternative than another, but fails to adequately describe
in quantitative terms the actual risk and degree of leakage to industry in each of the
scenarios. Furthermore, rather than fully considering alternatives to Cap and Trade to
minimize the leakage issue, ARB has cited additional potential regulatory policy
options to complement cap and trade that have not been evaluated under the FED and
whose impacts have not been considered. This information is critical to any
reasonable assessment under CEQA.

= No legal mandate for 2050 Goals: We note that throughout the FED there are
references to Executive Order S-03-05, which targets an 80% reduction below 1990
level by 2050. We also note to ARB that there is no enabling legislation driving,
requiring, or otherwise forcing ARB to consider this goal when crafting GHG
regulations. Consequently it is premature and improper to consider this 2050 goal
under the Scoping Plan.

2. Crafting the FED to meet the requirements of CEQA i.e., Association of Irritated
Residents, et al. v. California Air Resources Board (CARB), is insufficient given the scope
of revisions.

ARB has ostensibly prepared the FED in order to satisfy the court’s finding that an
appropriate CEQA analysis for cap-and-trade alternatives must be prepared. However
ARB uses this revision to the FED to introduce significant revisions to the GHG
emissions baseline, targets, and necessary reduction measures under the overall Scoping 80-2
Plan. These additional revisions are highly significant to the overall strategy for
complying with AB32 and require a much deeper analysis and discussion than that
offered by ARB: all revisions need to be fully vetted to allow stakeholders an
opportunity to understand and comment on the basis for these significant revisions. The
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ARB must expand the focus of the FED to address the broader issues and impact 80-2
presented by the significant revisions therein. Cont'd

3. ARB does not provide a sufficiently unbiased and quantitative discussion to justify the T
alternatives presented.
The expanded discussion of cap-and-trade alternatives in the FED is largely qualitative in
nature and not quantitative. The generalized statements employed throughout the
analysis makes an impartial and scientifically-sound review of the alternatives
impossible.

For instance:

= Alternative 2 Impact Discussion (pg 51): “Leakage would be minimized by the
market-driven pricing of carbon and the availability of lower cost offsets for a
portion of the reductions to help manage allowance prices. The allocation strategy
would also include free allowances for trade-exposed industries. Many co-benefits
would occur with an effective market-driven GHG reduction program, such as energy
conservation and efficiency, reduced fossil fuels use, reduction of regional co-
pollutants, and job-forming economic opportunities related to facility modifications
and development of energy efficiency technologies.” There is no support for this
conclusory statement. 80-3

= “Although localized air quality impacts resulting from compliance responses by
covered entities and the development of offset credits related to Alternative 2 are
highly unlikely, they cannot be entirely ruled out.” (pg 53). This conclusory
statement is not supported or justified. Many of the measures ARB is considering for
GHG reductions, including Carbon Capture and Sequestration (CCS) and
Cogeneration, will have local criteria pollutant impacts due to the energy penalty
involved in the process to recover COs.

= “To address the possibility of unanticipated localized air impacts caused by the cap-
and-trade program, ARB would incorporate an adaptive management program into
the alternative. This means that ARB would be committed to monitoring the data on
localized air quality impacts and to adjusting the program, if warranted.” (pg 53).
ARB has provided no details or insights into how such an “adaptive management
program” will be crafted or deployed. This is a new development under AB32 that
has not been vetted by the regulated community and consequently cannot be
accurately assessed as an alternative.

= The discussion of Compliance and Enforcement in Alternative 2 lacks sufficient
substance to fully evaluate. The evaluation only states that “ARB staft could consult
with legal and enforcement staffs from state and federal agencies to gain insight in
this area”, which does not provide the ability to fully evaluate the impact on the
regulated community or resources needed by the State to administer a program. This
means the full cost of implementation cannot be estimated which does not allow the
State to consider the broad range of public benefits (as stated in the objectives) or cost
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effectiveness of the program since the administration costs will be passed onto the
regulated community and/or the public.

= ARB states in Alternative 3 that Carbon Capture and Storage (CCS) is developing as
a technology, but has yet to be proven as a cost-effective and viable GHG reduction
technology. We agree with this assertion. However, the command and control
approach of Alternative 3 will target stationary sources, requiring industry to cover
the 22 MMTCOse reductions needed, with the expectation that the regulatory limit
will drive technology. This position, that the regulations will drive the necessary
technology to meet imposed limits, is unproven and consequently fails to meet the
criteria of this CEQA analysis. There is no basis for ARB’s assertion that previously-
unproven technology can suddenly become viable simply by imposing sufficiently
stringent limits. Further, the discussions in Alternative 3 fail to address the impact of
federal regulations on reductions in GHGs (See Transportation and the lack of
discussion regarding the federal regulation of fuel efficiency of new vehicles).

=  ARB’s discussion of Alternative 4 (Carbon Tax) provides an unsupported, unfair and
biased analysis of this market mechanism. Unqualified positions such as: the limited
ability of a tax to control emissions, or the need to limit the affected sources to a
small industrial subset for administrative purposes, belies the position that ARB has
performed a sufficiently detailed review of the carbon tax market mechanism to
eliminate further consideration. We note that ARB’s own analysis lists 15 different
instances where a carbon tax is being applied — yet ARB concludes that this is not the 80-3
best approach. We find this conclusion ill-informed given the comparative number of ,
cap-and-trade systems enacted, as well as ARB’s statement that none of the listed Contd
programs can assessed for successful implementation.

= Finally, we note the quotation from the July 8 FED Workshop Presentation, Slide 4,
bullet 3, that the CEQA analysis:

“Must describe anticipated adverse and beneficial environmental impacts
associated with proposed action”.

The impacts discussed must therefore include all detrimental and beneficial impacts
that may result from climate change. In implementing its endangerment finding the
U.S. Environmental Protection Agency acknowledged that there were beneficial
environmental impacts from climate change likely to occur in many geographic
regions, including the United States'. ARB has failed to appropriately describe these
beneficial impacts in California, making a balanced assessment of the alternatives,
including the “no further action” option, impossible. Unless and until ARB provides
a more detailed, thorough, and fact-driven analysis of all benefits, we contend the
FED does not present an adequate analysis of the alternative to cap-and-trade and
consequently does not meet the requirements of CEQA.

! Federal Register, Vol. 74 No. 239, Tuesday December 15, 2009, Pg 66531
Federal Register, Vol. 74 No. 239, Tuesday December 15, 2009, Pg 66532

4|Page

80-4


amber.giffin
Line

amber.giffin
Typewritten Text
80-3
Cont'd


Responses to Comments on the 2.0 Responses to Comments
Supplement to the AB 32 Scoping Plan FED

Valero Comments on the Supplement to the AB32 Scoping Plan Functional Equivalent Document | 2011
(FED)

4. ARB does not provide sufficient economic analysis of the alternatives in light of the
revisions to the Scoping Plan Baseline and Reduction Targets

Given the significant changes to the Scoping Plan Baseline, the targeted reduction
strategy, and the apparent changes in effectiveness of various emission reduction
strategies, ARB has changed the “playing field” to such an extent that a re-evaluation of
the compliance strategy and economic consequences under the Scoping Plan is necessary 80-4
in order to satisfy CEQA objectives. This evaluation should include the alternatives
discussed in the FED. Prior economic analyses were based specifically on the roadmap
outlined by the Scoping Plan in order to meet the established baseline and reductions.
With this foundation now changed, the impacts of the measures considered, or not
considered, must be revisited to ensure a compliance path is chosen that will not cripple
the California economy and send industry and jobs out of state.

5. ARB does not provide sufficient discussion or documentation to quantify the changes in
the scoping plan targets and baseline.

With regards to the changes in the updated BAU projections, emission baseline, and
overall reduction targets, ARB has not provided sufficient information for stakeholders to
understand the origin and context of these changes and consequences thereof. Multiple
emission reduction measures now have tonnage-reductions assigned to them that differ
from the original Scoping Plan. Some measures appear to be omitted without explanation
or combined with others. The structure of the FED is such that a direct comparison to the
reduction measures and estimated reductions in the original Scoping Plan is not possible.
Even to the extent that some discussion is provided, further analysis to understand the
attendant impacts is not provided. For instance:

“The 2008 Scoping Plan also included a measure to reduce GHG emissions from high
global warming potential (GWP) gases via a fee. However, staff’s evaluation of this
measure since the 2008 Scoping Plan was initially developed, indicates that at this time a
regulation to levy a fee to reduce emissions from high GWP gases would not be feasible. 80-5
Therefore, this measure will no longer be pursued as part of the Proposed Scoping Plan
(see discussion under Alternative 3).” (pg 11)

The discussion under Alternative 3 provides little insight as to the underlying cause to
abandon this measure. Greater details are necessary to justify positions such as this,
considering that this measure would have offset over 22% of the reductions now targeted
under the proposed cap-and-trade system. This “decision” has a market value
consequence of approximately $40 million/yr to the California economy, based on
proposed market floor price of $10/MT.

As a further example, the information presented in tables such as 1.2-3 and 2.7-1 is not
adequately discussed such that it is clear what measures ARB is proposing or their
effectiveness. Appendix F fails to provide sufficient backup documentation to
understand the derivation of the compliance pathways to account for the recession in the
revised BAU/target reduction case. Unless and until ARB can provide stakeholders with
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this information, and in a form that is comparable and commensurate with the original 80-5
Scoping Plan, a reasonable analysis of the FED is untenable. Cont'd

6. ARB’s analysis of the Cap-and-Trade alternative fails to acknowledge the economic
impact to the State of California

The revised BAU case, baseline, and overall reduction targets that ARB presents here call

into question ARB’s reliance on a cap-and-trade program to address the “shortfall” that

remains after all other measures are implemented. The revised BAU case for 2020

reduces emission levels from 596 MMTCOse to 507 MMTCOse. The emission

reductions necessary to meet target have accordingly been reduced from 174 MMTCO,e

to 80 MMTCOze — a reduction of over 54%. A reduction of this magnitude in the

regulatory burden of the state should drive ARB to reassess all programs under the

Scoping Plan to determine how this burden can be equitably applied across the reduction

measures identified. However, despite this huge reduction in the GHG burden that

California industry must bear, ARB claims that a further 18 MMTCO,e must still come

from cap-and-trade. The magnitude of these reductions is not commensurate with the

tremendous costs associated with this program.

= (Cap-and-trade (including complementary measures), continues to be slated as a
program that will cover 85% of the GHG emissions in the California economy. This
amounts to 399 MMTCO,e (based on the 2002-2004 data used in the Scoping Plan).
The market value of these emissions at the minimum floor price of the proposed
regulation ($10/MT) is $3.9 billion. The market value of the reductions that ARB
claims the cap-and-trade system will produce amount to $180 million. This means
that the cap-and-trade system will cost the people of California $3.9 billion to reduce
$180 million-worth of CO, emissions. For perspective, California will pay over 20
times the market value of these emission reductions. This is the very definition of
“cost-ineffective” and belies the agency’s position that cap-and-trade is positive for
the economy and the necessary solution to address the “shortfall”.

= Given these market implications, it will be critical for ARB to review the suite of
measures available for GHG reductions, regardless of whether currently promulgated
or otherwise, and make an equitable assessment and adjustment to find a reduction of
80 MMTCO,e without burdening the CA economy in such an extreme fashion.
Significantly, the inclusion of fuels under the cap-and-trade program will be one of
the primary reasons this approach will impact consumers in such a negative financial
way. ARB must include discussion of these impacts in the CEQA analysis for there
to be educated dialogue on the best approach for California. We call upon ARB to re-
evaluate the Scoping Plan and delay implementation of AB32 until a scientifically-
sound and equitable suite of reduction measures can be found.

= Finally, we note that in the “Scoping Plan Objectives” discussion (Pg 4), ARB has
omitted as an objective HSC38562 (b)(5), which requires ARB to “Consider cost-
effectiveness of these regulations”. While ARB frequently references “cost effective
reductions”, this is not the same as “cost effective regulation”, as the above
discussion illustrates. ARB is required by Statute to include this requirement in the
Scoping Plan Objectives, and we formally request ARB to include discussion,
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analysis, and detailed documentation regarding the execution of this goal to ensure
the Scoping Plan comports with Statute.

Valero strongly urges ARB to not only reconsider the CEQA analysis in the FED, but to reassess
the Scoping Plan and associated regulatory development process so that the totality of the
impacts can be meaningfully reviewed by the regulated parties. Valero believes that, if crafted
consistent with our recommendations, ARB would be minimizing the impact of AB32. We look
forward to working with ARB on the Scoping Plan and the FED in a manner that is reasonable,
technically feasible, cost effective, and considers the practical impact of AB32 on jobs, the
economy, and the consumer. On behalf of Valero and its affiliates, please contact me at (210)
345-4620 should you have any questions or need clarifications concerning our comments.

Sincerely,
7 4 o B, 4
- : P
//, 7 (ﬁ‘.’-'('{ -L-(v‘ v ™ ./"',1 _.’-—"

Matthew H. Hodges

Senior Manager, Regulatory Affairs
Corporate Environmental

Valero Companies
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L80 Response

80-1

80-2

80-3

The commenter makes a general assertion about the inadequacy of the
alternatives analysis and “revisions to the Scoping Plan.” These
comments are generally directed at concerns about economic impacts
which are not the focus of a CEQA analysis of alternatives. See response
82-4. The updated inventory reflects the downturn in the economy, and
although the emissions have changed, the Proposed Scoping Plan
measures remain consistent in their characterization. See response and
69-1. The commenter further critiques the “highly generalized” discussion
of leakage, in particular as it relates to the petroleum refining sector. The
Supplement’s discussion of the potential for leakage is sufficiently detailed
for a program-level FED. The level of detail in a program-level
environmental document need not be greater than that of the plan being
analyzed (see CEQA Guidelines, CCR section 15152[b]). The level of
detail requested by commenter regarding the actual risk of leakage to
particular industries caused by various measures is appropriate for the
next tier of environmental analysis prepared at the stage when each
measure is taken up as a proposed rule in a separate rulemaking process.
See generally response 4-1. The commenter also states that it is
improper to consider the 2050 reduction goal from Executive Order
S-03-05 under the Scoping Plan. The Supplement properly identifies the
2020 target as the primary objective of the Scoping Plan and does not rely
on the Executive Order target.

This commenter does not state a specific concern or question regarding
the sufficiency of the environmental analysis contained in the Supplement;
it is directed at the updated emissions information relied upon in the
analysis in the Supplement. The focus of the Supplement is the
description and environmental analysis of potentially feasible alternatives
to the Proposed Scoping Plan that are potentially capable of reducing or
avoiding the significant environmental impacts associated with
implementation of the Plan. As indicated under the sources of the
information in the tables in the Supplement, the numbers in the tables are
based on updated information made available by ARB in October 2010.
On July 22, 2011, ARB posted a document entitled Status of Scoping Plan
Recommended Measures which provides narrative details about the
revised projections for emissions and reduction estimates. The focus of
the circulation of the Supplement was to solicit comment on the
environmental analysis of feasible project alternatives.

The commenter asserts that the analysis in the Supplement is deficient
because it provides a largely qualitative discussion rather than a
guantitative one. Some of the comments request additional detail
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80-4

80-5

regarding aspects of Alternative 2 such as adaptive management,
compliance and enforcement. See response 80-1 regarding the
appropriate level of detail for a program-level document. The commenter
also requests support for statements presented in the Supplement
regarding leakage, co-benefits, and localized air quality impacts.
Additional information can be found in the Staff Report (ISOR) for the
proposed Cap-and-Trade Regulation. The commenter states that ARB
asserts that previously unproven technology can suddenly become viable
by imposing stringent limits. ARB does not make this assertion in the
Supplement. Existing federal measures, such as fuel efficiency standards
for new vehicles are either incorporated into the emission baseline, or are
already accounted for in Proposed Scoping Plan measures. The
commenter also states that ARB must discuss all detrimental and
beneficial impacts that result from climate change. ARB disagrees. The
purpose of the Supplement is to discuss the impacts of the proposed
project, i.e., the Proposed Scoping Plan to reduce GHG emissions, not the
impacts of climate change. Please refer to response 15-1 regarding a
carbon fee approach. Please refer to responses to comment letter 37 and
response 106-4 regarding adaptive management.

The commenter expresses the opinion that ARB does not provide
sufficient economic analysis of the alternatives in light of the revisions to
the Scoping Plan baseline and reduction targets. AB 32 stipulates that a
formal update of the Scoping Plan shall be prepared every 5 years, with
the first update of the entire plan to be adopted in 2013. In the interim,
ARB has updated the 2020 emission reductions for individual Proposed
Scoping Plan measures, as appropriate to reflect adoption of regulations.
In October 2010, ARB completed an interim update of most reduction
estimates. The 2010 update is not intended nor represented as the 2013
Scoping Plan update, but only as an interim revision of the reduction
estimates to reflect new economic information contained in the 2009
Integrated Energy Policy Report (IEPR) released by the CEC.

CEQA does not require that an alternatives analysis be as detailed as that
of the proposed project. The alternatives evaluated in the FED
Supplement are the same as those presented in the FED prepared for the
2008 Scoping Plan, but examined in greater detail with revised and
updated information. Preparation of a new economic analysis of the
proposed project is not necessary for the supplemental alternatives
analysis.

The commenter asserts that ARB does not provide sufficient discussion of
documentation to quantify the changes in the Scoping Plan targets and
baseline. Please refer to the response 2-2.
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The commenter suggests that ARB’s analysis of the proposed Cap-and-
Trade alternative fails to acknowledge the economic impact to the State of
California. The FED appropriately limits its discussion of the economic
impacts of the alternatives. Under CEQA, economic impacts are not
considered significant environmental effects and are applicable in an
environmental analysis only as they can be traced to physical changes in
the environment. The commenter is confusing allowance value with
abatement cost. The difference is also explained on page 22, Figure 1, in
the Allocating Emissions Allowances Under a California Cap-and-Trade
Program: Recommendations to the California Air Resources Board and
California Environmental Protection Agency from the Economic and
Allocation Advisory Committee (Final EAAC Report).
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California Air Resources Board
1001 I Street
Sacramento, CA 95814

Attn: Clerk of the Board
Re: Public comments concerning AB32

My comments concern the international offsets component of
AB32. Specifically, I am writing on behalf of Global Justice
Ecology Project—an international ecological justice organization--
to raise concerns that the international offsets protocol within AB32
will lead — indeed, is already Jeading — to clear abuses of human
rights and the rights of Indigenous Peoples.

Upon learning of the international forest offsets protocol within
AB32, and the Memorandum of Understanding signed between
former Governor Schwarzenegger and Governor Juan Sabines, of
Chiapas, Mexico, I traveled to Chiapas to do research as part of a
fact-finding delegation with Global Justice Ecology Project. What

 we found is that the promise of funding from California’s forest

carbon offsets protocol is exacerbating rural conflicts over land
tenure, and has already led to the eviction of several indigenous
communities from their homes. As many observers have predicted,
implementation of the policy of Reducing Emissions from
Deforestation and forest Degradation (REDD) appears to be
exacerbating long-standing conflicts over land tenure.

In Chiapas, while REDD will be implemented in several regions,

one area of clear concern is the Montes Azules Biosphere Reserve.
In 1971, the Mexican government gave some 600,000 hectares of
land in the Lacandon jungle to the 66 families of the Lacandon
tribe. A second decree in 1976 made the greater part of the
rainforest into a UNESCO World Heritage site, the Montes Azules
Biosphere Reserve. In order to enclose a million-and-a-half acres of
forest, 26 villages of indigenous Tzeltal and Ch’ol people—over
2,000 families—had to be displaced from their homes. The tension
and conflict that resulted made it impossible, for decades, for the
Mexican government to successfully delimit the land in question.
Today, with the promise of financing under REDD, work is
underway again to delimit the land.

In February of this year, Chiapas Governor Juan Sabines began

distributing payments of 2,000 pesos a month to members of the
Lacandon community as part of the state’s Climate Change Action
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Program. Governor Sabines said in May that the funds are coming “from a tax on vehicle
registration, because, as of yet, California is not able to put up the money.”

The money is given in payment for the Lacandon tribe to protect and police the forest
against illegal settlers; in order to inventory and protect the jungle to generate carbon
credits, the government must not only delimit its boundaries — it must evict anyone living
there who may not have legal land title. The village of Amador Hernandez, within the
Montes Azules Reserve, is one such irregular settlement under threat of removal.

Global Justice Ecology Project visited the village of Amador Hernandez this past March.
While there, we had the opportunity to attend a village meeting. At the meeting, a young
man named Santiago Martinez read out a document in which the government threatened
to send a team to evict irregular settlers — meaning the villagers themselves. He then gave
his own analysis of the problem: “They are promoting the idea of giving carbon credits to
industries in California so they can continue contaminating.”

From the other angry voices at that village meeting we learned that, a year before our
visit, all medical services, including vaccinations, had been cut off to the community.
Several elderly people and children had died due to lack of medical attention.

“The fact that they did this after we refused to enter into any of their plans makes us
believe that it has to do with our lands,” said Martinez. “They re attacking our health as a
way of getting access to our land.”

Under international law, indigenous peoples can only be displaced from their homes
under conditions of Free, Prior and Informed Consent. From all appearances, it seems
that the state government of Chiapas plans to use funds from California to institute forest
protection programs that violate international law by submitting Indigenous communities
to relocation, without any process of consultation or Free, Prior, Informed Consent, as
guaranteed by the United Nations Declaration of the Rights of Indigenous Peoples.

Enclosed with this written comment is a seven-minute video from Amador Hernandez,
which Global Justice Ecology Project is submitting as testimony to the Air Resources
Board. I urge you to watch this video, and to consider the distant implications that the
international offsets component of AB32 may have.

As an organization with an office in California that is concerned about environmental
protection, social justice and human rights, Global Justice Ecology Project cannot support
legislation that may be implicated in the involuntary displacement of Indigenous Peoples
from their lands. The international forest offsets protocol being developed within the Cap
«and Trade rules of AB32 threatens to do just that.

Sincerely, _ C‘_Aj—v

eff ant
Communications Director
Global Justice Ecology Project
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L 81 Response

81-1 The commenter discusses international forest offsets. The letter and an
attached DVD do not provide comment on the Supplement or the
adequacy of the environmental analysis. REDD as part of a cap-and-
trade program would have to be developed under a separate rulemaking
process and brought before the Board for approval. The rulemaking
process to include REDD would have a full public process and
environmental review.
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Western States Petroleum Association

Western States Petroleum Association
Credible Solutions e Responsive Service e Since 1907

Catherine H. Reheis-Boyd
President

July 28, 2011

Electronic Posting: http://www.arb.ca.gov/lispub/comm/bclist.php

Clerk of the Board, Air Resources Board
1001 I Street, Sacramento, California 95814

Re: Comments on Supplement to AB 32 Functionally Equivalent Document (FED) Dated
June 13, 2011 regarding the Scoping Plan

Dear Clerk of the Board:

The Western States Petroleum Association (WSPA) is a trade group representing twenty-seven
companies that explore for, develop, refine, market, and transport petroleum and petroleum products
and natural gas in California, Arizona, Nevada, Hawaii, Oregon and Washington. Our companies
have operations within California and are significantly affected by regulations proposed by ARB.

Because of the possible impact of AB32 on WSPA members as well as its possible impact on energy
supplies and the economy, WSPA has been an active participant in the public policy discussions about
the implementation of AB 32. We have reviewed the Supplement to the AB 32 Functionally
Equivalent Document (SFED) and recognize that the document prepared by ARB is comprehensive
and addressed the issues concerning comprehensiveness of the previously-prepared FED. ' 82-1

Support for Market-Based Approaches Including Cap and Trade (C/T)
After reviewing the SFED, our position remains unchanged. WSPA strongly believes that use of a

well-designed market-based program is essential in order to implement AB 32 in an efficient and cost-
effective manner. If ARB feels that a cap and trade (C/T) program is the most appropriate approach to

"' WSPA will concentrate our comments on issues of concern to our industry and where we have
special knowledge. We are leaving comments on aesthetics, land use, water use, etc to others, but
have an interest in ARB’s responses to all comments.

1415 L Street, Suite 600, Sacramento, California 95814 1
(916) 498-7752 - Fax: (916) 444-5745 - Cell: (916) 835-0450
cathy@wspa.org » www.wspa.org
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implement the objectives of AB 32, then we will continue to engage in efforts to initiate that program
efficiently and cost-effectively. We note that ARB, in the FED, has identified the C/T program as the
option most viable in the short-term and, given the challenges facing the ARB and the State, we agree
with that assessment.

We note that other alternatives have been suggested as options to consider in the future. We support
looking at market-based options to buttress the initial approach identified by ARB as efforts to
implement AB 32 progress.

Source-Specific Regulations Are Not Appropriate

We continue to believe that source-specific regulations to achieve the goals of AB32 are not
appropriate given the State’s need to move quickly. If source-specific regulations are to be developed
correctly, control technologies have to be identified that recognize unique operating requirements and
performance of various facilities within the State. As ARB and local agencies have seen in the past,
this is a time-consuming effort if it is to be done correctly under AB32 and applicable California law.

Moreover, we believe that source-specific regulations are not appropriate for California as it strives to
lead the country and the world to address GHG reductions. California acting alone does nothing to
address the need for significant global GHG reductions nor would source-specific regulations promote
linkage with other programs which is a key tenet, and indeed a necessary and enacted goal, if AB 32 is
to be successfully implemented.

Need for Detailed Environmental Analyses

Implementation of the AB 32 Scoping Plan can have varying and significant environmental impacts
and can be anticipated to generate varying economic impacts. For example, the Low Carbon Fuel
Standard (LCFS) included within Alternative 1 can be expected to have a significant impact on the
manufacture and distribution of transportation fuels and their environmental and economic impacts.
This impact may be exacerbated by the impact of the High Carbon Intensity Crude Oil (HCICO)
alternative being explored by ARB. We remain convinced the current HCICO policy will lead to
crude shuffling and in most cases an increase in GHG emissions. The ARB should conduct a peer-
reviewed study of the potential increase in emissions and provide the results in the SFED.

We offer some detailed comments on each of the SFED Alternatives in the Attachment.

1415 L Street, Suite 600, Sacramento, California 95814 2
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Thank you for considering these comments. We look forward to working with ARB in the future as
efforts to implement AB 32 continue.

Best Regards,

(SR

cc: CARB Board Members
CARB Executive Officer
CEC Commissioners
CalEPA Secretary

1415 L Street, Suite 600, Sacramento, California 95814 3
(916) 498-7752 = Fax: (916) 444-5745 = Cell: (916) 835-0450
cathy@wspa.org » www.wspa.org
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Comments on Individual Alternatives

Alternative #1: No project

It seems clear that ARB must develop a program, or programs, to implement AB 32. A key aspect that ]
must be determined in conjunction with the many stakeholders is the timing, approach and
environmental and economic impacts associated with strategies to ultimately achieve the goals of AB
32.

Projects (i.e., early actions, landfill methane, LCFS, building standards, refrigerant, RPS — see Table
2.3-1 P.22) included within the No Project Alternative are important and ARB should NOT minimize
the significance of these projects under CEQA. Indeed, many of these projects — despite the misnomer
of being included within the No-Project alternative— can pose a potentially huge environmental and
economic impact to the State. Hence, both the anticipated environmental impacts AND their potential
economic impact must be carefully considered.

With specific reference to the High Carbon Intensity Crude Oil (HCICO) alternative, WSPA is
concerned that the approach will lead to a greater reliance on oil from foreign suppliers, many of
whom are unfriendly to U.S. interests and/or located in parts of the world subject to political and social
upheaval. In short, the current HCICO policy will likely result in Canada’s crude oil being exported to
China or other emerging economies while California refiners will be forced to purchase ever
increasing amounts of oil from distant producers. Such an impact would clearly increase GHG and
other emissions and frustrate the core objectives of AB 32 as well as other environmental programs
within the State.

We continue to see that the current crude oil policy creates unnecessary risks of fuel supply
disruptions. The ARB’s approach to crude oil treatment could also lead to changes in the production
of conventional fuels and in refinery operations, which in turn could have negative environmental and
job impacts. ARB through its SFED should evaluate if either or both of these outcomes might directly
or indirectly, increase GHG emissions.

Recommendation. WSPA recommends that ARB prepare as part of the SFED an
environmental and economic analysis of the impacts of the LCFS including the High
Carbon Intensity Crude Oil Pathway (HCICO). At a minimum, the SFED should
clearly present an evaluation of the emissions impacts associated with HCICO and the
potential for crude-shuffling or on refinery operations and alternatives to the current
HCICO policy.

Alternative #2: Adopt a Cap and Trade Program

As stated earlier, WSPA is supportive of well-designed market-based approaches to implement AB 32
targets. We support implementation of a Cap and Trade Program if that approach is ultimately chosen
by ARB.

1415 L Street, Suite 600, Sacramento, California 95814 4
(916) 498-7752 = Fax: (916) 444-5745 - Cell: (916) 835-0450
cathy@wspa.org * www.wspa.org
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As the ARB well understands, there are a myriad of issues that must be resolved if the C/T program is
to be implemented efficiently and cost-effectively. We have seen in the Discussion Draft (and
anticipate in the upcoming 15-day packages) some clarification of the processes, procedures, and
requirements in the C/T program. However, it is clear that even these documents will not provide all
of the detail needed to evaluate specific environmental and economic impacts. Given this situation,
the SFED should consider the broad policy impacts that could occur and not speculate on unproven or
undocumented impacts.

WSPA has identified several broad policy issues that should be addressed:

o It seems clear that if a C/T program is to work effectively, it must start with an appropriate
benchmark for all affected industries. The issue of how benchmarks will be developed is an
on-going discussion that is extraordinarily important to all stakeholders and market participants
and has significant environmental impacts.

Recommendation. The SFED should review criteria for developing a benchmark that
is equitable and results in a fair and competitive environment for all C/T participants.
The SFED should also evaluate the environmental implications for choosing among
various benchmarking alternatives.

o The C/T program should start with equitable initial allocations. ARB’s proposed approach to
reduce the initial allocations by 10% (more in some cases, less in others) puts many sources in
compliance or economic jeopardy at the start of the program and promotes leakage. Initial
allocations between and among industries and industry sectors must be equitably distributed.

Recommendation: The SFED should consider the implications of the “10% haircut”
in initial allocations as this may pose an unreasonable risk to the program and result in
significant environmental impacts at the very onset of C/T activity. The SFED should
pay particular attention to inequities or unintended consequences of various alternative
benchmarking procedures as well as resource commitments that may result and the
overall effectiveness of the program and its environmental impact.

o The Energy Efficiency Audit (EEA) Report regulation calls for an assessment of Energy
Efficiency opportunities at facilities that would be used to inform ARB and the facilities on
potential CO2 and co-pollutant reductions at facilities. Reports are due at the end of 2011.
Implementation of opportunities or projects identified in the report is not mandated by the
existing regulation.

Recommendation. The SFED should consider the environmental and economic
impacts of mandated implementation of projects based on the EEA audit — especially
given the competitively sensitive data and project planning that is inherent in these
evaluations. The SFED should particularly consider the possibly adverse impacts
associated with the market should details of prospective project planning as well as
project scheduling be divulged to competitors. The SFED should specifically address
the risk of leakage.

1415 L Street, Suite 600, Sacramento, California 95814 5
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o Processes, procedures, rules, registrations and details concerning compliance, enforcement and
penalty (CEP) provisions must be adequately defined. As stated earlier, program details have
not been finalized at this time. Yet, even with the one-year deferral in the start of the program,
such details must be defined promptly if the C/T program is to begin on —time and in an
efficient manner.

Recommendation. The SFED should include progress made to date on this issue and
evaluate progress made by the staff involved in Mandatory Monitoring Recordkeeping
and Reporting (MRR), and enforcement. The SFED should quantify and discuss the
risks of leakage from alternative CEP policies.

o Fuels should NOT be included within the Cap as there are simply too many details that
need resolution and insufficient time remains for those issues to be resolved.

Recommendation. The SFED should evaluate the alternative where fuels are NOT
included within the Cap, and the environmental and economic impacts of this key

alternative.

Alternative #3: Source Specific Regulations

Source-specific regulations are an inappropriate and inefficient approach to implement AB 32. It can
preclude linkage with sources in other regions — a principle design assumption for AB 32. This is
especially the case with respect to refineries as each is a unique entity with its own set of operating and
design features that effect GHG emissions and energy efficiency. Moreover, source-specific controls
can increase the risk of leakage to an already trade-exposed industry. This is especially true if the
ARB suggests limits to production as a means to implement emission reductions.

WSPA agrees with the ARB where they state,” However, it is uncertain that Alternative 3 would result
in the most cost-effective GHG emissions approach, because performance standards would be set
administratively and not based on the market. (Emphasis added). Most importantly, the effectiveness
of the approach would likely be hindered by substantial leakage, which would not be consistent with
AB 32 itself and the Scoping Plan objectives and may not ultimately meet the environmental objectives
or other substantive requirements of AB 32.” Later on, ARB adds:

“However, implementation of this Alternative could result in substantial leakage for industrial
sources and electricity generation, because the performance standards placed on the covered
sectors are not defined by market conditions. For example, replacing high carbon fuels (e.g.,
coal) with lower carbon fuels (e.g., natural gas) could result in out-of-state electricity now
being used by California being sold in other markets.”

Source specific regulation would reduce in-state GHG and potentially co-pollutant emissions,
but also increase out-of-state production and importation/transportation potentially resulting
in increased out-of-state and transportation emissions. Consequently, implementation of this
Alternative could result in adverse regional and local air quality impacts out-of-state

1415 L Street, Suite 600, Sacramento, California 95814 6
(916) 498-7752 - Fax: (916) 444-5745 - Cell: (916) 835-0450
cathy@wspa.org » www.wspa.org
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associated with construction (e.g., use of heavy-duty equipment) and operational (e.g., higher
facility production levels) increases in criteria air pollutants and TACs.”

Recommendation: The SFED should more clearly highlight the environmental risks
and dis-benefits of a source-specific approach to implementing AB 32.

Alternative #4: Combination of Strategies 82-6
Cont'd

This approach has raised some interest within WSPA. It seems clear that depending upon the mix of
strategies chosen, this alternative has the potential for identifying efficient and flexible approaches to
achieve goals set forth by AB 32.

Recommendation: The SFED should note the need for ongoing research and
investigation to identify combinations of approaches or strategies that may be suitable
for implementation in the long-term.

1415 L Street, Suite 600, Sacramento, California 95814 7
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L 82 Response

82-1

82-2

82-3

The commenter expresses that the Supplement is comprehensive and
addressed the issues concerning comprehensiveness of the 2008 FED.
The commenter also states agreement with ARB that a cap-and-trade
regulation is the most viable option in the short-term. ARB has reviewed
this comment and determined that it does not directly relate to the
adequacy of the environmental analysis prepared for the alternatives to
the Proposed Scoping Plan. Per the CEQA Guidelines (CCR section
15204), reviewers should focus on the sufficiency of the document
identifying and analyzing the possible impacts on the environment and
ways in which the significant effects might be avoided or mitigated. ARB
has reviewed this comment, and determined that it neither applies nor
raises any substantial issues regarding the adequacy of the environmental
analysis of the alternatives in the Supplement. In accordance with ARB’s
certified regulatory program (CCR section 60007[a]) and CEQA
Guidelines (CCR section 15088), no revision or further written response is
required in response to this comment because no significant
environmental issues were raised related to the proposed action; however,
this comment is included in the public record for review by other interested
parties and decision-makers.

The commenter expresses that source-specific regulations are not
appropriate. ARB has reviewed this comment and determined that it does
not directly relate to the adequacy of the environmental analysis prepared
for the alternatives to the Proposed Scoping Plan. Per the CEQA
Guidelines (CCR section 15204), reviewers should focus on the
sufficiency of the document identifying and analyzing the possible impacts
on the environment and ways in which the significant effects might be
avoided or mitigated. ARB has reviewed this comment, and determined
that it neither applies nor raises any substantial issues regarding the
adequacy of the environmental analysis of the alternatives in the
Supplement. In accordance with ARB'’s certified regulatory program (CCR
section 60007[a]) and CEQA Guidelines (CCR section 15088), no revision
or further written response is required in response to this comment
because no significant environmental issues were raised related to the
proposed action; however, this comment is included in the public record
for review by other interested parties and decision-makers.

The commenter indicates that detail is needed, and further indicates that
the No-Project Alternative should have examined the LCFS in Alternative
1, as it can be expected to have significant impact on manufacture and
distribution of transportation fuels and their environmental and economic
impacts.
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82-4

82-5

The commenter states that the environmental and economic impact of the
LCFS may be exacerbated by the impact of the High Carbon Intensity
Crude Oil (HCICO) alternative being explored by ARB, and the commenter
expresses concern that the policy would lead to crude shuffling and cause
an increase in GHG emissions. A peer-review study is recommended to
determine whether an increase in emissions and provide the results in the
Supplement.

This comment makes suggestions for specific design elements for the
LCFS regulation and does not comment on the adequacy of the
environmental analysis of the alternatives presented in the Supplement.

The commenter indicates that that many of the measures in the Scoping
Plan are important and ARB should not minimize the significance of these
projects under CEQA. ARB has not. ARB prepared a programmatic
environmental analysis for the 2008 Scoping Plan. Each measure that
has a rulemaking associated with it must have an environmental analysis
prepared in accordance with CEQA. CEQA does not require an economic
analysis to be prepared for a project or rulemaking, but the Administrative
Procedure Act does require an economic impacts analysis to be included
in a Staff Report (ISOR).

The commenter indicates that the HCICO should be included in the No-
Project Alternative analysis. The potential environmental and economic
impacts from the use of HCICO have already been considered by the
Board in its separate rulemaking to adopt the Low Carbon Fuel Standard
in 2009. In that rulemaking, the Board adopted provisions for addressing
the use of HCICO. ARB staff is currently reviewing those provisions to
determine if they remain appropriate as regulatory amendments to the
LCFS are currently being discussed with stakeholders in an open public
process. If that HCICO provision is amended in the future, the potential
environmental impacts from such a regulatory amendment would be
evaluated at the time the staff report is developed for that rulemaking.

This commenter makes recommendations for specific design features for
the proposed Cap-and-Trade Regulation currently under development
under a separate rulemaking. The Proposed Scoping Plan recommends
that ARB pursue various emission reduction measures, including a cap-
and-trade regulation, but any specific measure, including a cap-and-trade
regulation, can be adopted only through a separate, independent
rulemaking that includes a more detailed environmental analysis and
opportunity for public comment. The commenters specific comments are
directed at the proposed Cap-and-Trade Regulation proposed in October
2010
(http://www.arb.ca.gov/regact/2010/capandtrade10/capandtradel10.htm)
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82-6

that will be considered for final adoption in October 2011. The Staff
Report (ISOR) for the proposed Cap-and-Trade Regulation explains the
agency'’s rationale for choosing the design of the regulation as proposed
including information about auctions, allowances, returning revenues to
households, and the offsets program
(http://www.arb.ca.gov/regact/2010/capandtradel0/capisor.pdf). The
commenters concerns about aspects of the 15 day packages associated
with that separate rulemaking activity are properly addressed in that
separate rulemaking process. Please also refer to response 4-1.

The commenter indicates that source-specific regulations are an
inappropriate and inefficient approach to implement AB 32, and can
preclude linkage with sources in other regions under a cap-and-trade
program. The commenter further indicates that source specific regulations
could increase the risk of leakage to an already trade-exposed industry.
The commenter recommends that this Supplement more clearly highlight
the environmental risks and dis-benefits of a source-specific approach to
implementing AB 32, and further should note the need to identify
combinations of approaches or strategies that may be suitable for
implementation in the long-term.

Because the Scoping Plan is a broad planning document that
recommends measures, and each measure will undergo its own separate
review, including consideration of alternatives, the level of detail in the
discussion of alternatives as provided in the Supplement is sufficient for
the decision-maker’s consideration of these policy level alternatives at this
stage. ARB is not required to perform all research or studies requested by
commenters (see CEQA Guidelines, CCR section 15204).

Please also refer to responses 4-1, 15-1, 36-1, 36-2, and 99.
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First Name: Rachel

Last Name: Ginis

Email Address: rfginis@gmail.com
Affiliation: Citizens Climate Lobby

Subject: Cap and Trade for California cega-sp11l

Comment:

To whom it may concern,

Thank you for considering this perspective. Cap and Trade is a bad
idea for California for a variety of reasons. For one it
destabilizes the energy market. See the video "The Huge Mistake".
Cap and Trade was an effective method for acid rain because it
called for relatively simple fixes within the existing infra
structure. Energy is an entirely different deal for one thing you
never know how much will be needed in a given season it is
completely variable. Every time C & T has been applied it
destablizes the energy market. Higher prices will fall on the
backs of the lower and middle classes. Also we need to create a new
infra structure to move us away from carbon creating fuels, cap and
trade does not set a clear market signal for the developement of
clean renewable energy. And finally the additionality of offsets
completely undermine the system and can not be verified. When cap
and trade has been applied it actually increases the amount of
carbon by forcing industry to ship there production to another
location then ship it back which is not calculated under the cap.

My favorite summation of the insanity of cap and trade is that it
aims to correct the carbon problem through the regulation and trade
of the lack of creating an invisible substance - think about it -
we almost brought down the world economy because we could not
manage home loans appropriately, now we are talking about solving
the climate crises through the careful monitoring of and market
exchange of the lack of creating an i e substance. DOES THAT
REALLY SOUND LIKE A GOOD IDEA TO YOU ! !

Plan B - Carbon Fee and Dividend, put a steadily rising price on
carbon creating fuels as they enter the economy, at the mine, the
well, the port of entry and return 100% of the revenue from that
fee to household in the form of an equally divided green check with
each individual getting one share and up to two kids getting half a
share each. This creates a clear and transparent market signal
that will move us into the clean energy economy. Under this plan 60
- 80% of the people will be breaking even or actually making money.
This protects people from the rising cost of fossil fuels while we
make this delicate transition.

1 do not however feel that any state should take on the burden of
putting a price on carbon alone and disadvantage its business
community compared to other states. California should use its
considerable influence in the House of Representatives to get
Congress to act on energy legislation that will move this country
away from it"s dependence on fossil fuels that mostly come in from
countries that are not particularly fond of us. Because Carbon Fee
and Dividend works through existing agencies it could go into
effect overnight. This strategy would create millions of new jobs.
1 am in the home remodeling business, LEED Ap, Green Point Advisor,
general contractor and residential designer. This proposal would
do an incredible amount to create the demand for more efficient
homes and businesses that California is working so hard to achieve.
The forces that be keep trying to create the change by
incentivizing business/industry (Energy Upgrade Cal) but it is a
complex and out of balance strategy. You have to incentivize the
whole market. You need to make PEOPLE as well as industry want to
go green. By doing this you will create massive growth in the
energy efficiency, renewable energy and transportation sectors, to
name just a few!!!

1lof2
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This country is in desperate need of a common goal that will get us
working again, secure our economy and our nation from foriegn
threats and re-energize America. Let"s do this people! Cap and
trade is the wrong solution. Carbon Fee and Dividend will win the
day, it is capable of getting the support on both sides of
Congress and winning the heart and minds of the American people
(not to mention their pocket books). We need California to lead
the way that it historically has and point this country in the
right direction. For more information you can go to
Citizensclimatelobby.org and carbontax.org. You can also contact
me, Rachel Ginis rfginis@gmail.com. Thank you so much for all you
doing!!! 1 was writing fast, so sorry about any creative spelling.

Attachment: www.arb.ca.gov/lists/ceqa-sp11/112-carbon_fee_proposal_support_boxer.pdf
Original File Name: Carbon fee proposal_Support_Boxer.pdf

Date and Time Comment Was Submitted: 2011-07-28 14:02:25
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If you have any questions or comments please contact Clerk of the Board at (916) 322-5594.
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THE BOARD OF SUPERVISORS OF MARIN
COUNTY OF MARIN“'E(( ADMINISTRATION BUILDING

3501 CIVIC CENTER DR. SUITE 329
SAN RAFAEL, CALIFORNIA 94903-4193

TELEPHONE (415) 499-7331
FAX (415) 4993645

TTY (415) 499-6172
w.co.marin.ca.us/bos

June 7, 2011

The Honorable Barbara Boxer
United States Senate

112 Hart Senate Office Building
Washington, D.C. 20510

Re: Support for Carbon Fee and Dividend Legislation
Dear Senator Boxer:

On behalf of the Marin County Board of Supervisors, | write to thank you for the political leadership that
you provide our great state. Here in Marin County, we are working toward creating local clean and
renewable energy through the recently created Marin Energy Authority. We know that policies that are
good for the environment are also good for creating jobs, improving our economy, and increasing our
energy security.

Our Board was recently contacted by the Citizens Climate Lobby (CCL), an advocacy group of informed
citizens who seek sponsorship for proposed federal legislation that would put a price or fee on carbon.
This legislation would be a fast and effective solution to climate change.

The leadership you provide has set a standard for the move toward local, clean, and renewable energy.
Our Board encourages you to review CCL’s proposed legislation and present it to your colleagues for
consideration. As President Obama- has made clear, comprehensive energy legislation will be necessary 83-2
to prepare our nation for the challenges of this century. Our Board believes fees on the production of
carbon could be a wise approach for such legislation.

CCL volunteers are taking this message to elected officials throughout our state and your support could
make a difference. Please contact Rachel Ginis, founder of the Marin Chapter of the Citizens Climate
Lobby at rfginis@gmail.com if you have any questions.

Thank you for your consideration of our input.

Respectfully submitted,

o f&m

Susan L. Adams, President
Marin County Board of Supervisors

cc: Senator Dianne Feinstein
Congresswoman Lynn Woolsey

PRESIDENT VICE PRESIDENT CLERK
SUSAN L. ADAMS - HAROLD C. BROWN - VACANT - STEVE KINSEY - JUDY ARNOLD - MATTHEW H.HYMEL
SAN RAFAEL SAN ANSELMO SAN GERONIMO NOVATO
IST DISTRICT 2ND DISTRICT 3RD DISTRICT 4TH DISTRICT STHDISTRICT
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83-1

83-2

The commenter expresses a preference of a cap and dividend program
over a cap-and-trade program. Please refer to responses 5-1 and 15-1.

ARB has reviewed this comment and determined that it does not directly
relate to the adequacy of the environmental analysis prepared for the
alternatives to the Proposed Scoping Plan. Per the CEQA Guidelines
(CCR section 15204), reviewers should focus on the sufficiency of the
document identifying and analyzing the possible impacts on the
environment and ways in which the significant effects might be avoided or
mitigated. ARB has reviewed this comment, and determined that it neither
applies nor raises any substantial issues regarding the adequacy of the
environmental analysis of the alternatives in the Supplement. In
accordance with ARB’s certified regulatory program (CCR section
60007[a]) and CEQA Guidelines (CCR section 15088), no revision or
further written response is required in response to this comment because
no significant environmental issues were raised related to the proposed
action; however, this comment is included in the public record for review
by other interested parties and decision-makers.
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International Warehouse Logistics Association

2800 River Road, Suite 260 = Des Plaines, IL 60018-6003
Phone (847) 813-4699 « Fax (847) 813-0115
www.IWLA.com

Association

July 27, 2011

Chairman Mary Nichols
California Air Resources Board
1001 I Street

Sacramento, CA 95814

RE: Public Hearing to Re-consider the Regulation to Implement CA Cap and Trade
Dear Chairman Nichols:

The International Warehouse Logistics Association (IWLA) is a non-profit trade
association representing the value-added warehousing and logistics industry, third-party
logistics and warehousing service providers. IWLA members are committed to
warehousing and protecting the free flow of products across international borders.
IWLA submitted comments regarding placing diesel fuel under a declining cap as part of
the Cap and Trade Program in 2015. We believe that the declining cap on diesel fuel
would cause warehousing in California irreparable harm. You ignored our comments and
moved ahead. This policy is a train wreck for California’s transportation sector, the only
sector of the economy that is holding its own during this time of 12.3 percent
unemployment in the state.

The loss of cargo and the associated value-added services that California warehouse and
supply-chain partners provide to other ports, specifically Seattle, Houston, Panama and
Canada does not equate to an improvement in carbon emissions. In fact, the policy can
actually make this problem worse: Commodities like fuel will have to move further ro ger
to markets.

The California Air Resources Board (CARB) must repeal placing transportation fuels
under a declining cap. This economically devastating regulation on California warehouse
businesses has steamrolled ahead without any understanding of goods movement or any
careful economic monitoring. This policy will kill California’s last viable industry - light
manufacturing and transportation.

AB 32 requires CARB to adopt cost-effective measures. The combination of a diesel low-
carbon fuel standard (LCFS) and placing diesel fuel under the cap in 2015 is an
economically devastating scenario for California’s economic recovery. IWLA stated this
on December 16, 2010. Here we are six months before these regulations start with no
recipe to make these low-carbon fuels. In addition, the largest tax ever placed on
transportation fuels is hidden in cap and trade as “fuels under the cap.”

We urge you to re-evaluate this carbon tax - if a tax needs to be levied at all. Perhaps
these charges could be passed on to the consumer, not placed heavily on the backs of
small businesses.

IWLA members have participated in many recent CARB workshops about the LCFS and

placing diesel fuel under the declining carbon cap. IWILA members asked simple
questions: They still await answers. LCFS and placing transportation fuels under a
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declining cap are plans not ready for prime time. They, even now, are premature and short sighted. IWLA’s
December 16, 2010, comments that these regulations were not ready were spot on. It is time for CARB to face
reality.

ITWLA and its members are also very concerned about the high-carbon-intensity crude oil restrictions under
the LCFS. The restrictions have the potential to disrupt the crude-oil market for refineries in California. If
HCICO restricts the refineries from running the most economic crude oil, the higher cost will be passed on to
our members: Either they will face higher diesel prices or they will be required to purchase more expensive
imported fuel.

This change would actually hurt the environment as a result of leakage through crude shuffling or imported
fuels. California-only fuels did not work in 1993 or in 1996 for criteria pollutants: The restrictions certainly
will not provide any greenhouse gas reductions. Arguably, they will increase worldwide carbon emissions.
California third-party logistics providers (3PLs) are not only trade exposed - but they also represent
California’s international trade lanes.

Continuing on the current path and placing diesel fuel under a declining cap in California will do the 84-1
following to the businesses left in the state: Cont'd

1) Create volatile carbon prices that are recognized only in the California supply chain. This will require
3PLs to redesign shipping lanes and warehouse locations. California will be left with the trucks and
the pollution from other states - but none of jobs.

2) Create a repeat of the state fuel crises of 1993 and 1996, defined by a price shock in the beginning of the
second compliance period negatively impacting overall allowance prices for the entire program.

3) Decrease actual volumes of low-carbon fuel sold and burned in the state while increasing the sales of
diesel fuel from other states created by the redesign of shipping lanes. The leakage in interstate fuel
burned in the state will increase the criteria pollutants that have acrual health impacts rather than
symbolic carbon reductions from California.

4) Become a marketing campaign for the 2014 Panama Canal opening, creating speculative movement of
freight out of California before the 2015 introduction.

5) Make diesel transportation users the highest cost sector for compliance under the scoping plan while
ignoring the low-cost method of engine-efficiency standards. Fuel reformulation is not cost effective
either through the LCES or the placement of fuels under the cap. Adopting them both in the same year
is punitive to the transportation sector.

6) Drive up the allowance price for utilities and refineries leading to increased fuel prices and electricity
prices. Commercial electricity users left behind in allocation of residential free allowances will
shoulder increased rates caused by renewable energy mandates for uriliries. Every commercial
business in the state, including local warehousing, will be faced with increased electricity costs.

The $5.25 billion project to widen the Panama Canal is underway. Proponents market this improvement as
an option to high-priced California operations. When completed in 2014, the canal’s capacity will be doubled
and the largest containerships in service today, which only visit Los Angeles/Long Beach, will be able to
transit the canal. Placing transportation fuels under the cap in itself is devastating to the economics of
California 3PL providers: Doing it in 2015 is foolish.
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To avoid a program that is mired in legal challenges and economic harm to California, CARB must adhere to
the statutory definition of cost effectiveness. Applying the lowest cost means of achieving the goals of AB 32!
is not an option: It is a law. In plain English that means “cost effective” is defined in terms of $/mt COe
reduced; yet, this regulation chooses to adopt the highest cost transportation fuels with full awareness that
goods movement is a mobile industry.

CARB is trying to micromanage commeodities by picking the winners and the losers. This program is an electric vehicle
mandate on the backs of the transportation sector. No state has followed - and no state will. This is reminiscent of
CARB diesel: an economic failure without any environmental benefit.

IWLA requests that CARB abandon placing transportation fuels under a declining cap. There are no safeguards that
will stop the significant damage to the industry, just as IWLA outlined in 2010. In fact, the simple items we asked
CARB to have market ready before the implementation (a state-only LCFS and placing transportation fuels under that
cap) are much further off now than they seemed in 2010. Here is what we asked for:
1) Work to ensure a robust offset program to achieve compliance obligations post 2015 and ensure 84-1
linkage to other programs.
2 R Cont'd

2) Wait until 2018 to place diesel fuel under the cap and reopen the discussion prior to 2015. Discuss
placing fuels under the cap to ensure a reliable, adequate, affordable supply of fuels to the consumers.

3) Expand offsets from 8 percent to 25 percent so that warchousing can engage in distributed-energy
solutions for dealing with climate change instead of expensive fuel mandates.

Please do not continue to ignore the transportation sector. When a program fails to meet its milestones in the
business community, it is abandoned.

CARB doesn't have the luxury of implementing a program that has failed every milestone. The California
economy cannot take another blow. And the outcome of moving ahead as planned would be nothing short of
an economic crisis in the transportation sector in California. Please stop!

If you have questions, please feel free to call me ar (916) 704-2392.

Sincerely

Mike J. Williams

Executive Director, California Government Affairs

The Honorable Jerry Brown, Governor
Nancy McFadden, Governor's Office

Matt Rodriguez, California EPA

James Goldstene, Executive Officer, CARB
California Assembly Members

California Senate Members

! Section 38501 (h) and Section 38505(d) define cost-effective or cost-effectiveness to mean "the cost per unit of reduced emissions of greenhouse gases
adjusted for its global warming potential.”
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L 84 Response

84-1

The commenter requests ARB remove transportation fuels from under the
cap in the proposed Cap-and-Trade Regulation. This comment is not
directed at the adequacy of the environmental analysis included in the
Supplement as it focuses on a particular aspect of the proposed Cap-and-
Trade Regulation proposed in October 2010 and being developed under a
separate rulemaking process. The Proposed Scoping Plan recommends
that ARB pursue various emission reduction measures, including a cap-
and-trade regulation, but any specific measure, including a cap-and-trade
regulation, can be adopted only through a separate, independent
rulemaking that includes a more detailed environmental analysis and
opportunity for public comment. Accordingly, comments about particular
components of specific emission reduction measures (such as a cap-and-
trade regulation) do not raise a "significant environmental issue associated
with the proposed action" (see CCR section 60007[a] [emphasis added])
because the proposed action (i.e., the Proposed Scoping Plan) does not
include adoption of the particular components of specific measures (such
as a cap-and-trade regulation).

To clarify, the Cap-and-Trade program recommended in the 2008 Scoping
Plan was proposed as a rule in October 2010
(http://www.arb.ca.gov/regact/2010/capandtrade10/capandtrade10.htm)
and will be considered for final adoption in October 2011. The Staff
Report (ISOR) for the proposed Cap-and-Trade Regulation explains the
agency'’s rationale for choosing the design of the regulation as proposed
including information about the inclusion of fuels under the cap
(http://www.arb.ca.gov/regact/2010/capandtradel0/capisor.pdf). Please
also refer to response 37-1.
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First Name: Timothy

Last Name: Kline

Email Address: timklinesd@gmail.com
Affiliation: Citizens Climate Lobby

Subject: Carbon Tax not properly explored

Comment:
1 do not believe that a carbon tax was given due credit. The
organization was so invested in cap and trade, it felt scared to 85_1

explore a better alternative. The Carbon Tax in British Columbia
appears to be working. Australia may implement a carbon tax. |
think this is the better option and the Board should adopt a carbon
tax for California.
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Date and Time Comment Was Submitted: 2011-07-28 15:13:42
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L85 Response

85-1 The commenter expresses that a carbon tax is a better option. Please
refer to response 15-1.
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First Name: Kristina

Last Name: Pistone

Email Address: rabidchipmnk@gmail.com
Affiliation:

Subject: Better alternative to cap and trade: fee and dividend

Comment:

There are a number of reasons to implement a carbon fee and
dividend system over one of cap and trade. First and foremost is
that a straight fee on carbon emissions is far simpler than setting
up a cap and trade system, which could take years to implement, and
even longer to see significant reductions in emissions. As the
European system shows, there is no guarantee a cap and trade system
would be effective in reducing emissions. A carbon fee could be
implemented fairly quickly into the tax code, producing emissions
cuts much sooner. A fixed price on carbon scheduled to increase at
a certain rate allows businesses to better plan and budget for
emissions reductions. The environmental benefits and the
businesses who must comply are not at the mercy of market
speculators as in a cap and trade system. And in a revenue-neutral
system (in which the collected fees are redistributed to each
citizen equally), Californians who are hardest hit by this economy
will receive the largest proportional benefit. It"s a win-win all
around.

1 also agree with the many points brought up by Mr. Richter; |
refer you to his sources as well.

Thank you for your time!

Attachment:
Original File Name:

Date and Time Comment Was Submitted: 2011-07-28 15:15:03
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L86 Response

86-1 The commenter advocates a Carbon Fee and Dividend alternative, and
indicates that there is no guarantee that a cap-and-trade program would
be as effective. Please refer to responses 5-1 and 15-1, and 42-4.
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July 28, 2011 L87

California Air Resources Board
1001 | Street
Sacramento, CA 95812

Re: Comments on the Supplement to the AB 32 Scoping Plan Functional Equivalent Document
(FED)

Dear CARB Board Members and Staff:

Thank you for this opportunity to comment on the revised alternatives analysis (henceforth
referred to as “the Analysis”).

We believe that this new document is a sufficiently thorough project level analysis of the
environmental impacts of alternatives to the Proposed Scoping Plan. We note that this is not
the end of the necessary assessment of the program’s environmental effectiveness: this is a
program level FED and that each of the measures included in the Scoping Plan the Board
ultimately adopts will undergo their own more detailed environmental analysis. In addition, we
urge CARB to commit to periodic review and update of the Co-Pollutant Emissions Assessment
(Assessment) included in the initial statement of reasons. An ongoing, updated assessment of
criteria pollutant emissions using real data from facilities included in the cap and trade program
is important in order to get a clearer picture of how the cap and trade program is actually
impacting pollution emissions in communities as the implementation process rolls out and to 87-1
capture any localized impacts not included in the initial analysis.

Given the alternatives to the Proposed Scoping Plan detailed in the Analysis, we believe the
Proposed Scoping Plan is the best option for achieving AB 32’s goals (described in pages 4-6 of
the Revised Alternatives Analysis), and we urge the Board to move forward with on-time
implementation of the Proposed Scoping Plan.

In particular, we support these aspects of the Proposed Scoping Plan which are not all found in
any of the alternatives.

We support inclusion of a hard cap

As the analysis notes, intensity-based regulations do not provide a hard cap and therefore do
not guarantee emission reductions (P.61). Intensity-targets limit pollution per unit of
production, but not for total production-related emissions. We believe it is essential that the
program guarantee that the cap goal will be met.

We support including fuels in the cap.

As the Analysis notes, transportation is the largest source of GHG emissions in California (P.64.).
Capping emissions from fuel providers is an important step in de-carbonizing transportation
fuels that will work in harmony with the Low Carbon Fuel Standard, the Clean Cars Initiative and
regional transportation demand planning. Excluding it from the cap undermines much of the
benefit of putting a hard cap on emissions thereby guaranteeing overall emission reductions.
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We support inclusion of the Advanced Clean Cars Program

As noted about, the transportation sector is the largest source of GHG emissions in California, so
we must use every strategy we can to reduce those emissions. The advanced clean cars
program is a key part of this strategy and should not be left out of the plan that CARB adopts
and pursues in order to meet AB 32’s goals.

We still urge improvements to the Proposed Scoping Plan

Our support for adopting the Analysis and moving forward with the Proposed Scoping Plan as
the best alternative does not signify that we believe that plan is perfect. To the contrary, we will
be actively participating in continuing regulatory process to implement the various programs
under the Proposed Scoping Plan. At this time, many of the undersigned groups are preparing
comments in the 15-day process to advocate for important improvements to the cap and trade
program.

Conclusion
We believe the Analysis is a sufficient program level FED, and urge the Board to adopt it and to
move forward with implementation of the Proposed Scoping Plan.

Sincerely,

Bonnie Holmes-Gen
American Lung Association in California

Andy Katz
Breathe California

Susan Stephenson
California Interfaith Power and Light

Betsy Reifsnider
Catholic Charities, Diocese of Stockton

Jane Valentino
Center for Resource Solutions

Barry Vesser
Climate Protection Campaign

Tyson Eckerle
Energy Independence Now

Timothy O’Connor
Environmental Defense Fund

Kristen Eberhard
Natural Resources Defense Council
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Michelle Passero
The Nature Conservancy

