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Climate Protection Campaign

Sonoma County, California

Big Vision, Bold Action

June 20, 2007

To:  California Air Resources Board - For the Public Record

Re:  June 21 Meeting Public Comments - Suggestions for Early Action Measures, especially a Carbon Fee
Dear Chairman Sawyer & Members of the California Air Resources Board, 

I am writing to encourage CARB to consider the following proposed AB 32 Early Action Measure: a Carbon Permit Fee.
 

The fee would phase-in beginning in June 2008 starting at $5 or $10/ton and increase to $20/ton of carbon emissions by 2010.  The authority for a carbon permit fee for “the purposes of the division”, which is to control global warming, is contained in section 38597 of AB 32.

The early announcement of a carbon fee will lower carbon emissions through millions of discrete actions, taken by millions of individuals and businesses, all of which will be motivated by avoiding upcoming costs.  To the extent that a fee is known to be coming and known to be increasing over time, people and businesses can make plans to lower their carbon emissions and therefore their costs, through changing consumption patterns, retrofitting their business operations, or ending wasteful activities.   

The fee is not a substitute for regulatory activities.  Regulation must identify those specific measures which can generate mandated emission reductions and, of course, must define and enforce the carbon cap.  

Phase 1:  A fee to fund AB 32 and to test implementation

A carbon permit fee would help fund the many immediate activities that CARB is planning to implement.  Early aspects of the program, such as public education about carbon-emitting activity, could be paid for immediately.  There can be no doubt that current funding sources are limited, and that a robust program can and should have its own funding source, subject of course to budgetary oversight.   Implementation which meets the rigorous timetables of AB 32 will be more likely to succeed with fee support.

We don’t want AB32 to be an unfunded mandate into the foreseeable future.

Another important immediate impact is experience with implementation of the fee.  If, as the Governor has advocated, there will eventually be a “cap and trade” system which will 

require permits, then experience in properly assessing, collecting, and enforcing a permit system, with attendant fees, will be necessary.  The draft Market Advisory Committee report has stated that auctioning permits is the long-term goal of a cap and trade system.  A fee differs from an auction in many ways, but will help build institutional knowledge that will be helpful in the future.  

The Board of Equalization will need to develop the experience to administer these fees, and a number of issues (e.g. double-counting, reporting requirements) will need to be worked out in experience.  If we start right away with a small fee for the program, those issues will become clearer more quickly.  Given the timelines for AB32 implementation, the sooner those issues are determined, the better.  Placing a small carbon fee on the early action list will spur those studies and reports.

The fee can be implemented relatively efficiently and rapidly on the two major sectors which release carbon emissions, namely, transportation fuels and electricity.  For early action, the fee would not deal with sectors with limited data on carbon emissions.  

The fee could provide a “price floor” for a future cap and auction permit system.  

Regarding who pays the fee, the Climate Protection Campaign has advocated an upstream system for the overall cap and auction system, since upstream is the most comprehensive and easiest to implement.  For the carbon fee, either upstream or downstream would work.  However, a downstream fee should not bias CARB toward a downstream cap and auction system.  An upstream cap and auction is still preferable.  But for an early action, the fee could be applied in either place.

While stationary sources apparently require more data than is currently available, the initial level of the fee will be small, and we would suggest at least a minimum or nominal fee on all emitters, which would develop information and experience with the universe of emissions which eventually could be part of a full-blown permit system.

Phase 2:  Planning for the revenue, mitigating impacts: creating a Carbon Fund
As a carbon fee phases in, it will be critical to understand its impacts, and the impacts of the broader program, including regulatory activities. What activities and people will be adversely impacted, in such a way that may require compensation?  What level of revenue will be generated, from what sectors and in what manner?  What types of innovation can and should be funded which can accelerate the process?  What is the distribution of demand for permits, such that an understanding of how an effective trading market based on the purchase of carbon permits can be developed?  How quickly will emissions be reduced as the result of what level of carbon fee?

While section 38597 calls for expenditure of revenues by the legislature, the ARB would do well to initiate a broad-based discussion and provide recommendations for the most effective ways of utilizing the revenue.  The Climate Protection Campaign believes revenues should be divided between public goods to reduce GHGs, and per capita consumer compensation to return revenues to Californians and address the disproportionate regressive impacts of fuel and electricity prices.

Creating a Carbon Fund (also called a “Sky Trust”
) with an estimated $2-$3 billion yearly from carbon fees (at full implementation) will have enormous impact on the effectiveness of a carbon reduction program.  The planning and discussion for expenditures of a Carbon Fund will prove to be one of the most dynamic and challenging activities undertaken by the scientific community, advocacy groups, the Administration and the Legislature.  That discussion should start now.  However, it cannot occur until and unless the ARB initiates the public discussion of a carbon fee. 

Possible Phase 3: implementation of cap and trade: auctioning permits

While cap-and-trade is not considered part of early action, it obviously requires a number of steps become it can be implemented.  The Climate Protection Campaign has urged the Market Advisory Committee to auction permits rather than allocating permits to historic emitters for free.
  The carbon fee with a slowly increasing rate may be incorporated into this system as a “price floor,” which would reduce the price volatility on the low end of permit prices and ensure that investments made now will reduce costs for businesses in the future.  A price collapse such as occurred in the ETS makes businesses hesitate to make large long-term investments in low-carbon technologies.

The fee will also help CARB begin to understand other potential issues which will have to be addressed to make such a system work.  The sooner the ARB implements a carbon permit fee, the more likely the information and understanding will be developed to make such a system work.    

Other early action issues:

Aside from the fee, we join other groups in urging the Board to adopt early action measures to:

- Reduce diesel emissions from heavy-duty trucks;

- Require ports to provide shore-side electrification to vessels;

- Require cement factories to use energy more efficiently;

- Promote plug-in hybrids and electric cars. 


Thank you for your consideration.

Sincerely,

Mike Sandler 

Carbon Share Program Manager

� See also Lenny Goldberg’s 5-7-07 comments to CARB on behalf of CTRA and TURN.


� See Peter Barnes’s books Who Owns the Sky? and Capitalism 3.0.


� Our comments to the MAC can be accessed at the � HYPERLINK "http://www.climatechange.ca.gov" ��www.climatechange.ca.gov� events archive under Market Advisory Committee meetings.  They are also online at � HYPERLINK "http://www.carbonshare.org/ca32.htm" ��http://www.carbonshare.org/ca32.htm�. 






