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Lawrence H. Goulder, Vice Chair
Market Advisory Committee
Californa Environmental Protection Agency
1001 I Street, 15tli Floor
Sacramento, CA 95818

Re: Comments for the Cal-EP A Market Advisorv Committee

Dear Chairan Hickox, Vice Chairman Goulder, and Committee Members:

On behalf of the Carbon Offset Providers Coalition, we are grtefu for the opportty to

subrnt the attched comments to assist the Market Advisory Commttee in fulfillng its vital
advisory fuctions with respect to the design of an environmentally sound, effcient, and fair
greenhouse gas regulatory regime for Californa under AB 32.

The Coalition comprises companies that are leaders in the carbon offset market, including
those involved in financing, producing, generating, providing, aggregating and/or marketing
greenhouse gas ("GHG") emission reductions for sale as offsets in existing and emerging
volunta and compliance GHG emission trading markets. We offer these comments based upon
our experience operating within these compliance markets as well as the volunta market.

We believe that the emerging market sector represented by this Coalition can make a
significant contrbution both to the achievement of the objectives embodied in AB 32 and to the
economic and environmenta well-being of California and Californians, if the reguatory regime
is constrcted properly. We therefore want to share our observations on the general design

elements for a GHG emissions reduction regulatory regime that we see as critical to providig a
workable framework. We also want to share our views on the specific elements of an offset
program that we believe would contrbute to both the environmental integrty of the AB 32
program and to the economic effciency of the reduction measures.

We would be happy to provide fuer information to you or to the Committee sta if you
have any questions.

oger illams
Chairman

Carbon Offset Providers Coalition
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for the Cal-EP A Market Advisory Committee

The Carbon Offset Providers Coalition comprises leading companes in the carbon offset
market, including those involved in financing, producing, generating, providing, aggregating
and/or marketing greenhouse gas ("GHG") emission reductions for sale as offsetsl in existing
and emerging volunta and regulatory GHG emission trading markets. The Coalition's purose
is to ensure that evolving GHG reguatory regimes in the United States are developed in a
maner that promotes both environmental integrty and economic effciency. We offer these
comments and suggestions to the Cal-EP A Market Advisory Comrnttee in an effort to assist it
with its importt advisory duties.

Executive Summary ofthe Coalition's Comments

Climate change is an urgent problem that will require all means available to achieve the
GHG emissions reductions necessar to stabilze the climate. Consistent with the severity and
urgency of the problem, AB 32 established ambitious goals for reducing GHG emissions. We
join the growing consensus that believe that market-based cap-and-trade programs that include
offsets offer the best way to meet the challenges of climate change and should be utilzed in
implementing AB 32. Cap-and-trade programs haress the signficant power of the marketplace
to provide incentives for the development of new technologies as well as encouraging broad
paricipation across the economy. Offsets serve as a valuable tool for reducing GHG emissions
in both the short and long-term and work best within a cap-and-trade program.

Offsets provide regulated entities with additional flexibilty and compliance options to
reduce GHG ernssions using existing, proven technologies and resources, while new
technologies are developed to reduce reliance on carbon-based fuels and fuer reduce GHG
emissions. Whle offsets have value in reducing GHG emissions in both the near- and long-term,
they have particular value in the near-term, as they will ease the transition to the new carbon-
constrained economy. Attempting to force a sudden shift to the new economy by mandating
severe GHG emission reductions would be politically ineasible or, if achieved, economically
disastrous, as many entities would be unable to make the trsition quickly. The severe social

costs endured by the Eastern European countries that forced sudden shifts to a market economy
stad as an example of the risks of such an approach. No one contends that offsets alone are the

1 For the puroses of these comments, we use the term "offsets" to refer to unform,
tradable unts of GHG emission reductions generated by entities that are not subject to GHG
emission lirnts. We use the term "allowances" to refer to sirnlar uniform, tradable unts of
GHG emissions allowed under a GHG reduction regulatory regime. Both "offsets" and
"allowances" are sometimes referred to as "credits," though in an effort to avoid confsion we do
not use that more general term here.
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answer to global waring. Rather, they are one of many valuable tools, and we wil need all of
the tools at hand to meet the challenges of climate change. By achieving verifiable GHG
emissions reductions now, offsets help ensure an effcient allocation of resources, thereby
enabling resources to be used to help develop the new technologies that will be necessar to meet
the objectives of AB 32, as well as other basic social and economic needs of all Californians.

The focus of the Coalition's comments is the offset program that we believe should be
implemented as par of California's GHG regulatory regime. With ths in mind, we briefly
address key design principles of a GHG regulatory regime, including the importce of a cap-
and-trade program and the benefits of offsets withn such a regime. We then discuss in more
detal important elements that should be incorporated into an offset program. Our comments are
organized as follows:

A.

Two Key Principles for the Design of a GHG Emissions Reduction
Regulatory Regime.

Cap-and-Trade is the Best Model For Californa.

Offsets Should Be Eligible for Compliance.

Section I.

B.

1. Offsets are an environmentally beneficial and cost-effective market

mechansm for reducing GHG emissions.

2. Offsets provide numerous environmental and economic benefits.

a. Offsets offer near-term, environmentally-friendly

reductions in GHG emissions that are real, verifiable, and
additionaL.

b. Offsets provide flexibilty to achieve compliance through

lower-cost compliance mechansms that prevent prematue
retirement of assets and preserve California's economy.

c. Offsets maximze GHG reductions by increasing

parcipation and reducing emissions from non-reguated

sources.

d. Offsets stimulate inovation.

3. An offset program should be developed now.

Section II. Specific Design Elements for an Offset Program.

A. A Credible, Balanced Authority Must Establish and Maintan the
Qualifying Criteria for Offsets.
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B. Any Project that Meets the Standards for Qualifying Offsets Should Be
Eligible for Ernssion Trading.

C. The Standards for Additionality Should Be Practical, Environmentaly

Sound, and Objective.

D. The Geographic Scope of Qualifying Offsets Should Not Be Limited;
Offsets Should Be Recognized Wherever They Are Generated.

E. Discounting Offsets and Quatitative Limits on Offsets Are Unnecessar.

F. California's Offset Market Should Be Linked to Other Carbon Markets.

G. The Project Sta Date for Offsets Should Be Established as Early as

Possible.

H. Changes in Regulatory Requirements Should Not Affect Established

Offsets.

Section III. Conclusion.

I. TWO KEY PRINCIPLES FOR THE DESIGN OF A GHG EMISSIONS
REDUCTION REGULATORY REGIME.

Although the Coalition's primar focus is on the specific details of an offset program that
should be established under AB 32, we highlight for the Committee two key design priciples
that should be integrated into the foundation of a market-based GHG reduction regime under AB
32. We limit our comments at ths stae to principles of overrding importce both to our sector
and to California: (1) the regulatory framework should be based on a cap-and-trade approach;
and (2) the regulatory framework should include a program for the recogntion of offsets from
project-based GHG reductions.

We offer these comments based largely on our members' experience paricipating in the
existing GHG emissions trading markets. We commend Cal-EPA for its commitment to learng
from the experience of the rest of the world in addressing climate change, as demonstrated most
recently by Secreta Linda Adams's series of meetings in Europe, and we believe that the
experience of our members with these existing programs thus may be of benefit.

A. Cap-and- Trade is the Best Model For California.

GHG emission reductions should be accomplished though a market-driven approach
based on a cap-and-trde program that includes as many economic sectors as is reasonably
practical and places specified limits on GHG emissions. Market trading is the only proven
system that allows businesses to identify the most cost-effective means of reducing GHGs to
achieve Californa's climate goals while minimizing negative impacts on the economy and ta
base. At the same time, a cap-and-trade system wil provide a level playing field for regulated
entities, create opportities for the market to identify cost-effective reductions to minimize the



Comments of the Carbon Offset Providers Coalition
for the Cal-EP A Market Advisory Commttee

April 13. 2007; Page 4 of 12

economic impact on Californa, and set a market -drven price signal for carbon that will drive
inovation for a long-term solution to the climate change problem.

B. Offsets Should Be Eligible for Compliance.

Entities subject to GHG emissions controls should be permitted to satisfy their reduction
obligations though the purchase of qualified, standardized GHG offsets. As discussed below,
offsets provide numerous environmenta and economic benefits and are equally effective in
reducing GHGs, and in many ways are superior to, internal reductions or the purchase of
allocations on the emissions market. The specific design elements that we believe wil be
importt in developing a California offset program are discussed in detail in Section II.

1. Offsets are an environmentally beneficial and cost-effective market

mechanism for reducing GHG emissions.

Offsets are an environmentaly beneficial and cost-effective market mechanism for
captung the environmental and economic value of the verified GHG emissions reductions
created by entities that are not otherwse subject to a GHG regulatory regime. In essence, it is a
market exchange unt that measures GHG emission reductions achieved by projects using a
variety of means. Examples that are recognzed in other GHG emissions markets include carbon
sequestration, methane captue, energy effciency, and renewable energy projects. Offsets are
distinct from GHG emission allowances that are issued to and traded by regulated entities withn
a cap-and-trade program. Unlike allowances, offsets normally are generated by projects outside
of the GHG regulatory regime which achieve GHG emission reductions beyond what would
otherwse occur. Offsets that meet defined eligibility requirements can be purchased by
regulated entities and used to meet the emissions limits that apply to them under a GHG
regulatory regime.

2. Offsets provide numerous environmental and economic benefits.

The benefits of offsets are many, but we focus on the followig four for the puroses of
these comments. Offsets provide: (a) immediate, environmentally beneficial reductions in GHG
emissions using proven methodologies; (b) flexibilty in achieving emission reductions through
lower cost compliance mechansms that prevents prematue retirement of assets, preserves
Californa's economic competitiveness, and improves allocation of resources; (c) maximum
paricipation of all sources of GHG emissions, including non-regulated sources, thereby
increasing emissions reductions throughout the economy and reducing the overall cost of the
regime; and (d) clear, direct financial incentives for inovation.

a. Offsets offer near-term, environmentally-friendly reductions in

GHG emissions that are real, veriable, and additionaL.

Offsets offer imediate environmenta benefits by taing advantage of existing, proven
technologies for reducing GHG emissions that do not require substantial investment of time or
capita (which \\ill be necessar to achieve AB 32's long-term emission reductions goals).

Projects such as carbon sequestration, methane captue, energy efficiency, and renewable energy
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are proven methods of reducing GHG emissions that also provide collateral environmental
benefits, including natual resources restoration, improved water quality management, reduction
of other air pollutants, and also economic support of forestr and faring, sectors that often have
been neglected. Many offset projects offer opportties for clean development in par of the

world that desperately need it. Thus, offsets are entirely consistent with AB 32's environmental
justice objectives as well as its environmenta and economic objectives. Furer, a well-designed
offset mechansm, as we discuss in Section II, can address perceived environmental risks by
ensurng that only qualified reductions in GHG emissions are used to generate offsets.

b. Offsets provide flexibilty to achieve compliance through

lower-cost compliance mechanisms that prevent premature
retirement of assets and preserve California's economy.

Offsets offer regulated sources of GHG emissions the flexibilty to achieve compliance
though mechansms that often cost less than the measures that would be necessar to reduce
their own GHG emissions. A concern with any GHG reduction program is that it will force
businesses to retire assets before the end of their useful lives or invest heavily in unproven
technologies that may provide only marginal GHG reduction benefits. While a cap-and-trade
system addresses this concern in par by allowig companes to buy and sell allocations to
achieve compliance, a trading program that recognizes only reductions withn the regulated
community (or within a paricular industr sector) stil limits compliance options. For regulated
entities with prohibitively expensive compliance options, assets with remaining useful life may
be prematuely retired or replaced with assets that provide only marginal emission reductions.
This stifles Califomia's economy and misallocates limited capital resources. Offsets address this
concern by increasing the compliance tools available to regulated sources of GHG emissions and
allowing them to utilize the most effcient mechansms to achieve compliance.

c. Offsets maximize GHG reductions by increasing participation

and reducing emissions from non-regnlated sources.

Unlike a command-and-control regime or a carbon ta, offsets reduce emissions from
sources outside the regulated communty and from sources that otherwse may be diffcult to
target with other abatement mechanisms, thereby maximizing reductions throughout the
economy. Offsets also provide clear fInancial incentives to unegulated sources of GHG
emissions that can reduce emissions effciently by generating offsets that can be sold to and used
by regulated sources with higher compliance costs. Simlarly, offsets encourage technology
developers to create low-cost compliance options. Given the global reality of climate change
and its effects on Californa, reductions thoughout the economy will be vita to stabilizing the
climate and protecting California's natual resources. Use of offsets increases the type and
quatity of GHGs included within the reguatory regime and provides fuer incentives to

reduce emissions wherever emitted.

d. Offsets stimulate innovation.

Offsets provide clear financial incentives for technological innovation over the short- and
long-term. Achieving the goals of AB 32 will necessitate development of new technologies and
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products to reduce GHG emissions. Businesses that rely heavily on GHG emitting substaces
and processes will be forced to develop methodologies for monitoring, reporting, and controllng
emissions, in addition to reducing their reliance on carbon-based energy. The businesses that are
most successful at addressing carbon emissions will become more competitive. Offsets provide
direct financial incentives for both regulated and non-reguated entities to reduce GHG emissions
and develop technologies necessar to achieve the objectives of AB 32.

3. An offset program should be developed now.

Combating climate chage and achieving the goals of AB 32 wil require signficant
technological development and capital investment. Offsets are a formidable tool for reducing
emissions though already established methods of reducing GHGs. Enabling the deployment of
these projects will generate necessar experience in reducing emissions while more time- and
cost-intensive technologies are developed to reduce our reliance on carbon based fuels and
technologies. The Coalition acknowledges that offsets are not the sole solution to reducing GHG
emissions over the long-term; rather, they are an importt par of the solution. Offsets are

paricularly importt in the near-term, however, as they provide real and immediate

opportities to significantly reduce GHG emissions at compartively low-cost, with both

environmenta and economic benefits.

Not only is there no reason to delay the early establishment of rules enabling use of
offsets in the development of Californa's GHG regulatory regime, there are compellng reasons
to do so now. The viability of a robust offset market will depend in large par on the
expectations of investors and project developers. Uncertty about the terms for offsets or
whether they'll even be recognzed will both delay and limit the abilty of ths market to grow
and to develop new projects to help address the challenges of climate change. It thus is
importt to design an integrated GHG reduction regime that takes into account at the outset the
role of key elements such as offsets.

II. SPECIFIC DESIGN ELEMENTS FOR AN OFFSET PROGRAM.

Given the merits of offsets, we believe that it is vital that the elements of an offset
program be considered now durg the overall design phase of the AB 32 regulatory program.
The points below highlight the key elements of an offset program.

A. A Credible, Balanced Authority Must Establish and Maintain the Qualifying

for Offsets.

As an initial matter, it is vita that the quaification stadards and the rues governg the
determination of project qualification, monitoring and verification should be established by a
regulatory authority (such as CARB or Cal-EPA with the input of the Califomia Climate Action
Registr) through an open, consensus-based, public paricipation process. We view the

Committee's work as an important first step in the process, and as a key staeholder, we look
forward to working with the other regulatory authorities as the process moves forward.
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In general terms, the offset program should include a clear description of what kind of
offset quaifies as equivalent to an emissions allocation unt that can be freely traded and used for

compliance within the AB 32 regulatory scheme. Qualifed offets must result in GHG emission
reductions that are real, verifable and verifed, transparent, and additional (as defined by an

objectively measurable standard). To be effective, it is essential that all processes must be
credible and effcient, both of which also mandate that the process be transparent

The primar challenge in designg an effective offset program is in strking an
appropriate balance between the need to ensure the environmental integrty of offsets being sold
on the compliance market, and tiie need to ensure that those integrty-promoting measures are
not structued so as to stifle the incentives for investment in new offset projects. Offset
programs that are designed solely with environmental integrity in mid, without tang into
account the needs ofproject investors for certnty and stabilty, will cause the program to be

stilborn, as investments in this market wil not occur. That would cause compliance costs for
regulated entities to increase, and cost-effective opportities to generate emission reductions
outside the system will not emerge.

It is generally recognized, and it has been our members' experience, that the offset
progras in existing regulatory markets have followed that unortate path. We believe it to be
vitaly important that California avoid these mistaes. And it can do so, for a balance that
achieves environmental integrity, while minimizing the risks that have discouraged investments
in other offset markets, is achievable. We here identify several elements that would contribute to
such a balance.

B. Any Project that Meets the Standards for Qualifing Offsets Should Be
Eligible for Emission Trading.

A basic design principle is that any type of offset project meeting the stadards for a
qualified offset should be eligible. There should be no exclusive list of qualifying offset project
tyes, nor should other offset tyes be excluded at the outset simply because they rely on

methodologies for baselines, measurement or verification that have not been previously
approved.

Californa should, however, consider the adoption of a pre-approved list of specific
project activities that are recognized as additional and otherwse qualified, in order to streamline
the approval process and reduce the risk to investors that a project will not be qualified. This list
should serve to "fast-track" certain well-recognized project categories. It should not, however,
serve to exclude the recognition and qualification of otherwise qualified projects. Any project
that meets the qualifcation criteria should be eligible.

For those projects that do not fall withn the pre-approved category, they should be
reviewed according to an individual approval process that is transparent and timely. One model
for the approval process that reduces investor risks and improves the prospects for fiancing
project activities is a two-step process of registration and issuace. Under ths model, a project
can receive an advance determination of qualification, which will allow developers to raise
capita and develop the project, followed by the subsequent verification of emission reductions
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afer operations commence and implementation is confirmed. Delaying a determination about
whether a paricular project will qualify under the program will increase investor uncertnty and
reduce the number of projects that are developed and introduced into the market. Unnecessarly
strgent limitations on the types of projects that quaify as generating offsets will increase that

uncertinty, and therefore should be avoided.

To be sure, different project tyes wil bear different environmental risks. The existence
of risks must not halt action though. The challenge of global waring is too great and too
imediate to aford the luxury of avoiding all risk. As Senator Diane Feinstein said in her recent
address to the U.C. Berkeley conference on cap-and-trde as a tool to address climate change, we
must not allow the perfect to become the enemy of the good. And there is no need to do so, as
there are ways to address such risks. A well-designed offset program need not exclude projects
with environmental risks ab initio, nor should it impose insurountable bariers to entry for
offset project developers. Instead, risks associated with a parcular project, or with a parcular
category of projects, can and should be identified and managed though specific design elements
in the offset program. These risk management tools include, for example, the adoption of
conservative measurement and verification protocols for projects that pose inherent measurement
challenges (i.e., risk-based discounting at the offset issuance stage).

Conversely, project tyes that pose minial risks and present well-established

measurement and verification protocols should benefit from design elements in the program that
ensure rapid eligibility review and streamlined issuace of offsets. For project activities that
have well-established reduction results, for example, offsets could be issued based on a pre-
approved formula rather than a case-by-case measurng and verification process. Alternatively,
they could benefit from pre-approved measurement and verification protocols, rather than being
required to develop and justify individually talored protocols on a project-by-project basis.

C. The Standards for Additionality Should Be Practical, Environmentally
Sound, and Objective.

The standard for evaluating additionality should be one that is practical, environmentally
sound, and objectively measurable. Rather than a subjective analysis of the intent of the project
developer, the additionality standard should be aimed at developing an objective assessment of
the project's performance metric.

There are a number of alternative regulatory approaches to confi the additionality of

projects that could satisfy this basic principle, strking the appropriate balance between
environmenta integrty and the certnty that investors and project developers require in order to
foster a fuctioning market. We believe that the best way to achieve ths balance is to define
additionality in terms of whether or not a project is additional to regulatory mandates.

Massachusetts recently looked closely at this issue. In 2005 the Massachusett
Deparent of Environmenta Protection ("MassDEP") proposed regulations regarding the
offsets portion of its GHG reduction program. It then held numerous public hearngs and
received volumious comments. As in other discussions of additionality, many of the public
comments endorsed the concept of "financial additionality," suggesting that offset projects
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should be disqualified if economic factors other than the potential economic value of the offsets
help to support the project or lead to its inception. In its Response to comments late last year,
MassDEP concluded that "the concept of fiancial additionality is too subjective and diffcult to

determine on a case-by-case basis."i Accordingly, MassDEP revised its definition to clarfy that
the standard turns on whether an offset project is in addition to regulatory mandates. 3 This
approach is both practical and objective, requiring only reference to existing regulations and not
an entity's subjective intent. Moreover, because the stadard hinges upon regulatory mandates,
it provides sufcient discretion to the regulatory authorities to ensure the environmental integrity

of offset projects.

Lastly, it is importt to place this discussion in its real world context. Some contend
that the commercial arangements that are the basis of a project can never change. In our
experience as project developers, owners and operators that are actually creating these projects,
ths view does not reflect market realities. A limitation on qualifying offsets based on subjective
and unecessarily constrained requirements wil stifle ths emerging market in its infancy.

D. The Geographic Scope of Qualifing Offsets Should Not Be Limited; Offsets
Should Be Recognized Wherever They Are Generated.

Qualifying offsets should be recognzed wherever they are generated. There is no
environmenta reason to favor or disfavor otherwise qualified projects solely on the basis of their
geographic location, and sound economics indicates that geographic discrimination will impose
unecessar burdens on the overall cap-and-trade program. Climate change is a global problem
and poses no localized "hot spot" concerns with respect to GHG emissions. Arificially imposed
geographic restrctions would be ineffcient from a market standpoint, and increase the cost of
compliance for Californians. There are also significant questions about the constitutionality of
such limitations under the Commerce Clause.

i Response To Comments On Proposed Amendments To 3lO CMR 7.00 et seq.; 3lO

CMR 7.00 Appendix B: "Emission Bang, Trading, and Averaging"; and 310 CMR 7.29,
"Emissions Stadards for Power Plants" (MassDEP Bureau of Waste Prevention) (September
2006) at 7; available at http://ww.mass.gov/dep/air/laws/ghgrtc06.doc (viewed April 12, 2007).

3 The final definition, see id at 26, states:

"Additional" mean GHG emission reductions, avoided emissions, or sequestered
emissions that are not required by local, state or federal law or regulation, or as par of a
local, state or federal permit, plan, or plan approval, agreement, administrtive or judicial
order, or as par of an enforcement action (including such laws, regulations, permits,
plans, plan approvals, agreements, orders or actions taen to reduce other pollutats) at

the time of submitt of a certification application. A requirement to obtan a permt or
plan approval under local, state, or federal law solely for the purose of constrcting,
instaling, or operating a volunta emission reduction, avoided emission, or sequestered

emission project shall not be considered when determng whether or not such project is
additional.
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Establishing a broad geographic scope for the program has economic and cultual
benefits in addition to environmental benefits. It creates incentives for the development of new
GHG reduction technologies by creating new markets that innovators in Californa can serve. In
addition, expanding the geographic scope can help to remove barers to full integration in the
world economy that many in rual communities both here and abroad face. Offset projects in the
developing world provide invaluable opportunities to otherwse terrbly disadvantaged sectors of

the world's economies and peoples, the very ones that the Stem Report amongst others have
identified as those most likely to bear the greatest costs of adjustment to climate change. We
invite the Committee to review the many projects in many countries, including the United States,
that our members have developed that not only reduce GHG emissions but also provide clean
development opportunties for otherwse disadvantaged communities. Our members' experience
with these projects informs our policy view that, in addition to its other benefits, the inclusion of
an offset program in Califomia's GHG regulatory regime will help to make real the values of
environmenta justice that are embodied in AB 32.

E. Discounting Offsets and Quantitative Limits on Offsets Are Unnecessary.

Limits on the use of offsets to achieve compliance with GHG emission limts are not
waranted. Offsets should be available for compliance puroses on a I: I basis with allowances

(i.e., not discounted vis-a-vis allowances), and the system should be designed so that each offset
is fugible and interchangeable and can be trded effciently as a commodity. There is no
rational basis to discount the value of offsets once they are issued, since under the most widely
accepted formula any qualified offset reduces the equivalent of i metrc ton of C02 - the same
measure generally used for allowances. Discounting urecessarly hampers market effciency
and prevents businesses from using the most cost-effective mean to address global waring.

The proportion of offsets that a regulated entity is permitted to use to meet its emission
reduction obligations should not be excessively constrained. We believe that the tye of

quantitative limitations reflected in the RGGI Model Rule, for example, would not be
appropriate in California. The economy-wide nature of the AB 32 regime and its much more
ambitious reduction commitments make the Californa market fudamentally different from the
RGGI market. In addition, establishing an adjustable quatitative limit on offset use that
fluctutes based on the price of carbon, for example, would disrupt the market expectations both
for investors in offset projects and for purchasers of offsets. Investors will not be able to judge
the demand for their products, and purchasers will be unable to determine in advance how many
offsets they can use and thus will be unwillng to make commitments to purchase them.

If Californa establishes a fudamentally sound offset progr consistent with the
elements discussed here there wil be no need for any such arificial 

limits. Intead, the
proportion of offsets that covered entities use for compliance will be constrained effectively
though market forces, given that (a) the supply of offsets will be limited, and (b) the price for
offsets will depend in large par on the price of emission allowances.

/I /

/ /I
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F. California's Offset Market Should Be Linked to Other Carbon Markets.

The regulatory regime should be integrated as fully as is practicable with other GHG
emission reduction regimes, both domestic and international. Both emission allowances and
project-based offsets should be trdable among regimes to the maximum extent feasible.
Climate change is a global issue. Integration into the global carbon market wil reduce
compliance costs for Californans and lend Californa's significant weight to the growing carbon
market. To faciltate that linkage, California should avoid measures such as price caps or safety
valves on the price of carbon, which will distort the market price for carbon in Californa and
effectively ensure that its market is not well integrated.

The most critical step to ensure the viability of an offset program is the
"commoditization" of the product. An offset created at point A must be completely
interchangeable with an offset created at point B, and thus readily tradable on a liquid trading
platform. A trly robust and liquid offset market wil require a techncally and economically
effcient system for offset registration and trading across different compliance markets.

To achieve this result, California should enter into a Memorandum of Agreement with the
RGGI states to establish a linked regulatory regime in which all of the paricipating states
recognize the offsets certified by the others. Californa also should strve to ensure that any
regional regulatory regime developed by the Western Regional Climate Action Initiative is based
on the same principles set fort here.

G. The Project Start Date for Offsets Should Be Established as Early as
Possible.

The project sta date for offsets should be set as early in time as practicable and well in
advance of the trgger date for GHG emission reductions commitments. Offset projects resulting
from early actions can provide a cost-effective means for entities to meet emission reduction
tagets. Offsets generated by these early projects and the transactions involving them should not

be disqualified from paricipation in the market, provided that they otherwse meet the
quaification requirements.

H. Changes in Regulatory Requirements Should Not Affect Established Offsets.

If regulatory requirements change so as to afect the quaification of a paricular project

or project category, the offsets associated with those projects should continue to be qualified for
a reasonable period oftime to reflect settled expectations. We suggest that offset projects should
generally be qualified for an intial period of ten years to provide assurance of value to project
developers and limit delivery risk to buyers seeking to meet their emission reduction tagets, in
par though the use of offsets.

/I /

/I /

/I /
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II. CONCLUSION.

The challenges of climate change are monumental and confront us all, all around the
globe. We all have a role to play in meeting this challenge. We believe the Commttee's role is
critically importt, and that the remarkable breadth of expertse of its members and staf at Cai-

EP A promises an excellent and influential work product. We hope that the Commttee fids
these comments by the Coalition to be helpfuL. To lear more about carbon offsets, their role in
a GHG regime, and the ways that the Commttee can tailor its advice to maxmize the valuable
contrbution of carbon offsets, we invite you to visit our website at

ww.carbonoffsetproviders.org

or contact the Coalition through our representative,

Nicholas W. van Aelstyn
Beveridge & Diamond, P.C..

456 Montgomery St., Suite 1800
San Francisco, CA 94104

tel. (415) 262-4008
fax. (415) 262-4040

NvanAelstvníabdlaw.com


