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Comments on the offsets provisions
in the CA cap and trade Preliminary Draft Regulation

Thank you once again for the opportunity to provide input into the design of California’s cap
and trade program. Below are several specific suggestions on the offsets part of the
regulation. These suggestions largely draw from my PhD research on how the Kyoto
Protocol’s Clean Development Mechanism (CDM) is working in practice in India’s power
sector. I would like to draw your attention to a recently published paper presenting the
results of this research: http://erg.berkeley.edu/working paper/index.shtml. These
comments also draw from my experience reviewing proposed CDM methodologies as a
member of the UNFCCC CDM Methodology Panel Roster of Experts.

On the role of ARB, external offsets programs and the early use of CDM projects

Since experience so far with the CDM has been exceptionally poor with regard to the
registration of non-additional projects! and the registration of harmful projects, California
should run its own offsetting program, and refrain from simply applying criteria on the
purchase of credits from external programs. Theoretically, offsetting creates value for
carbon emissions reductions, which should incentivize activities with lower emissions than
what would have occurred without the offsetting program. In practice, under the CDM,
these incentives are very weak for two main reasons. First, additionality testing is inherently
inaccurate.® Since the CDM is unable to filter out non-additional projects, non-additional
projects have been the first to register and are able to offer credits at the lowest price. Due
to the substantial uncertainties associated with the validation, registration and credit value,
combined with the long registration process, the CDM is having little influence on project
development decisions for most project types.! ? Since project developers cannot depend on
the carbon credit income, carbon credits are limited in their ability to incentivize “additional”
activities. These two problems apply even to many of the best projects in LDCs. Therefore,

! Discussed in detail in http://erg.berkeley.edu/working paper/2009/ERG09-001.pdf

* The CDM is having very little influence on CO, projects in the context of relatively small influence on project
financial returns. Because of the high potency of HFCs as a greenhouse gas, the CDM does make HFC destruction
projects cost effective. But in this case, the CDM causes perverse incentives against the phase out of HCFC
production facilities, a goal of the Montreal Protocol, and could be accomplished at a much lower cost through a
fund (see Wara MW, Victor DG. 2008. A realistic policy on international carbon offsets. Rep. PESD Working Paper
#74, Program on Energy and Sustainable Development, Stanford University, Stanford, CA). Similar arguments have
been for N,O and methane-capture from waste management projects.




simply limiting the purchase of CDM projects to certain types and locations, or applying
other filter criteria, is inadequate.

If California wishes to implement a small, high-quality offsetting program, it cannot follow
the same model as the CDM - the CDM governance bodies passively wait for developers to
propose projects, and evaluate the additionality of each project. Instead, California would
need to be actively involved in determining which project types are eligible for offsetting,
and then provide certain financial incentives for those technologies that developers can rely
on. Eligible project types should have a high likelihood of being additional, and analysis
should show that an offsetting program could influence the development of that project

type.

Internationally, a potentially effective offsetting program would target certain
technologies/activities or sectors in specific countries, and would be customized to address
the specific local context of the sector or technology they aim to influence. Effective
programs would likely involve a range of support measures, for example, demonstration
projects, information dissemination, capacity building, capital subsidies, etc, as is needed
for the specific sector and technology. Such programs would be a hybrid approach
combining the benefits of a fund which designs its projects based on grounded
understanding of a sector/technology, and a carbon trading mechanism generating credits
on a sectoral- or project-based level.

Certainly additionality is still a challenge with such programs. But if well-designed, such
targeted offsetting programs are more likely to reduce emissions and the programs can and
should be continually modified and adapted based on grounded evaluations of their
influence. A discounting rate can be used to take into account the non-additional activities
that could be credited under such programs.

95970 Quantitative Usage Limit

Even in the above case, measuring the influence an offsetting program is actually having
can be difficult. Since the environmental integrity of offsets is less certain than measuring
emissions under a cap, even with a carefully designed offsetting program as described
above, it is best to focus on reductions in California, and measure those reductions in total
against a fixed past baseline-year rather than an alternative baseline scenario.

96230. Approval of Offset Quantification Methodologies

Establishment of an expert panel for developing methodologies - Since
methodologies used to calculate emissions reductions can involve a complex set of factors,
and require detailed study of specific sectors, it will be important to engage researchers who
study the emissions from the specific project types in the development of methodologies.
CARB should hire researchers well versed with the intricacies of measuring emissions and
emissions reductions to be responsible for developing methodologies and engaging
researchers who study the calculation of emissions reductions in specific sectors in the
process. The success of the offsets program rests on the careful development and periodic
evaluation of methodologies, and so attention and resources should be invested into this
process.

96230 (a) opportunity for public comment
For the reasons mentioned just above, I am pleased to see reference to a public comment
period for the approvals of methodologies in the PDR and would like to emphasize the



importance of enabling public comments to be taken into account in methodology
development.

96240 (c) on additionality -
Regarding line (2), the conditions under which a project is considered additional, I suggest
the following changes:

“are not considered common practice er-and would likely not have occurred ardera
business-as-usual-seenarioin the absence of the offset program”

a. The “or” should be an “and” so that projects need to meet both requirements, not just
one.

b. The word “likely” should be added because it is not possible to know if a single project
would have occurred without the offset program unless the only benefit of the project is
reducing GHG emissions. But this is not the case for many of the project types in the
CCAR, for example. This language “would likely not have occurred” means that only
projects with a high likelihood of not having occurred in the absence of the offset
program would be eligible. If it looks like there is a reasonable likelihood that it would
have occurred, then it would not be eligible. For example, under the CDM, many projects
are registered because it is possible that they needed the CDM income to go forward,
and the developer argues that this is the case, even though most likely they are BAU.

c. The last change was made to avoid different definitions of BAU.

d. Fundamentally the principle of additionality means that the credits generated by the
offset program should not exceed the emissions actually reduced, avoided or
sequestered because of the offset program. Since it is not possible to accurately judge
the additionality of each individual project, this means that the baseline needs to be set
at a conservative level, in effect discounting the number of credits created by the
program. This should be based on scientific assessment of the influence of the offset
program for each project type or sector to counter-balance the credits generated by the
non-additional activities included in the offset program.

e. More importantly, this also means that California should carefully choose the types of
projects allowed under its offset program so that only those project types that have a
high likelihood of being additional could be eligible. Since California is using standardized
assessments of baselines and additionality, emphasis must be placed on carefully
choosing and periodically reevaluating the allowed project types based on a scientific
process.

96240 (f) on uncertainty - I suggest applying a conservative principle to account for
uncertainty about the emissions reduced by a project type, such that California can be
confident that it reduces the emissions it has committed to reducing. Just as an example,
because of the uncertain and potentially high emissions from indirect land use, ethanol
could be more carbon intensive than gasoline on a lifecycle basis. Corn ethanol should
therefore not be allowed under a California offsetting program. More generally, any project
type with uncertainties in emissions reductions should be excluded from the offsetting
program, in favor of project types where there is relative certainty about the effects of the
program. Where there is relative certainty that emissions are avoided by a project type, but
there is uncertainty about how much, a conservative estimate should be used for the
emissions reduced. This uncertainty clause also supports a conservative definition of
additionality.

Possibly the language should be made more explicit - when there is uncertainty about the
emissions reduced by an offset project, a conservative estimate for emissions reductions
should be used.



96240 (h) on no net harm - I am pleased to see this language. Carrying this out will
require clear criteria against which projects will be judged to bring about no net harm. All
methodologies for international projects should include basic human rights and social
safeguard criteria that verifiers would verify.

One problem we have seen with the CDM is the registration of projects marked by forceful
suppression of protest by individuals affected by the proposed project. With regards to
international offset projects, all methodologies should include the criteria that projects be
excluded when there is evidence the violent suppression of protest with clear criteria and
guidelines for doing that evaluation.

Large hydropower should be excluded from California’s offsetting program on two grounds.
It has a high likelihood of being non-additional since it is a common practice technology,
and it is a project type known for its environmental and social harm.

96260 (b) (10) - on approving the registration of an offsets project - adding a
public comment period - It is essential that there is a public comment period, especially
for the registration of international projects. A limitation of an offsetting program is
information about what is really happening on the ground. Public comment periods enable
the input of information to which the verifiers and CARB might not otherwise have access.
Public comment periods are especially important for international projects, where
information about what is happening on the ground is less accessible to regulators in
California. Such public comment periods will enable verifiers to better assess the
additionality and no net harm elements of project eligibility, as well as provide information
that is relevant to the reevaluation of existing standardized additionality and baseline
assessments.

96390. Cancellation of Offset Credits

(b) An offset credit could be determined to be invalid if a failure in the monitoring
equipment or verification process is determined after the issuance of offset
credits.

CARB should establish procedures for accepting and acting upon public comments regarding
credits generated from potentially invalid projects.

Review of methodologies

The monitoring and periodic review of methodologies is needed since baselines and
conditions affecting project additionality change over time, and our understanding of how to
calculate emissions reductions from different project types will improve over time with more
experience and research.



