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Morgan Stanley Capital Group Inc. (MSCG) appreciates the opportunity to comment on the California Air Resources Board’s (Board) consideration of a Process for Adoption of Greenhouse Gas Accounting Protocols for Compliance Purposes, including Withdrawal of Board Adoption of Voluntary Protocols.  MSCG has been an active participant in the regulatory process to develop mechanisms for the implementation of the greenhouse gas (GHG) emissions reductions mandated under AB32.   In short, MSCG does not support the Board’s proposal to withdraw its adoption of the voluntary protocols at this time. We believe that doing so will create uncertainty in the market that discourages early action and undermines the confidence of market participants in the regulatory process.  MSCG encourages the Board to allow the adopted voluntary protocols to remain in place for the purposes of early action until they can be seamlessly adopted for compliance purposes or, if necessary, replaced by newly developed compliance protocols.  In addition, MSCG encourages the Board to stabilize the market and provide greater certainty to market participants by explicitly allowing offsets created under the adopted voluntary protocols to be considered for early action credit. 


When the Board adopted the four Climate Action Reserve voluntary offset protocols currently at issue, its actions encouraged parties to take measures in anticipation of California’s GHG emissions reduction program.  Parties have developed projects to create offsets under the voluntary protocols and have purchased and sold the created offsets in the market for the purposes of early action in reliance on the Board’s adoption of such protocols.  By considering withdrawing its approval of these voluntary protocols, the Board will create great uncertainty in the market and tacitly discourage parties from continuing to pursue early action.  Current market participants will have no certainty whether the offsets that presently exist in the market will count as early action under California’s GHG emissions reduction programs, and thus will have great trepidation regarding whether or not to continue to participate in the market at all in the absence of any stable rules.  This result would frustrate the end goals of AB32, which ultimately seeks to reduce GHG emissions.  

In a letter from the Board to the Climate Action Reserve dated February 12, 2010, the Board implicitly acknowledged the message that it is sending to the market by withdrawing the voluntary protocols.  The Board’s letter states that its consideration of the protocols is a “procedural issue” and that it “continues to encourage early actions to reduce greenhouse gas emission, and the proposed item does not in any way change ARB’s continued support for early action.”   While the ARB Board’s intent may not be to discourage early action, MSCG believes that this will nonetheless be the practical result.  Its proposed actions would withdraw certainty from the market and thus discourage entities from taking early actions that may prove to be useless when the Board adopts final rules and protocols.  By proposing to “re-start” its process with an April 2010 workshop, the Board will inject somewhere between several months to perhaps, at the outside, two years worth of uncertainty among project developers.  This extended period of discontinuity during rule development runs the real risk of losing a significant portion of the potential projects that would otherwise be developed. This result, in turn, would mean losing a significant degree of beneficial early action activity. 


MSCG understands the need to develop compliance protocols for use under California’s GHG emissions reduction program, but would encourage the Board to smoothly transition from the use of the current voluntary protocols to permanent compliance protocols without any discontinuity. The existing protocols should remain in place until final protocols are developed and have a clear start date. Actions and projects started under the auspices of the previously approved protocols should be grandfathered.  This approach is both consistent with good administrative practice, and will maximize the amount of early action undertaken by the voluntary market.  

For questions or follow-up discussions, contact Steve Huhman at (914) 225-1592, or via e-mail at steven.huhman@morganstanley.com.
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