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Comments made by Barbara Haya at the CARB Board Meeting on February 25 2010

The main point of what lam about to say es to cautron you ebout how pooriy offsetting
programs have worked ' ‘

For my PhD at Berkeley 1 studied the effects of the: CDM through an in depth study of
how the CDM is worksng in practrce in the lndran power sector

I found e\ndence that the majonty of COM projects are busmess~as-usual (BAU) prOJects
that were going ahead anyway, with or without support from the CDM And because of
the uncertainties involve in the over»awyear—long COM apphcetron process the CDM is
having little rnﬂuence on project development for CO; reduction’ projects, since "
developers can ’t couint on receiving revenues from the CDM when maklng the decnsson
to go forward with a project These problems won t be f;xed by trghtemng the rules of
the CDM, or putting‘a filter on CDM projects, as many propose, ‘the CDM structure ‘
needs to be changed There is no objective accurate mdlcator of the motwatlon of the
developer tha‘c can be used to fllter out BAU {non-addlt!onal) pro;ects ’

There Is clesr evidence that the majority of COM projects are BAU: '

#  3/4 of all registered CDM projects were up and runnmg at the tlme they were ,
successfully reglstered under the CDM. :

= Construction oh 17 of the 70 pr01ects I reviewed for one paper began before the

" Kyoto Protocol entered into force in February 2005 and before the frrst pro;ect was
registered under the CDM in November 2004.

= Itisthe widely held belief among CDOM and renewable energy professaonals in India
that many, If not most, CDM projects are non- addltronal ahd that the CDM ts havmg
little effect on renewable energy development in the country.

= It was surprisingly easy to find developers who admzt that they would have gone -
forward with their own CDM w:thout the CDM o

We have not seen evidence that domestrc offsets will be better
" Under a national bill, it looks hke agrrcuiture offsets could be’ included, for exampie,
from activities which farmers are doing anyway under another federal program "
called thé Conservation Reserve Program.



| understand that a California Action Registry forestry protocol, hopefully beiﬁg"
repealed today, would generate carbon credits when emissions are re!eased rather
than sequestered, from projects that clear cut forests and let trees regenerate

So what should CA do?

5 Clearly CDM projects should not be accepted in a CA offsetting program.

# {f CA will have an offsetting program, it must be smali. Some have suggested thata
maximum of 10% of emissions reductions can be met through offsets. This is.
‘justified for two reasons:

o Emissions reductions are always less certain when they are measured against
- acounterfactual baseline (which offsets necessarily does) than emissions
measured against an absolute cap {cap and trade program) ‘
o The >80% reductions heeded in industrialized countries over the next 40
. years requires major changes in all major. emitting sectors, which takes time,
including changes in behawor, support mdustnes and mfrastructure, time for
experimentation and learnmg, research, development and deployment.

5 . If CA will have a small offsetting program, it must develop its own offsetting

' ,program Current offsetting programs are passive — program admlmstrators wa:t for
_ preposals to come to them, and they revnew those protocols and projects upon, _.
“submittal. fnstead CA must actlvely create its own offsettmg program to actrvely

~ support pro;ects that most likely would not go ahead on thelr own, througb a.

: 'support program that is custom desrgned to be effective at promoting those
activities. Such programs must be reviewed and modrf;ed periodically. .

J _Specrﬁcallv on pmtocol development this is the keystone of an offsettmg program
and it can be very complscated Protocoi development requires investing the time
and attention needed to do it well. It also requires engaging with those experts who
research estimating emissions from the specific project types and who work directly
with those projects. -

s Since information Is the blggest challenge toan effectlve offsetting program the
public must be given the opportunity to comment on proposed protocols and -
especnaliy for snternatronel pro;ects, on the acceptance of specific projects under the

' offsetting program. :
= California should adopt a conservatlve approach to uncertemty, such that an
"offsettmg program wil only credtt activities when there is relatlve certamty that
“emissions are reduced bv the offsettmg program..

Results of my research on the CDM can be found here P
http://erg.berkelev.edu/working_paper/2009/ERG09-001. gdf

Detailed comments on the text of the offsets portlon of the Preilmmary Draft Regulation
for Callforma S cap and trade program is the iast comment found here \
http://www.arb.ca _gov/hspub/commZ[bccommIog php?llstname-dec~14~ndr~ws
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in the CA cap and trade Prelimmary Draft Regulatlon
Thank you once agam for the opportunlty to prov:de mput into the design’ of Cahfornia s cap
and trade program. Below are several specific suggestions on the offsets part of the
regulation. These suggestions’ Earge!y draw from my PhD research on how the Kyoto :
Protocol’s Clean Development Mechanism (CDM) is workmg in practlce 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 expenence revaewmg proposed cDM methodologles as a o
member of the UNFCCC CDM Methodology Panei Roster of Experts.

on the roie of ARB, extemal offsets program‘s- and thé;'e‘arly’ use of CDM projects

Since experience so far with the CDM has been exceptionally poor with regard to the ~ =
registration of non-additional pro;ects and the registration of harmful projects, Cailforma
should run its own oﬁsettmg program, and refrain from simply applymg criteria on the
purchase ‘of credits from external programs. Theoreticaliy, offsettmg creates value for .
carbon emissions reductlons, which should incentivize activities with fower emissions than
what would have’ occurred without the offsettmg program, In practlce, under’ the CDM

these mcentwes aré very weak for two main reasons. First, additionality testing is ;nherently
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 vaiue,
combined with the long reglstratlan process, the CDM is having little influgnce on pro;ect '
development decisions for most project typbes,’ 12 Since project deve!npers cannot depend on’
the carbon credit income, carbon credits are Ilmlted In their ability to mcentiwze “addstionai'f
activatses These two probiems apply even to many of the best prOJects in LDCs Therefore, ‘

! , Discussed in detail in hitp: l!erg berkelev eduiwork Mer12009lER009~001 pdf :

% The CDM is having very little influence on CO; projects in the contextof relatively small influénce on pro}ect
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 Tacilities, a goal of the Montreal Protocol, and could be accomplished-at a much lower cost througha .-
fund {see Wara MW, Victor DG. 2008. A realistic policy on international carbon offsets. Rep. .PESD Working Paper
#74, Program on Fnergy 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 applymg .
other filter criteria, Is inadequate. ‘ 4

If California wishes to implement a small, high-quality offsetting program, it carmot 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 offsettmg,
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.

Internationaily, a potentially effective offsetting program wouid target certain
technologies/activities or sectors in specific countries, and would be customized to address
the specific local context of the sector or technoiogy they aim to mﬂuence 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 spech ¢ sector and technology Such programs would be a hybrad approach
combining the benef‘ ts of a fund which designs its projects based on grounded
understanding of a sector/technology, and a carbon trading mechamsm generating credrts
ona sectoral- or pro;ect—based level S B A

Certainly additronallty 1s still a challenge with such programs But lf well desngned 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«addltlonai activities
that could be credited under such programs. = .. . . . IO S

5G70 Quantztative Usege Limit

Even i the above case, measurmg the snﬂuence an offsettlng program rs actually having
can be diffi cult. Since the environmentai integrity of offsets is less certam than measuring
emissions under & cap, even with a carefully desrgned offsetting program as described.
above, it is best to focus on reductions in California, and measure those reductmns in total
against a ﬁxed past basei:ne~year rather than an alternat;ve baselme scenarro

96230. Approvai of Offset Quant:f‘ catmn Methodologms TR

Esteblnshment of an expert panet for deve!opmg methodoiogues Smce
methodolog;es 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 methodo!ogies
CARB shiould hire researchers wéll 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 methodologles, and so attent:on and resources shouid- be mvested mto this
process. . L S o : : o ROt
96230 (a) opportumty for publrc comment : R -
For the reasons mentioned just above, I am pleased to see’ referenr:e to a pubhc comment
period for the approvals of methodologies in the PDR and would fike to emphas:ze the B



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

96240 () on addltmnality - B - ‘ S ‘
Regarding line (2), the conditions under whu:h a project’ is consndered addttlonat 1 suggest
the following changes:

“are not ‘considered common practice er-and would Jikely not have occurred Wa
bﬂmes&a&asaa%saeﬁaﬁem the absence of the offset Droqram” '

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 uniess the only benefi t of the project is .
reducing GHG emissions. But this is not the case for many of the prOJect typesin the j'
CCAR, for example. This language “wotid 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 liketihood, that it would _
* have occurred then it would not be eligtble For exampie, under the CDM;’ many prOJects
are regtstered becaUSe it Is posssble that they needed the CDM' Income to go forward
and the developer argues that this is the case, even’ though most izkely they are BAU
c. The'last change was made to avoid different defi nitlons of BAU, : ‘g
d. Fundamentally the principle of addltlonaiity means that the credits generated by the
offset program should not exceed the em:ssions actualiy reduced avoided or . -
sequestered because'of the offset program. Smce it'is not posssbie to accurately Judge
“the add:t:onality of each individuai project, this means that the baseline needs to be set
at a conservative level, in effect discounting the number of credits created by the L
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 cred}ts generated by the
_ non-additional activities included in the offset program. =~ .
e." More- mportantly, this also means that Caiifcrma should’ carefuiiy choose the types of
projects allowed under its offset program so that only those: project types that have a i
~ high likelihood of being additional could be eligible. Since California is using standard:zed
- ‘assessments of baselines and addltlonahty, emphasns must be piaced on carefully -
choosing and periodically reevaluating the allowed project types based on a scientific’
process. e
96240 (f) on uncertainty - I suggest appiymg a conservatwe pnncaple to account for ’
uncertamty ‘about the emissions reduced by a projer:t type, such that Callforma 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 shouid
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 aiso 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 rlghts and sociai '
saféguard criteria that verifiers would verify. .

Cne problem we have seen with the CDM is the registration of projects marked by forceful
suppression of protest by mdiwduals 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 vialent suppression of protest with clear criteria and
gu:dehnes for doing that evaluation.

Large hydropower should be exciuded frcm Cal:fornla s offsettmg program on two g;‘ounds
1t has a high likelihood of bemg non-additional since it is a common practice technology,
and jt IS a project type known for its enwronmental and social harm :

26260 (b) (10) on approvmg the reg#stratmn af an ceffsets pm;ect addmg a.
pubhc comment. perwd - It is essential that there is. a publlc comment pertod especnaiiy
for the registration of Internatlonai projects. A ilmltatmn of an offsettmg program.is_ .
information about what is rea!ly happenmg on the ground Public.comment periods enable
the input of information to which the verifiers and CARB might not otherw:se have access.
Public comment periods are espemally mportant for international prOJects, where :
information about what is happenmg on the ground is less accessible to regulators in
California. Such public comment periods will enable verifiers to better assess the
addltionahty and no net harm elements of project eligibility, as.well as provide information
that is relevant to the reevaiuatlon of ex:stmg standardlzed add;tmnal!ty and baselme
assessments , _ .

96390. Cancellation of Oﬁseﬂ: Creduts o ' a

(b) An offset credit could be determined to be Enwahd if & fai!ure in the munat@rmg
equmment or veruf‘ catmn process is determmed after the issuance of offset
credits,

CARB should establ:sh procedures for acceptmg and actmg upon pubhc comments regardmg
credits generated from batentially mvalid pro;ects.,_, oL ; . . _

Review of methodologies

The monitoring and periodic review of methodologies is needed since baselines and e
conditions affecting project add!tzonahty change over time, and our understandmg of how. to
calculate emissions reductions fram d:fferent project types w:ll .improve over time with more
experlence and research ' . L L C e
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Carbon offs,et_s h_ave been considered integral to controlling costs in a cap-and-trade approachto: .-
addressing climate change, but carbon offsets are fatally flawed and destroy the integrity of any system
that relies on them for the reasons noted below. Even California Air Resources Board {“CARB”) adoption
of voluntary greenhouse gas {"GHG”) accounting protocols is mappropnate because CARB certification
of stich protocois represents an official statement that such offsets have mtegrity We beheve that such
integrity cannot be achleved WIth respect o carbon/GHG offsets

Unveriﬁabie Baselines Addttlonaitty requ:res that offsets be reduct!cms "beyond what would have
happened anyway.” However, since there is no way to know what would have “happened anyway” -
without the offset payment, additionality is inherently unknowable. In addition, presumed baseimes are
incapable of takmg into account future trends as they are. happemng ‘

Leakage ln many cases emtssuons ailegediy reduced by the pro;ect may ssmpiv be sh;fted e!sewhere
and there is no way 10 track this. As wrth forest cffsets, any reductlon in !oggmg m one iocatmn may.
mean that demand is satlsf:ed by !oggmg m a different 10cation P

Perverse Incentives to keep polluting or increase polluting to profit from offsets for stopping.” There is
no way to track increases in polluting activities that are undertaken in the hopes of creatmg a hrgher
baseline that will result in payments for subsequent reductions. For example while HCFCs are bemg
phased out under the Montreal Protocol as an ozone depletor, the CDOM creates perverse incentives for
HCFC-22 production plants to continue production at full capacity to gain large financial benefits
through the CDM by burning its GHG-potent by-product, HCF-23.

Perverse Incentives to keep polluting activities legal — A second perverse incentive is that once an
activity becomes eligible to be an offset, such as in the methane digester protocol, parties who are
profiting from such offsets will oppose regulating the activity by requiring methane digesters for all
manure. Thus while there may be some benefit from the individual digesters in the program, there is a
tass of the potential across the board rule that would require all industrial farming operations to have
manure digesters, rather than just releasing methane to the environment. As a result, approving the
offset protocol makes controlling this activity more difficult and more costly in the long-run.



!ncentives for certiﬁers to agree that emtssmns reducttons are add:tlonai = Unless those who are N
employed to review the addlt;onahtv of projects certify many or most of the projects theyare htred to.
examine, they will not be hited again. :This inherent bias results in many non-additional projects being.
certified as additional. See Harpers, February 2010 edition, "Conning the Climate: Inside the Carbon
Trading Shell Game," hitp://www.harpeis.org/archive/2010/02/0082826. See alsé Barbara Haya's -
recent working paper, “Measuring emissions against an alternative future: fundamental flaws in the
structure of the Kyoto Protocol's Clean Development Mechanism” at : TR
hitp://erg.berkeley.edu/working paper/index.shtmi.

Complexity — Even if the system were not filled with what have been called “counterfactual” 'stéh’da’fds
and perverse incentives, effective enforceability would be impossible because.of the massive complexity
of trying to determine how the factors identified above work in any given instance. See the US
Government Accountability Office report from March 2009; which concluded “it is nearly impossible to
determine the level of emissions that would have occurred in the absence of each offset project " The
GAO report 3 avaxlab!e at hitp: ((www gao gov/new items [d09456t gdf '

As a resuit of these f[aws we urge the Cahfomla Alr Resources Board to reject the use of offsets and .
offset protocols infor 1mpiementat|on of AB32 and to reject adoption of voluntary protocols for offsets
Instead we recommend that the Board recommend and adopt the transparent, effective and
enforceable mechanisms for addressing climate change, including carbon fees with monthly perpérson’
rebates to consumers." Gradually phased in and steadily rising carbon fees, applied where fossil fuels
enter the California economy (along with carbon-fees-equivalent border adjustments whén goods enter
and leave the State), can insure that clean energy becomes cost competitive with fossil fuelf energy - -
wsthm a known tame frame and that California goods remain competltwe here and cut~of—state The
certamty that energy eff‘ iciency and ciean energy would become price competitive within a known time
frame would create strong incentives for investments m ciean energy and energy effit cuency A Ionger
discussion of why carbon fees are preferable to cap«and~trade with offsets is available at: '

Thank you for your consﬂeratuon

Laune Williams and Alian Zabel -- 6005 Auburn Ave, Oakland CA 94618 - (510} 390—4224 S e
williams.zabel@gmail.com — www.carbonfees.org - “




