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July 13th, 2010
California Air Resources Board

1001 I Street

Sacramento, CA 95812
RE: Comments on ARB’s June 22nd Presentation on Offsets and Linkage in a California Cap-and-Trade Program
Equator LLC is an integrated timberland and environmental asset management company.  Our environmental markets division specializes in the generation and management of high quality carbon credits and other environmental assets derived from reforestation, forest conservation and improved forest management projects.  Equator co-manages the Eco Products fund which is primarily invested in domestic forest carbon and wetland mitigation investments. We have structured and executed some of the world’s most innovative emission reduction and eco-products transactions, and have extensive experience in asset management, financial structuring, carbon finance, derivatives, conservation, forestry and environmental science and policy. Equator works closely with large industrial land owners and conservation organizations in California and throughout the United States.
As a stakeholder and investor, Equator appreciates the opportunity to offer these comments to the Air Resources Board (ARB) regarding the June 22nd staff presentation on offsets and linkage. Equator commends ARB for its commitment to using offsets as a cost containment mechanism. We support ARB’s efforts to share current thinking regarding the development of an offsets program. We strongly believe that ensuring an early and robust supply of offsets is essential to the success of California’s cap-and-trade program. We also believe that an offsets program that appropriately recognizes and rewards credit for early action is essential to encourage investment and to ensure continuity of supply. 
We believe ARB should consider the following strategies to promote project investment and reduce the cost of meeting California’s compliance targets.
i. Remove buyer liability in order to provide guaranteed, perpetual and fungible instruments for regulated entities to meet compliance obligations. 
ii. Recognize early action both inside and outside of California to ensure adequate supply of offsets.
iii. Recognize the work of the Climate Action Reserve’s (CAR) expert stakeholder process by approving version 3.1 and subsequent version 3.2 of the forest project protocol for early action.
iv. Provide equal opportunity to all projects by allowing all early action projects to generate credits for a full crediting period.
v. Accelerate consideration for linkages with CAR and other existing offset programs including the Voluntary Carbon Standard (VCS), the American Carbon Registry (ACR) and the Clean Development Mechanism (CDM), in order to expedite incentives for investments in early action emissions reduction projects.
vi. Support the supply of high quality offsets from other states and jurisdictions by requiring projects outside of California to meet regulatory additionality based entirely upon  local laws and regulations where the project is located. 
Buyer Liability and Enforcement
Once issued, offsets must be permanent and fungible instruments that can be used to satisfy a compliance obligation. Allowing an approved and issued offset credit to be revoked perhaps years after purchase would destroy the integrity and value of these credits. We strongly oppose the concept of buyer liability as it would force regulated entities to consider the risk of possible replacement obligations when purchasing offsets and would result in these credits being severely discounted if not to zero, close to a zero value. 
The failure of temporary credits (tCERs) to garner any support in the CDM is a clear demonstration that the market rejects the notion of buyers needing to replace compliance instruments. Buyer liability stifles investment into projects and would very likely lead to decreased supply and thereby increased costs. Furthermore, regulated entities are not properly positioned to assess and mitigate the unique risks associated with the reversal of offsets from individual projects and would likely require contractual assurances from project developers. This requirement would also complicate the fungibility of offsets across programs and damage market liquidity.     
In cases where reversals from sequestration projects are unintentional, Equator supports the establishment of a buffer reserve. Each project owner is required to contribute a pre-determined quantity of offsets into a buffer reserve each time credits are issued. This buffer reserve is typically managed by the registry, or program administrator. When a reversal occurs, and is deemed “unintentional,” credits from the buffer reserve equal to the quantity associated with the reversal are retired. 

For “intentional” reversals, Equator supports “seller liability,” where the project owner would be required to replace and retire all lost credits associated with the reversal. Project owners are strongly incentivized to avoid intentional reversals using this approach.
Early Action Offsets

ARB should seek to appropriately recognize early action investment by endorsing approved protocols when possible both inside and outside of California. There is no reason to artificially limit or discourage early action as these reductions have the same atmospheric benefit and should therefore be recognized as early action.  
Further, to stimulate project investment, early action projects should be allowed to generate credits for a full crediting period before requiring reassessment under a new protocol. This would encourage early project development by assuring investors a sufficient period of time to create and sell eligible offsets. Further, ARB should ensure the eligibility of these offsets without the uncertainty of an additional ARB desk review.
Similarly, ARB should endorse CAR forestry protocols versions 3.1 and subsequent 3.X versions for early action as these updated versions of the protocol represent the latest publically vetted version and, importantly,  are not materially different from version 3.0 which ARB previously endorsed. The endorsement of these updated versions is especially important as there are no project listed and will never be offsets generated using version 3.0 of the protocol. 
Linking to Other Programs
To optimize supply available to California’s regulated entities and to stimulate early action investment, ARB should prioritize the review of linking to CAR and other existing offset programs including the VCS, ACR, and CDM. These linkages would provide incentives for early investments as well as provide significant cost containment for capped entities in California. 
Regulatory Additionality 
Environmental laws and regulations vary in each jurisdiction, thus for accuracy and consistency across sectors, regulatory additionality should be based on legal requirements in the state or province where a project is located. It is important to ensure that baselines reflect the laws and regulations of each jurisdiction. Requiring all projects to exceed California regulations will exclude truly additional offsets from other jurisdictions. Further, applying complex laws, such as the California Forest Practice Rules, to other jurisdictions would be arbitrary and unworkable. 
A rigorous and efficient offset program will provide the most effective cost containment mechanism and ensure the greatest environmental impact of a California cap-and-trade program. Ensuring a robust supply of offsets in the early years of the program and providing access to additional supplies through linking to existing programs are critical towards achieving these goals. 
We appreciate your consideration of our comments and value the opportunity to participate in the development of this rule making process.  Please feel free to contact us if you have any questions.
Sincerely,

Eron Bloomgarden
President, Environmental Markets
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