June 7, 2010

Ms. Mary Nichols, Chair

California Air Resources Board

1001 I Street

Sacramento, CA 95814 
Subject: ConocoPhillips Comments – May 17, 2010 Workshop California Greenhouse Gas Cap-and-Trade regulation Status Update
Dear Ms. Nichols,
ConocoPhillips has been supportive of the State of California’s effort to advance the goal of environmentally effective and economically efficient climate change policy in the United States.  Our hope remains that state government input to the federal program and efforts to address climate change will encourage the development of a mandatory national framework that we believe will be the most effective approach for achieving a meaningful impact on global greenhouse gas emissions.

ConocoPhillips has significant operations in California including oil refineries, crude oil and petroleum product pipelines and terminals.  We have voluntarily reported our emissions in California since CY2006 and are now reporting emissions to the Air Resources Board.  As the third largest US energy company, we also have important operations and investments in other Western Climate Initiative states, throughout the US and worldwide.  As such we are keenly interested in the development of California climate policy in its own right and because we believe your efforts will have important implications for the development of climate policy elsewhere in the US and the world.  We strongly support the eventual harmonization of state-level policy with national and international climate frameworks.
ConocoPhillips is committed to playing a proactive and positive role in the development of efficient, equitable and environmentally effective climate change policy.  Attached you will find our comments on the May 17, 2010 Workshop: Greenhouse Gas Cap-and-Trade Regulation Status Update. 
We welcome this opportunity to submit these comments.  Feel free to contact us with additional questions, clarifications and feedback.

Sincerely,
[image: image1.emf]
Jennifer Stettner

Manager; State Government Affairs, Western Region
Cc:
James Goldstene, Executive Officer, California Air Resources Board

Members of the California Air Resources Board

For further information, please contact:

Jennifer Stettner

ConocoPhillips Manager of Government Affairs, West Coast

1201 K Street, Suite 1930

Sacramento, California 95814

916-447-1698

Jen.c.stettner@conocophillips.com 

Bruce Wilcoxon

ConocoPhillips Director, Climate Change

600 North Dairy Ashford

Houston, Texas 77252-2197

(281) 293-5337

Bruce.r.wilcoxon@conocophillips.com 
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Summary of Key ConocoPhillips Recommendations

Inclusion of Transportation Fuels in the California Cap-and-Trade Program
· Greenhouse gas (GHG) emissions from the consumer use of transportation fuels should be excluded from the first California cap-and-trade compliance period.  

· These emissions should only be brought under the cap after thorough analysis of the costs and benefits including the impacts of existing state and federal regulation.

· If transportation emissions are brought under the cap, CARB should adopt a linked-fee or similar approach to structuring the program.
Use of Allowance Value
· Allowance value generated within a sector or consumer class should flow back to that sector or those consumers to support: 1) transition assistance for obligated parties, 2) addressing emission leakage, 3) sector-specific investment to reduce GHG emissions and improve efficiency, 4) technology R&D and 5) consumer rebates.  
Sector Allowance Allocation for Leakage Prevention
· The U.S. refining sector is both energy intensive and trade exposed.

· We support the general CARB approach to determining emission-intensive/trade-exposed industries, in particular the use of value-added when determining emission intensity.

Facility Allowance Distribution
· Allowance distribution to individual refineries should be accomplished using a phased approach with distribution initially based on facility output and emission intensity, updated annually for each compliance period.  
· Ultimately, allowance distribution within the refining sector should be based on a benchmarking approach that recognizes both energy efficiency and refinery complexity.   Such a benchmarking approach should be simple, predictable and transparent. 
Cost Containment:  Use of Offsets for Compliance
· The use of offsets from projects outside California should be limited only by quality rather than by geography or by arbitrary volume thresholds.

Cost Containment:  Allowance Reserve for Price Mitigation

· Any cost containment mechanism designed to dampen high allowance prices should maintain the emission cap, minimize market interference by the government, discourage market manipulation by participants, and should phase out over time. 

· There should be no mechanism establishing floor-price for allowances.
Introduction

The comments that follow are directed at the specific policy design elements addressed at the May 17th California Air Resources Board (CARB) meeting regarding the status of the California cap-and-trade program.  ConocoPhillips believes that adoption of the recommendations outlined below will improve the prospects of successfully achieving the goals of AB32.

Inclusion of Transportation Fuels in the California Cap-and-Trade Program

ConocoPhillips recognizes the importance of addressing greenhouse gas (GHG) emissions from transportation fuels within the California climate change policy.  We also understand the challenge of including emissions from millions of transportation fuel consumers within a cap-and-trade system.  A variety of policy options are available other than cap-and-trade to reduce GHG emissions from the transportation sector, some of which are already being implemented in California (e.g. Low Carbon Fuel Standard).  Inclusion of transportation fuels within the cap-and-trade program would send a weak and inconsistent price signal to consumers, would increase the administrative complexity of the system and could increase the market price of emission allowances for all the other capped sectors.

ConocoPhillips supports the CARB proposal to keep consumer GHG emissions from the use of transportation fuels out of the cap in the first compliance period.  Further, any consideration of bringing transportation fuels under the cap in subsequent periods should be made only after a thorough analysis is completed regarding the potential impacts on fuel supply and affordability and the incremental GHG reduction potential of fuels under the cap.  This consideration should include the progress being made on both state and national fronts concerning climate policy and GHG emission reductions. 

If it is determined necessary to include emissions from the consumer use of transportation fuels in the cap-and-trade system, the program should be designed to 1) create a clear price signal for consumers, 2) reduce obligated party exposure to allowance price volatility with respect to the consumer compliance obligation and, 3) reduce working capital requirements associated with the consumer emissions compliance obligation.  This is best accomplished with a simple linked fee approach or alternatively using the design structure for refined product emissions included in the federal American Power Act, should CARB determine that transportation fuel emissions should be included in the cap-and-trade program.
Use of Allowance Value

Allowance value distribution should not create wealth transfers from one sector of the economy, class of consumers or region of the state to another.  As a general rule, ConocoPhillips believes allowance value generated within a sector or consumer class should flow back to that sector or those consumers to support: 1) transition assistance for obligated parties, 2) addressing emission leakage, 3) sector-specific investment to reduce GHG emissions and improve efficiency, 4) technology R&D and 5) consumer rebates.  
Sector Allowance Allocation for Leakage Prevention

The U.S. refining sector is both energy intensive and trade exposed.  This fact has been repeatedly acknowledged in federal climate change legislative proposals in the form of allowance allocation specifically targeted to protect the refining sector from competition with unregulated foreign refiners.   

ConocoPhillips supports the general CARB approach to determining emission-intensive/trade-exposed industries, in particular the use of value-added when determining emission intensity.

Facility Allowance Distribution

ConocoPhillips supports a phased approach to allowance distribution within the refining sector.  Such an approach prevents an abrupt transition for capped entities and allows facilities time to adjust to new regulations and to operating in the lower carbon environment.  In addition, it provides CARB time to develop and adopt a more robust benchmarking methodology.  This first phase should be structured to recognize major refinery changes and expansions as is done in the EU ETS program
Ultimately, allowance distribution within the refining sector should be based on a benchmarking approach that recognizes both energy efficiency and refinery complexity.   Such a benchmarking approach should be simple, predictable and transparent.  It should be designed for the California refining sector but readily adaptable to be consistent with a federal program to ensure national equity for refiners.   The methodology should reflect lessons learned from other systems such as the EU ETS.  As mentioned above, it should be structured to recognize major refinery changes and expansions.  
Cost Containment:  Use of Offsets for Compliance

Extensive modeling of climate change policy by a variety of stakeholders has concluded that access to significant volumes of high quality GHG offset credits for use towards compliance will result in a significantly lower market cost of emission allowances and therefore a lower cost for reaching the environmental targets of cap-and-trade program.  Therefore, expanded opportunity to use offset credits from qualifying emission reduction projects outside of California should lower the total cost of implementing AB32 for California taxpayers and consumers.

Given the international nature of GHG emissions, ConocoPhillips supports unlimited use of high quality offsets for compliance with any cap-and-trade program.  High quality offsets are defined as environmentally additional, verifiable, permanent and enforceable.  We recommend that access to offsets should be limited only by quality rather than by geography or by arbitrary volume thresholds.  

Cost Containment:  Allowance Reserve for Price Mitigation

In the long-run, the most effective cost containment measure is a well-designed, liquid cap-and-trade system that allows for ample use of offsets.  However, in the early years of the program and in any case where offset use is restricted, additional cost containment mechanisms may be necessary.  
Any cost containment mechanism designed to dampen high allowance prices should maintain the integrity of the emission cap, should minimize market interference by the government and opportunities for market manipulation by participants, and should phase out over time.
ConocoPhillips does not support any mechanism that either directly or indirectly establishes of a floor-price for allowances.  Low allowance prices when California GHG reduction goals are being met should be viewed as a sign of successful policy implementation that is achieving the desired environmental results in the most cost-effective manner.

