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October 2, 2008
TO:
California Air Resources Board Members and Staff
FROM:  
John Boesel, President and CEO

RE:
Comments on Draft AB 32 Scoping Plan

CARB’s Draft AB 32 Scoping Plan (Draft Plan) represents a good first step toward comprehensive climate policy in California. The plan is commendable for its breadth and diversity in addressing the challenge of significantly reducing greenhouse gas emissions from the business-as-usual scenario. We offer the following feedback and suggestions to strengthen the final Scoping Plan and help California achieve the environmental and economic goals outlined by AB 32. Our comments relate to (1) targets and assumptions, (2) the interaction of air quality and GHG programs, (3) the scope of the proposed cap and trade program, (4) technology innovation, (5) land use, (6) pricing policies, and (7) methane emissions.
Overall Assumptions and Targets: Recognize and Plan for Uncertainties
The Draft Plan identifies strategies that could, under a certain set of assumptions, nearly achieve California’s 2020 emissions reduction target of 174 MMT below business-as-usual. However, predicting policy outcomes and estimating future emissions reductions is an inexact science and the risk of one or more measures falling short is real. We recommend that CARB develop a plan to address this contingency. One solution would be to identify and recommend measures that will achieve 125% of the 2020 goal, with the additional 25% acting as a buffer. Alternatively, CARB could provide (1) a range of expected reductions for each measure under various assumptions and (2) a clear plan for addressing any shortfall in total reductions in the event that actual reductions are on the low end. 
Air Quality and GHGs: Take an Integrated Approach and Seek Synergies
California needs to reduce both criteria air pollutants and GHG emissions. State incentive programs should therefore explicitly target both categories of emissions and fund solutions that address both problems. Existing air quality funding programs such as Proposition 1B, AB 2276, and the Carl Moyer program do not place any value on decreasing GHG emissions. New incentive programs for reducing GHG’s are likely to overlap with these programs and coordination is essential. Revising program guidelines to allow for an integrated approach and the consideration of both criteria and GHG emissions reductions in funding decisions should help increase the overall efficiency of the programs. The Bay Area Air Quality Management District has already partially amended its Transportation Fund for Clean Air program guidelines to reflect the need for an integrated approach. The Economic and Technology Advancement Advisory Committee (ETAAC) recommends this sort of coordination in its report (see Recommendation 3.IV.H for more detail). 

Scope of Cap: Include Transportation Fuels at the Outset
The successful implementation of AB32 will require significant reductions in emissions from transportation fuels. The Draft Plan initially relies on the Low Carbon Fuels Standard (LCFS) for reducing these emissions, and does not propose including transportation fuels in the cap and trade program until sometime after 2015. We recommend including transportation fuels at the outset for the following reasons: 
A broader cap is preferable: the cap and trade system should include as many sectors of the economy as possible. Including transportation fuels at the outset would help preserve the integrity of the cap, lead to a more liquid market, increase the efficiency of the cap and trade system, and provide more stable long term price signals for investments in transportation fuels.
There is no compelling reason for delay: including transportation fuels under the cap and trade system would be relatively straightforward and would not require the development of complicated new fuels or emissions tracking systems. CARB has already identified two possible points of regulation: the terminal rack and the point of final blending.
The LCFS is not sufficient: while the LCFS seeks a reduction in the carbon intensity of transportation fuels, it will not necessarily lead to a reduction in overall emissions from these fuels. In fact, it’s highly possible that due to increased vehicle miles traveled and a growing number of vehicles that the total greenhouse gas emissions from the fuels sector increases between now and 2020 despite implementation of the LCFS. A strong and declining cap on emissions from fuels would help address this problem.

Technology Innovation: Actively Support Development and Deployment
The Draft Plan acknowledges the need for technological advancement and briefly discusses funding for technology research, development, and demonstration (RD&D) as one possible use of auction revenues, but this topic deserves further discussion. The state has many important roles to play in accelerating the deployment of new and existing technologies, creating a regulatory environment that encourages technology innovation and providing funding to address gaps in financing for RD&D. Some specific examples related to the transportation sector follow:
The State should act as an early adopter: The state could encourage the development and deployment of clean fuels and vehicles by acting as an early adopter.  This would provide both a market and increased awareness of new technologies
Create stable long term price signals for investors: Including transportation fuels under the cap at the outset of the cap and trade program would help achieve this goal. Another proposal worth considering is the Energy Security Tax Relief and Realignment (ESTRR) program identified in the 2007 CalSTEP Action Plan. This program would protect clean transportation capital investments by effectively providing a price floor for petroleum prices through the imposition of a variable tax. The amount of the tax would be refunded to consumers, making the program revenue neutral, but the effect would be long term price signals to encourage efficiency and investment.

Accelerate the approval of new fuels: CARB should develop and adopt a policy to more quickly validate and approve new low carbon fuels, as delays can be costly and harmful. The process should remain thorough and rigorous, but should avoid administrative delays.  A simple and predictable approval procedure would both speed the deployment of clean fuels and encourage future investment.
Supplement private investment with innovative public finance: Research and development grants, demonstration finance, and buy downs would all be good uses of any potential revenues generated through climate change regulations. The need for public investment in RD&D is particularly urgent given the current state of the nation’s financial system and credit markets.  The State should also consider the use of high profile prizes to spur innovation in targeted areas. For example, an X Prize for Transit Innovation could help bring new smart transit technologies to market and reduce VMT as a result.

Land Use: Provide Stronger Targets and Incentives for Smart Growth
The Draft Plan’s reduction target of 2MMT from land use and smart growth underestimates the importance and potential of land use policies to reduce VMT and associate emissions in California. The recent signing of SB 375 (Steinberg) into law indicates that there is some consensus around this issue and this is a good time to act. Specific recommendations include the following:
Set a stronger target for reductions from land use: The Final Scoping Plan should include a significantly higher target for emissions reductions from land use and smart growth policies, in order to provide some leadership on the issue and send a clear signal that development and land use patterns must change substantially. The target for this sector should be at least 10 MMT.  If we make progress in this area by 2020, the chances of the state meeting the 2050 should increase significantly.

Give preference to climate-friendly development: Transportation and land use investments that enable climate friendly land use should receive clear priority over those that do not. The California Transportation Commission (CTC) should be given full authority to fast track funding requests that will support climate friendly development and slow or deny any application that would allow for sprawl/high VMT development. CTC should work with other agencies to establish clear criteria for these projects.
Convene stakeholders to develop additional recommendations: Changes in land use patterns will require time, negotiation, and creativity. The Governor should convene a Blue Ribbon Commission including developers, environmentalists, and local government officials to come up with additional recommendations for supporting smart growth and transit-oriented developments.
Price Signals: Reduce Emissions through Efficient Pricing Policies 
Though high gas prices in recent months have started to affect consumer behavior, pricing policies can help ensure that this trend continues and can do more to steer consumers toward lower carbon products and actions. Examples of recommended pricing policies are below:

Energy Security Tax Relief and Realignment: This program (also described above under technology innovation) would influence consumer choices by providing a price floor for petroleum through the imposition of a California Foreign Oil Security fee. The revenues would be returned to taxpayers through some sort of rebate, but the price signals would still encourage a reduction in VMT and/or a switch to cleaner fuels and vehicles.

Indexed Registration Fees and/or Fuel Taxes: CARB could create additional incentives to encourage the use of clean vehicles and fuels by basing registration fees and fuel taxes on expected GHG emissions, with higher emissions corresponding with higher taxes and fees.
Methane Emissions: Eliminate Flaring and Convert to Fuel
The Scoping Plan contains some reference to increased capture of landfill methane as part of the landfill methane control early action measure.  We believe CARB should go further, eliminating all flaring of methane from all sources. All methane can and should be converted to electricity or transportation fuels.
I appreciate your consideration of these comments. If you have any questions, please do not hesitate to contact me at 510-307-8700 or by email at jboesel@calstart.org, or Jamie Hall, Policy Director, at 510-307-8774 or by email at jhall@calstart.org.  
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