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To: 
Air Resources Board (www.arb.ca.gov/cc/scopingplan/spcomment.htm)
From: 
Bob Epstein, Environmental Entrepreneurs (Bob@e2.org)

Re: 
Comments on the Draft Scoping Plan and Appendices

Date:
August 11, 2008
Thank you for the opportunity to provide comments on the Draft Scoping Plan and Appendices. We commend ARB’s staff for producing an excellent document. We believe that the following comments will further enhance the Scoping Plan and allow California to meet the AB32 targets and timelines with a net economic benefit.

I. Cap and Trade Proposal

We support the Draft Scoping Plan’s proposal that a cap and trade program serve as a complementary regulation to achieve emissions reductions beyond what other regulations will achieve.  As the Draft Plan suggests, California will need a broad array of reduction efforts to meet its GHG reduction goals, and cap and trade could be one important part of the state’s package of policies. 

Any cap-and-trade program must meet the objectives of AB 32.  

We support the Draft Plan's statement that CARB will only adopt a cap and trade program if it meets all the requirements of AB 32 (p15). We appreciate the mention in the appendix of the benefit a setting a cap (p.C-11), but we believe this benefit should be explained more prominently in the Proposed Scoping Plan. 
Explicit protection for EJ communities

While we view trading among capped sectors as an important flexibility mechanism, there needs to be explicit protection against increasing hot spots in EJ communities. One way to protect these communities from local pollution would be to prohibit trading and compliance offsets for facilities that are not meeting their regulatory commitments, including criteria pollution requirements and other direct regulations under AB32. 
A tight cap should be set over as many sectors as practicable.

A tight cap that covers as many sectors as possible will provide more certainty that California will meet AB 32’s emission limit.  A broad scope will also create a more stable and more liquid market, thus allowing the cap and trade program to be more effective.  We agree with the CARB proposal that the cap and trade program should cover the electricity, industrial, natural gas, and transportation sectors (p.17).

Allowances should be auctioned.
Allowances are valuable permits to emit greenhouse gases and their value should be distributed in the public interest.  The simplest and fairest way to do this is to auction the allowances and use the revenue to further the purposes of AB 32.  If any allowances are freely allocated, their value should be earmarked for purposes that further the goals of AB 32.

We support a plan for allowance distribution where a majority of allowances are eventually auctioned. We believe that moving toward 100% auctions is the best policy. All auction revenues should be used to further AB32’s goals. The staff’s Proposed Scoping Plan to be released in October 2008 should demonstrate a strong commitment to auctioning, independent of WCI, and a specific date by which California will use 100% auctioning.

Auction revenue should be used in the public interest.
Auction revenue should be used to further the goals of AB 32.  We believe that CARB should create explicit guidelines for uses of auction revenue.  There must be a close nexus between the use of the fee revenue and the purposes of AB 32.
  The primary purpose of AB 32 is to reduce greenhouse gas emissions,
 but the bill also describes several other goals, including maximizing environmental and economic co-benefits,
 complementing efforts to reduce air pollution and toxic contaminants,
 transforming the state’s energy infrastructure,
 and maximizing overall societal benefits.
  

The Draft Scoping Plan repeats ETAAC’s suggested uses for auction revenues but does not lay out any guidelines or categories of its own (p.46).  We believe that the Proposed Scoping Plan should specify that auction revenue should be used for the following purposes: 

· Reduce costs to consumers, particularly low-income consumers, for example through investments in end-use efficiency beyond the state’s existing programs, and possibly through direct payments.

· Support investments in, and deployment of, technologies and strategies to reduce GHG emissions, such as energy efficiency, renewable energy and transit, as well as RD&D of innovative technologies to reduce GHG emissions; 

· Support air and toxic pollution co-benefits as part of GHG reduction efforts and enforcement programs, particularly in environmental justice communities; 

· Support development of “green collar” jobs through training and outreach.

· The State of California should actively participate in a voluntary offset program (see below).

Offsets for compliance should be limited

We are happy to see that compliance offsets are differentiated from voluntary offsets in the Draft Scoping Plan (p 43-45)
We agree with the Draft Scoping Plan’s statement that a limit on offsets is necessary to prevent weakening the cap and trade program.  However, our reading of the suggested limit of 10% of compliance obligations from offsets would mean that all of the reductions from a cap and trade program could be achieved through offsets. This would not only undermine co-benefits, but would also eliminate the market signal for capped sectors to seek new solutions and to spur innovation.
We believe that the vast majority of the reductions accounted for by a cap and trade program should be achieved through on-site reductions by capped entities, and that offsets should account for only a minority.  We urge staff to clarify in the Proposed Scoping Plan, to be released in October 2008, that the limit on compliance offsets should be based on a percentage of the reductions to be achieved by cap and trade.  For example, ten percent of 35.2 is 3.5 MMTCO2e, or approximately 1% of total allowances in 2020.

Voluntary Offsets

Voluntary offsets can provide additional GHG reductions and a price floor for carbon while also encouraging innovation in sectors not covered by a cap. For these reasons we believe that the State of California should actively participate in California-specific voluntary offsets. This can be achieved through a California Carbon Trust that would be a buyer at a minimum price of $10/ton. This price floor both creates a stable price for voluntary offsets and it indirectly establishes a floor on compliance offsets since there is no reason for a project to sell offsets at a lower price.

ARB’s policy decision on offsets will have a strong impact on innovation in California. 

AB32 states that “investing in the development of innovative and pioneering technologies will assist California in achieving the 2020 statewide limit on emissions of greenhouse gases established by this division
 and will provide an opportunity for the state to take a global economic and technological leadership role in reducing emissions on greenhouse gases.”
  By properly designing the policy on offsets to encourage innovation, ARB can facilitate California’s path to global leadership on innovation and technology development. This leadership will be a driver for California’s economic growth.    

We believe that to encourage innovation in the capped sectors, offsets must be limited in quantity, limited by geographic region, and time-limited. For those sectors not covered by the emissions cap, a voluntary offset market could spur innovation in the early years.  

Multi-year compliance periods and banking, but not safety valves, should be used to contain costs.
Trading of allowances, banking, and a multi-year compliance period are preferred methods to provide flexibility and lower the costs of the program.  A price cap on allowances, or “safety valve”, should not be included because it would break the program’s cap and allow emissions to increase.

II. The California Carbon Trust
We support the creation of the California Carbon Trust. We believe that it is important to create a public-private entity that will use allowance revenues to encourage carbon reductions in sectors inside and outside the cap while also supporting environmental justice goals, actively managing the carbon market, and encouraging RD&D efforts. The California Carbon Trust could provide cost-containment services also.

III. Carbon Capture and Storage (CCS) 
We recommend that CARB consider CCS as a possible mitigation technology within the 2020 timeframe. Increasing energy efficiency and growing renewable energy should take precedence over technologies that rely on fossil fuels such as CCS. However, CCS could safely and effectively contribute to reducing emissions, not just in the 2050 timeframe, but also by 2020. In collaboration with the CPUC, the CEC and stakeholders, CARB should assess the potential for CCS deployment in California in the power generation sector, and also at other industrial facilities (such as ethanol, cement, steel, ammonia plants, refineries and other installations). In particular, CARB should assess the potential to retrofit existing facilities with CCS. 
IV. 33% Renewables Portfolio Standard

E2 strongly supports the Draft Scoping Plan’s recommendation to pursue a 33% Renewables Portfolio Standard (RPS) by 2020. The RPS must be applied and enforced evenly and equally for all retail providers across the state. The ETAAC report identifies key barriers to achieving a 33% RPS which must be overcome.
V. Natural Gas Policies
Natural gas should be included in the cap-and-trade program as soon as possible.

E2 supports the Draft Scoping Plan’s recommendation to include natural gas in the cap-and-trade program by 2020. We urge CARB not to wait to include natural gas. CARB should adopt mandatory reporting protocols for the natural gas sector as soon as possible, and include the natural gas sector in any cap-and-trade program from the start in 2012, along with the electricity sector and large industrial sources.  

VI. Water Policies
We are pleased that the Scoping Plan recognizes the energy intensity of water use in California, and incorporates strategies, including water efficiency, water recycling, and urban storm water reuse, that can be used to decrease California’s reliance on energy intensive water supplies. 
a) We recommend the establishment of a “loading order” for water as proposed in the ETAAC report. This would prioritize cost-effective and GHG reducing efficiency and then re-use before new sources are used.

b) We strongly support a Public Goods Surcharge to provide sustained funding for investments in water efficiency, water recycling, and urban storm water re-use.  

VII. Feebates
We strongly support the inclusion of a feebate program as a key strategy in the Scoping Plan in addition to the Pavley standards. A well-designed feebate program could provide approximately 25% additional emission reductions beyond the vehicle GHG regulations. We urge CARB to make a feebate program a recommended policy in the Proposed Scoping Plan.

We appreciate the opportunity to offer these comments and look forward to working with CARB and other agencies to develop and implement the necessary policies and programs to achieve the goals of AB 32.

Thank you for considering these comments.

Sincerely,

Bob Epstein

Environmental Entrepreneurs
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