Appendix F:

Public Process for Development of the Proposed Amendments

This appendix includes materials from ten public workshops held by ARB during the
development of the Cap-and-Trade Regulation 2016 amendments. The public notice,
presentation slides, and any supporting materials for each workshop are provided
here, and this appendix also includes all of the informal comment letters received by
ARB in response to each workshop. All workshop information and materials are also
posted on ARB’s Cap-and-Trade Program Public Meetings webpage.


http://www.arb.ca.gov/cc/capandtrade/meetings/meetings.htm
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October 2, 2015 - Kickoff for Potential 2016 Amendments to the Cap-and-Trade
Regulation and California Compliance with the Federal Clean Power Plan

Public Notice for Kickoff Workshop

CAPANDTRADE -- PUBLIC WORKSHOP ON POTENTIAL 2016 AMENDMENTS TO THE CAP-AND-
TRADE REGULATION AND CALIFORNIA PLAN FOR 111(D) COMPLIANCE

Posted: 14 Sep 2015 11:14:11

Air Resources Board (ARB or Board) staff invites you to participate in a public workshop
on October 2, 2015 to discuss the scope and regulatory schedule for potential
amendments to the Cap-and-Trade Regulation (Regulation) and California’s plan for
compliance with the U.S. Environmental Protection Agency’s (U.S. EPA) Clean Power
Plan (111(d) rule).

Friday, Oct, 2, 2015

9:00 am - 5:00 pm

Byron Sher Auditorium

CalEPA Headquarters Building

1001 | Street

Sacramento, California 95814

Webcast: http://www.calepa.ca.gov/broadcast/?BDO=1

Purpose of Workshop

This workshop will commence the public process to develop 2016 amendments to the
Cap-and-Trade Regulation and Clean Power Plan compliance effort, and it will include
ARB staff presentations on three topics: (1) general Cap-and-Trade Regulation
amendments, (2) cost-containment and market oversight provisions, and (3) California’s
plan for compliance with the U.S. EPA Clean Power Plan, issued under the federal
Clean Air Act.

First, staff will present general goals for the upcoming amendment process and seek
input from stakeholders on potential Regulation amendments that will apply to the
Program’s third compliance period and to the post-2020 Program. Amendments
impacting the Program in the third compliance period are expected to address the
following areas: streamlining offsets, auctions, and management of information in the
Compliance Instrument Tracking System Service (CITSS); updating leakage prevention
in response to emissions leakage studies; and including sector-based offset credits.
Potential amendments for the post-2020 Program include the general Program scope,
the post-2020 cap, Program linkage, allowance allocation, and the Program’s plan for
compliance with the U.S. EPA 111(d) rule. Revisions to other areas of the Regulation
will be considered to clarify language.


http://www.calepa.ca.gov/broadcast/?BDO=1
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Second, staff will present on cost-containment and market oversight provisions and
seek input from stakeholders on possible amendments.

Third, staff will present on initial thinking and options for California’s Clean Power Plan
compliance plan, focusing on potential interactions with the Cap-and-Trade Regulation,
which staff anticipates will play a large role in the compliance plan.

A staff white paper on these issues will be available before the workshop.

The expected schedule for the October 2 workshop is as follows:

9am—11:30 pm
General Cap-and-Trade Regulation amendments

1 pm—3pm
Cost-containment and market oversight provisions
3pm—-5pm

Compliance plan for the U.S. EPA 111(d) rule

Following the workshop, stakeholders will have an opportunity to provide written
comments during an informal comment period which will conclude at 5:00 p.m. Pacific
time on Monday, October 19, 2015. Copies of workshop presentations will be available
on ARB’s Cap-and-Trade Workshops and Meetings webpage at
http://www.arb.ca.gov/cc/capandtrade/meetings/meetings.htm, as well as at ARB’s
Clean Power Plan webpage at http://www.arb.ca.gov/cc/powerplants/powerplants2.htm.

All interested stakeholders are invited to attend. A live webcast of the workshop will be
available at http://www.calepa.ca.gov/broadcast/?BDO=1. Remote participants may e
mail questions during the workshop to an address provided in the presentation.

Tentative Schedule for Cap-and-Trade Amendment Workshops Staff will also hold a
series of public workshops to discuss additional specific Program topics in detail. The
tentative schedule for these workshops is as follows:

Date and Time

Wednesday, October 28, 2015
10:00 am — 5:00 pm
Thursday, October 29, 2015
10:00 am - 5:00 pm
Monday, November 9, 2015
10:00 am - 5:00 pm
Tuesday, January 12, 2016
10:00 am — 5:00 pm
Tuesday, February 9, 2016
10:00 am — 5:00 pm

These workshops will be held in Byron Sher Auditorium in the Cal/EPA Headquarters
Building at 1001 | Street in Sacramento, California. A formal notice to announce each


http://www.arb.ca.gov/cc/capandtrade/meetings/meetings.htm
http://www.arb.ca.gov/cc/powerplants/powerplants2.htm
http://www.calepa.ca.gov/broadcast/?BDO=1
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workshop will be issued once the details and topics for that workshop become final.
Further workshops are also tentatively planned for 111(d)-related topics as part of the
compliance plan development process. These will be announced as they are finalized.

Background
Cap-and-Trade Regulation

The Board first formally adopted the Regulation in October 2011, and subsequently
approved limited amendments to the Regulation in June 2012, October 2013, April
2014, September 2014, and most recently June 2015. The upcoming 2016
amendments will seek to improve Program efficiency, update the Regulation using the
latest information, and chart post-2020 implementation of the Program.

More information about ARB’s Cap-and-Trade Program is available at:
http://www.arb.ca.gov/cc/capandtrade/capandtrade.htm

Clean Power Plan

On August 3, 2015, U.S. EPA’s Administrator signed its Clean Power Plan, which sets
carbon dioxide emissions limits for many existing electric generating units. These
regulations are based on section 111(d) (42 U.S.C. § 7411(d)) of the federal Clean Air
Act. The Plan was published in the Federal Register on October 23, 2015. States must
develop compliance plans to meet these limits and compliance plans are due in
September 2016 (with the option to seek extensions). ARB is developing California’s
compliance plan in consultation with the California Energy Commission and the
California Public Utilities Commission, California’s air districts, and other partners.

More information about the Clean Power Plan and related rules is available at:
http://www.arb.ca.gov/cc/powerplants/powerplants.htm



http://www.arb.ca.gov/cc/capandtrade/capandtrade.htm
http://www.arb.ca.gov/cc/powerplants/powerplants.htm
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October 2, 2015 - Kickoff for Potential 2016 Amendments to the Cap-and-Trade

Regulation and California Compliance with the Federal Clean Power Plan:
Presentation Slides

ARB Staff Presentation on Cap-and-Trade Requlation 2016 Amendments

ARB Staff Presentation on Opportunities for Cap-and-Trade Program
Efficiency: Streamlining Offsets

ARB Staff Presentation on Opportunities for Cap-and-Trade Program
Efficiency: Streamlining Auctions

ARB Staff Presentation on Opportunities for Cap-and-Trade Program
Efficiency: Streamlining Information Management

ARB Staff Presentation on Cost Containment
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ARB Staff Presentation on Cap-and-Trade Regulation 2016 Amendments

Discussion Workshop for
Cap-and-Trade Regulation
2016 Amendments

California Air Resources Board
October 2, 2015

Califernia Air Resources Boare

Workshop Materials
and Submitting Comments

¢ This presentation is posted at:
http://www.arb.ca.gov/cc/capandtrade/meetings/meeti

ngs.htm

¢ Written comments may be submitted until 5 pm (PDT)
on Monday, October 19, 2015:
http://www.arb.ca.gov/lispub/comm2/bcsubform.php?li
stname=ct2016amendments-ws&comm_period=1

¢ During this workshop, e-mail questions to:

auditorium@calepa.ca.gov

California Air Resources Board

Slides Overview
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Agenda

¢ Morning presentation (9:00 am — 11:30 am)
= Policy update and Cap-and-Trade Program update

= Scope and schedule for Cap-and-Trade Regulation
amendments

= Schedule for Climate Change Scoping Plan Update and
plan for compliance with U.S. Environmental Protection
Agency (U.S. EPA) Clean Power Plan

= Opportunities for Cap-and-Trade Program efficiency
— Streamlining for offsets, auctions, and information management

“ Afternoon (1:00 pm — 5:00 pm)

= Presentation and discussion of cost-containment and
market data publication

esentation and discussion of Clean Power Plan

California Air Resources Board

Policy Update

¢ Goals put forth in the Governor’s inaugural address:
* 50% renewable electricity generation by 2030
= 50% reduction in petroleum use by 2030

= Double energy efficiency of existing buildings and make
heating fuels cleaner

= Reduce emissions of short-lived climate pollutants

= Ensure natural lands are a carbon sink, not a source
¢ Governor’s Executive Order B-30-15:

= 2030 GHG emissions 40% below 1990 levels

California Air Resources Board

Slides Overview
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Cap-and-Trade Program Update

¢ Program began January 2012
¢ Linked with Québec January 2014

¢ First annual compliance event November 2014

= 100% of covered entities surrendered sufficient
compliance instruments

¢ Phased in trangportation fuel and natural gas suppliers
in January 201

¢ 12 auctions held to date
¢ Ten reserve sales scheduled to date, but none held

¢ First Compliance Period compliance event will be
November 2015

= 70% of 2013 covered emissions and 100% of 2014
covered emissions

California Air Resources Board

Adaptive Management Program

¢ Monitor for potential adverse localized air quality impacts
from implementation of Cap-and-Trade Program

@ Track emissions at both individual facilities and clusters
of facilities

¢ |dentify potential adverse impacts

¢ Develop recommendations to respond to any adverse
impacts that are identified

¢ December Board Update

California Air Resources Board

Slides Overview
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Rulemaking Objectives

Extend the Cap-and-Trade Program

Improve Program efficiency where possible
= Streamline Regulation requirements and implementation
= Remove unnecessary requirements

Reflect latest data and information

= | eakage study results

= Global warming potentials

= Experience from other emissions trading programs
Maintain environmental and market integrity

California Air Resources Board

Potential Scope of 2016 Amendments
for Third Compliance Period

¢ Streamlining offsets program

¢ Streamlining auctions

¢ Streamlining management of information

¢ Incorporate sector-based offset credits into Program

¢ Incorporate results of leakage studies for third
compliance period allowance allocation

¢ Linkage with Ontario, Canada

Callifornia Air Resources Board

Slides Overview
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Potential Scope of 2016 Amendments
for Post-2020 Program

¢ Discussed in the context of the Scoping Plan Update

= Previous Scoping Plan Update discusses Cap-and-Trade
Program role for meeting a midterm target

¢ Post-2020 caps on emissions and program scope

¢ Changes to cost-containment and market oversight
provisions

¢ Program role for compliance with U.S. EPA Clean Power
Plan

¢ Allowance allocation
© Continue linkage with Québec and Ontario

Callifornia Air Resources Board

2030 Statewide Target
and Potential Post-2020 Cap

@ 2030 statewide emissions target
= 40% below 1990 levels
= ~260 MMT CO.,e
¢ Potential Cap-and-Trade Program annual cap for 2030
= Between 78 and 83% of statewide target
= 203 to 216 MMT CO.,e
¢ 2021 emissions cap
= Staff is evaluating options for setting the 2021 cap

California Air Resources Board

Slides Overview
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Tentative Schedule for Cap-and-Trade
Regulation Amendment Process

Date Event
October 2015 to . . _
May 2016 Public workshops on specific topics
May 2016 45-day Regulation and Initial Statement of
Reasons released
June 2016 First Board hearing
March 2017 Second Board hearing
Final Regulation and Final Statement of
B8V 2017 Reasons to Office of Administrative Law
October 2017 Adopted Regulation becomes effective
Tentative Cap-and-Trade
Workshop Schedule
Date Workshop Topic

October 28, 2015 Sector-based offsets
November 9, 2015 Program linkage
December 10, 2015 | Cap setting and Cost Containment

January 2016 Leakage study results
February 2016 Allowance allocation
Spring 2016 Further workshops as needed

Slides Overview
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Tentative Schedule for Compliance
with U.S. EPA Clean Power Plan

Date

Event

November 10, 2015

Workshop on modeling approach

November 19, 2015

Informational update to Board

December 10, 2015

Workshop on permitting and backstop desig

=

Spring 2016 Further workshops as needed
June 2016 Dra_ft compliance plan released; comment
period follows
July 2016 First Board hearing
Draft Plan or Initial Submission forwarded to
September 2016 US. EPA
Spring 2017 Second Board hearing; U.S. EPA Decision

Slides Overview
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Opportunities for Cap-and-Trade Program Efficiency: Streamlining Offsets

Opportunities for Cap-and-Trade
Program Efficiency:
Streamlining Offsets

Potential Opportunities for
Streamlining Offsets

ARB staff has heard stakeholder concern about the
timeframe for issuing ARB offset credits

ARB is looking for opportunities to shorten the
timeframe from the end of the reporting period to ARB
offset credit issuance

ARB staff is also looking to provide more predictability
for the ARB offset credit issuance process

The Regulation and Compliance Offset Protocols are
legal requirements that must be followed

Slides Overview




Return to Table of Contents

Potential Opportunities for
Streamlining Offsets

ARB staff would like to solicit stakeholder input on ways
to streamline ARB offset credit issuance

Examine the following areas for opportunities for
improvement:

ARB staff communication with project operators, verifiers
and Offset Project Registries

ARB staff project review process

ARB staff observations of things that will make project
review more streamlined and predictable (lessons learned)

ARB offset credit issuance timeline

Offsets Program Communication

ARB staff would like to solicit stakeholder input on ways
to streamline ARB offset credit issuance

Examine the following areas for opportunities for
improvement:

ARB staff communication with project operators, verifiers
and Offset Project Registries

ARB staff project review process

ARB staff observations of things that will make project
review more streamlined and predictable (lessons learned)

ARB offset credit issuance timeline

Slides Overview
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ARB Project Review

* ARB staff confirms that verification meets the standards
in the Regulation/protocol

= Verification must meet reasonable assurance standards

¢ Projects are returned to the verifier for nonconformances
regardless of size

¢ Project operators and verifiers should fix issues before
submitting to ARB

¢ Review process depends on completeness and
conformity of the project

California Air Resources Board

Slides Overview
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Lessons Learned

¢ Compliance Offset Protocols are legal requirements
¢ Deviations from the Compliance Offset Protocol

= Discuss uncertainties with ARB prior to submitting Offset
Project Data Report

" Projects that deviate from the protocol are returned to the
verifier for revisions

Regulatory Conformance
= Provide all information on any violations that occur at project

Timely responses from project operators and verifiers to
ARB questions

Maintain well-organized project documentation

California Air Resources Board

Compliance Offset Credit
Issuance Timeline

* Maximum time periods in the Regulation:

Reporting Period Verification | OPRI ARB I

\ Y | Y J \_Y_ﬁTl_Y_kTJ
12 months 14 months T e b o

11 months 8859

- = =

{ w W »w u

15 mcl)nths
¢ ARB requests suggestions for streamlining issuance
timeline, with the following considerations:

= Submittal of Offset Project Data Report & Verification
are at Offset Project Operator’s/Verifier's discretion

= ARB needs adequate time to review projects

Callifornia Air Resources Board

Slides Overview
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Opportunities for Cap-and-Trade Program Efficiency: Streamlining Auctions

Opportunities for Cap-and-Trade
Program Efficiency:
Streamlining Auctions

California Air Resources Board

Opportunities for Streamlining Auctions

¢ Reduce days between Auction Notice posting and
auction

¢ Reduce days between application deadline and bid
guarantee due date

¢ Remove naotification of intent to bid requirement

@ Streamline financial settlement

= Reduce bid guarantee options to ensure cash payment
upon certification of auction

= Allow maintenance of bid guarantees; remove
requirement to return bid guarantees (non-cash)

California Air Resources Board

Slides Overview
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Current Pre-Auction Timeline

Activities

Auction Time Period and Activities

Auction consignment deadline

75 days prior to auction - Section 95910(d)(4)

Auction notice posted and
application period opens

60 days prior to auction - Section 95912(c)

Deadline to complete auction
participant application or
notification of intent to bid

Application period closes

30 days prior to auction -
Auction participant application - Section 95912(d)(4)
Natification of intent to bid - Section 95912(f)

All bid guarantees due to
Financial Services Administrator

12 days prior to auction - Section 95910(i)

Time required after close of application period to
establish financial services accounts for new
applicants

Auction held

As provided in Appendix C of Regulation

California Air Resources Board

Current Post-Auction Timeline

Activities

Auction Time Period and Activities

Public notice of auction results
released

~ 5 business days after auction

Time required to:

Confirm auction in conformance with Regulation
Preparation of results

Coordinate results approval with Québec

Financial settlement complete

Allowances transferred

~ 19 business days after auction

Time required to:

Financial settlement

Payment in cash (5 days,; 7 calendar days)
Draw on bid guarantees for non payment in
cash (3 days)

Return of bid guarantees (2 days)
Coordinate results approval with Québec
Complete payment of proceeds (2 days)
Prepare and approve transfers (2 days) 5

California Air Rescurces Board

Slides Overview
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Challenges to Streamlining Auctions

¢ Potential overlapping of requirements between
auctions (e.g., consignment deadline)

¢ Potential denial of auction participation due to time
required for other activities (e.qg., changes in entity
registration and corporate association reporting)

¢ Streamlining may require additional cost and time to
further automate auction and financial services

California Air Resources Board

Slides Overview
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Opportunities for Cap-and-Trade Program Efficiency: Streamlining Information
Management

Opportunities for Cap-and-Trade
Program Efficiency:
Streamlining Information
Management

Opportunities for Streamlining
Information Management

Regulation requires information to be submitted to ARB,
including:

= User registration

= Entity registration (CITSS Account Application)

— Disclosure of corporate associations, change of ownership,
designation of account representatives and agents, disclosure
of consultants and advisors, etc.

= Publicly owned electrical distribution utilities and electrical
cooperatives allowance allocation to compliance account
or limited use holding account

= Reporting on use of electrical distribution utility allocated
allowance value

* Transfer request information

Slides Overview
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Current Information Management

Current Information
Reported Information Management Method
User Registration (Know Your Customer Requirements)
Section 95834
1. Name 1. CITSS*
2. Primary residence and mailing address 2. CITSS
3. Evidence of primary residence 3. Notarized hardcopy
4. |dentity card with expiration date and photo 4. Notarized hardcopy
5. Date of birth 5. CITSS
6. Employer name, address, and contact information 6. Hardcopy
7. Proof of open bank account in United States 7. Notarized hardcopy
8. Disclosure of any felony conviction within five years 8. Hardcopy

i Throughout these slides, when “CITSS" is listed as the Current Information Management
Method, it indicates that information is submitted in, and can be updated in, the Compliance
Instrument Tracking System Service (CITSS); some changes require signed attestation.

California Air Resources Board

Slides Overview
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Current Information Management

Current Information
Reported Information
Management Method
Entity Registration (CITSS Account Application)
Section 95830(c)
1. Name (legal and operating) 1. CITSS
2. Physical and mailing address 2. CITSS
3. Contact information 3. CITSS
4. QOrganization type and incorporation 4. CITSS
5. Names and addresses of directors and officers 5. Signed hardcopy
6. Names and contact information of persons controlling 6. Signed hardcopy
over 10% of voting rights
7. ldentifying information (EIN, business number, DUNS) 7. CITSS
8. Names and contact information of persons with market 8. Signed hardcopy
position, Cap-and-Trade Consultants and Advisors, Agent
of Service

California Air Resources Board

Current Information Management

Current Information

Reported Information Management Method

Disclosure of Corporate Associations
Section 95830(c) and Section 95833
1. Signed hardcopy

1. Direct and indirect corporate associations
+ Information to identify associated entities
+  Type of corporate association

+ Description of association (e.g., parent, sister,
subsidiary)

+ Confirmation of opt out decisions and allocation of
holding limit and purchase limit shares

California Air Resources Board

Slides Overview
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Current Information Management

Reported Information

Current Information
Management Method

Change of Ownership: Section 85830(i)

1. Description of acquisition and effective date 1.
2. Buying and selling entity name (legal and operating) | 2.

3. Management of purchased facilities 3.

Signed hardcopy
Signed hardcopy
CITSS & signed hardcopy

Designation of Account Representatives and Agents:
Section 95832

Designation of Primary/Alternate Account
Representative(s) and Account Viewing Agents

CITSS

California Air Resources Board

Current Information Management

Reported Information

Current Information
Management Method

Publicly Owned Electrical Distribution Utilities (EDU) and

Electrical Cooperatives: Section 95892(b)

+ Allowance allocation to Compliance Account or Limited
Use Holding Account

Signed hardcopy and Excel
spreadsheet

Reporting on Use of EDU Use of Allocated Allowance
Value: Section 95892(e)
+  Report to Executive Officer

Signed hardcopy and Excel
spreadsheet

Transfer Request Information: Section 95921 (b)
- Transfer request information

CITSS

Auction Application Attestation Disclosure:

Section 95912(d)(4)(E)

+ Required for participation in auctions

+ Information on registered entity and corporate associations
in related markets

Signed hardcopy

Callifornia Air Resources Board

Slides Overview
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Approaches to Streamlining
Information Management

¢ Allow electronic reporting and signature of required
information (including attestations). Examples include:

= Develop online submission for entity information not
currently reported in CITSS to replace hardcopy forms

= Develop online submission for publicly owned electrical
distribution utilities’ and electrical cooperatives’ designation
of allowance allocation to Compliance Account or Limited
Use Holding Account

California Air Resources Board

Potential Regulatory Changes for
Streamlining Information Management

¢ Combine sections referencing the timing and content of
disclosure updates for corporate associations

= Consolidate corporate association disclosure
requirements in Sections 95830(f), 95833(e), and
95912(d) in a single regulation section

= Modify timeframes for updating corporate association
changes to increase consistency

California Air Resources Board

Slides Overview
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Objectives for Acquiring
Market Information

Verification of individuals and entities registering and
participating in the market to deter account fraud

Reduce opportunities for collusion through

= Surveillance of compliance instrument holdings and
transfers by related entities

= |dentifying relationships among entities across markets and
commodities

= Monitoring individuals and entities providing consulting and
advisory services

= Prohibiting information disclosures of auction activities

Augmenting market information by publishing aggregated
Holding and Compliance Account balances

How Does ARB Evaluate
Transfer Request Data?

Staff evaluate market relationships among entities by
examining agreement start/end dates, pricing method, and
whether agreements cover multiple transfers or products

Interpretation of price may depend on form of contract

= Forward and contract prices may reflect market conditions at
the time contract is signed and not when delivered

® Price of instruments in bundled sales may reflect bargaining
over other products or services in the bundle

* Prices may reflect new information entering the market (e.g.,
spot trade) or past events (e.g., setting price as auction
settlement price plus a margin)

Slides Overview
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How Does Market Monitoring Staff
Interpret Transfer Price Data?

¢ Are there trade prices that differ from prices for
contemporaneous trades?

= Staff must understand type of transaction and relationship
between traders to compare price with other transfers

= Distinguish between unrepresentative prices and changes in
market conditions

¢ How do prices respond to market news such as auction
results, publication of annual emissions data?

California Air Resources Board

How Does Market Monitoring Staff
Evaluate Holdings?

* Objective: Does the share of market supply held by entities
and corporate associates suggest the potential exercise of
market power?

¢ Pivotal Supplier Test

= Subtract compliance obligation from holdings to determine if an
entity is net long or short

= Assume withholding by largest net long holder and test whether
market clears without their supply (entity is “pivotal supplier”)

= Sequentially add in next largest net long suppliers to test if
group is “jointly pivotal”
¢ Cumulative Market Share (concentration ratios) evaluate
how concentrated are holdings available to net short entities

California Air Resources Board

Slides Overview
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Questions on Program Efficiencies

¢ Does current auction administration and frequency
ensure effective price discovery?

¢ Does current information ensure market integrity?
¢ Is any collected information unnecessary?

= ARB needs to maintain market integrity, conduct market
monitoring, and assess market power

¢ Should ARB release more detailed market supply
measures?

= Entity residual supply measures with identities masked
¢ What additional public reporting would be useful?
= Should ARB publish a price index?

= Should ARB publish price and quantity for each transfer with
identities masked? 4

California Air Resources Board

Additional Information

¢ California Cap-and-Trade Program webpage:
http://www.arb.ca.gov/cc/capandtrade/capandtrade.htm

¢ Contact information:

Mary Jane Coombs, Manager Jason Gray, Manager
maryjane.coombs@arb.ca.gov jason.gray@arb.ca.gov
Greg Mayeur, Manager Chuck Seidler, Manager
greg.mayeur@arb.ca.gov cseidler@arb.ca.gov
Rajinder Sahota, Chief Mark Sippola, Staff
rajinder.sahota@arb.ca.gov mark.sippola@arb.ca.gov

Climate Change Program Evaluation Branch
Industrial Strategies Division

Callifornia Air Resources Board

Slides Overview
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Comments and Questions

California Air Resources Board

Lunch Break

Afternoon schedule (begin 1 pm):
Cost-Containment and Public Market Data
Compliance with U.S. EPA Clean Power Plan

California Air Resources Board

Slides Overview
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Cost Containment & Market Data Publication

Discussion Workshop for
Cap-and-Trade Regulation
2016 Amendments

Cost Containment and Market Data Publication

California Air Resources Board
October 2, 2015

California Air Resources Board . _— i 1

Workshop Materials
and Submitting Comments

¢ This presentation is posted at:
http://www.arb.ca.gov/cc/capandtrade/meetings/meeti

ngs.htm

¢ Written comments may be submitted until 5 pm (PDT)
on Monday, October 19, 2015 :
http://www.arb.ca.gov/lispub/commz2/bcsubform.php?li
stname=ct2016amendments-ws&comm_period=1
During this workshop, e-mail questions to:

auditorium@calepa.ca.gov

California Air Resources Board =~ - . - = 2
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Existing Cost Containment

* Multi-year compliance periods

* Ability to bank compliance instruments
* Allowance Price Containment Reserve
* Limited use of offset credits

California Air Resources Board

Allowance Price Containment Reserve
(APCR)

Reserve filled with allowances from each annual
budget

Reserve size equal to 4% of budgets through 2020

All APCR allowances available for purchase from
the start of the program

Three price tiers with escalation mechanism

California Air Resources Board

Slides Overview
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Reserve Modifications Adopted in 2014

¢ Adding to the Reserve

® |f the Reserve is depleted, then allowances from
future vintage years may be purchased at the higher
Reserve Tier Price

® |imited to 10% of each future annual budget,
excluding allowances already placed in the Reserve

¢ Sales of future vintage allowances would reduce
allowances in future budget years

¢ Amount available to add to the Reserve depends
on post-2020 cap design

California Air Resources Board

Different Cost Containment Options

¢ Emissions Market Advisory Committee (EMAC)

e Link:
http://www.arb.ca.gov/cc/capandtrade/emissionsmarketass
essment/priceceiling.pdf.

¢ Market Simulation Group (MSG)

® |ink:
http://www.arb.ca.gov/cc/capandtrade/simulationgroup/ms
g_final v25.pdf.

¢ Nicholas Institute 2010 Proposal
® |ink:
http://www.arb.ca.gov/cc/capandtrade/meetings/062210/all
ce_price_containment_profeta.pdf ‘

California Air Resources Board

Slides Overview
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EMAC and MSG Papers

* EMAC
® Allowance Price Ceiling
® |nformation Release — Market Transparency

* MSG
e APCR design

California Air Resources Board

Nicholas Institute 2010
“‘Double Cap”

Set Cap as limit achievable through known technology

Set lower Cap as limit achievable with expected level of
technology

Use lower cap to allocate allowances to market

Allowances issued above the lower cap go to a
Reserve

California Air Resources Board
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Graphical Depiction of Nicholas
Institute Double Cap

(Source: Tim Profeta, Nicholas Institute, June 22, 2010)

Emissions

Reserve consists of
allowances issued between
the caps

Acceptable cap
Aspirational cap

Considerations for post-2020
Cost Containment

¢ Staff seeking stakeholder input:
® Design
® Size
® Price(s)

California Air Resources Board
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Publication of Market Data

¢ ARB is currently posting
® Retirements by entity, including offset details

® Market-level account balances by vintage and
compliance instrument type

Registered entities and qualified auction bidders
® Reported emissions by entity

¢ Regulation requires publication of transfer price and
quantity of compliance instruments

e Staff evaluating how and at what level of detail to
publish transfer prices and quantities

« Staff requesting suggestions for posting additional data

California Air Resources Board

For Consideration
Modified EMAC Positions Data Release

¢ EMAC proposal of publishing positions, not holdings
® Calculating position removes some entity size information

® Can also aggregate entities by ranges of position to further
mask identities

® The calculation of current positions would require the use of
estimated emissions

® Reliance on estimated emissions may complicate interpretation

® E.g., an entity could appear long if was experiencing emissions
growth

® Link to EMAC Paper:
http://www.arb.ca.gov/cc/capandtrade/emissionsmarketassess
ment/informationrelease.pdf.

Callifornia Air Resources Board

Slides Overview
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Additional Information

* California Cap-and-Trade Program webpage:

http://www.arb.ca.gov/cc/capandtrade/capandtrade
.htm

California Air Resources Boar(i —

Slides Overview
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October 2, 2015 - Kickoff for Potential 2016 Amendments to the Cap-and-Trade Regulation
and California Compliance with the Federal Clean Power Plan: Public Comments
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CA Air Resources Board
P.O. Box 2815
Sacramento, CA 95812

Revising the Treatment of OD rced from Foam

CA Air Resources Board:

ClimeCo Corporation is grateful for your efforts to develop and administer an effective offsets
program as part of the implementation of the Cap and Trade program. ClimeCo is submitting
this letter in order to suggest a simple change to the Compliance Offset Protocol Ozone
Depleting Substance Destruction that we believe would provide the protocol with greater scope,
accuracy, and environmental effectiveness.

Our Recommendation: Revise the protocol’s treatment of ODS gases recovered from foam in
appliances and buildings, and treat the recovered ODS gases as equivalent to refrigerant gases.

Currently foam sourced-ODS is credited at a substantially lower rate than refrigerant-sourced
ODS. This treatment creates a perverse incentive to sell the foam-sourced ODS into the
refrigeration market. The protocol assumes a baseline in which foams were landfilled without
recovery of the blowing agents. In 2005 this assumption may have been accurate, but new
technologies have now enabled US firms to recover the blowing agent. This is now the industry
best practice, and is encouraged by the US EPA. The ODS blowing agents recovered from foam
are indistinguishable from ODS refrigerants, and therefore should not be treated differently and
disadvantaged in crediting rate.

Background: ODS Destruction projects are governed by a protocol. The protocol lays out a case
for what was happening in the absence of a carbon offset credit market (the “baseline™), and
what activities should be incentivized by the protocol. In this case, the protocol is ARB’s
Compliance ODS Destruction protocol. ARB’s protocol was extensively derived/copied from
the Climate Action Reserve protocol for ODS Destruction which was formally adopted by the
Climate Action Reserve Board on February 3, 2010. So it is important to note that the basis for
ARB’s protocol is more than 5 years old, and the original protocol based its assumptions

Comment Overview




Navigate to Table of Contents

regarding foam “baseline” activities on a 2005 TEAP Report of the Task Force on Foam End-of-
Life Issues- so the technical baseline assumptions are more than 10 years old.

These technical assumptions reflected data showing that only 1.5% of appliances were shredded
with blowing agent recovery or destruction. Given that data, it was completely appropriate for
CAR to assume the baseline situation in which foam was landfilled. However, a lot changes in
10 years, and it has now become possible and desirable for firms to recover blowing agents.

Once recovered and reclaimed, ODS blowing agents are indistinguishable from other ODS
refrigerants. The recovered blowing agents can be, and are, sold into the refrigerant marketplace.
While they are eligible to be destroyed for carbon offset credits, they are not being destroyed
because of the substantial discount that is applied. Under the current protocol assumption, the
foams would have been landfilled. This landfilling assumption results in the discounting of the
environmental value of destroying foam-sourced ODS versus other ODS. In fact, it creates such
a substantial discount as to make the destruction of foam-sourced R-11 unviable, and to our
knowledge no CAR or ARB projects to date have involved the destruction of foam-sourced
ODS.

Below is an excerpt from the CAR ODS protocol which explains the derivation of the bascline
assumptions. As you can see, it relied completely on the 2005 TEAP data, and assumed that
recovery of blowing agent from foams was not practical, feasible, or common:

B.2 End-of-Life Treatment of Foam

The Reserve also reviewed separately the common practice in the end-of-life treatment of foams
containing ODS blowing agents. Whereas U.S. EPA regulations prohibit the intentional release of
ODS refrigerants to the atmosphere, there is no preclusion against disposal practices that result
in release of ODS blowing agents.

According to the 2005 TEAP Report of the Task Force on Foam End-of-Life Issues, theré Is little
or no experience with the recovery of foams from buildings or of the ODS contained within the
foams. This is mainly because few buildings containing foam with ODS blowing agent have
been demolished, deconstructed, or renovated yet. The average overall lifecycle of buildings in
North America and other developed countries ranges from 30 to 50 years. Meanwhile, the
common use of foam in insulation only really began in the mid 1970s after the energy crisis led
to increased use of insulation, With an average turnover rate of building stock in North America
of less than 1%/year, buildings with foam insulation are only just beginning to enter the waste
stream. As a result, the management of ODS from building foam has not yet become a focus of
regulators. Other factors that have prevented the recovery and destruction of building foam
include challenges involved with separating foam from the building structure, the common
praclice of landfilling construction waste without any pretreatment (only 20-30% of building
materials are recycled or sold in the United States), the very small proportion of ODS foam
compared to overall construction waste, and a lack of regulations in the United States governing
recovery of building foam insulation and the ODS contained therein.

The destruction of ODS from foam in appliances and equipment is also very limited in the U.S.
The 2005 TEAP Report of the Task Force on Foam End-of-Life Issues descnbes the results of
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an AHAM survey which provides the following breakdown of common appliance disposal
practices in the United States:

f 90% appliances shredded without blowing agent recovery and landfilled
f 7.5% appliances crushed whole and landfilled

f 1.5% appliances shredded with blowing agent recovery or destruction

I 1% appliances abandoned

As noted in the survey results, only 1.5% of appliances are being shredded with the containing
foam blowing agent either being recovered for reuse in the refrigeration market or destroyed.
This foam shredding and recovery is being driven mainly by state, local and utility energy
efficiency inttiatives with some program administrators adding a second requirement that the
blowing agent must be recovered as well. Most of these programs are voluntary and meet their
objectives by incentivizing early appliance retirement and recycling through rebates or discounts
on new units. As noted in the TEAP report, the process for recovering ODS from appliance foam
is costly and is currently not self-sustaining unless outside sponsorship is provided. Although
U.S. EPA and others track information on the amount of foam that is being shredded and the
blowing agent that is being recovered, there is no data available on the share of blowing agent
that is being reused versus destroyed. According to industry analysts, most of the recovered
blowing agent is being resold into the refrigeration market because of the economic incentive to
do so. Destruction will only occur in cases where the ulility or other entity participating in the
appliance program specifically requests that this must take place. As a result, the destruction of
QDS blowing agent is likely significantly less than the 1.5% share of appliances where the
disposal includes management of the blowing agent.

Suggested Changes: Specifically, we recommend the following changes to the CA ARB
Compliance Offset Protocol Ozone Depleting Substance Destruction:

2.2. Eligible ODS
(a)

ODS destroyed under this protocol must be from one or more of the eligible
sources listed below:

(1)  Refrigerants from industrial, commercial or residential equipment,
systems, and appliances or stockpiles; and

(2) ODS blowing agents extracted and concentrated from appliance foams and
building insulation-er

Removal of Figures 4.2 and 4.3

Removal of Equations 5.4 and 5.7
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Removal of Appendices A and C

Other conforming changes to remove foam-specific references, equations, and
diagrams

We appreciate the opportunity to comment on the protocol, and look forward to discussing this
proposal with you. We also want to extend a warm welcome to any ARB officers or staff who
would be interested in touring one of the facilities where the recovery of ODS from foam occurs.
Our partners at ARCA Advanced Processing would be glad to offer a tour of their state-of-the-art
facility anytime.

Sincerely,

Dcreké/
SVP

ClimeCo Corporation
(484) 415-0501
dsix@climeco.com
www.climeco.com
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Pacific Gas and
. Electric Company.
Mark C. Krausse 1415 L Street, Suite 280
Senior Director Sacramento, CA 95814
State Agency Relations (916) 386-5709

Fax: (916) 386-5720
mark.krausse@pge.com

October 26, 2015

Rajinder Sahota

Chief, Climate Change Program Planning & Management Branch
California Air Resources Board

1001 I Street

Sacramento, CA 95812-2828

Re:  Pacific Gas and Electric Company’s Comments on the Air Resources Board’s October 2
Workshop on Potential 2016 Amendments to the Cap-and-Trade Regulation

Dear Ms. Sahota:

Pacific Gas and Electric Company (PG&E) appreciates the opportunity to provide comments on the
Air Resources Board’s (ARB) October 2 Workshop on Potential 2016 Amendments to the Cap-and-
Trade Regulation.

I. INTRODUCTION

PG&E has consistently supported a multi-sector Cap-and-Trade program—Iinked with emerging
regional, national, and international programs—that will allow California to meet its greenhouse gas
(GHG) reduction goals in a cost-effective manner, as required by Assembly Bill (AB) 32 (Nufiez),
Chapter 488, Statutes of 2006. PG&E believes that a well-designed post-2020 Cap-and-Trade
program, accompanied by appropriate cost-containment mechanisms, will send a strong market signal
to businesses to invest in a wide array of GHG reduction strategies.

At the October 2 Workshop, ARB discussed the potential scope of 2016 amendments for both the third
compliance period, and a potential post-2020 program. PG&E looks forward to working with ARB
staff to develop these topics at subsequent workshops. Additionally, ARB Staff presented their initial
ideas for streamlining the Cap-and-Trade regulation, and post-2020 cost containment and publication
of market data. PG&E provides specific comments on these topics in Sections II through IV. In
summary, PG&E’s key points are:

e PG&E looks forward to engaging in future ARB workshops to provide detailed input on
post-2020 emission caps: ARB should maintain a broad scope of sectors covered under the
cap, which will be necessary to achieve the post-2020 emission goals cost-effectively, and
consider the appropriate treatment of electricity imports in California’s Cap-and-Trade
program in the context of the Federal Clean Power Plan (CPP).

e ARB should consider a price ceiling as part of the 2016 Rulemaking: ARB can both
provide sufficient incentive for investment in GHG reductions while limiting overall program
costs. A price ceiling is the only way to ensure prices remain below the Auction Price
Containment Reserve (APCR) third tier.
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e PG&E supports the publication and availability of additional market information while
preserving the confidentiality of market participants: PG&E supports the publication and
availability of additional market information and requests that ARB be consistent with the
confidentiality protocols as adopted by the CPUC in their GHG Proceedings.

e PG&E supports ARB’s efforts to streamline the offset issuance process: The use of high-
quality offset credits is an effective cost-containment tool and a critical component of a
successful Cap-and-Trade program. PG&E recommends shortening the offset application
timeline and increasing reliance on the verifier.

¢ PG&E supports streamlining of information management: PG&E supports moving to
online submission and encourages staff to explore this as part of the 2016 rulemaking. PG&E
recommends that, wherever possible, ARB move to date-certain filings on a quarterly basis for
registration filings and update requirements.

I1. POST-2020 CAP-AND-TRADE

PG&E looks forward to engaging in future ARB workshops to provide detailed input on post-2020
emission caps. At this time, PG&E offers a few high-level suggestions. First, PG&E supports a
continued broad scope of sector coverage as the incentives it creates for GHG reduction across the
economy will be necessary to achieve the post-2020 emission goals cost-effectively.

Second, PG&E sees post-2020 cap-setting and cost-containment as linked, and appreciates that ARB
has proposed to hold a workshop to discuss the issues together. PG&E believes it is worth exploring
alternative emission cap trajectories between 2021 and 2029 that would support cost-containment and
maintain a trajectory toward the 2030 goal. Third, PG&E encourages ARB to consider Federal
developments, such as the CPP, in establishing post-2020 emissions caps. In particular, ARB and
stakeholders should consider the appropriate treatment of electricity imports in California’s Cap-and-
Trade program in the context of CPP implementation in Western states and how the post-2020
emission caps would change if the scope of emission imports included in California’s program
changed.

III. COST-CONTAINMENT AND MARKET OVERSIGHT PROVISIONS

At the October 2 Workshop, ARB Staff presented some initial ideas for cost containment and market
oversight provisions. PG&E provides preliminary input below on the need for a price ceiling (Section
A), balancing the publication of market information with the need for confidentiality (Section B), and
our concerns about the Nicholas Institute Double Cap concept (Section C). Additionally, PG&E notes
that the Joint Utility Group provided cost containment ideas to ARB as part of the 2013 Cap-and-
Trade Rulemaking. PG&E incorporates these by reference and attaches them to these comments.

A. Price Ceiling

PG&E believes that ARB can sufficiently incent investment in GHG reductions through the Cap-and-
Trade program, while limiting overall program costs. Accordingly, in 2013, PG&E recommended that
the Cap-and-Trade regulation include a price ceiling for allowance auctions to ensure that prices will
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not exceed the APCR third tier,' consistent with ARB Board Direction.” PG&E again reiterates the
need for a firm price ceiling and recommends ARB consider it as part of this rulemaking.

Ultimately, as part of the 2013 Cap-and-Trade rulemaking, ARB declined to adopt a price ceiling,
citing confidence in its existing cost containment provisions.” While PG&E agrees that ARB’s cost
containment proposals effectively address short-lived price increases, they cannot ensure that prices
will remain below the APCR third tier. Moreover, the lack of effective long run cost-containment has
been acknowledged by ARB: “if unanticipated conditions create a long-term and persistent increase in
the demand for allowances through 2020, the [cost containment] proposal may not be sufficient to fill
all accepted bids at the highest price tier” and that “the effectiveness of the staff proposal is reduced as
the program approaches 2020.”

Finally, PG&E recommends that the escalation rate escalation for both the auction reserve price and
the APCR prices be reevaluated. Assuming continuation of a low annual inflation rate of 2 percent
combined with the 5 percent escalation rate, the highest tier APCR price in 2030 is expected to reach
$156 per allowance. PG&E feels that a price ceiling at that level may not adequately protect the
customers. In addition, the current escalation factor would lead to an increased spread between the
auction reserve price and the first-tier APCR price from $30 (between a $10 reserve and a $40 tier one
price) in 2013 to over $90 in 2030. Allowing this large of a price range defeats the purpose of a price
collar to provide some price certainty for compliance entities while also providing an upper bound
against market manipulation.

B. Publication of Market Information

PG&E supports the publication and availability of additional market information while preserving the
confidentiality of market participants. ARB should publicly release transaction information related to
quantity, price and type of compliance instruments transacted in summary form by covered entity
category.

In addition, compliance entities regulated by the California Public Utilities Commission (CPUC) are
subject to restrictions concerning allowance and offset procurement to which other entities are not
held.” Therefore, it may be valuable to separate information concerning electric power entities based
on whether compliance instrument procurement is regulated by the CPUC. Aggregation will serve
ARB’s purpose to provide the market information concerning compliance instrument transfer prices
and quantities while preserving confidentiality of specific entities and transaction details.

" See Section I of PG&E’s comments on the Air Resource Board 45-day Amendments to the Cap-and-Trade Program dated
October 18, 2013 (pages 2-4)

? Air Resources Board. October, 2012. California Cap-and-Trade Program: Resolution12-51. Website: http:/www.arb.ca
.gov/cc/capandtrade/final-resolution-october-2012.pdf. Pg. 2.

? Air Resources Board. May, 2014. Amendments to the California Cap on Greenhouse Gas Emissions and Market-Based
Compliance Mechanisms, Final Statement of Reasons. Website: http://www.arb.ca.gov/regact/2013/capandtrade
13/ctfsor.pdf. Pg. 537-538.

* Air Resources Board. September, 2013. Proposed Amendments to the California Cap on Greenhouse Gas Emissions and
Market-Based Compliance Mechanisms, Initial Statement of Reasons. Website: http://www.arb.ca.gov/regact/201
3/capandtradel3/capandtradel3isor.pdf. Pg. 42-43.

> California Public Utility Commission. April, 2012. Decision on System Track I and Rules Track III of the Long-Term
Procurement Plan Proceeding and Approving Settlement (D.12-04-046). Website: http://docs.cpuc.ca.gov/Publish
edDocs/WORD_PDF/FINAL_DECISION/164799.PDF
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When publishing aggregated data, ARB should provide additional granularity on offset transactions by
category of covered entity and respective invalidation periods. This level of detail will provide the
market and ARB information concerning the premium, if any, of a shortened invalidation period.

ARB can release this information in aggregate form without the party information of each transaction
to preserve the confidentiality of each participating entity.

To the extent that ARB seeks to release information in a disaggregated form, the ARB should delay
the release of such information until it is unlikely to cause harm to the regulated entities or their
customers. The CPUC has worked extensively to balance stakeholders’ interests in transparency with
market participants’ interest in confidentiality by adopting protocols for confidentiality of procurement
information.

To the extent that the ARB intends to release entity-specific information, PG&E requests that ARB be
consistent with the confidentiality protocols as adopted by the CPUC in its GHG Proceeding.’ The
CPUC provided protection of GHG procurement information as was previously provided to other
Electric Procurement Data in D.06-06-066.” Under D.06-06-066, a window of confidentiality was
established for data protection three years into the future, or one year following contract expiration,
whichever is first. PG&E suggests ARB release specific information only after this confidentiality
window has passed.

C. Nicholas Institute Double Cap

At the October 2 Workshop, ARB discussed a “Double Cap” proposal from the Nicholas Institute.
Conceptually, under a Double Cap, ARB would set one cap based on the limit achievable through
known technologies and a second based on the limit achievable through expected technologies. ARB
would allocate allowances based on the more stringent cap, holding the difference between the lower
and higher caps in a reserve.

While PG&E has not seen detailed analysis on workings, potential benefits and risks of a Double Cap
approach could include requiring, wholesale changes to California’s current program, which would be
disruptive to both ARB and covered entities. PG&E recommends that ARB retain a single cap, unless
there are specific and well-supported reasons that the current program design cannot be successfully
updated to meet 2020 and 2030 targets, and successfully contain costs.

IV. GENERAL CAP-AND-TRADE REGULATION AMENDMENTS

At the October 2 Workshop, ARB Staff presented their initial ideas for streamlining the Cap-and-
Trade regulation. PG&E provides input on modifications to the RPS Adjustment (Section A), and
streamlining offsets, auctions, and information management (Section B, C and D).

% See Application (A.) 13-08-002; Decision (D.) 14-10-033.

7 California Public Utilities Commission. July, 2006. Interim Opinion Implementing Senate Bill No. 1488, Relating to
Confidentiality of Electric Procurement Data Submitted to the Commission (D.06-06-066). Website:
http://docs.cpuc.ca.gov/PublishedDocs/WORD PDF/FINAL_DECISION/57772.PDF
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A. RPS Adjustment

As articulated by ARB staff at the Workshop, in the 2014 reporting year, there were a number of cases
in which two entities claimed the renewable attributes for a generation source. PG&E believes this
stems from how entities interpreted the RPS Adjustment and specified source requirements provisions
within the Cap-and-Trade and Mandatory Reporting Regulations. PG&E and other utilities offered
specific suggestions in a Joint Utility letter to ARB.* When considering amendments to the RPS
Adjustment provisions, PG&E asks that any modifications must prevent double-counting and improve
implementation, and align REC ownership with environmental attributes of electricity.

B. Streamlining Offsets

PG&E supports ARB’s efforts to streamline the offset issuance process. The use of high-quality offset
credits is an effective cost-containment tool and a critical component of a successful Cap-and-Trade
program. PG&E, along with other stakeholders, have expressed concerns about insufficient offset
supply in the market. ARB should build on the success of past offset programs, to ensure the market
has access to high-quality offsets in every period of the program.

PG&E understands that developing and administering ARB’s offset program takes a tremendous
commitment from ARB Staff. Unfortunately, the actual volumes of offsets approved and issued by
ARB have fallen short of the amount allowed. However, from PG&E’s interactions with offset project
developers, verifiers, and registries, it is appears that the Program will not reach an offset supply
sufficient to satisty the 8 percent limit on offsets in the current Cap-and-Trade program.

PG&E recommends shortening the offset application approval or rejection period to 30 days, which
will provide the applicant with greater certainty on timing. PG&E recommends that the ARB put
more of the onus of offset validation on third-party verifiers and hold offset registries accountable for
offset quality to decrease the amount of work required by the ARB to issue offset credits.

For early action offset credits, PG&E recommends that ARB rely on the original verification for these
projects and provide assurance to the market that any necessary project alterations would only impact
future vintage offset credits from those projects. Additionally, ARB should consider amending the
regulation to provide early action offsets the same issuance timeline as other offsets.

C. Streamlining Auctions

PG&E supports efforts to streamline auction participation. At the October 2 Workshop, ARB Staff
considered the opportunity to streamline auctions by allowing registered eligible auction participants
that qualify for one auction to be qualified for subsequent auctions if there are no material changes.
PG&E is supportive of streamlining auction participation for any participants who elect to participate
in multiple auctions within a year. However, given that a “material change” is not clearly defined in
the regulation, it is difficult for an entity to evaluate whether it is able to use this provision. Therefore,

8 pacific Gas and Electric, San Diego Gas and Electric, and Southern California Edison. October, 2015. Utility Comments
on October 2 Air Resources Board Workshop to Discuss Proposed 2016 Amendments to the Cap-and-Trade
Program. Website: http://www.arb.ca.gov/lists/com-attach/17-ct20 1 6amendments-ws-VD1cNVMnVIpXMgdo

-pdf

Comment Overview



http://www.arb.ca.gov/lists/com-attach/17-ct2016amendments-ws-VD1cNVMnVlpXMgdo.pdf
http://www.arb.ca.gov/lists/com-attach/17-ct2016amendments-ws-VD1cNVMnVlpXMgdo.pdf

Navigate to Table of Contents

October 26, 2015
PG&E Comments on Potential 2016 Cap-and-Trade Amendments
Page 6

ARB should revise the regulation to formalize and clearly identify which events set forth in section
95912(d)(4) concerning auction applications and which events set forth in section 95830 would qualify
as a “material change.”

D. Streamlining Information Management
1. Electronic Reporting

At the October 2 Workshop, ARB Staff indicated they would explore online submission for entity
information not reported in CITSS (in lieu of a hardcopy).” PG&E supports this suggestion and
encourages staff to explore this as part of the 2016 rulemaking.

Allowing electronic reporting and signature of information required by ARB (including attestations)
will allow PG&E to optimize its internal reporting processes and make submittals of information to
ARB consistent with submittals of reports to other regulators. Additionally, electronic submissions
will provide eligible participating entities to more clearly document receipt and delivery of
documentation to ARB. This will minimize any additional efforts necessary to obtain delivery
confirmation from ARB or carriers.

2. Registration Requirements

The Cap-and-Trade Regulation requires entities to register for an account and provide a number of
disclosures.'® With the exception of employees with knowledge of the entity’s market position, any
change to this information triggers a registration update within 30-days of the change becoming
effective.'’ Similarly, PG&E is required to report disclosures to the California Public Utilities
Commission,'” within 10 business days of releasing the information.

PG&E recommends that, wherever possible, ARB move to date-certain filings on a quarterly basis.
Requiring trigger-based filings substantially increases compliance burden and risk. Further, quarterly
reporting is likely to reduce administrative burden on both regulated entities and the ARB.

For entities subject to a large set of compliance requirements, the ability to define recurrence of
compliance obligations allows for more efficient compliance processes and reduced compliance risk.
Currently, to ensure that changes are reported within the 30-day time period, PG&E must continually
monitor and compile information. Likewise, extensive administrative efforts are spent ensuring that
CPUC required releases are reported to the ARB within the compliance window. Having date-certain
requirements allows the entity to focus its compliance efforts on those dates, eliminating the need for
continual and often redundant data collection efforts.

Moreover, there does not appear to be a clear need for trigger-based filings in some cases. Filings
based on a triggering events are more appropriate when the change in information requires a clear and
rapid response. However, information on individuals and entities with knowledge of and influence

? ARB, op. cit., pg. 33.
' Section 95830(c)
" Section 95830(f)(1)
12 Section 95830(f)(1)
13 Section 95915 (c)
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over an entity’s market participation is important for monitoring purposes, but does not require an
immediate action. Moreover the generation of piecemeal and incremental information may in fact be
more cumbersome for ARB staff, leading to less effective market oversight, in contrast to information
collected through set reporting dates.

V. Conclusion
Thank you for the opportunity to submit these comments on the October 2 Workshop on potential

2016 amendments to the Cap-and-Trade regulation. PG&E looks forward to continuing to work with
ARB to ensure the success of the Cap-and-Trade program.

Sincerely,
/s/

Mark C. Krausse
Senior Director, State Agency Relations
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1. Joint Utilities Cap-and-Trade Cost Containment Proposals

The following recommendations constitute essential components of a robust cost containment
structure that should be adopted as a single package. The recommendations fall into three categories,
described below. It is important to implement multiple (if not all) measures from each category in the
2013 amendments to the Cap and Trade Regulation. Doing so will provide needed certainty to the
regulated community and the market that there are mechanisms in place to ensure prices do not exceed
the third tier of the allowance price containment reserve (APCR).

A) Measures that take effect now and gradually over time reduce the likelihood of prices rising
above the APCR in the future by: 1) reducing demand for compliance instruments; 2)
increasing the supply of compliance instruments; and 3) ensuring that compliance instruments
are accessible in the marketplace.

B) Measures that, when triggered, would quickly alter compliance instrument demand/supply
dynamics and constrain upward pressure on market prices for a period of time. An example
trigger is a percentage level of depletion of the APCR.

C) Measures that, when triggered, would keep allowance prices at the third tier of the APCR
regardless of current demand, while preserving the environmental integrity of the Cap and
Trade Program over time.

A) Potential measures that could be implemented now to reduce the likelihood of prices rising
above the APCR in the future:

1. Approve more offset protocols to increase the supply of offsets.
2. Exempt offsets from projects within California from the 8% offset limit.

3. Allow each covered entity to carry over any unused portion of its 8% offset limit for use in
future compliance periods.

4. Address constraints imposed by the current holding limit.
5. Hold an additional auction after the end of each compliance period:

e Redistribute allowances between auctions to allow for one additional auction per
compliance period, and/or acquire allowances for auction per B2 below.

e This auction should be held between September 1 of the year following the end of a
compliance period, when verification statements for prior-year emissions are due (section
95103(f) of the MRR), and November 1, when compliance entities are required to
demonstrate compliance (section 95856(f)(1) of the Cap and Trade Regulation).

6. Provide allowances to electrical distribution utilities to cover emissions from electrification
of transportation and distributed fuel uses in California.
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Each allowance provided to EDUs for electrification represents significantly greater
reduction in transportation and distributed fuel sector demand for compliance instruments,
lowering demand in comparison to supply.

This proposal would be limited to electrification that is incremental from the date this
measure is adopted and can be reliably measured.

B) Potential measures that would take effect when a specified trigger is reached (e.g. the APCR
is 40% depleted) to quickly alter compliance instrument demand/supply dynamics and constrain
upward pressure on market prices for a period of time:

1.

Unused offset proposal:

ARB would track the number of offsets used for compliance (cumulatively) compared to
the number of offsets that would have been used if every covered entity exhausted its 8%
limit.

The difference between the two numbers would be the “8% offset shortfall.”

When the trigger is reached, ARB will announce an increase in the maximum level of each
entity’s offset usage for the current compliance period. The increase will be calculated to
ensure that, if all covered entities surrender offsets up to the new higher level, the 8% offset
shortfall will be used up but not exceeded.

If the 8% offset shortfall is not used up in that compliance period, a new offset level will be
calculated for the next compliance period.

Compliance account proposal:

When the trigger is reached, allow covered entities the flexibility to transfer surplus
allowances from their compliance account to their limited use holding account.

This allows entities that have built up a bank of allowances in excess of their compliance
needs to re-inject those allowances into the market.

Limited borrowing proposal:

When the trigger is reached, allow covered entities to surrender for compliance allowances
with vintages of the current year and the following year (not applicable post-2020).

Offset geographic scope proposal:

When the trigger is reached, increase the number of compliance-grade offsets by expanding
the geographic scope of the approved offset protocols to North America.

Offset project start date proposal:
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e When the trigger is reached, increase the number of compliance-grade offsets by changing
the Offset Project Commencement date in sections 95973(a)(2)(B) and (c) of the Cap and
Trade Regulation to an earlier date.

C) Potential measure that would be triggered only if and when the third tier of the APCR is
depleted, to keep prices at the third tier level, while preserving environmental integrity:

Allowance-offset proposal: Upon depletion of the highest tier of the APCR, the Executive
Officer will make available (through the APCR sale mechanism) additional allowances, in
excess of the cap, necessary to satisfy the demand of compliance or opt-in compliance entities
at the price set for the highest tier of the APCR in the relevant year. The Executive Officer will
use the funds raised by the sale of additional allowances to reduce GHG emissions, with the
intent that emissions reductions will be equal to or larger than the number of additional
allowances sold.

The options available to the Executive Officer for reducing GHG emissions include, but are not
limited to, one or more of the following:

e Commission a third party to obtain and retire high-quality offsets not otherwise eligible
to satisfy the compliance obligations of compliance entities.

e Commission a third party to purchase and retire allowances from emissions trading
programs outside of California and linked jurisdictions.

e Commission a third party to invest funds in emission reduction projects outside the
capped sectors.

e Mandate emission reductions in sectors not covered by the Cap and Trade Regulation.
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Catherine H. Reheis-Boyd
President

October 26, 2015

Submitted via web link:
http://www.arb.ca.gov/lispub/comm?2/bcsubform.php?listname=ct2016amendments-
ws&comm period=1

Ms. Rajinder Sahota
Air Resources Board
1001 | Street,
Sacramento, CA

Subject: WSPA comments on October 2, 2015 Discussion Workshop for Cap-and-Trade
Regulation 2016 Amendments.

Dear Ms. Sahota,

The Western States Petroleum Association (WSPA) appreciates the opportunity to provide comments
on the issues and concepts discussed by staff at the October 2 workshop. The following comments are
preliminary and reflect the fact that the workshop covered concepts for future evaluation rather than
detailed subject matter. They should not be viewed as a complete accounting of our concerns with the
current Cap and Trade program or our recommendations to improve the program, many of which are
detailed in WSPA comment letters on previous regulatory proposals.

General Comments on ARB’s 2016 Proposals

WSPA agrees with ARB’s current thinking that post-2020 emission reductions should come
predominantly from the Cap and Trade Program and not from “complementary measures” (slide 10).
As we indicated in our October 18, 2015 comments on the state’s post-2020 program planning
process, complementary measures imposed by ARB tie specific sectors to anticipated progress in
technology and subsequent acceptance and use by consumers, Such assumptions of progress may not,
in fact, occur which will, in turn obscure the market forces and blunt changes in consumer behavior.
Independent research also supports the conclusion that complementary measures are much more
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expensive than market based approaches.’ However, even with a well-designed Cap and Trade
program as the program focal point, California should condition aggressive caps on concrete actions
by other jurisdictions to reduce greenhouse gas emissions. Failure to do so will shift economic
productivity to other jurisdictions, resulting in job displacement and GHG emissions leakage.

ARB has indicated it would like to separate program changes necessary to facilitate continued
implementation of the Cap and Trade Program from those that may be more relevant in a post-2020
program environment. However, the list of issues ARB has identified for pre-2020 amendments is
lacking improvements that will be critical to minimize the potential for market volatility as the current
program matures and opportunities for emission reductions are in shorter supply. Chief among these is
the need to address limitations in existing cost containment mechanisms now to ensure that they are
available and viable in the third compliance period. Several economists and market experts have
observed in the context of California’s Cap and Trade Program that it is better to address market
design and cost containment issues during a period of stability than to wait for a destabilizing event to
occur, at which point corrective actions may be inadequate to mitigate damage to the market, those
who participate in it and the credibility of the underlying program as a model for other jurisdictions.

ARB also references its “Adaptive Management Program” as a tool to identify potential adverse
localized air quality impacts from implementation of the Cap and Trade Program. While we
understand that this Program will be the subject of a December Board update, we remain concerned
that it has been under development for several years, yet very little Program information has been
provided to the public. We are concerned ARB and the local air districts have not provided the
necessary clarity on how they will use GHG emissions data to assess potential adverse impacts at the
local level. This is especially a concern in light of the comprehensive network of criteria pollutant and
toxic air contaminant regulations that already exist at the federal, state and local levels. As ARB is
well aware, these requirements operate independently of the Cap and Trade program and will ensure
continued reductions of emissions with potential localized impacts at the same facilities regulated
under Cap and Trade. We need clarity on the role and operation of this program in order to participate
meaningfully in the stakeholder review process.

Streamlining Offsets

WSPA maintains that the Cap and Trade regulation needs additional measures to address potential
long term market imbalances that could result in allowance price spikes and unintended economic
impacts. The existing suite of cost containment measures is underutilized. When any program starts
there is a lag time in secondary markets, in part due to initial market stability in the absence of supply
constraints. However, the regulation itself, and uncertainty and volatility created by ARB’s recent
amendments, interpretations and implementation actions create bottlenecks that have seriously limited
the utility of these mechanisms.

'Analysis of the California ARB’s Scoping Plan and Related Policy Insights, The Charles River Associates, April 21, 2010,
concludes that eliminating complementary measures from the current suite of AB 32 policies would reduce program cost
by up to 50%.
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ARB’s regulations governing offsets is a good example of this problem. The 8% “use it- or -lose it
“quantitative use limit and its application to single compliance periods poses limitations on use of
offsets. In addition, geographic restrictions, including ARB’s interpretation that emission reductions
outside of California are only eligible for credit if they would be considered “additional”” within
California, makes identifying potential offsets problematic.

Another example of how offsets availability is being limited is shown by ARB’s handling of the 2014
investigation and invalidation of offsets generated from ozone depleting substance destruction projects
at Clean Harbors in Arkansas. ARB’s action is likely to chill development of offsets in the future, as
many commenters noted in the workshops. Similarly, ARB’s recent amendments to the U.S. Forest
Protocol that impose new restrictions on forestry projects will make qualifying for offsets a more
difficult challenge. Taken together, these and other requirements have reduced development and
investment in offsets which has, in turn, constrained the pool of available offsets and their value in the
marketplace.

We agree that the current offsets process would benefit from greater predictability and that actions
should be taken to truncate the timeframe for issuing offset credits. However, the proposals described
during ARB’s October 2, 2015 workshop fall well short of the changes necessary to ensure the
viability of offsets as a cost containment and leakage prevention mechanism. To achieve this
outcome, ARB must also explore a range of options already identified by various market experts and
compliance entities?, including but not limited to:

e Increasing the 8% quantitative use limitation.

e Exempting California offset projects from the 8% limit.

e Allowing compliance entities to carry forward any unused portion of the 8% limit into the next
compliance period.

e Redistributing unused offset “capacity” to compliance entities. For example, if usage for the
prior compliance period was only 7%, ARB could allow up to 9% in the next compliance
period. This approach could be implemented on an aggregate or individual compliance entity
basis.

e Removing or reducing geographic use restrictions, including allowing use of offsets approved
by other jurisdictions (both linked and non-linked).

ARB has often observed that the vast majority of significant emissions sources within California’s
borders are already controlled such that generating in-state offsets is a challenge. This challenge is
not alleviated with linkage to other jurisdictions because, as noted above, emissions in those
jurisdictions are only eligible for credit if they would be considered “additional” under the California
program. In other words, the hurdle of finding and qualifying offsets in California is, by regulation,
extended to other linked jurisdictions.

2 See in particular the Joint Utilities Group Cost Containment Proposals presented during the Air Resources
Board Cost Containment Workshop on June 25, 2013.

Comment Overview




Navigate to Table of Contents

While the additionality requirement is well-founded for determining offset credit eligibility within
California’s borders, its applicability to emissions that occur outside of California in non-linked
jurisdictions frustrates the overall intent of the program to promote GHG emission reductions on a
global scale. Consider, for example, a jurisdiction with NO current GHG controls. From a global
climate perspective, any emission reductions would be beneficial irrespective of whether the source
would be controlled if it were located in California. However, in most cases, emission reductions
from sources outside California would not be eligible for offsets under AB 32. ARB should explore
how emissions reductions from those sources could be eligible under the offset program so that the
effort to address global climate change can rightfully include sources around the globe.

In addition, to help restore market confidence in ARB-issued offset credits, ARB should follow
Quebec’s lead and create a reserve pool of credits to backfill any credits invalidated as a result of
offset project investigations. In this regard, we note again that ARB’s current offset investigation and
invalidation process is poorly defined, at odds with existing regulatory requirements and creates
extreme uncertainty in the marketplace, as has become evident in the wake of ARB’s investigation of
ODS destruction projects at Clean Harbors” Arkansas facility. As the International Emissions Trading
Association (IETA) documents in its June 19, 2015 letter to ARB Executive Officer Richard Corey?,
this investigation has had a chilling effect on ODS project investment, and prospective purchasers of
credits that could be generated under other protocols are increasingly wary of invalidation risk. If
these conditions are allowed to persist, the pool of offset credits available for use in California will be
grossly inadequate to meet the needs of compliance entities, increasing the potential for market
volatility. Moreover, California will have sacrificed opportunities to reduce significant volumes of
GHG emissions in other jurisdictions.

Additional Cost Containment Needs

In addition to the recommendations for offsets noted above, the following cost containment features
should also be included in ARB’s proposed amendments for the third compliance period.

1. Industry Assistance

Looking at California’s program in isolation, as the current Cap continues to decline and
opportunities for emission reductions become increasingly scarce and expensive, there is a
greater need for industry assistance in emissions allocation to insulate in-state companies from
economic advantages that would otherwise be enjoyed by their out of state competitors. From
a global perspective, the need for industry assistance in California diminishes only as other
jurisdictions implement similar programs that level the playing field within regulated sectors.
As ARB is aware, the response from other jurisdictions has been slow and very limited in
scope. Absent an immediate groundswell of action by other jurisdictions, the reductions in
industry assistance scheduled for the third compliance period will guarantee significant trade
exposure for in-state regulated entities and will likely lead to emissions leakage. Thus, WSPA

* |ETA letter to Richard Corey, LETTER REQUESTING CLARITY ON REGULATORY COMPLIANCE, Business Summary of
Impacts & Recommendations, June 19, 2015.
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recommends that ARB maintain the current 100% industry assistance factor (IAF) through the
end of the second compliance period

While ARB plans to rely on the results of emissions leakage research currently underway at
UC Berkeley and Resources For the Future, WSPA is very concerned that these studies, will
not adequately address the refining leakage risk. We would note that the cement sector was
accommodated by ARB preparing a separate leakage study.

With respect to the 3" compliance period, WSPA understands that ARB is awaiting the results
of emissions leakage research currently underway at UC Berkeley and Resources For the
Future and plans to hold public workshops to identify how their findings may affect the
industry assistance factor. Given the reports are not scheduled to be released until some time
in 2016, any results from that work, after review, analysis, and comment by stakeholders,
should be implemented as part of the 3rd compliance period that starts in 2018.

Price Cap

ARB’s Emissions Market Assessment Committee (EMAC) previously recommended that ARB
establish a maximum price at which it would sell unlimited additional allowances to avoid
possible price spikes and economic dislocation from volatility in supply or demand.* EMAC
also noted that “It is far better to have a transparent and credible process for limiting allowance
prices established in advance than relying upon ad-hoc emergency measures during periods of
stress.”® Accordingly ARB should act now, in consultation with its own market experts and
other program stakeholders, to establish a reasonable price cap that will help maintain market
stability in the third compliance period.

Holding Limits

The EMAC also recommended that ARB consider relaxing current holding limit requirements
to minimize the likelihood of stranding allowances. As the EMAC noted, the prohibition on
transfer or sale of allowances from compliance accounts could be especially problematic for
large compliance entities that choose to pre-fund their compliance accounts as a hedge against
compliance risk. These entities could later find themselves flush with allowances which cannot
be sold to other market participants that may be in need of additional allowances. To address
this concern, the EMAC recommended that the regulations be changed to allow trading
between compliance accounts, subject to certain limitations, and that this change could be
accomplished “without a significant increase in the risk of market manipulation.”®
Alternatively, ARB could use the current limited exemption formula, which is scaled to an

4 Price Containment in the California Cap & Trade Market, Emissions Market Assessment Committee, November 14, 2013.
5 Price Ceiling in the Greenhouse Gas Emissions Cap-and-Trade Market, Severin Borenstein, James
Bushnell and Frank A. Wolak, Emissions Market Assessment Committee, November 8, 2013.

6 Holding Limits in California’s Greenhouse Gas Emissions Cap-and-Trade Market, Severin Borenstein,
James Bushnell and Frank A. Wolak, Emissions Market Assessment Committee, November 8, 2013.
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individual entity’s three year compliance obligation, to establish the holding account limit.
This approach would eliminate the threat of stranding allowances.

As noted above, since the potential for market volatility is greater near the end of the market
period (2020), WSPA encourages ARB to work with the EMAC and other stakeholders to
adjust holding limit requirements in advance of the third compliance period.

Streamlining Auctions

ARB is requesting public input on several proposals for streamlining Cap and Trade Auctions. WSPA
agrees that some of these proposals bear further consideration. Others, however, would reduce
flexibility for auction participants and could discourage voluntary market participation. One such
example is the suggestion to reduce options for bid guarantee mechanisms. To the contrary, all market
participants would benefit from an expansion of bid guarantee options to include financial test and
corporate guarantee mechanisms as are allowed under the Resource Conservation and Recovery Act
(RCRA) financial assurance regulations (40 CFR Part 264/265 Subpart H). RCRA permits the owner
of a hazardous waste treatment, storage, and disposal facility to use these mechanisms to prove that it
has the financial means to cover closure and post-closure costs.

These RCRA financial assurance options are readily adaptable to California Cap and Trade auctions,
regardless of the adequacy of the participants’ in-state assets. For example, an owner/operator located
outside California could use assets, credit agencies and banks within its own jurisdiction to establish
that it satisfies the financial test mechanism or it could use a corporate guarantee from a parent
company. Either mechanism could be submitted to ARB on an annual basis, as is required by RCRA,
to cover the expected total auction procurement costs for a given auction cycle. ARB could retain this
financial assurance documentation rather than having to return a bid guarantee, such as a letter of
credit (LOC), for each auction. From an auction participant’s perspective, LOCs and bonds are less
favorable bid guarantee mechanisms because the covered entity must pay its creditors for the privilege
of holding the financial instruments open for the duration of the auction process.

If a compliance entity were able to use a financial test or a corporate guarantee already on file with
ARB, the Western Climate Initiative or a linked jurisdiction, that entity would be able to participate in
an auction at any point in time, rather than having to wait for the next auction because it missed the
window for submitting paperwork required for other financial assurance mechanisms. In addition,
since the cost associated with a financial test or corporate guarantee is minimal, the compliance entity
could use funds that would otherwise be dedicated to time-limited, single auction financial assurance
mechanisms to purchase more allowances at auction. ARB should adapt these mechanisms from
RCRA to provide auction participants a greater degree of flexibility and cost control than is currently
allowed under the Cap and Trade regulations.

Auction Frequency

In response to ARB’s solicitation for input on auction frequency, WSPA agrees with ARB’s Emissions
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Market Assessment Committee (EMAC) that “Increasing the frequency of auctions should
significantly improve the credibility of the allowance price information available to market
participants and the ARB.”’" The Western Climate Initiative has also asserted that more frequent
auctions would reduce price volatility and opportunities for market manipulation.® In addition to
expert opinion, ARB should look to current practice to inform the question of auction frequency.
More frequent auctions are a hallmark of established emissions trading programs in other jurisdictions
such as the European Union. For these reasons, ARB should consider increasing auction frequency
from quarterly to monthly starting no later than the third compliance period.

Streamlining Information Management

WSPA supports ARB’s proposal to allow electronic reporting and signature of required information,
including attestations. We also support consolidation of corporate association disclosure requirements
and changes to certain timeframes for updating required information. In particular, the current
timeframes for updating registration information in section 95830(f) (1) are insufficient, especially for
large corporate entities with multiple direct and indirect associations. As WSPA indicated in our
October 16, 2013 comments on then-proposed changes to the Cap and Trade regulation, these
timeframes should be extended to a minimum of 60 days.

In addition, to improve the clarity of the regulation and to facilitate consistent interpretations among
ARB staff, verifiers and regulated entities, ARB should take this opportunity to codify its current
guidance on disclosures of corporate associations and investigations of corporate affiliates, dated
October 10, 2014.

Market Information / Monitoring

WSPA agrees that certain information required under the current regulation is not necessary to achieve
ARB'’s objectives for preventing market manipulation. One example cited in WSPA’s October 16,
2013 comments is the requirement for registration of “all individuals serving as Cap and Trade
Consultants and Advisors for entities participating in the Cap and Trade program” in sections
95830(c)(1)(J) and 95923. It remains unclear what additional insight this information provides relative
to ARB’s market oversight objectives. Furthermore, as we noted in our earlier comments, it is
common business practice for contracts between the company and its consultants (which often
represent multiple clients) to include confidentiality provisions. This requirement is unnecessarily
intrusive and violates the legal rights of entities to enter into contracts with firms of their choosing. It
should be removed from the regulation.

With regard to ARB’s question about whether it should release more detailed market supply measures
WSPA maintains that all data pertaining to the market positions of individual entities, along with
information concerning corporate associations, should be designated as confidential business

7 Auction Format and Auction Frequency for California’s Greenhouse Gas Emissions Cap-and-Trade
Market, Severin Borenstein, James Bushnell and Frank A. Wolak, November 8, 2013.
® Western Climate Initiative Markets Committee Report on Holdings Limits, Jeffrey H. Harris, May 6, 2010.
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information (CBI) by default and protected from public disclosure. Public disclosure of this
information could increase the potential for market manipulation and decrease overall market liquidity.
WSPA agrees that market trend analysis is important, and sufficient data to support such analysis
should be publicly available. For example, ARB should report information concerning surrender of
offsets for compliance purposes. However, this objective should be achieved through aggregation and
de-identification of individual participant data. ARB should reach out to market participants prior to
posting market data or reconfiguring existing aggregated data to ensure that it does not inadvertently
disclose CBI.

Nicholas Institute “Double Cap” Concept for Post-2020 Program

WSPA opposes this approach to cap setting for post-2020 emission reductions. As we understand the
concept, the first cap would be predicated on assumptions about what existing technologies can
achieve by 2030. The second, more stringent cap would be aspirational, based on best-case
assumptions of rapid technology innovation and widespread public adoption of transformational
climate policies. The risk of failing to achieve the aspirational cap would be mitigated by creating a
separate pool of allowances that would cover the difference between actual emissions reductions and
the aspirational cap. This approach suffers from at least two fundamental flaws. First, setting a purely
aspirational second cap necessarily implies the setting of a target based on wishes or aspirations rather
than one that is based on rigorous technical and economic analysis. Second, this approach would
remove additional allowances from the market, further constraining limited supplies, driving up price
and effectively operating as a second “haircut” for regulated entities. Thirdly, this approach would be
yet another intrusion to the market and could undermine cost containment measures that are essential
to the success of a post-2020 program. For these reasons, ARB should not use the Nicholas Institute
“Double Cap” concept as the model for post-2020 cap design.

Allowance Price Containment Reserve

WSPA is concerned about the growth in APCR volume and price escalation forecast under the current
regulation and how this set aside may impact the market as allowances become increasingly scarce
under the declining cap. One possible means of mitigating potential market volatility that could
otherwise be induced by the APCR is to redistribute allowances remaining in the APCR at the end of
each compliance period back into the market. WSPA looks forward to discussing this issue and the
need for possible APCR reforms as ARB moves forward with this regulatory proceeding.

WSPA appreciates the opportunity to comment on ARB’s proposed cap and trade concepts and look
forward to continuing dialogue on this issue. Should you have any questions, feel free to contact me at
this office or my staff, Mike Wang (cell: 626-90-4905; mike@wspa.org.).

Sincerely,
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October 19, 2015

Ms. Rajinder Sahota

Branch Chief, Cap-and-Trade Program
California Air Resources Board

1001 | Street

Sacramento, CA 95814

RE: Sempra Energy Utilities’, Southern California Gas Company and San Diego Gas &
Electric Company, Comments on Slides Presented During the October 2, 2015
Discussion Workshop Regarding the Scope and Schedule for Potential 2016
Amendments to the Cap-and-Trade Regulation

Dear Ms. Sahota:

The Sempra Energy Utilities (“SEU”), comprised of Southern California Gas Company and San
Diego Gas & Electric Company, appreciate the opportunity to submit these comments with
respect to the proposed scope and schedule for potential 2016 amendments to the cap-and-
trade rules, presented by the Air Resources Board (“ARB”) at a discussion workshop conducted
on October 2, 2015. Although only a rough outline was presented during the workshop, SEU
applauds ARB’s overall objective of extending the cap-and-trade program, and making the
program more efficient while maintaining environmental and market integrity.

ARB’s presentation at the October 2™ workshop addressed the following topics:
1. Climate change policy update

Cap-and-trade regulation update

Scope and schedule for cap-and-trade regulation amendments

Schedule for climate change scoping plan update

USEPA’s clean power plan

ARB'’s plan for compliance with this plan

Opportunities for streamlining cap-and-trade program efficiency

Cost containment

Market data publication

©oNOOhAWN
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Please note that, given the lack of detail and specificity in ARB’s slide presentation, SEU’s
comments below are tentative or preliminary in nature. Consequently, SEU reserves its right to
later develop, modify, or supplement its comments as ARB releases in the following months
more substance and detail regarding its proposed changes to the cap-and-trade rules.

1. Use the first compliance period event as a learning opportunity. The cap-and-trade
program’s first compliance period (“CP1”) ended on December 31, 2014. According to slide #5
in ARB’s morning slide presentation, on November 2, 2015, the entities participating in CP1
must surrender enough compliance instruments to cover the sum total of their GHGs emitted
during CP1. SEU submits that this unprecedented event would likely yield substantial
compliance information regarding entities participating in CP1 that could cause ARB to either
keep, delete, rethink, or revise certain cap-and-trade requirements. Therefore, we encourage
ARB to wait until enough CP1 compliance information has been accumulated, sifted through,
and thoroughly reviewed, thereby yielding the data necessary for amending or updating the cap-
and-trade rules.

2. Avoid jumping to conclusions regarding localized impacts. On slide #6 of the morning
presentation, ARB discusses the need to monitor adverse localized air quality impacts resulting
from the cap-and-trade program, and to develop ways to address such impacts. While SEU
understands and agrees with ARB’s need to identify and evaluate these localized adverse
impacts, we urge ARB to carefully study these impacts and determine whether these are
causally related to the cap-and-trade program, or are just correlated.

3. Carefully consider the imposition of additional requirements. On slide #7 of the morning
presentation, ARB states that it wants to streamline regulations and remove unnecessary
requirements as it seeks to make the cap-and-trade program more efficient, while also
maintaining the program’s environmental and market integrity. SEU commends ARB highly for
taking such a step forward. SEU, however, also cautions ARB not to impose new requirements
in its quest to maintain the program’s integrity, unless such requirements have been fully vetted
to ensure against undermining ARB’s efficiency and streamlining goals.

4. Take into account the other AB32 GHG reduction measures when setting the caps. On
slide #10 of the morning presentation, ARB discusses the 2030 statewide GHG reduction target,
as well as what portion of that target should be placed on the shoulders of the cap-and-trade
program. While the cap-and-trade program has so far proven to be a very efficient and effective
tool for reducing GHG emissions in the state, SEU suggests that ARB first evaluate the success
and effectiveness of the other GHG reduction measures such as the low-carbon fuel standards
or the advance clean cars program, among many others. Such an assessment would help ARB
better determine how to set the 2021 and 2030 caps for the cap-and-trade program, in light of
the GHG reductions already achieved or achievable by such measures.

5. Better ensure the integrity of offsets in addition to streamlining their issuance. On slides
##14-20 of the morning presentation, ARB asked for stakeholder input with regard to
streamlining the offset issuance process in terms of shortening the time for issuing offset credits
as well as infusing more predictability into the process. SEU greatly appreciates ARB’s forward
thinking in this regard and, in due time, will provide ARB with feedback as well as input on
possible streamlining measures. SEU would also suggest that ARB address in this streamlining

2
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process the need to better ensure the integrity of offsets, given that offset end-users ultimately
bear the compliance liability if the offsets they purchased either get entirely or substantially
invalidated after they have been issued.

Furthermore, SEU would like to point out how Early Action Offsets that are awaiting review
currently have no issuance deadline set forth in the regulation. As a result, these offsets which
have been in the review queue for some time are routinely brushed aside while Compliance
Offsets are processed in a timely manner in order to meet their respective regulatory deadline.
SEU urges that ARB create an issuance deadline for Early Action Offsets as part of its
streamlining efforts. In addition, ARB may want to change the invalidation period of an Early
Action Offset such that it does not necessarily begin on the day of the offset’s issuance. Rather,
the invalidation period should begin either on January 1, 2012 (the start of the program), or on
the start date of the offset, whichever is later.

6. Continue to find ways to streamline auctions. On slide #22, ARB lists a number of ways
for streamlining the allowance auction process, all of which SEU supports and endorses. SEU
also recognizes the challenges ARB faces in streamlining auctions, but encourages ARB to
work closely with stakeholders who, as auction participants, have many ideas for improving the
auction process without undermining the policy behind these auction rules. SEU suggests, for
example, reducing the number of days between the date of an auction and the deadlines for
several pre-auction submittals. We would also suggest creating alternatives to the cash option
when providing bid guarantees, since some auction participants may have cash management
restrictions that could severely limit their ability to participate in a given auction. Finally, we urge
ARB to consider relaxing the number of Accounts Viewing Agents in CITSS, which would be
helpful to auction participants and, therefore, further streamline the auction process.

7. When streamlining the information management process, please find more ways to
reduce legal complexity, as well as burdensome administrative paperwork and submittals. On
slides #26-35 of the morning presentation, ARB discusses a key area for streamlining and
implementing more efficient and less burdensome procedures, namely, information
management. Much of the frustration participants encounter with the cap-and-trade program
involves the complexities and nuances in the rules governing the information management
process. Not only are these rules amended frequently, but a significant amount of written
guidance is often issued by ARB alongside these rules, practically making compliance with
these information management rules an extremely “attorney-intensive” exercise, i.e., making
sure submittals that comply with ARB’s written guidance, for example, also comply with the
applicable rule as written.

Indeed, on a few occasions, SEU attorneys have had to communicate directly with ARB
attorneys in order to better understand — and, therefore, better comply with — certain information
management rules. For example, during one such telephone conversation, ARB attorneys
confirmed for us that one of the exemptions to the non-disclosure rule, as set forth in 17 CCR
§95914(c)(2)(D), would also apply to disclosures required by other government agencies in
addition to the CPUC. SEU hopes that during this amendment process, ARB revises the
language in 17 CCR §95914(c)(2)(D) so that it more clearly states its intent and purpose.

Much of the information required by the cap-and-trade rules can also be provided less
frequently. For example, the requirement to submit to ARB within 30 days any changes to the

3
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names, titles, and addresses of a participant’s officers and board of directors, can be adjusted to
once a quarter, as part of the auction registration process. Furthermore, while most submittals
or reports can be done online or electronically, there are still some reports or submittals that are
being made via hard copy, such as, for example, the officers and board of directors 30-day
report discussed above, as well as the Auction Application Attestation form. SEU is sure that
these hard copy submittals can be converted into online or electronic submittals without
compromising the cap-and-trade program’s integrity or making the program easier to “game.”

SEU would like to raise one further point regarding information management that is not
addressed in the slides, namely, the prohibition against disclosure of certain allowance auction
information. In particular, many participants find it awkward, if not unwieldy, to respond to
questions regarding participation in a past auction, by referring the questioner to the ARB
auction website where the answer can eventually be divined. It is unclear to SEU exactly how
such a requirement mitigates against “gaming” or prevents fraud or undermines the state’s GHG
reduction goals.

Thank you, again, for the opportunity to provide some preliminary comments on ARB’s slide
presentation on potential amendments to the cap-and-trade rules. SEU looks forward to
working closely with ARB and its staff as it further develops and refines these proposed
amendments. Please do not hesitate to contact me should you have any comments or
questions regarding the above.

Sincerely,

Tamara Rasberry
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October 21, 2015

Ms. Rajinder Sahota

Assistant Division Chief — Climate Program
California Air Resources Board

1001 | Street

Sacramento CA, 95814

Filed Electronically

RE: Modesto Irrigation District and Turlock Irrigation District’s Comments from the
October 2, 2015 Workshop Regarding Amendments to the California Cap-and-
Trade Program — Renewable Portfolio Standard (RPS) Adjustment

Dear Ms. Sahota:

Modesto Irrigation District (MID) and Turlock Irrigation District (TID) are concerned with the
California Air Resources Board’s (ARB) proposed amendments, which would remove the RPS
Adjustment from the Cap-and-Trade Regulation in the existing program. The RPS Adjustment is
an integral part of Cap-and-Trade that reflects a core State policy requiring extensive use of
renewable resources, and is overall a critical element in the renewable energy markets. These
comments focus on our recommended revisions to the Renewable Portfolio Standard (RPS)
adjustment sections of the CAP-and-Trade Program and Mandatory Reporting Regulation
(MRR).

Removal of this regulatory mechanism would significantly impact and very likely escalate the
costs of importing out-of-state renewables. Furthermore, it would penalize utilities like MID
and TID —and our ratepayers — who made early investments in these preferred resources and
formulated subsequent energy portfolio decisions consistent with the State’s renewable
program. As publicly owned utilities (POUs), our customers will ultimately bear the negative
financial and resulting rate impacts due to such a regulatory rule change.

One of the goals to California’s RPS program is to reduce greenhouse gas (GHG) emissions
through cost-effective procurement of zero emission renewable resources. The RPS law allows
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utilities to procure renewable energy irrespective of the location of production (i.e., whether
from an in-state or out-of-state renewable resource).

Due to transmission limitations, the intermittent nature of some renewable resources, and
complexities around transmission scheduling, both past and current RPS laws allow the power
from out-of-state resources to be “firmed and shaped” for delivery at a time other than when
the generation occurs. The total volume of qualified RPS procurement is limited by the actual
metered generation of the facility. The firming and shaping provisions provide a cost-effective
means to procure zero emissions energy from geographically disparate resources. Thisis an
important component of the existing RPS law that California’s utilities have relied upon in
developing their RPS procurement plans since the adoption of the mandatory RPS law in 2002.

MID and TID have made early investments in a low-carbon future by entering into long-term
contracts and ownership structures with out-of-state renewable resources using the firming
and shaping mechanism. Many of these investments were made at a time long before it was
known whether, if at all, California would develop a cap-and-trade program, much less whether
such a program would apply to out-of-state zero emissions resources.

Early in the development of the Cap-and-Trade Program the ARB wisely addressed these
concerns by creating the RPS Adjustment mechanism.! The inclusion of the RPS Adjustment
sent a clear signal to the electricity sector that existing investments in out-of-state, zero
emissions resources would still retain their value as zero-emission assets, provided they meet
the requirements set forth in Section 95852(b)(4) of the Cap-and-Trade Regulation.

The inclusion of this provision helped preserve the long-term investments of POUs and also
facilitated new investments in renewable energy within the Western Interconnection. The RPS
Adjustment enables a broader market for zero emission energy by allowing out-of-state
renewable energy resources to compete on a level playing field with in-state resources. This
level of west-wide competition advances the goal of creating and integrating market interests
to reduce regional GHG emissions.

By furthering the regional renewable energy markets, the RPS Adjustment is a central
component that plays an important role in achieving the State and region’s GHG emission
reduction goals. We believe that removal of the RPS Adjustment from the Cap-and-Trade rules
will drastically undermine the value long-term investments in out-of-state renewable energy,
negatively impact utility ratepayers throughout California and substantially limit the ability to
diversify access to resources that would further the ARB’s GHG reduction policies.

! See October 2011 Final Statement of Reasons at p. 57, available at: http://www.arb.ca.gov/regact/2010/
capandtradel10/fsor.pdf

Comment Overview




Navigate to Table of Contents

The primary challenge to implementation of the RPS Adjustment is the direct delivery
prohibition, which is intended to prevent double counting of an out-of-state resource’s
emission attributes due to more than one entity claiming credit for the same emissions
reduction. MID and TID understand, appreciate and support that the ARB must protect the
integrity of the Cap-and-Trade program and prevent double counting of emissions reductions;
however, it’s possible to minimize or eliminate the risk of double counting and keep the RPS
Adjustment in place. Under current law, null power [i.e., energy without the renewable energy
credits (RECs)] can be transacted and imported to California and can be claimed as a zero
emissions resource even though the importer doesn’t have title to the RECs.

By adjusting the Cap-and-Trade and Mandatory Reporting Regulations to decouple null power
from its associated RECs and align the regulations with REC ownership only, verification that
only one entity claims any one REC will be much simpler and more accurate because assessing
direct deliveries will no longer be required. Such regulation revisions would avoid harm to the
proactive and prudent long-term investments made by California utilities in out-of-state
renewables.

This recommendation addresses the ARB’s concerns with respect to the direct delivery and
would eliminate the potential for double counting. As we’ve noted, maintaining the RPS
Adjustment is critical for publicly owned utilities that have made early, long-term investments
in out-of-state renewable resources and prudent subsequent portfolio decisions based in large
part on those early actions. The RPS Adjustment also plays a critical role in maintaining a
robust regional renewable energy market and is therefore important to advancing the State’s
GHG objectives.

As such, MID and TID urge the ARB hold a series of workshops to more fully explore the array of
possible solutions. We look forward to working with the ARB to address these issues.

Sincerely,
7 A
{:‘:(’%.ﬂf:{? /%L‘:gé '?ﬂi-/g/
i
Greg Salyer Casey Hashimoto
Interim General Manager General Manager
Modesto Irrigation District Turlock Irrigation District
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Comments of the Western Power Trading Forum
to the California Air Resources Board

on 2016 Amendments to the Cap and Trade Regulation
October 20, 2015

Clare Breidenich
WPTF GHG Committee Director

cbreidenich@aciem.us
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The Western Power Trading Forum?! (WPTF) welcomes the opportunity to provide input to the
California Air Resources Board (CARB) on its consideration of possible amendments to the Cap and
Trade program for the third compliance period and the post-2020 program, including California
Compliance with the Clean Power Plan (CPP).

First, as it is early in the rule-making process, WPTF is not yet in a position to provide detailed
comments on the specific items, such as stream-lining of information management and cost
containment provisions, identified by CARB as areas for revision. However, WPTF reiterates the
need for the scope of the cap and trade amendments for the third compliance period to include full
evaluation and clarifications to the procedures and requirements for the RPS adjustment. As WPTF
explained at the October 2nd workshop, we are very concerned that the way that CARB is
interpreting and implementing the RPS adjustment requirements is unworkable and is creating
conflicts with contractual terms.

Additionally, we believe that dedicated consideration of electricity sector issues is warranted
within the cap and trade amendment rule-making. In addition to the need to consider any
necessary changes to the California cap and trade program to comply with the CPP, CARB must also
consider changes that may be needed in response to other state CPP plans, particularly the
treatment of electricity imports. At the same time, regional energy markets are changing quickly -
the California ISO Energy Imbalance Market is expanding to include 5 non-California balancing area
authorities and transformation of the CAISO into a regional grid organization could occur within the
next few years. These changes necessitate careful consideration of whether and how carbon
associated with electricity imports will be regulated in the future, and, if so, what role the ISO will
play in facilitating this.

For these reasons, WPTF requests that CARB hold a workshop to identify and discuss possible
amendments relating to the electricity sector for both the third compliance period and the post-
2020 program. Given the importance of these issues and the fact that the CAISO plans to revisit GHG
accounting issues in early 2016, we recommend that CARB schedule the workshop as soon as
possible.

The remainder of these comments addresses CARB’s proposed strategy for compliance with the
CPP.

CARB Should Aim to Develop a “Trading-Ready” CPP Compliance Plan

WPTF agrees with much of the framework for the California CPP compliance strategy outlined in
the CARB discussion paper and staff presentation. Specifically, WPTF agrees that California should
pursue a mass-based plan based on the California Cap and Trade Regulation and that the multi-
sector nature of California’s cap and trade program, its linkage to Quebec, and the use of carbon
offsets necessitates a “State Measures” approach. We also agree that the level of emissions from
California electricity generation over the CPP compliance period are likely to be well below the

1L WPTF is a diverse organization comprising power marketers, generators, investment banks, public utilities
and energy service providers, whose common interest is the development of competitive electricity markets
in the West. WPTF has over 80 members participating in power markets within California and elsewhere
across the United States.
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level of EPA’s CPP target for California, and that as a result, the triggering of backstop measures is
extremely unlikely.

However, WPTF is concerned that neither the discussion paper nor the presentation reflect
consideration of linking California’s cap and trade program with any electricity-sector-only cap and
trade programs adopted in other states to comply with the CPP. Although mention is made of
regional collaboration and opportunities for linking, the option for California to adopt an EPA-
approved “trading-ready” plan is not explored.

Linked allowance trading programs throughout the west and nationally would have significant
advantages in terms of delivering long-term emission reductions and ensuring a common and
consistent carbon price signal for generator dispatch and investment. WPTF therefore urges CARB
to develop a ‘trading-ready’ CPP compliance plan that would enable linkage to any other EPA-
approved, mass-based, CPP allowance-trading program.

The CPP Provides a Mechanism to link California’s Program to other CPP Allowance Trading
Programs

The mechanism to link California’s multi-sector cap and trade program to electricity-sector only cap
and trade programs has been intentionally and explicitly addressed by the US Environmental
Protection Agency in the CPP. It would work as follows:

e CARB would impose annual emissions caps under the California Cap and Trade Regulation
consistent with the State’s 40% GHG emission reduction goal and issue allowances up to the
level of these caps. For CPP compliance, CARB would establish EGU mass standards (i.e. final
and interim) for electricity generating units (EGUs) at the levels set for the state by EPA.
CARB would also request approval for the plan to be deemed trading-ready.

e Once approved by EPA, California-issued allowances could be used for compliance by EGUs
in any other mass-based, trading-ready state. CARB would modify the cap and trade
regulation to enable covered entities to use allowances issued by other trading-ready states.

e Because its CPP plan would be a state measures approach, California would demonstrate
ongoing CPP compliance by comparing total EGU emissions to its EGU mass standards. (As a
result of the multi-sector nature of California’s cap and trade program, enforcement of the
program requirements on EGUs will not mathematically ensure attainment of California’s
CPP EGU standards.)

e In making this comparison, California would adjust the total reported EGU emissions by the
quantity of allowances imported from other CPP states, or exported to other CPP states or
Canadian provinces.2 In this way, net imports of allowances from other CPP states would
have the effect of raising California’s EGU mass standards. Imports from Canadian provinces
would not have this effect. All exports of California allowances have the effect of decreasing
California’s EGU mass standards.

2 http://www?2.epa.gov/cleanpowerplan/clean-power-plan-existing-power-plants#CPP-final at §60.5740(a)(2)(ii)(H)
and correction to §60.5740(a)(2)(ii)(H) in http://www.arb.ca.gov/cc/powerplants/errormemos/9.3.15.111d.pdf at page
13
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Other states that adopt allowance trading under the CPP are likely to do so only for the
electricity sector so that their program cap is equivalent to the CPP EGU standards for the
state. These states will not need to compare total EGU emissions to their EGU standard in
order to demonstrate ongoing compliance (and thus do not need to adjust emissions for net
imports/exports of allowances.) Rather these states must simply ensure that each EGU
retires sufficient allowances to cover its emissions.3 The allowances may come from any
EPA-approved CPP allowance trading state.

A Trading-Ready CPP plan will not Reduce Environmental Integrity

In response to questions at the workshop, CARB staff cited three concerns about the impact that
linkage to other state programs would have on the environmental integrity of California’s GHG
efforts or the CPP itself. WPTF believes that two of these concerns are misplaced, and that program
design changes could address the third.

Allowance Surplus/Overhead: CARB'’s first concern is based on the view that California’s
over-compliance relative to EPA’s CPP emission target for the state would result in an
allowance surplus. It then follows that linkage of California’s program to other state CPP cap
and trade programs would enable California’s surplus to be used by EGUs in other states so
that the level of emission reductions achieved by other states would be lower than it would
it be if California’s program were not linked.

WPTF considers this concern to be unwarranted. CARB would issue allowances only up to
the level of the cap under the state cap and trade regulation. Because the level of these caps
would reflect expected electricity sector emission levels consistent with the state’s AB32
targets and other state GHG mandates, then should not be any allowance surplus.

Emissions Leakage: CARB’s second concern relates to emissions leakage. Emissions
leakage in a general sense refers to the situation where emission reductions in one place are
offset by emission increases elsewhere, so that the overall level of emission reductions are
lower than intended. If California links its cap and trade program to other states’ programs,
the combined caps will ensure that the overall level of emissions reductions occurs, but
trading alters where the reductions occur geographically. Changes in the relative emissions
levels across states would happen, but this would not be emissions leakage - it would be
emissions trading.

Linkage of the California program to other state CPP allowance trading programs would
actually decrease the potential for emissions leakage in the electricity sector. If all Western
states adopted CPP linked cap and trade programs, then electricity generators throughout
the West would be subject to a common carbon price. This would eliminate the incentives
and opportunities for emissions leakage between California and out-of-state generators.
Further, the CPP itself will reduce risks of emission leakage, as all states are required to
reduce GHG emissions from electricity generation.

3 http://www?2.epa.gov/cleanpowerplan/clean-power-plan-existing-power-plants#CPP-final at §60.5825
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e Compliance with State GHG targets: The third, and thornier CARB concern has to do with
the possible impact of linkage on California’s efforts to achieve the Governor’s 40% GHG
emission reduction goal. Linkage of California’s cap and trade program to other state
programs would impact allowances prices and the direction of allowance transfer. The
relative prices of California allowances to that of other states in the absence of trading
(which is a factor of the marginal cost of emission reductions in each state) will determine
whether California capped entities are net buyers or sellers of allowances to/from other
states. If California allowance prices are inherently higher than those of other CPP states,
then California entities will buy allowances and in-state emissions would increase, making it
less likely that the state will achieve the 40% GHG goal.

Modifications to the design of the cap and trade program or other GHG programs could
mitigate this risk. In order to evaluate whether such program design changes are
warranted, it would first be necessary to assess the sensitivity of emission levels in capped
sectors to changes in allowances prices that may occur if California’s cap and trade program
is linked to other CPP programs. WPTF has provided separate comments to CARB for the
Scoping Plan Development that recommends that these questions be assessed in the context
of the Scoping Plan Economic Analysis.

Finally, WPTF recognizes that SB1018 in its current form poses a real barrier to linking California’s
program to other CPP programs. WPTF suggests that the legislature’s ongoing consideration of
codification of the 40% GHG reduction goal in state law provides an opportunity for revisiting
SB1018.
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Nicholas W. van Aelstyn

456 Montgomery Street, Suite 1800
San Francisco, CA 94104-1251
Direct:(415) 262-4008

Fax:(415) 262-4040
nvanaelstyn@bdlaw.com

October 19, 2015

Via Electronic Submission

California Air Resources Board
1001 I Street
Sacramento, CA 95812

Re:  Comments of Powerex Corp. on Potential Amendments to the Cap and
Trade Regulation and/or the Mandatory Reporting Regulation Concerning
the Reporting of Direct Deliveries and the RPS Adjustment

Dear Air Resources Board Staft:

I write on behalf of Powerex Corp. (“Powerex”) to provide recommendations to
California Air Resources Board (“ARB”) Staff for potential changes to the Cap-and-Trade
Program (the “Program”).

At its October 2, 2015 workshop, ARB Staff indicated that it is currently considering
proposing amendments to several components of the Program, including the Renewable Portfolio
Standard (“RPS”’) Adjustment provided for by Cap and Trade Regulation (“CTR”) section
95852(b)(4). Powerex supports the continued inclusion of the RPS Adjustment in the Program,
at least through 2020. Since the RPS Adjustment was first incorporated into the Program in
2011, importers of RPS-eligible electricity such as Powerex have structured contracts to account
for the RPS Adjustment. Should ARB significantly modify or eliminate the RPS Adjustment,
Powerex and other market participants will have to renegotiate contracts that provide for the
import and sale of renewable electricity into California.

In Powerex’s experience, there are two differing interpretations within the industry of the
appropriate method for reporting direct deliveries of power in which the importer does not own
the RECs from a specific facility and is (1) the generating providing entity (“GPE”) or (2) has
what would otherwise be a contract from a specified source:

A. The Importer reports the imported electricity from the specified source as unspecified
power at the default rate (allowing the REC owner to claim the RPS Adjustment);
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B. The Importer reports the imported electricity as from the specified source at 0 T/MWh,
(precluding the REC owner from claiming the RPS Adjustment).

Both of the above methods avoid double counting for a zero emission RPS eligible
resource. However, current ARB regulation and guidance appears to support interpretation B as
the correct interpretation. Through its experience and observations as a market participant,
Powerex has observed certain ambiguities in the Program’s regulations that have complicated the
administration of the RPS Adjustment and have resulted in these conflicting interpretations of
the appropriate method of reporting direct deliveries of power.

Powerex believes that these ambiguities can be largely clarified with two minor
amendments to the Mandatory Reporting Regulation (the “MRR”). By clarifying regulatory and
market expectations with these small changes, ARB can help to resolve conflicts that have arisen
between market participants as a result of these ambiguities, and thereby help ARB’s
administration of the RPS Adjustment. Making small clarifying adjustments of this kind will
help to ensure regulatory certainty and avoid unnecessary major alterations in a key element of
the Program that would upset the existing landscape of electricity deliveries.

1. Existing ambiguity as to whether direct deliveries of low emissions factor
energy must be reported as specified power are easily resolved with two
minor amendments.

Several provisions of the MRR have caused confusion over whether direct deliverers of
imported electricity generated at a low emissions factor source must report that electricity as
specified. Specifically, MRR section 95102(a)(435) defines “specified source” as “a facility or
unit which is permitted to be claimed as the source of electricity delivered.” Further, MRR
section 95111(g)(3) provides that “Electricity importers may claim a specified source when the
electricity delivery meets any of the criteria for direct delivery of electricity defined in section
95102(a), and one of the following sets of conditions: (A) The electricity importer is a GPE; or
(B) The electricity importer has a written power contract for electricity generated by the facility
or unit.” Together, these provisions suggest that an importer of electricity that originates from a
low emissions factor source may claim that import as specified power but is not required to do
so. In this view, if one is permitted to claim the source as a specified source, then presumably it
also is permissible to not do so.

However, ARB has clarified that a direct deliverer of electricity originating from a low
emissions factor source must report the import as specified power when the generation source
qualifies for “specified source” status, noting that MRR section 95111(a)(4) provides that an
“electric power entity must report all direct delivery of electricity as from a specified source for
facilities or units in which they are a generation providing entity or have a written power contract
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to procure electricity.”’ ARB has explained that by requiring direct deliverers of electricity to

report deliveries as specified when those sources qualify as such, ARB is better able to
understand the actual greenhouse gas intensity of California’s overall electricity supply. The
accuracy of such information is critical to the determination of the State’s actual GHG emissions,
which is a core requirement of AB 32.

While both ARB’s position and its rationale for it are clear, the MRR unfortunately is
not, and this has caused some confusion within the wholesale electricity markets. Powerex
believes that the ambiguities described above can be easily resolved by making a few minor
amendments to the MRR.

e Amend MRR section 95111(g)(3) as follows:

Electricity importers saay must claim a specified source when the electricity
delivery meets any of the criteria for direct delivery of electricity defined in
section 95102(a) . . ..

e Amend MRR section 95102(a)(435) as follows:

“Specified source of electricity” or “specified source” means a facility or unit
which is permitted-te-be-claimed as the source of electricity delivered. . . .

Powerex believes that the above amendments will resolve any outstanding ambiguity with
respect to this issue, and will clarify which parties are able to claim the RPS Adjustment (if any)
associated with imports of electricity originating from specified sources.

2. Most transactions entered into on the basis of an erroneous understanding of
MRR sections 95111(g)(3) and 95102(a)(435) can be remedied by private
agreement.

As ARB is aware, before Staff had occasion earlier this year to clarify that direct
deliveries originating from sources that qualify for designation as “specified” must be reported as
specified power, several entities had entered into transactional arrangements wherein one entity
held the rights to the RECs associated with out-of-state renewable electricity, and another entity
imported that electricity into California. These transactions were often entered into with the

" ARB also has noted that this has been its position from the outset. Included within its explanation of its decision to
adopt the RPS Adjustment in the 2010 Final Statement of Reasons (the “2010 FSOR”) is the following statement:
“When electricity generated by a zero GHG-emitting resource is directly delivered to California, and the electricity
importer (1) is a Generation Providing Entity (GPE) defined pursuant to MRR section 95102(a) or (2) has a written
power contract for electricity generated by the facility, the electricity importer must report the delivery as a
specified import and may claim zero GHG emissions for the imported electricity (see MRR sections 95111(a)(4) and
95111(g)(3)).” 2010 FSOR at 108 (emphasis added).
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expectation that the entity holding the RECs would be free to claim the RPS Adjustment, and the
importing entity would not hold the benefits associated with the renewable attributes associated
with that electricity.

In such transactions, when the importing entity later identified the electricity as specified
in order to comply with MRR section 95111(a)(4), the entity holding the RECs was barred from
claiming the RPS Adjustment as the contracting parties had intended.

These market problems can be resolved by additional private party agreements. For
example, Powerex ensured that its customers were kept whole for the RPS Adjustment credits
they had expected to be able to claim based on REC ownership and in turn received back
sufficient information such that Powerex could provide the required information under Section
95852(b)(3)(D) of the CTR.

Powerex’s proposed amendments to the MRR would remove any doubt within the
industry of the correct interpretation of the reporting requirements for direct deliveries to
California. Some market participants appear to be of the view that an Importer has discretion as
to how to report direct deliveries. Powerex’s proposed amendments to the MRR will remove this
confusion and provide clarity to the marketplace.

Thank you for your review and consideration of these comments. Powerex compliments
ARB for its excellent work to implement the mandate of AB32, and, in particular, its work on
market-based compliance mechanisms. If you have any questions on the above comments,
please contact me at 415-262-4008 or nvanaelstyn@bdlaw.com.

Sincerely,
7 b prre ,;.-{.g'_.r.;.r«-_gi-\_

. -
g T (4
s
[

Nicholas W. van Aelstyn
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Public Power Agency

P.O. Box 4060 = Modesto, California 95352 « (209) 526-7373

October 19, 2015

Rajinder Sahota

California Air Resources Board
1001 | Street

Sacramento, CA 95812

Re:  Comments 2016 Cap-and-Trade Amendments — RPS Adjustment

Dear Ms. Sahota:

On October 2, 2015, the California Air Resources Board (CARB) hosted a Kick-Off for
2016 Cap-and-Trade Program Amendments Workshop. While the workshop addressed many
important issues that will be the subject of the 2016 rulemaking process, the M-S-R Public
Power Agency (M-S-R)* submits these comments on the limited issue of potential amendments
that would impact the Renewable Portfolio Standard (RPS) Adjustment found in section
95852(b)(4) of the Cap-and-Trade Program regulation.

INTRODUCTION

The RPS Adjustment is an important part of the Cap-and-Trade Program, designed to
recognize the significant investments utilities have made in renewable resources, not all of which
are located in California. The RPS Adjustment serves an important function in both ensuring

that the value of out-of-states renewables are fully realized by the California electricity

1 Created in 1980, the M-S-R Public Power Agency is a public agency formed by the Modesto Irrigation District,
the City of Santa Clara, and the City of Redding. M-S-R is authorized to acquire, construct, maintain, and operate
facilities for the generation and transmission of electric power and to enter into contractual agreements for the
benefit of any of its members. Currently, M-S-R has contractual arrangements for over 625 megawatts of
California Energy Commission RPS-certified renewable energy.
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customers whose utilities made the investments and recognizing the overlapping policy
objectives of two important but separate programs aimed at meeting California’s climate change
goals. During the workshop, CARB staff indicated that it would be reviewing the RPS
Adjustment to determine whether it should be eliminated or remain part of the Cap-and-Trade
Program. Staff expressed concerns that the RPS Adjustment was not being utilized in the
manner it was intended, and that the potential for double counting could undermine the integrity
of the Cap-and-Trade Program. M-S-R shares CARB’s concerns about ensuring the integrity of
the Cap-and-Trade Program, but does not believe that eliminating the RPS Adjustment is
necessary to address those concerns. Indeed, eliminating the RPS Adjustment would result in
greater compliance costs for covered entities and provide an inaccurate picture of California’s
true emissions associated with imported electricity. M-S-R urges CARB to work with
stakeholders to address the agency’s unease and craft amendments to the current regulation that
will ensure the continued integrity of the program and still allow compliance entities to utilize

this important compliance tool.

RECOMMENDATIONS
CARB should schedule workshops and stakeholder meetings to engage in

meaningful dialogue on this important issue. The first and most important step in the process

to resolve this issue is a meaningful discussion between Staff and stakeholders. As Staff noted
during the October 2 Workshop, the nuances associated with tracking and reporting the RPS
Adjustment can be complicated. However, an open and candid discussion with CARB and
electricity stakeholders on the areas of concern and proposed solutions is the simplest and most
productive means to address this issue. M-S-R recommends that CARB schedule a workshop or
stakeholder meeting that is structured in a fashion that allows participants to share their views
and respond to others’ input in a roundtable fashion. In this way, stakeholders can discuss the
concerns and proposed solutions regarding use of the RPS Adjustment, and collectively work

towards a resolution.

To facilitate these discussions, CARB has already been presented with detailed
information regarding the significance of the RPS Adjustment and a range of possible
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alternatives that can be utilized to address Staff’s concerns in comments submitted by multiple
parties, including the Turlock Irrigation District; Pacific Gas and Electric Company, San Diego
Gas and Electric, and Southern California Edison; and Ibedrola Renewables. M-S-R urges
CARB to schedule a workshop as soon as practicable and to use these proposals as the basis for
workshop discussions.

Amendments to the Cap-and-Trade Program Regulation and the Mandatory

Reporting Requlation will address both CARB Staff and stakeholders concerns without the
need to eliminate the RPS Adjustment. CARB should amend, but not eliminate, the RPS

Adjustment. Rather than do away with this important cost-containment measure that helps to
protect California ratepayer’s long-term investments in renewable energy resources, the
regulatory language should be amended to provide for greater clarity. Misunderstandings
associated with utilization of the RPS Adjustment are the result of differing interpretations of
language found in the Cap-and-Trade Regulation and the Mandatory Reporting Regulation.
Modifications to the regulatory language in both regulations that ensure consistency and clarity
should go far to ameliorate the current issues regarding RPS Adjustment claims. The Cap-and-
Trade Program regulation should be amended to link RPS Adjustment claims to the entity with
title to the environmental attributes and should be consistent with the MRR requirements.
Ensuring that only the party who owns the environmental attributes associated with the import
electricity would be qualified to claim the RPS Adjustment would remove the potential risk of
double counting that claim. Making these changes will also make certain that the total emissions
attributed to compliance entities like EDUs with contracts for zero-emission renewable energy
are accurate. Under the current structure, even when entities like M-S-R settle their transactions
contractually, the final emissions factor attributed to the utility does not reflect the zero
emissions from the renewable resource, thus providing an inaccurate picture of their emissions

profile.?

2 M-S-R notes that this inconsistency could result in misconceptions and confusion in the event that bills such as
the recent AB 1110 mandate the publication of emissions intensities without the corresponding explanations of the
source of those numbers.
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Stakeholders and CARB Staff should discuss means by which to improve

implementation of the RPS Adjustment. As was evidenced from oral comments during the

Workshop, there are differing interpretations of the regulatory language that must be addressed.
Compliance entities were not privy to directions provided to verifiers, and the result was
confusion and misinterpretations at the eleventh hour. As currently drafted, CARB is concerned
that there have been instances of double counting of renewable energy, which undermines the
integrity of the Cap-and-Trade Program by underreporting actual emissions. First deliverers are
concerned that the verifiers’ interpretation of the regulation is not consistent with the contractual
practices or their own reading of the regulatory language. Furthermore, the total GHG emissions
attributed to compliance entities with claims to the renewable attributes of electricity at issue that
were unable to claim the RPS Adjustment reflect a GHG intensity that is greater than the actual
emissions. Proposed revisions to the Cap-and-Trade Program regulation and the MRR consistent
with the discussion above, as well as continued dialogue between CARB and stakeholders should

be able to eliminate this problem.

CONCLUSION

The RPS Adjustment is supported by sound policy. It is an essential tool in managing
Cap-and-Trade Program compliance costs and helps to ensure that electricity customers are not
paying GHG compliance costs for renewable energy resources. As discussed herein, there are
workable and viable options for amending the regulatory language to address the concerns that
have been raised and which should be further explored through workshops. M-S-R urges CARB
to work with stakeholders on ways to improve the current regulatory language and

implementation of this key Cap-and-Trade Program provision, rather than eliminate it.

Respectfully submitted,

Martin Hopper
General Manager
M-S-R Public Power Agency
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LAW OFFICES OF SUSIE BERLIN

1346 The Alameda, Suite 7, #141
San Jose, CA 95126
408-778-8478
berlin@.susieberlinlaw.com

Submitted electronically
October 19, 2015

Rajinder Sahota

California Air Resources Board
1001 I Street

Sacramento, CA 95184

Re: Comments of the Northern California Power Agency on the Kick-Off for 2016
Cap-and-Trade Program Amendments Workshop

Dear Ms. Sahota:

The Northern California Power Agency' (NCPA) appreciates the opportunity to submit
these comments to the California Air Resources Board (CARB) in this early, pre-rulemaking phase
of the proceeding, in order to help identify and define the scope of issues that will need to be
addressed in amendments to the Cap-and-Trade Program regulation. While some of the potential
amendments will only impact the 2018-2020 compliance period, amendments to the regulation that
extend the program beyond 2020 will also overlap, and to a certain degree need to be coordinated
with, both the Updated Scoping Plan target setting and CARB’s own development of the State Plan
to implement the US Environmental Protection Agency’s Clean Power Plan (CPP).

NCPA offers these comments in full acknowledgement that regulatory agencies and
compliance entities alike are faced with a number of uncertainties at this time regarding key issues
that will shape the final Cap-and-Trade Program amendments, given that the emission reductions
targets for each covered sector are unknown, as are the specific compliance obligations of covered
entities, and added that a final determination regarding the form of the State Plan for CPP
compliance has not been set. Each variable has a significant impact of what the final regulation will
look like, influencing everything from compliance costs to cost containment measures. The 2016
amendments are also likely to be impacted by the State’s ongoing work on the Scoping Plan, as
outlined during the recent 2030 Target Scoping Plan Workshop.*

In these comments, NCPA focuses on key policy issues that must be addressed at the onset
of this process. Due to the fact the Cap-and-Trade Program is such an integral part of the State’s
climate reduction strategy, its implementation — both under the current regulations and post-2020 —
implicate myriad other climate reduction measures and programs. With the significance of

1 NCPA is a not-for-profit Joint Powers Agency, whose members include the cities of Alameda, Biggs, Gridley,
Healdsburg, Lodi, Lompoc, Palo Alto, Redding, Roseville, Santa Clara, and Ukiah, as well as the Bay Area Rapid Transit
District, Port of Oakland, and the Truckee Donner Public Utility District, and whose Associate Member is the Plumas-
Sierra Rural Electric Cooperative. NCPA owns, operates, and maintains a fleet of power plants that is among the
cleanest in the nation, providing reliable and affordable electricity to more than 600,000 Californians.

2 NCPA’s comments on the Octobet 1 Scoping Plan Wotkshop can be found at http://www.atb.ca.gov/lists/com-
attach/29-2030targetsp-ws-B2kBZAR1UGILUgVm.pdf.
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developing the State Plan for implementation of the CPP, implementing the aggressive new
emissions reduction measures articulated in Senate Bill (SB) 350 (Chapter 547, 2015), and the crucial
role that the electricity sector holds with regard to each of these programs, the stakes are very high
for NCPA and its members utilities, and NCPA looks forward to continuing dialogue with CARB,
other affected State agencies and stakeholders as this process unfolds.

Setting the Post-2020 Cap

The post-2020 Cap-and-Trade Program will be necessarily shaped by the emissions reductions that
will be included under the cap. While CARB presented information regarding a potential cap for
2030, it was also noted that the agency is evaluating options for setting the post-2020 cap, including
whether other covered entities may be brought into the program.” NCPA believes that the various
options being explored by Staff should be publicly discussed, and that the process for establishing
the post-2020 cap should be established before other post-2020 program elements and requirements
are finalized. In that regard, CARB will need to review the program elements and their impacts with
other complementary measures, and determine the extent to which certain policies might adjust
previous program assumptions. For example, several stakeholders urged CARB to look at the
impacts of electrification of the transportation sector on electric sector emissions, something CARB
did not anticipate would significantly impact utility costs by 2020.* = Since that time, the Governor
marked reducing GHG emissions from the transportation sector as a cornerstone of the State’s
overall climate policy, electric vehicle penetration has increased exponentially, and the Legislature
found that “widespread transportation electrification” is required to achieve the State’s current and
future emission reduction targets’; reducing emissions from all aspects of transportation through
increased electrification will continue to expand under both long-standing and new policies and
programs. These considerations must be factored into the overall cap, and addressed in the context
of determining the compliance obligations for the various sectors, and particularly, the impacts this
will have on the electric sector.

The final cap will impact such things as who will be a covered entity, what covered entities’
compliance costs may be, and what sectors will be part of the program, as well as the available cost
containment measures that may be employed®.

The overall statewide cap will also have an impact on implementation of the Clean Power Plan. As
more fully addressed in CARB’s Clean Power Plan Compliance Discussion Paper (White Paper) and
NCPA’s separate comments on the CPP, certain aspects of the State Plan will need to be federally
enforceable, including certain emission standards within the State Plan that will apply specifically to
affected existing fossil-fueled electric generating units (EGUs). It is important to understand how
these measures will fit into, and be impacted by, the total emissions target the state sets for the Cap-
and-Trade Program.

For all of these reasons, it is imperative that the total GHG emissions reduction target for the post-
2020 Cap-and-Trade Program be established at the onset of these deliberations. NCPA is
concerned that a single scheduled workshop for December may not allow CARB and stakeholders a
sufficient opportunity to fully address these important issues. Indeed, while cap setting and cost

3 October 2 Staff Presentation, Discussion Workshop for Cap-and-Trade Regulation 2016 Amendments, p. 10.
4 California’s Cap-and-Trade Program, Final Statement of Reasons (2011 FSOR), October 2011, p. 570.
5 SB 350, Public Utilities Code section 740.12.

6 October 2 Staff Presentation, Discussion Workshop for Cap-and-Trade Regulation 2016 Amendments, Cos?
Containment and Market Data Publication, pp. 6-10.
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containment are inexorably linked, until a cap is set, it is not even possible to determine what types
of cost containment measures may be available. NCPA urges CARB to make setting the post-2020
cap for the Cap-and-Trade Program a high priority.

Allowance Allocation

Allowance allocation under the post-2020 Cap-and-Trade Program must also be addressed early in
the development of the 2016 amendments. The manner and extent to which covered entities will be
allocated allowances post-2020 is of vital importance to entities such as NCPA’s publicly owned
utility members. The allocation of allowances to electrical distribution utilities (EDUs) was a key
part of the successful implementation of the Cap-and-Trade Program and the extent to which the
state’s electrical distribution utilities were able to meet their compliance obligations while providing
direct benefits to their electricity customers and reducing GHG emissions.

Concluding in 2011 that California’s electricity customers are ultimately responsible for a significant
portion of the mandated reductions in the electricity sector, CARB allocated free allowances to
EDUs in advance of the first compliance period.” Electrical distribution utilities have to meet
compliance obligations under the Cap-and-Trade Program and simultaneously invest in programs
and measures to meet ambitious renewable energy and energy efficiency mandates. The value
derived from the allowances allocated to the EDUs directly benefits the state’s electricity ratepayers
by protecting them from what would otherwise be significant rate impacts. In adopting the Cap-
and-Trade Program regulation, CARB stated that:

The electrical utility allocation is designed to protect electricity customers and reward these
customers for utility investment in renewable energy and energy efficiency. Any allowance
allocated to electrical distribution utilities must be used exclusively for the benefit of retail
ratepayers of each electrical distribution utility, consistent with the goals of AB 32, and may
not be used for the benefit of entities or persons other than ratepayers.®

The reasons and basis for freely allocating allowances to the electrical distribution utilities is just as
true and relevant today as they were in 2011. Indeed, in the face of a tightening cap and increased
compliance costs, free allocation of allowances to electrical distribution utilities, the value of which is
used to directly benefit electric customers, is even more important today than it was in 2011. To date,
the EDUs that received free allowances have used the value of those allowances to invest in GHG
reducing measures and compliance cost mitigation that directly benefits their electric customers.
These investments provide not only near term benefits in reduced electric bills, but also form the
basis for long term reduction strategies that will be even more important as the cap tightens.

The allocation methodology ultimately adopted by CARB was subject to months of stakeholder
discussions and meetings, and multiple rounds of comments. It was non-updating and based on
cost burden, energy efficiency, and early action—as defined by investment in renewables during the
period 2007-2011. In the end, CARB concluded that the adopted approach

“fairly apportions value to the electric distribution utilities in a way that compensates retail
customers for their cost, providing transition assistance, while maintaining a strong incentive
for distribution utilities to make investments toward lowering their emissions profile. We

7 Cap-and-Trade Program Regulation, Section 95892(a), Table 9-3.
8 2011 FSOR, p. 215.
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believe that this approach is replicable for the beyond 2020 horizon and at the regional or
national level.”

Since 2011, the GHG reduction demands on the electric sector have increased. Since the first
allowance allocation was made, the State has continued to enact greater emissions reductions
measures, many of which are aimed at reducing petroleum usage in transportation fuels.
Recognizing the potential impacts on the electricity sector of transportation electrification,'” the
Legislature directed CARB to identify and adopt policies rules or regulations that would remove
barriers to electrification, including “an allocation of greenhouse gas emissions allowances to retail
sellers and local publicly owned electric utilities, or other regulatory mechanisms, to account for
increased greenhouse gas emissions in the electric sector from transportation electrification.”! The
significance of this direction, as well as the overall implications of transportation electrification must
also be factored into CARB’s final allowance allocation analysis.

From the schedule proposed during the October 2 Workshop, it appears that CARB has just one
workshop on allocation schedule, and not until February of next year. Given the importance of this
issue, NCPA urges CARB to initiate the stakeholder process right away to determine the appropriate
number of allowances to allocate to covered entities in the electric sector.

Cost Containment

NCPA has long advocated for inclusion of robust and meaningful cost containment provisions in
the Cap-and-Trade Program regulation. NCPA appreciates that the current regulations provides for
some protections in the Allowance Price Containment Reserve (APCR), but believes that the current
cost-containment reserve will be insufficient to control compliance costs in a post-2020 program
given the degree to which the total cap is expected to be ratcheted down. NCPA applauds CARB’s
recognition of the importance of the cost containment provisions and commitment to review the
various options at this time. The final cost containment tool that is ultimately employed will be
impacted by both the ongoing and necessary economic analysis and the final post-2020 cap. Given
the importance of the cost containment mechanisms and the extent to which these outstanding
variables impact that discussion, it is unlikely that one workshop will allow CARB and stakeholders
to adequately address this issue. During the October 2 Workshop, Staff reviewed three different
cost containment proposals: the Emissions Market Advisory Committee (EMAC) recommendation
for an APCR that is coupled with a price ceiling, and potentially borrowing allowances from post-
2020 if necessary; the Market Simulation Group (MSG) recommendation for the APCR mechanism;
and the Nicholas Institute 2010 Proposal for a “double cap,” and asked for stakeholder input on the
design, size, and price(s) to be incorporated into any cost containment mechanism. (Slide 10) As
noted above, NCPA supports a cost containment tool that is more robust than the current APCR,
and recommends that CARB look into modifying the cost containment mechanisms or enhancing
the APCR to include a price ceiling. While the initial proposal for a double-cap may have merit in
incentivizing technological advances, it is highly contingent upon variables based on known and
unknown technologies. The setting of an “aspirational cap” based on technological expectations
creates a great deal of vagueness in a measure that is ideally designed to steady the market in the

9 2011 FOSR, p. 573-575.

10 Senate Bill 350 adds Section 237.5 to the Public Utilities Code, which provides that: ‘““Transportation electrification’
means the use of electricity from external sources of electrical power, including the electrical grid, for all or part of
vehicles, vessels, trains, boats, or other equipment that are mobile sources of air pollution and greenhouse gases and the

related programs and charging and propulsion infrastructure investments to enable and encourage this use of electricity.”
11 Senate Bill 350; Health and Safety Code Section 44258.5(b).
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event of uncertainty. In order for CARB to make informed decision about the caps under such a
program design, CARB will need to conduct assessments and determine the scope of various
scenarios that would need to be modeled. These scenarios assessments and modeling work may be
done in conjunction with the Scoping Plan Update and setting the 2030 targets, but must be
conducted expeditiously in order to provide meaningful insights into this methodology as a viable
cost containment option.

Whatever form the final cost containment measure — or measures — adopted by CARB take, they
must ensure long term protections for compliance entities, and they must not buttress short term
concerns at the expense of long term cost containment protections.

RPS Adfustment

CARB should not eliminate the RPS Adjustment. During the October 2 Workshop, in response to
stakeholder comments regarding the RPS Adjustment, CARB Staff indicated that the agency will be
reviewing the RPS Adjustment to determine whether it should be retained as part of the Cap-and-
Trade Program. The RPS Adjustment is an important cost-containment measures and a necessary
tool to ensure that California’s electricity ratepayers are not penalized for investments in renewable
energy resources located outside of the state. The RPS Adjustment was intended to reduce the
compliance obligation of first deliverers under the specific conditions set forth in section
95852(b)(4) of the regulation, essentially giving first deliverers credit against their compliance
obligation for RPS electricity procured.

Staff has expressed concerns regarding the use of the RPS Adjustment, and has suggested that this
“voluntary” option may need to be removed from the regulation. Whether voluntary or not, for
those first deliverers with investments in renewable energy, the RPS Adjustment is an essential tool
in managing Cap-and-Trade Program compliance costs, and protects electricity customers from
paying GHG compliance costs for energy associated with zero-emission, renewable energy
resources. As such, NCPA strongly urges CARB to work with stakeholders in a technical workshop
to address Staff’s concerns with the manner in which the RPS Adjustment is being utilized, and
make certain that covered entities and verifiers are all aware of the same interpretations and
expectations regarding its implementation. Amendments to the Cap-and-Trade Program Regulation
and the Mandatory Reporting Regulation (MRR) can be crafted that address the apparent
shortcomings and confusion associated with the current regulatory language. Amendments to the
MRR would also ensure that the accuracy of the annual GHG emissions attributed to compliance
entities. This is particularly important to electric utilities that are subject to a number of reporting
and public disclosure requirements regarding their resource portfolios and carbon footprint, which
reflect higher than warranted emissions when the full value of the emission free renewable resources
are not propetly attributed to the affected utilities.

Because workable and viable solutions are available, NCPA does not believe that administrative
difficulties should serve as a basis for abandoning this important tool. NCPA looks forward to
working with Staff and affected stakeholders to craft appropriate amendments to the Cap-and-Trade
Program regulation and the MRR that allows for the continued utilization of this essential tool in a
manner that protects the affected first deliverers (and ultimately, California’s electricity customers),
maintains the environmental integrity of the Cap-and-Trade Program, and provides an accurate
accounting of the GHG emissions of covered entities.
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Economic Analysis

Although the Cap-and-Trade Program has been subject to economic analyses in the past, those
analyses must be updated to reflect current market conditions, the extended length of the Cap-and-
Trade Program, and implementation of the CPP. CARB is currently planning for economic analysis
as part of its work on the 2030 Target Scoping Plan. However, since CARB anticipates completing
the initial draft of the State Plan for CPP compliance and the 2016 Cap-and-Trade Program
amendments on a faster schedule that the Scoping Plan update, NCPA urges CARB to accelerate the
economic analysis so that the results can be meaningfully incorporated into CARB’s development of
the 2016 Cap-and-Trade Program amendments and inform the deliberations regarding the State Plan
for implementation of the CPP.

Electricity Imports

While AB 32 mandates the tracking of imported electricity, implementation of the CPP, linkage with
other jurisdictions, and collateral arrangements with neighboring jurisdictions may result in the need
to alter the existing tracking and reporting metrics for imported electricity. In the state’s zeal for
ensuring that electricity sector GHG emissions are acknowledged and subject to compliance
obligation, it is important to ensure that the program does not result in a “double counting” the
compliance obligation of California’s electricity sector. CARB must look beyond just AB 32 and the
Cap-and-Trade Program itself to ensure that any amendments contemplate and consider the impacts
of CPP implementation — both in California and in neighboring states — on how imported electricity
is counted and regulated. Further consideration must also be given to the potential impacts that an
expanded ISO and the emerging energy imbalance market (EIM) may have on covered entities,
including tracking and reporting imported electricity.

Streamlining Current Regulation

NCPA fully supports Staff’s efforts to streamline the existing regulation to capitalize on reporting
efficiencies wherever possible. In particular, consolidating various regulatory provisions that address
the same requirements would be very useful, as would coordinating and combining notice deadlines.
NCPA also supports CARB’s further review of the auction participation requirements to ensure that
needless steps and excess time lags are removed wherever possible.

NCPA also urges CARB to closely review its current requirements, including the kinds and amount
of information that it collects, to ensure that all of the data is reasonably necessary for the agency to
carry out its market monitoring role.

Publication of Market Data

During the October 2 Workshop, it was noted that Staff is currently evaluating its disclosure and
publication of market data. The Cap-and-Trade Program regulation authorizes the publication of a
great deal of market data, but does not always specify the manner in which that information is to be
shared with the public. NCPA continues to urge CARB to review its publication policies in concert
with protecting not only the market, but also market participants. This is especially true of covered
entities that must participate in the CARB auctions, and must demonstrate the surrender of
compliance instruments annually. To the extent that CARB publishes data regarding transfer prices
and the quantity of compliance instruments, that information should remain aggregated and should
never be submitted in form that would allow someone to discern the market position of covered
entities.
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Clean Power Plan

Development of the State Plan for compliance with the CPP will impact the Cap-and-Trade
Program and must be factored into discussions regarding the 2016 amendments. Because the
electricity sector is such a significant part of the Cap-and-Trade Program, this will be true regardless
of whether the state pursue as “state measures” plan or other option. As such, and stakeholders
discussions and development of the State Plan must be coordinated with the Cap-and-Trade
Program amendments. NCPA addresses this portion of the Workshop and Staff’s White Paper in
separate comments.

Need for Electricity Sector Workshops

Although not delineated in Staff’s October 2 presentation of potential 2016 amendments, several
issues that directly impact the electricity sector were raised during the workshop, which Staff
subsequently acknowledged would need to be addressed in separate workshops, some of which
would need to be coordinated with CPP implementation. NCPA appreciates Staff’s willingness to
have deeper and fully stakeholder discussions on these matters, and encourages CARB to schedule a
sufficient number of workshops to enable a full and thorough vetting of the issues, including
looking beyond 2020 and the initial implementation of the CPP to determine the best way to address
potential “overlapping issues” between the State Plan for CPP implementation and the Cap-and-
Trade Program. Those discussions will necessarily implicate GHG emission reduction measures
other than the Cap-and-Trade Program, such as the RPS program. Electricity sector workshops will
also need to address such matters as the allocation of allowances to EDUs post-2020 and
amendments to the RPS Adjustment to ensure its full efficacy and continued viability.

Conclusion

NCPA appreciates the opportunity to provide these comments to CARB on the issues that will need
to be addressed in the 2016 Cap-and-Trade Program amendments, and looks forward to working
with CARB Staff and stakeholders on these important matters. If you have any questions regarding
these comments, please do not hesitate to contact the undersigned or Scott Tomashefsky at 916-
781-4291 or scott.tomashefsky@ncpa.com.

Respectfully submitted,

C. Susie Berlin, Esq.

LAW OFFICES OF SUSIE BERLIN
1346 The Alameda, Suite 7, #141
San Jose, CA 95126

Phone: 408-778-8478

E-mail: berlin@susiebetlinlaw.com

Attorneys for the:
Northern California Power Agency
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October 19, 2015

Ms. Rajinder Sahota

Branch Chief, Cap-and-Trade Program
California Air Resources Board

1001 I Street

Sacramento, CA 95814

RE: Potential 2016 Amendments to Cap-and-Trade Regulation
Dear Ms. Sahota:

On behalf of the members of the California Council for Environmental and Economic
Balance (CCEEB), we want to thank the California Air Resources Board (ARB) for this
opportunity to comment on the proposed regulation for potential amendments to the Cap-
and-Trade Program. CCEEB is a non-profit, non-partisan association of business, labor,
and public leaders, which advances balanced policies for a strong economy and a healthy
environment.

In 2010, CCEEB provided detailed suggestions to streamline implementation of the
proposed Cap-and-Trade regulations. CCEEB’s 10 key recommendations were:

1. Revise the cap reduction slope to allow for smoother transition

2. Remove unnecessary constraints on the market that increase the cost of
compliance; increase holding limits and offset limits

Establish a program to monitor the health of California’s economy and market.
Establish a trade exposure test

Establish a process to refill the Allowance Reserve

SRR

7. Adopt offset protocols as rapidly as possible

8. Revise enforcement penalties, align with federal reporting requirements, and
establish a dispute resolution process

9. Expedite linking to other GHG markets

10. Clearly state intent of the ARB to seek equivalency to the Environmental
Protection Agency’s (EPA) emerging GHG programs, or other alternatives to
ensure California’s businesses are not subject to duplicative GHG regulations

With the exception of item six, CCEEB believes our 2010 list is still valid and requires
action. While we appreciate that some of these suggestions are being considered in the
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proposed amendments, we propose that ARB consider a broader scope of amendments.
This would include the type of modifications CCEEB and other stakeholders have
proposed. Given that we are entering a particularly complex and fast-moving period of
regulatory and policy development, including Cap-and-Trade, the Scoping Plan and the
SLCP Strategy, CCEEB also believes it is as critical as ever that ARB provide a process
that allows for full input from stakeholders. We are concerned that the current fast-
moving, one-year schedule for the adoption of these potentially economically impactful
regulations does not allow for meaningful dialogue between ARB and stakeholders At
the very least, we ask that ARB distribute materials prior to workshops and other
meetings as early as possible, and preferably not on the day of meetings.

On the Cap-and-Trade Program, CCEEB generally supports amendments that would:
e Extend the Cap-and-Trade Program
e Improve Program efficiency
0 Streamline regulation requirements and implementation
0 Remove unnecessary requirements
o Reflect the latest data and information
0 Global warming potential
0 Experience from other emissions trading programs
e Maintain environmental and market integrity

e Monitor economic changes, cost effectiveness and potential for impacts on a
frequent basis

CCEEB supports potential amendments for the third compliance period that would:
e Improve cost-containment and market oversight provisions

Provide additional safeguards against exceedingly high allowance prices

Streamline the offsets program

Streamline auctions and consider increasing auction frequency

Streamline information management and submittal

Incorporate sector-based offset credits into the Program

Incorporate results of leakage studies for third compliance period allowance

allocation to the extent that they are representative of the industry sectors

evaluated

e Encourage and streamline linkage with other jurisdictions

CCEEB supports potential amendments for the post-2020 program that would:

e Use the cap-and-trade program as the primary means to help move the state
toward long-term targets that are set after a thorough review in the Scoping Plan,
including an economic analysis.

e Develop more innovative cost-containment and market oversight provisions

e Integrate the cap-and-trade program with U.S. EPA Clean Power Plan if ARB can
address concerns with federal enforcement, without increasing complexity,
reducing flexibility or resulting in a less liquid market.

¢ Provide an fair and equitable approach to allowance allocations
0 Continue linkage with other jurisdictions
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0 Actively pursue indirect and direct linkage with other jurisdictions such as
RGGI and the EU-ETS

Double Cap

CCEEB also wishes to provide some initial comment on a proposed “double cap”
structure. We understand that under this proposal, ARB would set one pollution cap as a
limit achievable through known technology and also set a lower, or more stringent, cap as
a limit achievable with an “expected level of technology,” according to ARB staff. The
more stringent cap would be used to allocate allowances to regulated entities under the
program. Allowances equaling the level of emissions calculated as being between the
lower and higher caps would be set-aside in a reserve, according to this methodology.

Although we will await further details from ARB, CCEEB has concerns about the
concept of a double cap introducing subjective estimates on type and amount of
technology advancement. We believe the double cap could create significant
unnecessary costs, heighten regulatory uncertainty and compliance risk, and would
introduce new complexities to the Program. CCEEB strongly urges ARB to consider
other approaches that would support technology such as offset development and
expanded GGRF funding for pre-commercial R&D.

Conclusion

CCEEB would like to thank ARB for considering our comments on the proposed
amendments to the cap-and-trade regulation. CCEEB represents a broad cross-section of
the covered entities in California. As such, CCEEB is in a position to represent diverse
industry sectors and would like to assist ARB in developing these ideas further. CCEEB
looks forward to playing an integral role in the future development and operability of
California’s Cap-and-Trade Program. Please contact me or Jackson R. Gualco, Kendra
Daijogo or Mikhael Skvarla, CCEEB’s governmental relations representatives at The
Gualco Group, Inc. at (916) 441-1392.

Thank you for considering our comments.

Sincerely,

GERALD D. SECUNDY
President

cc: Mr. Bill Quinn

Ms. Janet Whittick
The Gualco Group, Inc.
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October 19, 2015

Via Electronic Filing on ARB Website

Rajinder Sahota, Branch Chief
Cap and Trade Program
California Air Resources Board
1001 I Street

Sacramento, CA 95814

Re:  Scope and Schedule for Potential 2016 Amendments to the Cap-and-Trade
Regulation

Dear Ms. Sahota:

The Center on Race, Poverty & the Environment (CRPE) submits these comments on the
State Board’s Recent Proposed Scope and Schedule for Potential 2016 Cap and Trade
Amendments (hereafter “Potential Amendments”) on behalf of CRPE, the Center for Community
Action and Environmental Justice, Communities for a Better Environment, Physicians for Social
Responsibility — Los Angeles, and PODER (collectively “Environmental Justice Organizations”).
We are community groups and organizations that work directly with low-income residents and
residents of color who are disproportionately impacted by industrial pollution, toxic air
emissions, and climate change. We do not support Cap and Trade or any other market
mechanism that places undue burdens on low income communities and communities of color.
Climate change solutions must protect all Californians, starting with those already overburdened
by emissions.

On October 2, 2015, State Board staff facilitated a public workshop and unveiled the
Potential Amendments which would continue the Cap and Trade program after December 31,
2020 and would achieve additional reductions to meet the Governor’s 40% reduction target by
2030. See Executive Order B-30-15; Discussion Workshop for Cap-and-Trade Regulation 2016
Amendments, California Air Resources Board, October 2, 2015, available at
http://www.arb.ca.gov/cc/capandtrade/meetings/100215/ct_2016_amendments_kickoff.pdf.

The State Board’s authority to implement the Cap and Trade program expires on
December 31, 2020 and the Board has no authority to adopt regulations to extend the program
beyond that date. See Health & Safety Code §§ 38562(c), 38570. During the 2015 legislative

PROVIDING LEGAL, & TECHNICAL ASSISTANCE TO THE GRASSROOTS MOVEMENT FOR ENVIRONMENTAL, JUSTICE

RALPH SANTIAGO ABASCAL (1934-1997) DIRECTOR 1990-1997 LUKE W. COLE (1962-2009) EXECUTIVE DIRECTOR 19972009
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session the version of Assembly Bill 1288 (Atkins) containing an extension of the State Board’s
authority to implement Cap and Trade beyond December 31, 2020 did not become law.
Accordingly, the State Board lacks the authority to adopt the Potential Amendments.

Cap and trade ignores the reality that location matters. Cap and trade allows major
polluters to pay their way out of making real, on-site reductions at the expense of low-income
communities, communities of color, and indigenous communities. Reductions of greenhouse
gases on-site reduce co-pollutants, such as fine particulate matter (PM2.5) and air toxics, emitted
into the surrounding community — a benefit that is forgone when that facility buys allowances or
offsets. This scheme disproportionately harms communities of color and low income
communities. Over two-thirds of California’s low-income African Americans and about 60% of
low-inc?me Latinos and Asian/Pacific Islanders live within six miles of a Cap and Trade
facility.

Rather than perpetuate the inequitable Cap and Trade program, Environmental Justice
Advocates urge the State Board to not proceed with the Potential Amendments. Thank you for
your time and courtesy.

Sincerely,

y /)
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Brent Newell
Legal Director
Center on Race, Poverty & the Environment

Penny Newman
Executive Director
Center for Community Action and Environmental Justice

Byron Gudiel
Executive Director
Communities for a Better Environment

Martha Dina Arguello
Executive Director
Physicians for Social Responsibility-LA

Antonio Diaz
Executive Director
PODER

! Manuel Pastor, et. al, Minding the Climate Gap (2010), 9, Figure 2 available at

http://dornsife.usc.edu/pere/document%glr%lr%ig %h(%%eg)r\%%t\“’v
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October 19, 2015

Rajinder Sahota

Chief, Climate Change Program Planning & Management Branch
California Air Resources Board

1001 I Street

Sacramento, CA 95812

Re: Utility Comments on October 2 Air Resources Board Workshop to Discuss Proposed 2016
Amendments to the Cap-and-Trade Program

Dear Ms. Sahota:

Pacific Gas and Electric Company, San Diego Gas and Electric, and Southern California Edison
(the Utilities) welcome the opportunity to provide input on the Air Resources Board (ARB) October
2 workshop to discuss proposed 2016 amendments to the Cap-and-Trade Regulation (workshop).
These comments focus on the Utilities recommended revisions to the Renewable Portfolio Standard
(RPS) adjustment sections of the Cap-and-Trade Program and Mandatory Reporting Regulation
(MRR).

I. Summary of Recommendations

The Utilities strongly support ARB’s Cap-and-Trade Regulation and the state’s greenhouse gas
(GHGQ) reduction programs. As articulated by ARB staff during the workshop there were a number
of cases in which two entities claimed the renewable attributes from the same generation source in
their 2014 emissions reports. The Utilities believe this stems from how entities interpreted the RPS
adjustment provisions and thus offer specific revisions designed to address this issue in Sections II
and III below. The Utilities input is based on the following key principles:

e Any Changes Must Prevent Double-Counting and Improve Implementation: The
Utilities firmly believe that maintaining the environmental integrity of the Cap-and-Trade,
MRR, and other GHG reduction programs are paramount to their success. Thus, we fully
agree with ARB staff that only one entity should claim the GHG benefit of renewable
energy. Additionally, given the administrative demands of Cap-and-Trade and MRR
implementation for both ARB and covered entities, the changes must streamline entity
compliance and ARB administration. As articulated in the recent workshop, ARB staff is
understandably concerned about the number of cases of double counting seen in the 2014
reporting year.

e Align REC Ownership with Environmental Attributes of Electricity: Renewable Energy
Credits (REC) were developed with the explicit purpose of ensuring ownership and accurate
accounting of the renewable attributes of power. Moreover, under REC accounting, if the
physical electricity and the associated RECs are sold separately, the electricity is no longer
considered ‘renewable’ or ‘green.” According to the United States Environmental Protection
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Agency (US EPA), “If the physical electricity and the associated RECs are sold to separate
buyers, the electricity is no longer considered ‘renewable’ or ‘green.” The REC product is
what conveys the attributes and benefits of the renewable electricity, not the electricity
itself.”! Thus, aligning the regulations with REC ownership will prevent double counting.

e Streamline ARB Administration and Entity Compliance: REC accounting has been
standardized in the Western Electricity Coordinating Council (WECC) region by the
Western Renewable Energy Generation Information System (WREGIS). ARB’s
administration of the RPS adjustment and specified source imports in the Cap-and-Trade
and MRR programs, and compliance by reporting entities, could be simplified and
streamlined by simply tracking volumes and ownership of RECs through the fully functional
WREGIS REC accounting system.

e Ensure Utility Customers Receive the Value of Investments in Renewable Energy:
Doing so will ensure California ratepayers are not forced to fund the procurement of
millions of dollars’ worth of incremental Cap-and-Trade allowances, despite their prior
investments in renewable generation. The RPS adjustment is essential to provide California
utility customers the GHG benefit of the renewable procurement in which they have
invested.

Accordingly, the Utilities offer the following recommendations, discussed in detail in Sections 11
through III.

I1. Proposed Changes to the Cap-and-Trade Regulation

The Utilities propose revisions to sections 95852(b)(3) and (b)(4) of the Cap-and-Trade regulation
to ensure that the GHG benefits of renewable procurement are provided to those who purchased the
environmental attribute of such generation. The Cap-and-Trade Regulation must clarify that only
entities with ownership or permission to use the RECs can claim imports as originating from a
specified source.

The Utilities’ revision to section 95852(b)(3) clarifies that an entity must meet all existing criteria
for delivered electricity from a specified source, including REC serial numbers, to report the
electricity as specified power. If the entity cannot meet existing criteria, it must report the
electricity as unspecified power. Only the entity that owns or has permission to use the REC can
claim the carbon benefit under the Cap-and-Trade Program. Similarly, the Utilities propose
revising section 95852(b)(4) to clarify that an RPS adjustment cannot be claimed for electricity that
meets the criteria of section 95852(b)(3). Together, these revisions will ensure the environmental
integrity of the Cap-and-Trade program is maintained and protect the GHG benefits of significant
investments made on behalf of California’s ratepayers.

Section 95852(b)(3): The following criteria must be met for electricity importers to claim a
compliance obligation for delivered electricity based on a specified source emission factor

! http://www3.epa.gov/greenpower/gpmarket/rec.htm
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or asset controlling supplier emission factor. If any of the following criteria are not met,
then delivered electricity must be reported as an unspecified source pursuant to section
95852(b)(1)(O).
(A)  Eleetrietty-delivertes Delivered electricity must be reported to ARB and
emissions must be calculated pursuant to MRR section 95111.
(B)  The electricity importer must be the facility operator or have right of
ownership or a written power contract, as defined in MRR section
95102(a), to the amount of electricity claimed and generated by the
facility or unit claimed,
(C)  The electricity must be directly delivered, as defined in MRR section
95102(a), to the California grid; and
(D)  If RECs were created for the electricity generated and reported pursuant to
MRR, then the REC serial numbers must be reported and verified pursuant to
MRR _and the electricity importer must report and verify its exclusive rights to
the RECs (i) as the facility operator with retained rights to the RECs or (ii)

by having the right of ownership or a written power contract, as defined in
MRR section 95102(a).

(4)  RPS adjustment. Electricity procured from or generated by an eligible renewable
energy resource reported pursuant to MRR must meet the following conditions to
be included in the calculation of the RPS adjustment:

(A) The electricity importer must have:

1. Ownership of, or contract rights to procure, the electricity and the
associated RECs generated by the eligible renewable energy resource;
or

2. A contract with an entity subject to the California RPS that has
ownership of, or contract rights to, the electricity and associated
RECs generated by the eligible renewable energy resource, as
verified pursuant to MRR.

(B) The RECs associated with the electricity claimed for the RPS adjustment
must be placed in the retirement subaccount of the entity subject to the
California RPS, and party to the contract in 95852(b)(4)(A), in the
accounting system established by the CEC pursuant to PUC 399.25, and
designated as retired for the purpose of compliance with the California
RPS program within 45 days of the reporting deadline specified in section
95111(g) of MRR for the year for which the RPS adjustment is claimed.

(C)  The quantity of emissions included in the RPS adjustment is calculated as the
product of the default emission factor for unspecified sources, pursuant to
MRR, and the reported electricity generated (MWh) that meets the
requirements of this section, 95852(b)(4).

(D)  No RPS adjustment may be claimed for eleetricity-generated-by
an eligible renewable energy resource when its electricity_ meets
all the criteria of section 95852(b)(3) and is claimed as a

specified source by an electricity importer-is-direetlhy-delivered.

Comment Overview




Navigate to Table of Contents

Ms. Rajinder Sahota
October 19, 2015
Page 4

II1. Proposed Regulatory Changes to Mandatory Reporting Regulation

The Utilities propose revisions to sections 95111(a)(4) and (g) of the Mandatory Reporting
Regulation. Specifically, the revisions to section 95111(a)(4) and 95111(g)(3) ensure the
requirements for a specified source claim are consistent with the Cap-and-Trade regulation.

Revisions to section 95111 (g) remove the interim 45 days deadline to certify RPS adjustment
claims and allows the third party verifier to validate the RPS adjustment through the verification
period.

Finally, the Utilities propose moving section 95111 (g)(1)(M) to its own section 95111(g)(2) to
reflect the fact that this section is not part of the February 1 registration report. The requirements in
section 95111(g)(1)(M) are related to the June emission report, not the February registration report
and so should be separately addressed.

Section 95111 (a)(4): Imported Electricity from Specified Facilities or Units. The electric
power entity must report all direct delivery of electricity as from a specified source for
facilities or units in which they are a generation providing entity (GPE) or have a written
power contract to procure electricity, and meet all of the requirements of section 95852(b)(3)
of the cap-and-trade regulation for specified source claims. When reporting imported
electricity from specified facilities or units, the electric power entity must disaggregate
electricity deliveries and associated GHG emissions by facility or unit and by first point of
receipt, as applicable. The reporting entity must also report total GHG emissions and MWh
from specified sources and the sum of emissions from specified sources explicitly listed as
not covered pursuant to section 95852.2 of the cap-and-trade regulation. The sale or resale of
specified source electricity is permitted among entities on the e-tag market path insofar as
each sale or resale is for specified source electricity in which sellers have purchased and sold
specified source electricity, such that each seller warrants the sale of specified source
electricity and, if applicable, RECs associated with the electricity if sourced from an eligible
renewable energy resource from the source through the market path.

(A) Claims of specified sources of imported electricity, defined pursuant to section
95102(a), are calculated pursuant to section 95111(b), must meet the requirements
in section 95111(g) and in section 95852(b)(3) of the cap-and-trade regulation, and
must include the following information...

(9) Requirements for Claims of Specified Sources of Electricity, and for Eligible Renewable
Energy Resources in the RPS Adjustment.

Each reporting entity claiming specified facilities or units for imported or exported electricity
must register its anticipated specified sources with ARB pursuant to subsection 95111(g)(1)
and by February 1 following each data year to obtain associated emission factors calculated
by ARB for use in the emissions data report required to be submitted by June 1 of the same
year. If an operator fails to register a specified source by the June 1 reporting deadline
specified in section 95103(e), the operator must use the emission factor provided by ARB for
a specified facility or unit in the emissions data report required to be submitted by June 1 of
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the same year. Each reporting entity claiming specified facilities or units for imported or
exported electricity must also meet requirements pursuant to subsection 95111(g)(2)-(5) in
the emissions data report. Each reporting entity claiming an RPS adjustment, as defined in
section 95111(b)(5), pursuant to section 95852(b)(4) of the cap-and-trade regulation must
include registration information for the eligible renewable energy resources pursuant to
subsection 95111(g)(1) in the emissions data report. Prior registration and subsection
95111(g)(2)-(5) do not apply to RPS adjustments. Registration information and the amount
of electricity claimed in the RPS adjustment must be fully reconciled and corrections must be

certified within45-daysfoHowing the-emissions-datarepert-due-date by the third party

verifier prior to the reporting deadline.

M(2) Requirements for Claims from Eligible Renewable Energy Resources. Provide the
primary facility name, total number of Renewable Energy Credits (RECs), the vintage year and
month, and serial numbers of the RECs as specified below:

1+A. RECs associated with electricity procured from or generated by an eligible
renewable energy resource and reported as an RPS adjustment as well as whether
the RECs have been placed in a retirement subaccount and designated as retired
for the purpose of compliance with the California RPS program.

2B. RECs associated with electricity procured from or generated by an eligible
renewable energy resource and reported as an RPS adjustment in a previous
emissions data report year that were subsequently withdrawn from the retirement
subaccount, or modified the associated emissions data report year the RPS
adjustment was claimed, and the date of REC withdrawal or modification.

3C. For imported electricity from a specified source which is an eligible renewable
energy resource, RECs associated with electricity generated, directly delivered,
and reported as specified imported electricity and whether or not the RECs have
been placed in a retirement subaccount. If RECs are not reported then specified
source cannot be claimed for such imported electricity and section
95852(b)(1)(C) would apply.

(23) Emission Factors. The emission factor published on the ARB Mandatory
Reporting website, calculated by ARB according to the methods in section
95111(b), must be used when reporting GHG emissions for a specified source of
electricity.

(34) Delivery Tracking Conditions Required for Specified Electricity Imports. Electricity
importers may claim a specified source when the electricity delivery meets any-of the
criteria for direct delivery and for specified source of electricity defined in section
95102(a), and one of the following sets of conditions is satisfied:

(A) The electricity importer is a GPE. If the facility/unit is an eligible renewable energy
resource then the GPE must have (1) retained rights to the electricity or generation; (2)
retained rights to the associated RECs; and (3) report such REC serial numbers pursuant
to section 95111(g)(2); or
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(B)The electricity importer has a written power contract for electricity
generated by the facility or unit. If the facility/unit is an eligible renewable
energy resource then the electricity importer must have (1) a right of

ownership or a written power contract to the associated RECs: and (2) report

such REC serial numbers pursuant to section 95111(g)(2).

Substitute electricity. Report substitute electricity received from specified and
unspecified sources pursuant to the requirements of this section.

Violations. It shall be a violation of this article for an electricity importer to report REC

serial numbers pursuant to section 95111(g)(4) when the electricity importer does not
have exclusive rights to the associated RECs (A) as the GPE with retained rights to the
associated RECs or (B) by having the right of ownership or a written power contract for
the associated RECs.

IV. Conclusion

The Utilities are committed to working with ARB staff to more clearly align REC ownership with
the ability to claim an RPS adjustment. Doing so will ensure California ratepayers are not forced to
fund the procurement of millions of dollars’ worth of incremental Cap-and-Trade allowances,
despite their prior investments in renewable generation. The RPS adjustment is essential to provide
California utility customers the GHG benefit of renewable procurement. We look forward to
ongoing discussions about how to resolve this issue for future reporting years and to reduce the
burden on both staff and reporting entities.

Sincerely,

Mark Krausse
Senior Director, State Agency Relations
Pacific Gas and Electric Company

Tamara Rasberry
Manager, State Agency Governmental Affairs
Sempra Energy Utilities

Dawn Wilson
Director, Environmental Affairs and Sustainability
Southern California Edison
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19 October 2015

Rajinder Sahota, Chief

Climate Change Program Evaluation Branch, Industrial Strategies Division
California Air Resources Board

1001 | Street, Sacramento, California 95814

Submitted online to: http://www.arb.ca.gov/lispub/comm/bclist.php

IETA COMMENTS ON CALIFORNIA AIR RESOURCES BOARD’S
POTENTIAL 2016 AMENDMENTS TO CAP-AND-TRADE REGULATION

On behalf of the International Emissions Trading Association (IETA), we appreciate the opportunity to
provide initial comments to the California Air Resources Board (ARB)’s on Potential 2016 Amendments to
California’s Cap-and-Trade Regulation. IETA supports California’s climate policy leadership, use of flexible
market-based tools, and ongoing cooperation with other jurisdictions to address competitiveness
concerns while cost-effectively reducing greenhouse gases.

We welcome ARB’s desire to review and improve-upon its existing cap-and-trade program rules and
procedures. We understand that staff is seeking broad comments at this time, and that stakeholders will
have the opportunity to delve deeper into individual topics and proposed amendment via future fora (e.g.,
workshops, webcasts, submissions etc.) and other proceedings. IETA’s initial comments into the public
process on potential amendments cover the following priority topics:

1. OFFSETS

Develop well-defined, transparent procedures and timelines for all project reviews/issuances.
Revise offset usage limits to facilitate maximum use to the defined limit.

Improve invalidation approach; or, at the very least, clarify investigation process and timelines.
Establish multi-sector “collaborative mechanisms”, such an advisory panel and working group(s).

OO wx>

MARKET INFORMATION & REGISTRATION

A. Limit information required to participate in the program to that which is necessary.

B. Standardize market monitoring approach to be more robust and less onerous.

C. Simplify transaction process through a seller-generated, single sign-on transfer process.
D. Consider initial batch of auction process and streamlining considerations.

E. Eliminate domicile requirement.

F.  Allow affiliates operating in multiple jurisdictions to aggregate accounts.

3. OTHER PRIORITY ITEMS:

A. Modify approach to holding limits to be less onerous and more workable; and
B. Remove ambiguity regarding RPS Adjustment program and related REC accounting issues.
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1. OFFSETS

A. Develop well-defined, transparent procedures and timelines for all project reviews/issuances.

A paramount concern to ensure offset program functionality and efficacy is to clearly define the offset
project review and credit issuance process, including timelines and regulatory compliance requirements.
Under California’s current regulation, developers frequently do not have consistent timeframes for
evaluation of their projects. The current process allows ARB a 45-day review period, from the date
completed materials are received, subject to a restart of the 45-day window each time ARB asks for and
receives additional information. In its 2016 amended regulation, we encourage ARB to adopt a more
efficient, straight-forward approach, which more closely engages developers and OPRs to achieve success.

First, any offset application be approved or rejected within a noticeably shortened — we suggest, 30-day
- period. Rejected applications may be re-submitted subject to correction of missing material and/or data
as determined by the reviewer, starting another review 30-day review period. This improved approach
would lighten the burden on ARB by placing the responsibility on the applicant to reinitiate the process.
It also provides the applicant with a better sense of process timing.* A further step for consideration is to
require an initial ARB-applicant “scoping meeting” that sees Q&A and an opportunity for applicant
feedback, either prior to or at the outset of the review period.

Second, ARB could allow OPRs to essentially act as surrogates to the agency throughout the review
process. Understanding that the review process can be administratively burdensome to ARB, the process
could be facilitated through heavier reliance on, and empowerment of, OPRs.

B. Revise offset usage limits to facilitate maximum use to the defined limit.

IETA believes that all carbon markets, including California’s, should avoid limiting the use of offsets for
compliance purposes to a specific percentage of an entity’s overall obligation. These subjective
quantitative limits restrict cost-containment opportunities and other benefits (e.g., linkage, socio-
economic co-benefits etc.) that underpin a broad and vibrant offset market.

In California, a covered entity can only meet up to 8.0% of its compliance obligation (per compliance
period) using offsets. Today, many covered entities with smaller compliance obligations are typically
incapable of making full use of offsets. This is typically due to transactional and informational barriers to
the purchase of small quantities of offsets, such as contracting costs and due diligence requirements,
being perceived to outweigh the benefits. Consequently, the full use of offsets (up to the defined limit)
rarely, if ever, materializes.

2 IETA - Climate Challenges, Market Solutions

www.ieta.org | @IETA

Comment Overview



http://www.ieta.org/
https://twitter.com/IETA

Navigate to Table of Contents

To the extent that California chooses to maintain an offset usage limit at the current level, California’s
regulation could be amended to facilitate maximum usage of offsets up to the prescribed limit. We
encourage staff to explore quota design changes to help maximize offsets usage. Some preliminary ideas
for consideration and future discussion include:

= Roll-Over of Unused Quotas: Automatic roll-over of unused offset quotas from one compliance period
to the next. For those entities with small compliance obligations, this would allow the offsets limit to
grow to an amount sufficient to realize material cost savings by using offsets;

= Usage Limit Tiers: Creation of offset usage limit tiers based on the size of the covered entities, with
limits higher than 8.0% for smaller entities while retaining the prescribed limit for larger entities; and

= Tradable Quotas and Aggregation: Allowing for tradable offset quotas or third-party aggregation
options. Depending on the design, this could potentially enable aggregation of quotas, while allowing
those who prefer to use offsets for compliance to build-up a position to achieve this purpose.

C. Improve invalidation approach; or, at the very least, clarify investigation process and timelines.

California and Quebec have different mechanisms for handling the risk that an offset may be invalidated
post-issuance. In its amended 2016 regulation, IETA recommends that California consider adopting an
approach similar to Quebec’s Environmental Integrity Account (EIA) mechanism. IETA welcomes future
opportunities to expend on this recommendation and define looming risks and program impacts with
California’s current approach, many of which have been described at length in previous IETA
communications with ARB.

We also recommend that amended regulation provide heightened clarity on ARB’s invalidation
investigation timing, process and overall communications with stakeholders, including parties who are
not directly affected by the invalidation activities. Amendments should provide specific deadlines for
action on potential invalidations in order to provide market certainty to the process. Under current
regulation, it appears that an invalidation decision (invalidate vs. restore affected offsets) is required
within a two month time frame.2 However, during the 2014 Clean Harbors’ ODS investigation case,
officials delayed findings and the “final determination” took over six months. During the lengthy Clean
Harbors’ investigation period, market participants were provided limited information or explanations
related to timing, process, and potential outcomes.

Finally, as noted in recent communications from IETA and other stakeholders?, we also encourage ARB to
clarify — through additional guidance and/or harmonizing language across the regulation and compliance
offset protocols - the definition and boundaries for determining regulatory compliance for projects.

2See ARB Regulations, Section 95985(f)(2) (providing parties 25 days to respond to an initial notice), and 95885 (f)(4) (providing
the administrator 30 days to make a final determination of invalidation).

3See June 19, 2015 IETA letter to Richard Corey, “Requesting Clarity on Regulatory Compliance” and September 28, 2015 ACR to
Richard Corey, “ODS Offset Protocol, Invalidation Guidance”.
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D. Enable and formalize “collaborative mechanisms” to support California’s offset program.

Based on mounting evidence, we see that certain elements of California’s offset program are proving
difficult to efficiently manage and execute. Based on IETA’s experience and engagement with regulators
across a range of offset programs worldwide, we believe that some of California’s current offset
implementation challenges can be properly assessed and ameliorated — provided the proper support
mechanisms and additional multi-sector resources are provided to ARB.

We suggest California’s amended regulation allow for the creation of new offset support mechanisms,
such as a Multi-Sector Offsets Advisory Panel and Offsets Technical Working Group(s). Initial thoughts on
the potential role and mandates for these “collaborative mechanisms” are summarized below.

= Multi-Sector Offsets Advisory Panel would include regional and international policy, business and
market experts from a range of sectors, including: academia, think thanks, industry, and the non-
governmental community. Panel members would work closely with ARB staff to review the current
Offset program, identify potential challenges or constraints, while offering expertise to inform
analytics. The process and feedback from the Panel would inform constructive program
improvements for 2020, 2030 and beyond. The multi-sector panel reviews and recommendations
would be supported by rigorous analysis/modeling and transparent communications. Panel
participants would be carefully selected to ensure objective perspectives and practical expertise to
improve the efficient operation of California’s market.

= Offsets Technical Working Group(s) would consist of experienced professionals from a range of
relevant sectors and work with ARB Staff to understand and analyze the practical implications of
implementing changes to ensure the continued growth and success of California’s nascent market.

2. MARKET INFORMATION & REGISTRATION

Carbon markets, like other commodity markets, should be built on clear, concise rules and critical
oversight mechanisms. Market regulation and requirements must preserve program integrity and
confidence, while enabling — rather than hindering — market participation and liquidity. Guided by robust
and efficient market design fundamentals, we recommend that ARB consider modifying several
participant, trade and auction information requirements as part of its regulation amendment process.

A. Limit required information to participate in the program to that which is necessary.

Both California and Quebec currently require registrants in the Compliance Instrument Tracking System
Service (CITSS) to provide extensive corporate and personal information in order to participate in the cap-
and-trade system. In both jurisdictions, simply registering or naming a new account representative is time
consuming, and approval of the submission takes significant resources. Even greater detail, with similar
hurdles, is required to be submitted to participate in each auction. All information submitted to CITSS
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must also be updated immediately upon (even the most minor) corporate changes, creating the potential
for a registrant to be in technical violation of registration requirements due to potentially insignificant —
or at times irrelevant — changes in corporate structure. As a general matter, this required information is
well beyond the scope of that required to participate in other commodity markets. In the amended 2016
regulation, IETA urges California to revisit the information required to the minimum necessary to both
operate and monitor a fair, open and ultimately effective market.

The recently-issued US Environmental Protection Agency (EPA) Final Rule on Greenhouse Gas Emissions
from existing power plants (Clean Power Plan) provides a useful contrast to WCI/CITSS existing
information requirements and process. Under the Clean Power Plan, EPA requires a much more minimalist
slate of requirements to register and participate in allowance markets. Given EPA’s 35-year experience in
managing markets for the trading of emissions-related instruments, the federal Agency’s judgment with
regard to requirements for registration of market participants should be considered a sound template for
how best to structure such requirements.

B. Standardize market monitoring approach to be more robust and less onerous.

IETA’s overarching priority is a well-functioning market, and we support a vigilant and stringent regulatory
enforcement regime to prevent market manipulation. However, in many respects, California has imposed
a regulatory regime ‘overseeing its cap-and-trade program that is unnecessarily complex and
administratively burdensome. Specific examples of current disclosure requirements that should be
revisited in 2016 amendments include:

= Employee Information Disclosure: California requires participants to report the names and contact
information for any and all employees that have knowledge of the registrant’s market position. In
some cases, this requirement translates into virtually all employees at the company. Requiring this
information can be incredibly costly to implement, overly burdensome, and simply unnecessary.

= Consultant & Advisor Disclosure: California requires disclosure of any “consultants and advisors” that
assist on a broad range of issues — many of which have nothing to do with the carbon market. As we
understand, this requirement is in place so California can ostensibly monitor the possibility that
market information may somehow be improperly shared. However, these types of rules are neither
necessary nor constructive. The current requirements also work to dramatically limit third-party
expertise and vital professional services available to the growing market.

By way of comparison, it is worth noting that Quebec has not adopted market monitoring practices
similar to California’s onerous approach. The provincial rules are generally straight-forward in this regard:
Quebec’s regulations make it illegal to trade emission allowances based on privileged information,

4 The Regional Greenhouse Gas Initiative (RGGI) cap-and-trade market provides another example for California to consider.
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improperly disclosed information, or false or misleading information®. Armed with a similar broad-based
regulatory principle, California regulators should be fully capable of policing the market as necessary,
without the highly specialized roster of specific prohibitions and requirements currently in place.

Although some unique differences in carbon markets may exist, the underlying issues in commodity
markets regarding transparency and market power are in common. California’s regulation should be
amended to reflect market monitoring requirements that more closely reflect those implemented by
Quebec, the US EPA (for environmental commodities within its jurisdiction), and the CFTC for general
commodity trading.

C. Simplify transaction process through a seller-generated, single sign-on transfer process.

Under most commodity markets, including other cap-and-trade systems, transactions are completed
virtually instantaneously when a single representative of the selling entity enters the transaction into the
tracking system. No approval is required by a second representative of the seller, by a representative of
the buyer, or by the market regulator. Examples of this system include RGGI’s CO2 Allowance Tracking
System (COATS) and Allowance Tracking System used by the EPA’s Cross-State Air Pollution Rule (CSAPR)
market.

In California, by contrast, the regulation creates an unwieldy and complex system requiring: 1) initiation
of a transaction by one of the Seller’s account representatives; 2) confirmation by a second Seller’s
account representative within 2 days of initiation; 3) a subsequent confirmation by a representative of
the receiving account, done within 3 days of initiation of the transaction; and 4) review by the executive
officer.® Further, failure to complete a transaction within the stated time frame (e.g., if the Seller’s second
representative was unexpectedly out of the office for 2 days, or the seller’s representative was unavailable
on the third day) can subject both parties to be deemed in violation of the regulations and subject to
penalties.”

The current process is not only unnecessary, but causes parties to incur significant administrative costs
without commensurate benefits. It also raises questions regarding compliance instrument ownership and
liability during the period between the time the seller submits the transfer and is ultimately approved in
the system; the translates into substantial contractual uncertainty that inhibits the efficient trading of
allowances in commodity markets.

D. Auction process and streamlining considerations.

California’s cap-and-trade program could be improved by streamlining the auction process information
requirements and timetables. Some initial observations and potential areas of improvement include: 1)

5 See Quebec Rules 28-31. In essence, this applies the same terminology as contained in the Quebec Securities Act (Section
191.1) and Derivatives Acts (Section 145.1).

6 See ARB Regs 95921(a)(1))

7 See ARB Regs 95921(a)(4)
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Reducing the number of days between application and bid guarantee deadlines; 2) Removing the
notification of intent to bid requirement; and 3) Streamlining the financial settlement process. IETA is
happy to expand on these recommendations, and more, in future formal and informal communications
with ARB staff.

E. Do not require participants to maintain an individual domiciled in their jurisdiction.

Both California and Quebec require that cap-and-trade participants have an agent for service of process
within their jurisdiction, satisfying requirements that they are doing business within the jurisdiction and
subject to laws of the jurisdiction. Both jurisdictions also require program participants to maintain an
Account Representative domiciled in their jurisdiction.

Requiring a company to ensure an employee is domiciled in a specific state or province adds limited (if
any) value to the jurisdiction, as the company would already be fully subject to the jurisdiction’s laws and
service of process. However, it subjects the company to new sets of unfamiliar laws and regulations that
can make it cost-prohibitive to engage in trading. Without a clear and strong rationale to maintain this
domicile requirement, we recommend it be deleted in the amended 2016 regulation.

F. Allow affiliates operating in multiple jurisdictions to aggregate accounts.

California and Quebec currently allow multiple affiliates from the same company to register in their
jurisdiction. They also allow affiliates within a given jurisdiction to maintain consolidated accounts for
trading purposes. However, where an entity has affiliates in multiple linked jurisdictions, current California
regulations require that the accounts be disaggregated and maintained separately. Quebec regulations
do not have a similar requirement. Limiting the ability of affiliates to undertake intra-corporate
transactions in this manner serves little purpose, but can drive-up compliance and operating costs.

For example, consider a parent company that owns three manufacturing businesses, with two in California
and one in Quebec, each of which has a compliance obligation. Under California’s current regulations, the
two California entities are able to aggregate their accounts, allowing the affiliates to work together to
reduce overall compliance costs. The Quebec entity, by contrast, would be required to be disaggregated
from its affiliates, and maintain an entirely separate account. This requirement seems to provide little
additional regulatory protection, yet may significantly increase compliance costs.

We recommend that ARB amend regulation to allow for cross-jurisdiction accounts with linked
jurisdictions. As more jurisdictions seek to link with California, this proposed revision will become
increasingly important.
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3. OTHER PRIORITY ITEMS

As California explores potential 2016 amendments that could affect the program’s important third
compliance period and post-2020 program participation and activity, a series of additional items warrant
priority attention by ARB. IETA welcomes future opportunities to engage with ARB on these priority items,
summarized below, relating to the design of California’s holding limits and RPS Adjustment Program.

A. Modify approach to holding limits to be less onerous and more workable.

Based on broad and deep environmental market experience and evidence, IETA believes that holding
limits are difficult to effectively enforce while potentially impeding the proper functioning of a cap-and-
trade program.

Under its 2016 amended regulation, ARB should consider removing holding limits to avoid unintended
consequences and ensure the program provides flexibility necessary to achieve the lowest possible costs
of compliance. This observation particularly holds true for large market participants, whose holding limits
may at times be lower than their compliance obligations.

In addition, holding limits impede the ability of entities with lowest-cost financing to offer competitively
priced capital to the marketplace. These entities provide certain exchange-cleared allowance transactions
that allow California covered entities to take advantage of lower capital/borrowing costs from the market,
thereby lowering their carbon inventory financing costs. These types of transactions are commonplace in
many physical commodity markets, but are difficult to transact on a regular basis because of holding limit
restrictions. The consequence of holding limits therefore becomes: fewer opportunities for these types of
transactions; higher costs of capital for covered entities; and increased indirect costs for consumers and
ratepayers.

Should ARB be unwilling to remove holding limits in future regulatory amendments, we recommend
instituting suitable flexibility to address the unintended consequences and market distortions resulting
from holding limits. Such flexibility could be achieved through approaches such as, but not limited to:

= Exempting certain types of transactions from the quantitative holding limit;
= Providing a longer grace period for rectifying holding limit exceedances; and/or
= Allowing for varying holding limits depending on the nature and obligations of certain participants.

B. Revise regulation related to the RPS Adjustment program, along with the related issue of REC serial
number reporting associated with imported power from specified sources.

Under current regulation, if an entity delivers power into California and Renewable Energy Credits (RECS)
were created by the generation of that power, the “direct deliverer” is required to report the associated
REC serial numbers to ARB. This regulation fails to contemplate that the “direct deliverer” may not be the
owner of the RECs, and therefore have no legal right to the information about associated RECs. What's
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more, the “direct deliverer” may not even be aware about whether or not such RECs in fact exist. As such,
the requirement as currently written is unworkable, and we recommend the provisions be eliminated in
conjunction with a stakeholder process to explore more effective options to address the perceived
underlying need.

When considering program amendments, we believe it fair to ask ARB to uphold the following principles:
changes must prevent double-counting and improve implementation; and align REC ownership with
environmental attributes of electricity®. Asarticulated by ARB staff during the 2 October public workshop,
the 2014 reporting year saw several cases in which two entities claimed the renewable attributes for a
generation source; a situation that potentially stems from how entities interpreted the RPS Adjustment
and specified source requirement provisions under the cap-and-trade regulations (including MRR) rather
than a problem inherent to the RPS Adjustment itself.

IN CONCLUSION

Once again, IETA appreciates this initial opportunity to record our comments related to Potential 2016
Amendments to California’s Cap-and-Trade Regulation. Our multi-sector membership remains committed
to supporting the successful growth and evolution of a fully-functional, linkable California carbon market
to help achieve the state’s climate goals in a cost-effective manner.

If you have any questions about these comments, or further clarification is required, please do not
hesitate to contact IETA’s North America Director, Katie Sullivan, at sullivan@ieta.org.

Sincerely,

Dirk Forrister
I[ETA President and CEO

ABOUT IETA:

www.ieta.org

8 RECs developed with the explicit purpose of ensuring an accurate ownership and accounting of the renewable attributes of
power. Under REC accounting, if the physical electricity and the associated RECs are sold separately, the electricity is no longer
considered “renewable” or “green”. Clearly aligning the regulations with REC ownership will prevent double-counting.
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¢ |f bid guarantees are limited to wire transfers only, auction settlement should
occur within three business days, and the deadline for receipt of the wire transfer
should be one business day prior to the auction

e Bid guarantee requirements should be modified no more than once per calendar
year

LADWP agrees with the potential amendment to reduce the amount of time between
posting of the auction notice and the auction itself, provided that the auction
consignment deadline in section 95910(d)(4) is also amended to reduce the amount of
time between the deadline to consign allowances to auction and the auction. Although
volatility in carbon allowance markets has been relatively low, the current requirement
for entities to consign allowances 75 days prior to an auction impedes entities’ ability to
properly plan and execute a compliance strategy as the market price of carbon
allowances fluctuates. The more time the price has to fluctuate, the less certainty
entities have for planning purposes. Therefore, a shorter time period between
consigning allowances and the auction would be beneficial.

LADWP has concerns regarding the potential amendment to reduce bid guarantee
options and requests further information. If ARB limits bid guarantee options to wire
transfers only, LADWP proposes that ARB settle all auctions, including disbursement of
auction proceeds and allowances, within three business days. Furthermore, if ARB
limits bid guarantee options to wire transfers only, LADWP proposes that the deadline
for the wire transfer to be received by the Financial Services Administrator should be
one business day prior to the auction date.

LADWP also proposes that bid guarantee requirements, including but not limited to the
mailing address and contact information of the Financial Services Administrator, be
modified no more than once per calendar year, which would further streamline the
auction process.

2) Streamlining Information Management
In summary, LADWP recommends the following changes to streamline submittal of

information:

¢ Electronic submittal of information via CITSS with an electronic signature

e Update CITSS Form 3 once per quarter rather than every time a change occurs

¢ Allowance distribution preference forms should remain valid until updated rather
than having to re-submit the allowance distribution form every year

o Narrow the scope of activities to be classified as a Cap-and-Trade Consultant
and Advisor to only activities whereby a person could reasonably ascertain
knowledge of an entity's market position
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LADWP supports electronic submittal of information with an electronic signature to the
greatest extent possible to reduce the administrative burden. LADWP recommends that
the following information be submitted electronically via the CITSS platform along with
an electronic signature:

1. Changes to information on CITSS Form 3

2. Distribution of a publicly owned electrical distribution utilities’ directly allocated
allowances into their Limited Use Holding and/or Compliance Account

3. Report on the use of Auction Proceeds and Allowance Value, pursuant to section
95892(e)

To further reduce administrative burden, LADWP proposes updating CITSS Form 3 only
once per quarter rather than every time a change occurs (e.g. personnel changes due

to reassignments or retirements). In addition, a publicly owned electrical distribution
utilities’ allowance distribution preference form should remain valid until updated, rather
than having to submit a new distribution preference form every year. The last sentence
in section 95892(b)(3) If an entity fails to submit its distribution preference by September
1, ARB will automatically place all directly allocated allowances for the following budget
year in the entity’s Limited Use Holding Account should be deleted.

The current definition of a Cap-and-Trade Consultant or Advisor in section 95923 is too
broad, encompassing any activity listed in section 95979(b)(2). LADWP proposes
narrowing the definition to include only activities whereby an advisor could reasonably
ascertain knowledge of an entity's market position. Activities including, but not limited to,
general legal advice should not be included. Narrowing the scope of this definition

would diminish entities’ administrative burden and further streamline the management of
information.

3) Disclosure of Market Information

LADWP supports the publication of an allowance price index, including the quantity and
price of each transfer with the identities of each party masked, as this would aid in the
price discovery process.

4) RPS Adjustment
The Renewable Portfolio Standard (RPS) Adjustment must be retained in order to treat

directly and indirectly delivered renewable energy equally (as zero emission) under the
Cap-and-Trade program. There is no Cap-and-Trade compliance obligation on directly
delivered renewable energy because it is reported as specified with a zero emission
factor. Without the RPS Adjustment, there would be a Cap-and-Trade compliance
obligation on indirectly delivered renewable energy, which is reported as unspecified
with the default emission factor plus the two percent default transmission loss factor.
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The RPS Adjustment is an adjustment to the compliance obligation only, and has no
effect on Greenhouse Gas (GHG) emissions accounting.

Back in 2011, ARB created the RPS Adjustment to offset the Cap-and-Trade
compliance obligation on indirectly delivered renewable energy. According to page 108
of the Final Statement of Reasons (FSOR) for the 2011 amendments to the mandatory
reporting regulation, “The RPS adjustment is not a recognition of avoided emissions, but
an adjustment to the compliance obligation to recognize the cost to comply with the
RPS program. ARB included the RPS adjustment for the specific purpose of reducing
the cost of RPS compliance that would be bon directly or indirectly by entities that must
comply with California’s RPS program.” In addition, “The RPS adjustment applies to
electricity that is not directly delivered to California, and therefore is not included in
statewide GHG emissions accounting.”

We understand ARB staff is concerned about potential double counting of the
environmental attributes for imported renewable energy. The issue appears to be
ARB's interpretation that null power (renewable energy without its environmental
attributes), that is purchased from a specified generating facility and delivered directly
from the generating facility into California, must be reported as a specified import with a
zero emission factor even though the importer does not own the associated
environmental attributes (Renewable Energy Credits or RECs). Section 95852(b)(3) of
the Cap-and-Trade regulation requires that, if RECs were created for the energy, the
RECs must be reported and verified in order to claim a compliance obligation based on
a specified source emission factor. The importer of null power cannot satisfy this
requirement because they bought the energy without the RECs. Rather than
disqualifying the null power from being reported as a specified import, ARB’s
interpretation is the null power must be reported as a specified import with a zero
emission factor, and failure to report the RECs is merely a non-conformance with the
rule requirements. See excerpt copied below from the FSOR for the 2011 amendments
to the mandatory reporting regulation.

“ARB notes that the cap-and-trade regulation further stipulates that if
RECs were created for the electricity generated and reported pursuant to
the MRR, then the RECs must be retired and verified pursuant to the MRR
(section 95852(b)(3)(D) of the cap-and-trade regulation). If the electricity
importer’s verifier cannot confirm that the RECs are retired, the reporting
entity will be in non-conformance with this provision, but the claim to the
zero GHG emission factor (0 MT of CO2e/MWh) remains valid.” [FSOR for
the 2011 amendments to the mandatory reporting regulation, page 108]
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ARB may want to revisit this interpretation. If this interpretation is retained, in order to
avoid potential double counting between directly delivered imports of null power and the
RPS Adjustment, the owner of the null power will need to tell the owner of the REC that
they directly delivered the null power into California and claimed the zero emission
factor. While this situation it not ideal, it can be mitigated by good communication
between reporting entities and thorough review by the verifiers. Alternately, the potential
for double counting could be eliminated entirely by disqualifying null power without
RECs from being reported as a specified import.

In any case, the RPS Adjustment should be retained. The RPS Adjustment is essential
to ensure that California electric utilities (and their customers) do not end up paying
extra for RPS compliant firmed and/or shaped renewable energy that is not directly
delivered into California. For example, wind energy from Oregon is typically not directly
delivered to California because of the high variability and transmission costs. California
electric utilities already pay a premium to buy renewable energy with its environmental
attributes, as well as pay for firming/shaping and delivery services. Without the RPS
Adjustment, California electric utilities would also have to pay the Cap-and-Trade
compliance obligation on indirectly delivered renewable energy. For the 2014 thru 2020
period, 15 to 35 percent of a California Electric Utility's RPS compliance obligation could
be satisfied with “Bucket 2" indirectly delivered renewable energy. Eliminating the RPS
Adjustment would result in significant and unexpected additional costs to California
electric utilities and their customers. Therefore, the RPS Adjustment is an important cost
mitigation element of the Cap-and-Trade program and should be retained.

In addition to retaining the RPS Adjustment, LADWP recommends the following
modifications:

A) Add credit for the two percent default transmission loss factor to the RPS
Adjustment so that directly delivered and indirectly delivered renewable energy
are treated equally and not assessed any compliance obligation under the
Cap-and-Trade Program.

If the RPS Adjustment is intended to neutralize the Cap-and-Trade compliance
obligation for imported “Bucket 2" renewable energy, the credit needs to account for
both the unspecified electricity emission factor (0.428 MT CO2e/MWh) and the

two percent default transmission loss factor so that the difference between the reported
GHG emissions for the imported electricity and the RPS Adjustment credit is equal to
zero. Currently, the RPS Adjustment provides credit only for the unspecified electricity
emission factor but does not provide credit for the two percent transmission loss factor.
As a result, there is a two percent deficit in the RPS Adjustment credit such that the
credit does not fully offset the Cap-and-Trade compliance obligation for the indirectly
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rule, which currently applies only to directly delivered renewable energy. To be fair,
indirectly delivered renewable energy imported for voluntary green power programs
should not be subject to the Cap-and-Trade compliance obligation.

Therefore, LADWP requests that a credit similar to the RPS adjustment, applicable to
indirectly delivered renewable energy imported for voluntary green power programs, be
added to the Cap-and-Trade regulation to provide equal treatment for renewable energy
imported to satisfy the needs of customers who voluntarily want to go above and
beyond the renewable energy level required by the RPS.

6) Qualified Export Adjustment

The intent of this rule provision was to provide emissions credit for electricity exported
from California, in lieu of a “border adjustment”. Deducting emissions for exported
electricity is necessary for several reasons: 1) to account for electricity consumed in
California in accordance with AB 32 sections 38505 and 38530 which direct ARB to
account for greenhouse gas emissions from all electricity consumed in the state, and
2) pending legislation would apply GHG emission data reported to ARB to California
retail sales in the Power Content Label report to the CEC.

However, this rule provision as written does not provide adequate credit for exported
electricity because it requires use of the lowest emission factor from any import or
export to calculate the credit. Since LADWP imports zero emission power during every
hour from clean generating resources such as Hoover Dam, wind and solar, LADWP'’s
Qualified Export Adjustment is always zero under the current requirements, therefore
LADWP cannot claim any credit for the electricity we export.

To rectify this, LADWP recommends either of the following solutions: 1) Simply deduct
emissions for exported electricity from the “Exports” tabs of the Electric Power Entity
report from covered emissions, or 2) Use the default emission factor (for unspecified
imports and exports) instead of the lowest emission factor from any import or export in
the hourly Qualified Exports calculation.

Therefore, LADWP recommends either deleting this provision in its entirety from the
rule, or amending it as follows:

95852(b)(5) QE adjustment. An adjustment to the compliance obligation
pursuant to the calculation in 95852(b)(1) may be made for exported and
imported electricity during the same hour by the same PSE. Emissions
included in the QE adjustment for qualified exports claimed by a first
deliverer must meet the following requirements:
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unspecified results in a >2000 percent increase in the emission factor even though
actual GHG emissions generated by the ACS’ system are significantly lower.

This rule change has been detrimental to California electric utilities and their customers.
ARB's justification was that they use a contract based framework to differentiate
specified and unspecified imports. ACS power used to be the exception, but now is
subject to the specified source contract requirement. The only exception is that power
purchased directly from BPA can be claimed as specified without paying a premium for
a “specified” label since BPA sells power from only one source. ACS power purchased
on an exchange can no longer be reported as specified with the low-GHG emission
factor.

The result is inconsistent treatment between directly delivered imports of null renewable
energy and ACS power. For example, an entity subject to the California RPS has a
contract to buy wind power from a facility in Oregon. However, it is expensive to
transport the wind energy all the way to California, so the California entity may keep the
RECs and sell off null power (without the RECs) to a marketer in the PNW. If the
marketer then imports the null power into CAISO, the marketer has to report directly
delivered null power as a specified import with a zero emission factor even though the
marketer bought the energy without the environmental attributes. Section 95952(b)(3) of
the Cap & Trade regulation (criteria to claim a specified source emission factor) requires
that if RECs were created for the electricity, the RECs must be reported and verified.
The marketer cannot satisfy the REC reporting requirement because they do not own
the RECs. However, ARB considers this to be merely a non-conformance rather than a
failure to meet the criteria for claiming a specified source emission factor, so the claim
to the zero emission factor remains valid.

On the other hand, directly delivered ACS power “that was not acquired as specified
power” must be reported as unspecified with the default emission factor, even though by
definition “Asset controlling suppliers are considered specified sources.”

In both cases, the importer did not pay a premium to buy the environmental attributes
associated with the power from the seller. However, the importer of the null energy gets
the benefit of the zero emission factor for free but the importer of the ACS power does
not. On page 108 of the FSOR for the 2011 amendments to the mandatory reporting
regulation, ARB states “ARB believes that rigorous GHG emissions reporting must be
technology neutral, in that the focus is direct, source-based emissions associated with
electricity that is directly delivered.... for the emissions profile of electricity generated
and procured, RECs play no role in GHG accounting.” If null renewable energy without
the RECs is counted as zero emissions, why should default GHG emissions be
assigned to ACS power if the importer does not have a piece of paper stating they
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bought it as specified (analogous to buying the RECs)? If “Asset controlling suppliers
are considered specified sources”, why is ARB not recognizing the emissions profile of
imported ACS power?

If ARB believes the GHG emission attributes stay with the power rather than going with
the paperwork (the REC), then ACS power should be treated as low-GHG regardless of
whether the purchaser paid a premium to the seller to put a “specified” paperwork label
on the ACS power. If ARB recognizes the emissions profile of directly delivered null
renewable energy without RECs as zero emission, then to be consistent, ARB should
recognize the low-GHG emissions profile of directly delivered ACS power without a
“specified” label.

If data reported under the mandatory reporting regulation is being used for the statewide
GHG emissions inventory, how will directly delivered ACS power be counted in the
statewide GHG emissions inventory now that the specified source contract requirement
for ACS power is in effect? If ACS power was reported as unspecified due to lack of a
specified source contract, will that carry over into the statewide GHG emissions
inventory? If so, reporting ACS power as unspecified will hurt the state’s progress
towards achieving its AB 32 GHG emission reduction goal (1990 level by 2020).
Reporting ACS power as unspecified creates a programmatic inconsistency. AB 32
states that the mandatory reporting regulations shall "Ensure rigorous and consistent
accounting of emissions...” Reporting imported electricity supplied by BPA as
unspecified is inconsistent with previously submitted GHG emissions reports and with
the statewide GHG emissions inventory. According to the technical documentation for
the statewide GHG emissions inventory, imported electricity supplied by Bonneville
Power Administration (BPA) was counted as an unspecified import from the Pacific
Northwest with an emission factor of 0.214 MT CO2e per MWh for the 1990 inventory,
and a specified import with a zero or low-GHG Asset Controlling Supplier emission
factor for years 2000 thru 2011. Under the mandatory reporting regulation, imported
electricity supplied by BPA has been reported as a specified import with the BPA
specific emission factor since 2011. Enclosed for reference is a summary of how
imported electricity supplied by BPA has been treated in the statewide GHG emissions
inventory and under the mandatory reporting regulation.

As a result of the 2013 rule amendment to the reporting criteria for ACS power, LADWP
had to report 500,595 MWh of imported ACS power sourced from the BPA and BC
Hydro systems in 2014 as unspecified with the default GHG emission factor. Under the
previous reporting criteria, all of this imported ACS power would have been reported as
specified with the low-GHG emission factor. In effect, the new contract requirement
changed 500,595 MWh of previously specified ACS power into unspecified power with
an associated increase in reported GHG emissions of 204,270 metric tons. This artificial

Comment Overview




Navigate to Table of Contents

Comment Overview




Navigate to Table of Contents

Comment Overview




SOUTHERN CALIFORNIA of Conten AHEIM * AZUSA * BANNING * BURBANK ¢ CERRITOS

1160 NicoLE COURT COLTON * GLENDALE * LOS ANGELES * PASADENA
GLENDORA, CA 91740 RIVERSIDE * VERNON ¢ IMPERIAL IRRIGATION DISTRICT

(626) 793-9364 — FAX: (626) 793-9461
WWW.SCppa.org
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Mary Nichols, Chair

California Air Resources Board
1001 | Street

Sacramento, CA 95184

Re: SCPPA Comments on Cap-and-Trade Regulation 2016 Amendments

Thank you for the opportunity to provide comments on potential amendments to the Cap-and-Trade Regulation as
presented at the October 2, 2015 public workshop on “Potential 2016 Amendments to the Cap-and-Trade Regulation
and California Plan for 111(d) Compliance.”

The Southern California Public Power Authority (SCPPA) is a joint powers agency whose members include the cities of
Anaheim, Azusa, Banning, Burbank, Cerritos, Colton, Glendale, Los Angeles, Pasadena, Riverside, and Vernon, and the
Imperial Irrigation District. Each Member owns and operates a publicly-owned electric utility governed by a board of local
officials. Our Members collectively serve nearly five million people in Southern California.

We look forward to working with ARB, other state agencies and stakeholders as the 2016 Cap-and-Trade Regulation
Amendments are developed to ensure that the policies considered and the programs ultimately adopted by the State
affordably yield the greatest benefits for Californians. SCPPA looks forward to actively participating in the announced
upcoming workshops where many of the details of the program will be discussed. At this time, we would like to highlight
some broad policy positions that should be considered throughout the process.

Allowance Allocations to Electric Utilities Must Be Maintained. ARB must retain the current methodology for
directly allocating allowances to electric utilities through and beyond 2020. No adjustments to the existing 2013-2020
allocation are warranted; adjusting an electric utility’s allocation in the third compliance period would unfairly and
unreasonably penalize electric utilities that proactively reduced use of, or divested entirely from, long-term ratepayer
investments in higher-emitting power plants early in order to comply with California’s climate goals more quickly. This
would send a negative policy signal that continued efforts by California utilities to transition away from contractual
obligations with higher-emitting generating resources early would be imprudent. California utilities that undertake such
efforts to divest from coal-fired resources earlier than required should retain their free allowance allocations to help
offset the stranded asset costs and the higher cost of the replacement energy. SCPPA urges ARB to ensure that
ratepayer impacts are minimized to the maximum extent possible. Additionally, we recommend the following:

0 The total allocation to the electric sector must be increased commensurate with expected growth from
transportation electrification initiatives, as outlined in Senate Bill 350 (de Leon, 2015): “Policies to be considered
shall include, but are not limited to, an allocation of greenhouse gas emissions allowances to retail sellers and
local publicly owned electric utilities, or other regulatory mechanisms, to account for increased greenhouse gas
emissions in the electric sector from transportation electrification.” We urge ARB to consider how an allocation of
free allowances to electric utilities can best promote and accelerate transportation electrification initiatives —
including initiatives for the build-out and maintenance of vehicle charging infrastructure.

o The regulation should clearly indicate that any “banked” allowances will be allowed to carry over beyond 2020.

EPA Clean Power Plan Implementation. ARB must consider issues associated with implementation of the U.S.
Environmental Protection Agency’s (EPA) Clean Power Plan (CPP) Section 111(d) requirements and take the time
necessary to address these issues. SCPPA appreciates ARB'’s desire to protect the integrity of California’s Cap-and-
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Trade Program. SCPPA also appreciates fic ateé resources are to many California utilities to
ensure power supply and system reliability, and to minimize costs for California ratepayers; that California leaders
desire to expand the California Independent System Operator (CAISO) into a broader regional entity (including the
Energy Imbalance Market); and that all other Western states are now also evaluating how they will comply with the
Clean Power Plan as EPA seeks to promote broader regional cooperation, particularly through inter-state trading
across the West to garner even more significant carbon emissions reductions. Specifically, SCPPA requests that ARB
consider and clarify the following:

o How imported electricity is treated under Cap-and-Trade and its compliance requirements. SCPPA is keenly
aware that AB 32 requires that the State take imported electricity into account in its evaluation of GHG emissions
while the CPP (as a nationwide regulation on emissions sources as opposed to overall emissions within a state)
does not. The compliance requirements other Western states may place upon their generating resources that
supply electricity to California should therefore be addressed such that California’s utilities are not unduly
subjected to “double compliance” burdens that unfairly raise costs for California ratepayers.

o Federal enforceability of Cap-and-Trade and of the backstop measure. SCPPA seeks clarification on how
ARB intends to design a federally-enforceable backstop, particularly in relation to the Cap-and-Trade Regulation
for California utilities. As SCPPA and other California utilities have previously indicated, the principal benefit of the
“state measures approach” is that existing state programs can continue to operate without the imposition of
additional burdens or regulatory requirements associated with a plan so long as the state measures achieve
carbon performance standards established by the CPP.

o Streamlining and aligning reporting requirements. Any CPP implementation amendments should maximize
compliance flexibility for regulated entities, and align and streamline administrative reporting obligations.

0 Regional implications of the Cap-and-Trade Program. SCPPA is also interested in how ARB views the ability
of regulated entities in California’s Cap-and-Trade Program to use and trade emissions allowances with affected
sources in New York — whose governor recently expressed the desire to examine creating a “North American”
carbon market — or other states through the emissions trading mechanisms established under the Clean Power
Plan. A similar set of issues arises for the trading and use of emissions allowances with sources in Quebec and
potentially other Canadian provinces in the future that are not subject to the Clean Power Plan.

Cost Containment. ARB has acknowledged that a Cap-and-Trade cost containment mechanism is critical to ensure
the Program’s long-term regulatory success and to ensure political stability. In Resolution 13-44, the Board directed
that staff develop a plan for a post-2020 Cap-and-Trade Program (including cost containment) prior to 2018 to provide
market certainty and to address a potential 2030 emissions reduction target. Governor Jerry Brown has since instituted
a 2030 emissions reduction target (via Executive Order B-30-15 issued on April 29, 2015), which was subsequently
included in recently-enacted legislation (SB 350 signed into law on October 7, 2015). SCPPA has long urged that ARB
not wait until 2017 to act; the “California Utilities” had also previously provided ARB with recommendations on potential
measures towards constructing a robust cost containment structure. Given these newly-mandated policy goals, we
strongly urge ARB to engage stakeholders as soon as possible — while the market is stable — to design, test, and
implement a credible and enforceable cost containment mechanism rather than waiting until abatement costs escalate
due to market fluctuations or a market crisis sets in. This should, at minimum, include stringent monitoring of the
market (including trading houses) and a re-evaluation of using escrow services provided by Deutsche Bank, which was
implicated in the London Interbank Offered Rate (LIBOR) index rigging scandal. Having a clear and transparently-
developed cost containment measure would provide regulated entities with the information and the confidence
necessary to make policy decisions and prioritize investments in the appropriate areas.

Reflect Latest Data and Information. SCPPA urges ARB to incorporate evaluation of and modeling for policies that
can help regulated entities achieve climate change goals. This includes the latest data and information on transportation
electrification initiatives (including for heavy-duty hybrid trucks) and along broader regional efforts. SCPPA urges ARB
to work with the California Energy Commission, CAISO, and the California Public Utilities Commission to conduct
detailed modeling of the final rule and potential implementation avenues under a mass- and rate-based approach to
assess whether and to ensure that the proposals will work without huge costs or risks to California consumers. The
modeling should also evaluate inter-state benefits and impacts given the inter-connected nature of the Western
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electricity grid, and the significant change EPA tade to the finalttite-specifically to promote regional cooperation. This
modeling should be conducted in an open and transparent manner, and assess how California can contribute to
broader regional collaboration as other Western states assess using a mass- or rate-based approach and potential
inter-state trading opportunities to comply with Clean Power Plan requirements.

GHG Emissions Reduction Targets for Utilities. SCPPA requests additional information about, and collaboration

with, ARB as it develops greenhouse gas emissions reduction targets in coordination with the California Energy

Commission. Senate Bill 350 requires that electric utilities in the state develop an Integrated Resource Plan that

demonstrates how the utility will meet GHG emissions reductions targets for the electricity sector and the utility

reflecting the electricity sector's percentage of the economy-wide GHG emissions reduction targets of 40% below 1990

levels by 2030. SCPPA specifically asks:

o What process will ARB undertake to establish the 2030 GHG targets for affected publicly-owned utilities?

o How will these targets impact the allowance markets and potential for interstate trading?

0 How will the local governing boards of California’s publicly-owned utilities influence determinations and future
compliance — including any cost containment triggers?

SCPPA would also like to take this opportunity to identify other technical comments for discussion with ARB staff:

RPS Adjustment. SCPPA strongly believes that the Renewables Portfolio Standard (RPS) Adjustment must be
retained in the Regulation. Imported renewable electricity resources are essential for many California utilities towards
achieving California’s increasing RPS target — and will likely continue being so. The RPS, along with the Cap-and-
Trade Regulation, are key regulations in the State’s efforts to reduce GHG emissions and should complement one
another; one program should not reduce the effectiveness of another. Out-of-state renewables are one means of
achieving the State’s RPS, which combined with the implementation of the federal Clean Power Plan, potential
expansion of CAISO and its Energy Imbalance Market, and increasing land-use restrictions that inhibit the ability to
build large-scale renewable projects in California (e.g., the Los Angeles County Board of Supervisors recently
approved a “Renewables Energy Ordinance” that banned the construction of utility-scale wind projects in
unincorporated areas, and placed onerous restrictions on utility-scale solar and associated transmissions projects as
well), the RPS Adjustment should ensure fair treatment of RPS-compliant contracts and investments.

In the October 2011 Final Statement of Reasons for the Mandatory Reporting Regulation amendments (at page 108)
ARB states that the RPS Adjustment is “an adjustment to the compliance obligation to recognize the cost to comply
with the RPS program” and “ARB included the RPS Adjustment for the specific purpose of reducing the cost of RPS
compliance that would be born directly or indirectly by entities that must comply with California’s RPS program.” The
RPS Adjustment is important to offset the Cap-and-Trade compliance cost for imported renewable energy that is
indirectly delivered. ARB'’s concern about double counting can be favorably resolved through good communication
between reporting entities and thorough review by the verifiers. It is unnecessary to eliminate the RPS Adjustment
credit, and doing so would impose significant additional and unexpected compliance costs on California electric utilities
and consumers.

SCPPA recommends that ARB make the following improvements to the RPS Adjustment:

0 Properly crediting the 2% transmission line loss correction factor. The RPS Adjustment does not fully offset
GHG emissions for imported renewable electricity that is not directly delivered since it does not include proper
crediting for the 2% transmission line loss factor that is automatically added to all unspecified imports including
indirectly delivered renewable energy. The transmission line loss factor (which is for GHG emissions accounting
purposes) should be credited under the RPS Adjustment (which is not a recognition of avoided emissions but an
adjustment to the Cap-and-Trade compliance obligation). Directly and indirectly delivered renewable energy
should be treated equally; there should be no Cap-and-Trade compliance obligation for either one. Adding credit
for the 2% transmission line loss factor to the RPS Adjustment will treat directly and indirectly delivered renewable
energy equally for purposes of the Cap-and-Trade compliance obligation and will not affect the GHG emissions
inventory.
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o Clarifying the Renewable Enerty

PEa retiterhent “deadline for RPS Adjustment purposes.
Currently, Section 95852(b)(4) states that RECs must be placed into a retirement account within 45 days of the
reporting deadline for the year for which the RPS Adjustment is claimed. “Within 45 days” could be interpreted as
between April 15 and July 15. We understand from ARB staff that the intent was to allow RECs to be retired up to
45 days after the reporting due date. The rule language should be clarified to specify that RECs claimed for the
RPS Adjustment must be retired no later than 45 days following the June 1 reporting deadline.

Crediting voluntary green power programs. The RPS Adjustment applies only to indirectly delivered renewable
electricity that is used for RPS Compliance. It does not apply to indirectly delivered renewable electricity that some
utilities procure on behalf of “voluntary” green power program customers who pay premiums for the procurement of
renewable electricity above and beyond a utility’'s RPS mandate in order to offset their own electricity consumption.
This is because the RECs associated with the energy imported for these program customers are not designated as
“retired” in the California Energy Commission’s accounting system for the purpose of complying with the RPS.
Accounting for these voluntary programs was also recognized in the recently-enacted SB 350 and will likely need
to be implemented via a rulemaking. SCPPA recommends adding a credit similar to the RPS Adjustment that
applies to voluntary green power programs to ensure equal treatment for renewable power procured on behalf of
utility customers and to properly reward such initiative taken by individual California consumers.

Emergency Exemption for Imported Electricity should apply for ALL California Balancing Authorities.
SCPPA recommends that the definition of “imported electricity” be revised to treat all California Balancing Authorities
equally. Currently, the “emergency exemption” from reporting and compliance obligations for electricity imported into
California for emergency assistance applies only to CAISO. However, all Balancing Authorities have the same
responsibility to ensure grid reliability. ARB should ensure that the Regulation treats emergency situations equitably
for all California consumers — not just those served through CAISO.

Qualified Export Adjustment. The Qualified Export Adjustment does not adequately credit exported electricity.
While the intent of this provision was to provide emissions credit for electricity exported from California (in lieu of a
“border adjustment”), it does not accomplish that intent. Currently, Section 95852(b)(5) requires the lowest emissions
factor from any portion of the imports or exports within each hour be used to calculate the credit. Since most SCPPA
member utilities import zero-emission energy (e.g., Hoover Dam, renewables)to comply with California’s RPS
Program, the lowest emission factor in every hour is zero, which results in zero credit for exported electricity. As a
result, California consumers are paying the Cap-and-Trade compliance cost for electricity that is consumed in other
states, which is particularly punitive. To address this unintended consequence, SCPPA previously proposed changing
the lowest emissions factor used to calculate the Qualified Export Adjustment to the default emissions factor in order
to correspond with unspecified imports during each hour. Alternately, the Qualified Export Adjustment could be
eliminated by simply deducting emissions for exported electricity on the “Exports” tabs of the Electric Power Entity
report from the entity’s covered emissions. Deducting emissions for exported electricity is important to accurately
reflect GHG emissions for electricity consumed in California (as required by AB 32). There is also pending legislation
that proposes to apply GHG emissions data reported to ARB to the California Energy Commission’s Power Content
Label for electric utility retail sales within California. Emissions for exported electricity should be excluded from
covered emissions.

Asset Controlling Supplier (ACS) Power. SCPPA remains extremely concerned with the inconsistent “actual”
versus “paperwork” emissions profile treatment of imported zero- and low-GHG emission electricity. For example,
directly delivered null power (renewable energy without the RECs) must be reported as specified with a zero emission
factor even though the importer purchased the energy without the environmental attributes (RECs). In contrast,
directly delivered ACS power must now be reported as unspecified with the (higher) default emission factor instead of
the (lower) ACS emissions factor if the importer did not pay a “premium” to the seller to label the power as specified
(with environmental attributes). SCPPA continues to question why, if power from another renewable facility is treated
as zero emission without having to pay a premium to buy the environmental attributes, why ACS system-generated
power is treated differently (why isn’'t power generated by an ACS system treated as low-GHG without having to pay a
premium to buy the environmental attributes?). Prior to 2014, all imported ACS power was reported as specified with
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the corresponding low-GHG emissiofis-facto owW-GHG in the statewide GHG emissions
inventory. That changed with the 2013 amendments to the Mandatory Reporting Regulation when ARB inserted new
contract labeling requirements for ACS power that benefits non-California Asset Controlling Suppliers to the detriment
of California utilities and consumers as well as discounting the State’s progress towards meeting more aggressive
climate change goals. This must be corrected — especially as California leaders advance a broader regional role for
the CAISO, the CAISO Energy Imbalance Market, and the Renewable Energy Transmission Initiative 2.0 effort — to
ensure parity and the consistent treatment of power sources market-wide. Counting ACS power as unspecified will
hurt California’s progress towards achieving its GHG emission reduction goals. This cannot be the State’s intent.

e Programmatic Improvements. SCPPA greatly appreciates ARB's recognition of and efforts to streamline or
eliminate some regulatory requirements. SCPPA urges ARB to work with other state and possibly federal agencies to
coordinate data reporting efforts to the greatest extent possible; currently, information reported to one agency is often
used in other reports for other state agencies. Linking state and federal data reporting and its usage would help to
reduce duplicative work efforts and ensure consistency in reporting which, in turn, improves programmatic
understanding and clarifies whether program goals are being achieved or not. We recommend that ARB:

o0 Provide as-needed reminders for upcoming deadlines to assist regulated entities towards compliance.

o Ensure that reporting associated with federal Clean Power Plan compliance matches existing reporting
requirements and uses the same data and definitions to the greatest extent possible in order to streamline
processes and to avoid over-burdening reporting entities with limited staff resources.

o Work to improve the information in CITSS as it does not currently include a true and easily legible accounting of
past and current actions. SCPPA recommends that ARB work to simplify how allowances are accounted for in
CITSS between the various accounts as CITSS does not make it easy to manage and track these allowances.

o Work to ensure that the verification and update of members involved with CITSS and Cap-and-Trade data is
conducted in a more reasonable and easy-to-administer manner.

o Provide greater transparency and linkage within the context of AB 32, the Low Carbon Fuel Standard, EPA
reporting, the Mandatory Reporting Regulation, and the Cap-and-Trade Regulation. There are limited staff
resources available to handle the growing data reporting burden for these climate change-related
programs. Striving to do so would likely make compliance easier and end-use reporting much more fluid and
transparent.

Revisit the cumbersome “know your customer” rules with the aim of simplifying and streamlining them.

o Enable electronic submittal of documents and streamline auction paperwork. SCPPA would support the electronic
signature proposals and removal of the “intent to bid” requirement. Both help to reduce administrative burdens
and should save time for participants as well as for ARB staff. SCPPA also recommends streamlining attestation
requirements by promoting e-signature submittals on-line and electronic submittals for updating corporate
associations — both of which would be fabulous technological improvements.

0 Better manages information. SCPPA urges ARB to use the same definitions consistently.

(@)

e Maintain Environmental and Market Integrity. Another important issue relates to the Cap-and-Trade requirement to
surrender emission allowances for emissions that occur outside of California (i.e., emissions from imported
electricity). SCPPA believes that it is vital for ARB to obtain clarification from EPA as to how these components of the
Cap-and-Trade Program would be viewed before submitting a state measures plan that relies on the Cap-and-Trade
program as its primary or only state measure.

Thank you for your time and consideration.

Respectfully submitted,

nge

Tanya DeRivi
Director of Government Affairs
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October 19, 2015

Comments of EcoSolution Recycling (ESR) regarding CARB’s Cap-and-Trade Regulation

Because sustainable development and the desire to always do more for the environment are
fundamental values of our Company, EcoSolution Recycling’s (ESR) mission is to develop and
implement integrated management technologies for a safe and optimal recycling of end of life
domestic cold appliances and halocarbons. ESR extracts and destroys halocarbons within the
cooling circuit and the insulating foam of the appliances and by doing so is the only company in
North America that achieves such high environmental standards. The greenhouse gas
reductions achieved per appliance are monitored and quantified on a continuous basis. ESR’s
technology warrants a complete traceability and gas identification/characterization from the
appliance to the complete gas destruction.

From this mission stems our engagement to offer adapted solutions that exceed regulatory
requirements and environmental standards, in an effort to maximize GHG reductions.

The innovative technology ESR employs not only allows to recycle more than 96% of the
physical components of de-manufactured appliances, but also to extract all refrigerants
contained therein, such as the blowing agents trapped in the polyurethane insulating foam.
While some refrigerants contribute to ozone depletion, ALL massively contribute to climate
warming.

HaloSecure Recycling (HSR), a wholly owned subsidiary of ESR, was created in 2014. HSR is
dedicated to the management, reuse and safe disposal of halocarbons. Our integrated facility
aims to provide the Province of Quebec and Canada with a unique infrastructure. It will be
dedicated to the safe management of refrigerants. This is an important project in North America
for greenhouse gases (GHG) reduction since such dedicated infrastructures are needed in order
to safely destroy halocarbons. HSR should receive the governmental permits by year-end and
initiate operation of its plasma destruction unit (PDU) by spring 2016.

We would like to take the opportunity of this discussion regarding the cap and trade system to
submit certain items that deserve your attention.

Finding 1: Offsets are based on four principal criteria concerning the GHG emission reductions.
They have to be: real, verifiable and verified, permanent and additional. Additionally involves a
project that goes beyond the current practice and on the basis of the most stringent regulations.
For ODS destruction, Quebec installations are facing competition from other North American
destruction facilities; there are 3 in USA and 1 in Alberta, Canada. Different operating criteria are
in force following the different jurisdictions.

For example, they all need to have a destruction efficiency of 99,99 % as stated in the Montreal
Protocol, while Quebec regulations requires 99,9999 %. The wastewater generated by the flue
gas treatment must be treated and the discharge requirements are very stringent. For example,
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the destruction of 300 tm of refrigerants at our PDU facility in Quebec will decrease fluoride
emissions in the wastewater of about 100 tm of the same installation in the USA. Following the
principles that the most stringent regulation shall apply to all, it would be fair that all destruction
facilities operating under the cap and trade have to meet the same high standards of Quebec in
a harmonization objection. In the same vein, Article 2.1 of the “Compliance Offset Protocol
Ozone depleting Substances Project” should be harmonized with the Quebec regulations and
require a destruction efficiency of 99.9999 %.

Moreover, the regulations regarding air emission standard should be harmonized between both
jurisdictions to adopt the most stringent air emission standards for ODS destruction facilities and
for wastewater treatment.

Finding 2: It is equally unfair that gas collected in Quebec can be destroyed in the USA, while
the reverse is not possible. In the context where other states, provinces and Mexico plan to join
the WCI, the border restriction for halocarbons destruction should be eliminated. We suggest
that Article 3.2 of Compliance Offset Protocol Ozone Depleting Substances Project from
California to be modified to allow ODS destruction in Canada for US halocarbon generators.

Finding 3: Substitution halocarbons (HFC and HCFC) also have high global warming potential.
They have and will have a major impact on GHG emission in the next future years. They have to
be taken into account in the planning of GHG reduction actions and in our efforts to capture and
destroy halocarbons from domestic cold appliances. HFC and HCFC’s must be included in the
ODS destruction Protocol and become eligible for offsets. Not including the destruction of these
halocarbons as eligible for offsets puts in jeopardy our optimal management projects for end of
life domestic cold appliances. The funding source generated by these potential offsets is
essential in the current financial model.

USA and China have indicated their intentions in working together to reduce the use of HFCs.
Canada and Mexico have done the same at the last meetings of the members of the Montreal
Protocol. HFC-134 reclaim does not generate economic value so there seems to be a significant
gap between the sales volumes of HFC’s compared to its recovery rate. We believe it is an
urgent action to take. HFC are observed as an interim refrigerant while the industry works
towards introducing alternative replacements that do not contribute to climate change. Including
all refrigerant into cap-and-trade regulation will help Québec, Ontario and California to meet
ambitious GHG reduction targets.

‘ /S A
) it (7

Arnold Ross
Technical director
EcoSolutions Recycling
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October 19, 2015

Rajinder Sahota, Branch Chief, Cap-and-Trade Program
California Air Resources Board (ARB)

1001 | Street

Sacramento, CA 95814

RE: Potential 2016 Amendments to Cap-and-Trade Regulation
Dear Ms. Sahota:

The American Carbon Registry (ACR), an ARB-approved Offset Project Registry (OPR) for the California
cap-and-trade program, welcomes the opportunity to offer input on amendments to the cap-and-trade
regulation. Our comments herein focus specifically on enabling the market to maximize use of the
offsets limit, commensurately optimizing cost-containment, as well as environmental and social co-
benefits.

As currently structured, each compliance entity is individually allowed to surrender no more than 8% of
compliance instruments as offsets. This inherently impairs the ability of the market as a whole to make
full use of the offsets limit. For companies with small compliance obligations, the financial costs to be
well informed, conduct proper due diligence, and enter into contract outweigh the savings that could be
realized by using offsets. However, as you are aware, the 8% limit was established to ensure that no
more than half the aggregate reductions would be derived from offsets. We believe that amendments
to the regulation can allow this intent to be met without adding undue complexity to ARB’s oversight
responsibilities.

Our suggestions are as follows:

1) Allow unused offset quotas to be rolled over from one compliance period to the next. Fully
unused, a compliance entity’s offsets limit of 8% in one compliance period would increase to
16% in the next compliance period, 24% in the next, and so on. While the limit of 8% is too
small to make it worthwhile for many compliance entities to make use of offsets, it may well
make sense to do so with a higher limit.

A threshold compliance obligation should be established. Only entities with emissions below a
specified limit should see their unused offsets quotas carried forward. This would target the
solution appropriately, while averting the potential that those with larger compliance
obligations could, in an environment of diverging allowance and offset prices, choose to carry
forward large offset quotas. Following the November 2015 surrender event, we will have data
from a full compliance period to inform a determination of what the threshold should be.

For simplicity, the rollover of unused offset quotas should be automatic. There is no compelling
reason a compliance entity should have to elect to carry forward unused quota, nor would
actively managing the process be a useful burden to add to ARB’s workload.

American Carbon Registry
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2) Allow offset quotas to be transferred between compliance entities. Those compliance entities
most interested in using offsets should be able to purchase offsets quotas from those that do
not wish to make use of them. Quota tracking could be integrated into the Compliance
Instrument Tracking System Service (CITSS). Perhaps one model could be to establish for each
compliance entity an “offsets quota account.” Offsets could not be surrendered in excess of
available quotas. Upon surrender of offsets, a corresponding quota volume would be canceled.
We encourage ARB to explore how CITSS could be modified to maximize simplicity for both ARB
and compliance entities.

We appreciate the opportunity to provide these comments, and we look forward to continued
engagement as the process moves forward. If you would like to further discuss these suggestions or any
other modifications affecting offsets, please feel free to get in touch.

Respectfully,

Arjun Patney

Policy Director, American Carbon Registry
an enterprise of Winrock International
arjun.patney@winrock.org

American Carbon Registry
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October 19, 2015

Rajinder Sahota

Assistant Division Chief — Climate Program
California Air Resources Board

1001 “I”” Street

Sacramento CA, 95814

Filed Electronically

RE:  Comments of EnergySource on October 2, 2015 Workshop To Discuss
Amendments to the California Cap-and-Trade Program - Geothermal Generation
and Lithium Processing

Dear Ms. Sahota,

EnergySource provides the following comments on the ARB’s October 9, 2015 Cap-and-
Trade Workshop. EnergySource is an independent, renewable energy generation company with
geothermal energy projects and interests located in the Salton Sea Geothermal Resource area. In
addition to furthering California’s GHG emission reduction goals, EnergySource’s projects
create high-paying employment opportunities in some of California’s most economically
disadvantaged communities.

Energy Source’s comments focus on two topics. First, as the ARB evaluates post-2020 Cap-
and-Trade program changes, it should continue to recognize the value of geothermal energy and
continue to list emissions from geothermal units, including geyser steam and fluid, as emissions
without a compliance obligation. Second, EnergySource supports the inclusion of new
Emissions Intensive Trade Exposed (“EITE”) industry designations. In particular, the inclusion
of a new product-based benchmark for lithium hydroxide would help ensure that lithium
production occurs domestically in California, reduces future emissions leakage, and furthers
California’s GHG and Zero Emission Vehicle (“ZEV”) goals.

1. ARB Should Continue the Important Policy Directives Recognizing that Emissions
from Geothermal Energy Qualify as Emissions Without a Compliance Obligation.

The emissions from geothermal energy are not related to the power generation from the
combustion of carbon-based fuels, but rather from the geothermal wells occurring naturally in
important known geothermal areas such as the Salton Sea. The Geothermal generation can
displace fossil generation, resulting in considerable GHG emission reductions. The ARB has
recognized that the Renewable Portfolio Standard (“RPS”) program is a keystone in the State’s
efforts to reduce GHG emissions and that geothermal can play an important role in the State’s
low carbon future. For example, in the first update to the AB 32 Scoping Plan, the ARB
correctly observed the inherent potential of geothermal generation to further these important state
policies:

1
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Meeting the 2050 goal requires dramatically cutting GHG
emissions from energy generation. Options to decarbonize
electricity generation include: renewable energy generation,
geothermal energy generation, renewable DG, solar space and
water heating, natural gas coupled with CCUS, and nuclear energy.
.. Using geothermal power’s potential as a flexible resource should
be encouraged and its ancillary benefits to the grid should be
recognized in power pricing agreements.t

The attributes of geothermal are appropriately recognized by the ARB through the conclusion
that emissions from geothermal energy fall squarely within Section 95852.2 (emissions without a
compliance obligation). The rationale for the inclusion of emissions from geothermal in section
95852.2 was based, in part, on the notion that geothermal energy is an integral component of the
State’s GHG and RPS strategies.? In order to encourage the continued development of these
important RPS resources, EnergySource requests that the ARB reiterate its continuing
commitment to this important policy directive by retaining geothermal emissions in Section
95852.2 in the ARB’s post 2020 revisions to the Cap-and-Trade.

2. The ARB Should Evaluate New Product-Based Benchmarks.

The ARB should consider new product-based benchmarks and EITE designations.
EnergySource understands that the ARB may consider new EITE designations for activities that
have no GHG emissions, but are nevertheless trade exposed due to their electricity usage. As
explained below, the ARB should also consider new product-based designations for developing
markets, such as domestic lithium mining and processing.

Lithium hydroxide is a critical product in the deployment of battery storage, ZEVs, and other
zero emissions technologies. Indeed, the term “gigafactory” has worked its way into the lexicon
precisely because of the direct relationship between lithium, batteries, and electrification of the
transportation sector. Currently, lithium is mined and developed in other jurisdictions (e.g.,
Nevada, Chile, etc.) with little or no GHG emissions controls applicable to these mining
activities. Traditional lithium mining and processing activities using conventional resources are
land use intensive and GHG intensive. Consequently, the growing global market demand for
lithium and California’s ZEV policies has the potential to increase GHG emissions in the mining
sector because predominately fossil-fuel based resources are employed in traditional lithium
mining and processing operations.

There is a better alternative. Lithium can be processed in California using geothermal steam
and electricity. The development of a new EITE designation for lithium mining (NAICS Code
#212393) and the designation of lithium hydroxide as a product-based benchmark would enable
a new California-based industry for low to zero emissions lithium development. The product

! See AB 32 Scoping Plan Update, Electricity and Natural Gas Working Paper, March 14, 2014, available at:
http://www.arb.ca.gov/cc/scopingplan/2013_update/energy.pdf

2 See October 28, 2010 ISOR, page 1X-40, available at:
http://www.arb.ca.qgov/regact/2010/capandtrade10/capisor.pdf

2
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benchmark would also protect the developing California-based lithium industry from trade
exposure in jurisdictions where GHG emissions from lithium mining and processing are not
controlled.

In previous iterations of the Cap-and-trade Rulemaking, the ARB stated a preference for “one
product: one benchmark.” Lithium hydroxide is the preferred product in the battery market
today and would be the appropriate product-based benchmark for lithium mining (212393).
Since the California based production and supply is still in development, the ARB should
evaluate the current production methods used domestically and globally to establish a
benchmark, looking to these and other information sources of data (e.g., US EPA reporting data
for out of state sources or EU ETS data).

EnergySource has identified at least two data sources for developing a benchmark for lithium
hydroxide that merit further consideration. First, the lithium mining facility in Nevada may
serve as a regionally appropriate benchmark that primarily uses precipitation and filtration
methods to produce lithium salts. However, the facility does not produce lithium hydroxide. To
develop an accurate benchmark, the ARB would need to account for the additional processing
done at subsequent processing facility(s) to turn lithium salts into lithium hydroxide. This
production system is similar to the majority of current global production. Second, a portion of
the global lithium supplies come from ore (spodumene). This production system consists of two
sub-processes, mining and beneficiation followed by sulfuric acid digestion. The GHG
emissions attributable to this process can be modeled in available software.®> There are also other
sources of data on international lithium processing and mining activities, though the data may be
more difficult to obtain and verify to the same high standards imposed on U.S. industries.
Nevertheless, these sources of information may be instructive in developing a product-based
benchmark.

The potential to develop a domestic lithium supply in some of California’s more
economically challenged communities and minimize future emissions leakage merits the ARB’s
close and careful consideration. EnergySource looks forward to the opportunity to work with the
ARB and stakeholders to develop a sound product-based standard for lithium mining and
processing. We also welcome the opportunity to explore other product-based standards for
additional metals and minerals that may be produced associated with geothermal energy
production.

Conclusions

EnergySource requests that the ARB reiterate its commitment to encouraging geothermal
development by continuing to include geothermal emissions within Section 95852.2. Moreover,
and of great potential to California’s energy future and global emissions reductions, the creation
of a new product-based benchmark for lithium mining and processing would avoid trade
exposure and emissions leakage by allowing low to zero-GHG lithium mining and processing in
California to compete with conventional mining sources. The development of a lithium

3 E.g., Ecoinvent database version 2.2 can approximate the impacts for this production.

3
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benchmark would also further the State’s ZEV goals in support of the electrification of the
transportation sector through a clean, dependable and ample domestic supply of lithium.

EnergySource appreciates the opportunity to submit these comments and welcomes the
opportunity to discuss our proposal for a lithium product based benchmark at greater length with
the ARB staff. | can be reached via email at DBenson@energysource.us.com.

Respectfully submitted,

/sl

Derek Benson, Vice President, Power Development
EnergySource

4
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California Independent System Operator Corporation

October 19, 2015

Via Electronic Filing
California Air Resources Board
1001 "I" Street

Sacramento, CA 95814

Re: Public Workshop on Potential 2016 Amendments to the Cap-and-Trade
Regulation and California Plan for 111(d) Compliance

Dear Sir/Madam:

The California Independent System Operator Corporation submits these
comments consistent with the timeframe established by the California Air Resources
Board (CARB) in connection with its public workshop on potential 2016 amendments to
the cap-and-trade regulation and California’s plan for compliance with the Clean Power
Plan adopted by the U.S. Environmental Protection Agency under Section 111(d) of the
Clean Air Act. The ISO recommends that CARB hold a workshop to address changes
to cap and trade regulations impacting the electricity sector. The ISO also recommends
that CARB structure any proposed implementation plan to comply with Section 111(d) of
the Clean Air Act in such a way to avoid adverse impacts to electric grid reliability and
preserve opportunities for collaboration across the region.

. CARB should hold a workshop on electricity sector issues in connection
with potential changes to its cap and trade regulation

At is public workshop on October 2, 2015, CARB identified several issues on
which it plans to hold workshops to address potential amendments to its cap and trade
regulation. CARB also expressed a willingness to schedule a workshop to address
electricity sector issues. Among any other issues, this workshop should address:

(1) Tracking and reporting of electricity imports into the ISO balancing
authority area to serve load not within the state of California; and

(2) Tracking and reporting dispatches of electricity from resources
outside of the state of California to serve California load, if the ISO
balancing authority area boundaries change to include other
participating transmission owners within the region, and the
schedule for any required changes.

At CARB'’s public workshop on October 2, 2015, Valley Electric Association
expressed concerns with the fact that it incurs cap and trade compliance obligations
associated with electricity imports into the ISO balancing authority area to serve its

www.caiso.com | 250 Outcropping Way, Folsom, CA 95630 |  916.351.4400
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California Independent System Operator Corporation

Nevada load when those imports exceed its Nevada load in any operating hour. While
it is possible to forecast electric load with reasonable certainty it is not possible to do so
with exact certainty. The California ISO, accordingly, supports efforts to resolve Valley
Electric’'s concerns. CARB should examine mechanisms to minimize treating Valley
Electric’s imports into the ISO balancing authority that they intend to serve load outside
of the state of California as imported electricity under the cap and trade regulations.
CARB should implement these mechanisms as soon as possible — possibly through
regulatory guidance.

Attendees at CARB’s October 2, 2015 public workshop also asked about CARB’s
plans to modify its cap and trade regulation to recognize the possible expansion of
electricity markets in the Western region. As the ISO explores developing a regional
market it will need to determine how to reflect resources’ costs to comply with
California’s greenhouse gas regulations in the day-ahead market and will also need to
develop rules for tracking dispatches of power from resources located outside of
California to serve California load within the expanded balancing authority area. As a
guiding principle, the ISO plans to leverage the existing design it developed for the
energy imbalance market and extend it to the day-ahead market, as appropriate. The
energy imbalance market currently has a methodology that enables resources to
include greenhouse gas compliance costs in their offers to supply California load. The
ISO will also need to develop mechanisms to ensure it tracks transfer of power into the
state of California and inform market participants of the output from their resources that
supported those transfers. The ISO expects that CARB will need to make
corresponding greenhouse gas regulations changes and should include this issue for
discussion in any workshop on changes to the cap and trade regulation affecting the
electricity sector.

Il CARB’s work to comply with the Clean Power Plan should ensure no
adverse impacts to electric grid reliability and preserve opportunities for
collaboration across the region

In its Clean Power Plan compliance discussion paper issued September 28,
2015, CARB states it is considering a state measures plan under which CARB identifies
the measures that it plans to use to meet emission reduction targets. These measures
include the cap and trade program, the renewable portfolio standard, energy efficiency
standards, and the emission performance standard for long-term electricity contracts.
The I1SO is willing to assist CARB in its efforts to ensure any state implementation plan
does not adversely affect electric grid reliability.

The ISO also supports efforts to pursue emission reduction opportunities across
the region, by integrating more renewable resources but also by exploring emissions
trading linkages. CARB should attempt to preserve emission trading options with other
states and across the region in the development of a state implementation plan. In
addition, the ISO recommends that CARB initiate efforts to collaborate with other states
to better understand how other western states plan to comply with the Clean Power

WWwWw.caiso.com
Comment Overview




Navigate to Table of Contents

California Independent System Operator Corporation

Plan. This collaboration should begin during the development of California state
implementation plan, but CARB should also incorporate flexibility into California’s state
implementation plan to allow for ongoing collaboration should there be opportunities to
work with other states in the future. This flexibility will be important as California looks
at cost effective ways to meet its carbon reduction goals.

If you have any questions concerning these comments, please feel free to
contact me via telephone (202) 239-3947 or via electronic mail at aulmer@caiso.com.

Respectfully submitted,

6 b e

Andrew Ulmer
Director, Federal Regulatory Affairs

WWwWw.caiso.com
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October 19, 2015

Comments on Potential 2016 Amendments to the Cap-and-Trade Requlation

Thank you for the opportunity to provide these comments regarding potential amendments to the
Cap-and-Trade Regulation.

Headquartered in San Francisco, Origin Climate (formerly TerraPass) is a Certified B Corporation whose
mission is to fight climate change by bringing emission reduction projects to fruition. Since 2004, we
have helped dozens of family-owned dairy farms fund anaerobic digester projects through the sale of
carbon offsets. We serve as Authorized Project Designee for many such projects.

We are deeply appreciative of the positive impact that the Cap-and-Trade Regulation has had on
dairies seeking to improve their environmental performance by installing anaerobic digester
technology. California is the #1 milk producing state in the United States, and ARB's support for
digester technology is not only improving the air, soil, and water quality at and around dairy farms,
but itis also creating new California jobs in both urban and rural areas. We would like to offer the
following comments as means of increasing this positive environmental and economic impact:

o Section 95973(b). A clearer method of testing for the regulatory conformance of offset
projects is needed. Many comments on this paragraph have been submitted in the past.
With several years of practical experience now behind us, there appears to be general
consensus among all parties (ARB staff included) that attempting to apply this language to
real-life project situations is time-consuming and in many cases ineffective in achieving its
intended purpose.

We understand the fundamental need to prevent funds from the sale of offsets (which
ultimately derive from California ratepayers) from flowing to offset projects that are harming
or degrading the environment. We also understand the need to create cost containment
mechanisms that reduce the cost burden of the Cap-and-Trade Regulation on California
ratepayers while achieving the needed emission reductions.

The language as currently written fails to achieve these objectives effectively or efficiently
since it subjects the terms “enforcement action” and “directly applicable” to the interpretation
of staff with little or no experience in the operation or regulation of sites and facilities hosting
offset projects. This subjectivity has at times resulted in extensive fact-finding missions that
can stretch out over months (or longer) and absorb large quantities of staff time on all sides,
almost exclusively on issues that have no fundamental impact on or relationship to the
environmental integrity of the offset credits or projects.

———0RIGIN CLIMATE ;
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With this in mind, we would offer the following ideas as a means of improving the efficiency
and efficacy of the offset program:

i.  Add language to clarify the definition of "enforcement action" as a fine, penalty, or
similar punitive action. Such a definition would serve to identify any real threats or
adverse impacts to the environment and avoid staff time being lost on extensive
research and adjudication of routine administrative notices, which comprise the
bulk of the communications (at least in the agricultural sector) between an offset
project operator and its regulator.

ii.  Add language to clarify the definition of "directly applicable" as laws or regulations
that apply to the incremental activities and facilities resulting directly from the
implementation of the offset project. This would help avoid the loss of staff time
on researching activities that have no bearing on the environmental integrity of
the projects and are not being funded by proceeds from the sale of offset credits.

iii.  Simplify the remaining language in the paragraph that would be considered
superfluous if the first two definitions above are well constructed, as this will
provide for less confusion in real-life application.

With these principles in mind, we would reconstruct this section of the regulation along the
following lines:

"Local, Regional, and National Regulatory and Environmental Impact Assessment
Requirements. An Offset Project Operator or Authorized Project Designee must fulfill
all local, regional, and national requirements on environmental impact assessments
that apply based on the offset project location. In addition, an offset project must not
be out of compliance with directly applicable local, regional, and national
environmental and health and safety laws and regulations. The project is out of
regulatory compliance if an enforcement action such as a fine, penalty, or punitive
action was taken by a regulatory oversight body during the Reporting Period and such
action specified a facility or activity that was implemented because of the offset
project. An offset project is not eligible to receive ARB or registry offset credits for
GHG reductions or GHG removal enhancements for the entire Reporting Period if the
offset project is not in compliance with regulatory requirements directly applicable to
the offset project during the Reporting Period."

e Section 95977.1(a) Rotation of Verification Bodies. The language in this section regarding
rotation appears to apply specifically to the scenario in the first sentence, when an offset
project has six consecutive Reporting Periods verified by the same verification body. But it has
been applied in such a way as to disallow alternation of verification bodies. We recommend
altering the language of Section 95977.1(a) to specify that an offset project “shall not have
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more than six Reporting Periods verified by the same verification body or offset verification
team member(s) within a 9 year span, unless otherwise specified...”

=L RIGIN CLI| M ACtrimenroverem————




&1 Kimberly-Clark

Navigate to Table of Contents

October 19, 2015

Via Electronic Submission

California Air Resources Board
1001 1 Street
Sacramento, CA 95812

Re: Comments of Kimberly-Clark on Potential Amendments to the Cap and
Trade Program Concerning the Tissue Benchmark

Dear Air Resources Board Staff:

At its October 2, 2015 workshop, California Air Resources Board (“ARB™) Staff
indicated that ARB is currently considering proposing changes to the Cap-and-Trade Program
(the “Program”) and identified a number of aspects of both the Cap-and-Trade Regulation (the
“CTR”) and the Mandatory Reporting Rule (the “MRR”) that it was considering amending.
ARDB staff solicited input from stakeholders regarding the possibility of amendments to these
regulations. | write pursuant to this request on behalf of Kimberly-Clark (“K-C”) to provide
recommendations to Staff for potential changes to the Program.

We were disappointed to note that neither in ARB’s Notice for the October 2 workshop
nor in its presentations at the workshop was there any mention of addressing the Program’s
Product-Based Emissions Efficiency Benchmarks that are set forth in CTR Section 95891, Table
9-1. K-C asks that ARB consider changes to the product benchmark for tissue products set forth
in Table 9-1 in the row entitled “Paper (except Newsprint) Mills,” NAICS Code 322121, and in
particular the sub-row for “Bathroom Tissue Manufacturing” that was adopted by ARB on April
25, 2014 (referred to herein as the “Tissue Benchmark™). K-C believes that this issue is worthy
of a public workshop wherein all stakeholders can provide input on the current Tissue
Benchmark.

As you know, K-C has repeatedly submitted comments to ARB explaining that the
current version of the Tissue Benchmark, which is adjusted for “water absorbency,” 1s not
supported by science or data, and does not accurately account for the greenhouse gas intensity of
bath tissue manufacturing. K-C submitted two letters to ARB addressing the flaws in what at the
time was ARB’s proposal to amend the Tissue Benchmark to adjust for water absorbency. See
Sept. 12, 2013 Letter from Dell Majure, Kimberly-Clark, to ARB; April 4, 2014 Letter from Dell
Majure, Kimberly-Clark, to ARB. At the April 25, 2014 rulemaking meeting, the Board adopted
ARB’s proposal for an absorbency-adjusted Tissue Benchmark, but directed ARB staff to engage
with K-C to address K-C’s concerns. Since that time, K-C has endeavored to engage with ARB
Staff on this issue and has repeatedly demonstrated that water absorbency is not a scientifically
valid method of accurately accounting for the greenhouse gas emissions associated with the
manufacture of bath tissue. As currently drafted, the Tissue Benchmark actually encourages
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Kimberly-Clark Comments on Potential Amendments to the Cap and Trade Program
Concerning the Tissue Benchmark
October 19, 2015

more GHG-intensive tissue manufacturing processes, and is at odds with both the requirements
and purposes of AB 32.

Given K-C’s active engagement with ARB on this issue for more than two years, it is
appropriate for ARB to prioritize this process. K-C requests that ARB publicly announce that it
will be conducting a workshop to gather stakeholder input regarding the Tissue Benchmark (and
likely other benchmarks as well). Based on the tentative Cap-and-Trade Workshop Schedule set
forth on Slide 12 of ARB’s presentation at the October 2 workshop, the currently planned
workshop on the somewhat related issue of “Leakage study results” set for Jannary 2016 may be
a good time to take up this important issue. In light of this, K-C specifically requests that ARB
announce a workshop regarding potential amendments to the Tissue Benchmark by November
13, 2015, and hold such a workshop by the close of January 2016.

Sincerely,

Dell Majure, P.E.
Alr and Climate Programs Leader
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'IBERDROLA

Comments of Iberdrola Renewables
On CARB’s Cap-and-Trade Regulation

Iberdrola Renewables appreciates the opportunity to provide comments on the California Air Resources
Board (“CARB”) Reporting Regulation. Iberdrola Renewables is a non-transmission owning independent
power producer engaged in the development and operation of wind, solar, biomass and thermal energy
facilities, and in providing other energy services. Iberdrola Renewables, with its affiliates and
subsidiaries, is the second largest wind energy generator in the United States, with more than 5,800
megawatts of operating wind energy generating capacity. Iberdrola Renewables supports the overall
objective of California’s cap-and trade program and would appreciate the opportunity to work with
CARB staff to address the issues raised below.

Evidence for RPS Adjustment

Iberdrola Renewables sells wind energy to numerous customers under long-term contracts and imports
this energy into California on the customers’ behalf. Under certain contracts Iberdrola delivers
renewable energy to counterparties that may or may not be sourced directly from the wind facility
under contract. For megawatt-hours both directly and not directly delivered by the wind facility under
contract, the customer receives RECs from the contracted wind resource. The energy delivered under
these contracts that is not directly delivered from the wind facility qualifies for the RPS Adjustment
under CARB'’s reporting regulation.

The Cap-and-Trade Regulation in section 95852(b)(4) states:

RPS adjustment. Electricity procured from an eligible renewable energy resource reported pursuant to

MRR must meet the following conditions to be included in the calculation of the RPS adjustment:

(A) The electricity importer must have:

1. Ownership or contract rights to procure the electricity and the associated RECs generated by the
eligible renewable energy resource; or

2. A contract with an entity subject to the California RPS that has ownership or contract rights to
the electricity and associated RECs generated by the eligible renewable energy resource, as
verified pursuant to MRR.

(B) The RECs associated with the electricity claimed for the RPS adjustment must be placed in the
retirement subaccount of the entity subject to the California RPS, and party to the contract in
95852(b)(4)(A), in the accounting system established by the CEC pursuant to PUC 399.25, and
designated as retired for the purpose of compliance with the California RPS program within 45 days
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of the reporting deadline specified in section 95111(g) of MRR for the year for which the RPS
adjustment is claimed.

(C) The quantity of emissions included in the RPS adjustment is calculated as the product of the default
emission factor for unspecified sources, pursuant to MRR, and the reported electricity generated
(MWh) that meets the requirements of this section, 95852(b)(4).

(D) No RPS adjustment may be claimed for an eligible renewable energy resource when its electricity is

directly delivered.

(E) No RPS adjustment may be claimed for electricity generated by an eligible renewable energy
resource in a jurisdiction where a GHG emissions trading system has been approved for linkage by
the Board pursuant to subarticle 12.

(F) Only RECs representing electricity generated after 12/31/2012 are eligible to be used toward the
RPS Adjustment

For the contracts referenced above, Iberdrola appropriately claimed eligible deliveries on its 2014 report
as eligible for RPS Adjustment according to the regulations. Iberdrola removed all energy quantities
associated with directly delivered energy from the total eligible quantity of RPS Adjustment (with
evidence of all REC serial numbers associated with these transactions that had been transferred to
customers and retired), and reporting the quantity of directly delivered energy as directly delivered and
not eligible for the RPS Adjustment. In the final review of its report, however, lberdrola’s verifier
refused to accept the company’s evidence associated with its RPS Adjustment given a random sampling
of e-tags included on the WREGIS report included some e-tags associated with energy that had been
directly delivered by the renewable facility.

As stated above, Iberdrola identified such directly delivered imports and removed such imports from the
RPS Adjustment quantity, reporting such energy as directly delivered. Further, it is not possible to
match each individual e-tag with an individual REC serial number nor cleanly separate REC serial
numbers for energy that has been directly delivered due to WREGIS system limitations, including REC
serial number creation, reporting in WREGIS and the e-tag matching functionality in WREGIS.
Additionally, WREGIS Certificates are monthly instruments, created for each generation month based on
the actual generation from the asset for such month and uploaded to WREGIS. NERC e-tags are hourly
instruments created daily. Certain serial number strings on the WREGIS retirement report will inevitably
include e-tags related to energy directly delivered from the renewable resource. This shouldn’t be an
issue given an importer’s obligation to identify such directly delivered imports and remove them from
the RPS Adjustment. The screenshot below from a redacted WREGIS report demonstrates this matching
and resulting limitation.
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Once the compliance entity receives the monthly batches of RECs from Iberdrola, they need to “match”
the RECs to e-tags associated with the contract deliveries in WREGIS in order to use such RECs for RPS
compliance. The compliance entity works to match e-tags in quantities of megawatt hours that equate
to the number of RECs in a batch.

As demonstrated, requiring an exact match of REC serial numbers to megawatt quantities claimed for
RPS Adjustment is not possible given e-tags sourced from the renewable resource will inevitably be
batched with other generation sources, and such matching must be based on the monthly WREGIS
vintage, as opposed to the NERC e-tag hour-by-hour, basis. All megawatt hours associated with directly
delivered energy were reported as Specified Imports on Iberdrola’s report and removed from the
eligible quantities of megawatt hours for the RPS Adjustment to ensure no double counting or otherwise
inaccurate claims for emissions associated with imported energy. Iberdrola maintains full
documentation of all imported megawatt hours under these transactions which clearly identifies
guantities associated with the directly delivered energy and the remaining quantity claimed under the
RPS Adjustment. WREGIS reports with sufficient REC serial numbers to cover both the directly imported
guantities and the RPS Adjustment provides clear evidence which should be sufficient, despite the
impossibility of tying hourly NERC e-tags to WREGIS monthly individual REC serial numbers.

Iberdrola finds no requirement in the Mandatory Reporting regulations for matching of e-tags to RECs to
take the RPS Adjustment. §95111(g)(M) refers to “serial numbers of the RECs” and makes no mention
of e-tags. 895852(b)(4), the RPS Adjustment provision, also makes no mention of e-tags. In Section
4.3.11 of its “Electric Power Entity Reporting Requirements Frequently Asked Questions” guidance
issued April 22, 2015, the CARB stated “RECs associated with the RPS adjustment should be reported in
the REC serial tab, and should match the total number of MWh listed in the RPS.” As demonstrated
above, it is not possible to cleanly separate REC serial numbers for directly delivered energy and
assigning portions of batched REC serial number strings to the RPS Adjustment to match the total
number of megawatt-hours may result in directly delivered e-tags appearing to be attached to RPS
Adjustment REC serial numbers. Iberdrola respectfully requests the CARB remedy this issue and provide
additional, clarifying guidance to enable entities to accurately report their imported emissions in
compliance with the California Cap and Trade Regulation.
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Asset-Controlling Supplier (ACS) Power Requirement Inconsistency

Iberdrola Renewables has certain contracts which transfer the environmental attributes from all energy
from a specific renewable resource to a given counterparty. Some of these contracts include a “shaping
and firming” component which can result in energy being delivered to a counterparty from an alternate
source, but with a corresponding amount of REC serial numbers. These transactions are similar to the
contracts discussed above, but the counterparty is the importing entity and is the last PSE on the e-tag
when the energy crosses the California geographical border, not Iberdrola Renewables. A diagram of this
contractual structure follows where the “Utility” represents Iberdrola’s counterparty:

Substitute Energy
Martket enerzy
/ Klamath gas plant
/ All other projects

erdrola
Renewables,

LLC

Utility sells project
energy only at bushar

LLC owner of

— 5 Utility
wind farm

Pursuant to written contract terms, Utility
buys substitute energy (shaped & firmed)
from Iberdrola thatcould be:

*  Wind farm project energy

*  Market energy

*  Klamath gasplant energy

*  Energy from other [berdrola projects

Sells project energy
and project RECs at

Utility

As shown, under these contracts Iberdrola Renewables buys back only the project energy — without the
environmental attributes — from the counterparty and delivers a flat block of energy to the counterparty
at a specified delivery point. The energy for each of those flat block deliveries can come from the
market, any other project owned or sponsored by Iberdrola, or the project itself. These contracts
specifically provide that Iberdrola can deliver the flat block from any of these three different sources;
Iberdrola makes no warranty whatsoever that the flat block is project energy; in fact the parties to the
contract have agreed quite the contrary. Therefore, none of these direct deliveries are pursuant to
transactions in which the requirement set forth in Section 91114(a)(4) that “seller warrants the sale of
specified source electricity from the source through the market path” is met and accordingly, pursuant
to §95111(a)(4), this energy cannot be imported electricity from specified sources. The matching of
energy from a project to a specific delivery is essentially random on an individual pre-schedule basis.
Iberdrola Renewables understood from CARB workshops on both Asset Controlling Supplier (ACS) and
specified source rules that “getting matched up on ICE” was insufficient to permit a buyer to claim a
specified source. Accordingly, Iberdrola Renewables understood the specified source warranty in the
regulation as implementing CARB'’s rule to prevent this.

Iberdrola Renewables made this argument to the CARB staff to support its inclusion of any energy
directly delivered from these renewable resources as “Unspecified” given Iberdrola does not own any
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environmental attributes to the associated energy and does not warrant the sale from a specified
source. The CARB rejected Iberdrola’s argument and required Iberdrola to report all direct deliveries as
“Specified”. The CARB staff determined that despite the contracting structure, since Iberdrola controlled
the special purpose wind farms that were different corporate entities from Iberdrola, Iberdrola was
deemed the Generation Providing Entity (GPE) and was required to report all deliveries from its owned
wind resources as “Specified”. This determination seemed to focus on the corporate structure to apply
to a GPE rule that seems designed to prevent a source that was above the unspecified source from using
contracting structures to avoid reporting what would in such a case be an artificially lowered unspecified
source factor for high emitting resources to force Iberdrola to take the benefit of being a low emitting
resource away from Iberdrola’s customers. This created a significant commercial disruption given
Iberdrola’s counterparties had paid for all RECs associated with the renewable facility, rightfully owned
the environmental attributes, and were expecting to be able to utilize all REC serial numbers to support
their own RPS Adjustment. Last-minute commercial agreements had to be negotiated to enable
Iberdrola to remedy the commercial disruption and make its counterparties whole.

Iberdrola is confused by the position taken by the CARB on this matter. The situation described above is
carbon neutral and does not permit double counting. If Iberdrola had not been required to report the
deliveries as “Specified,” and instead reported the imports as unspecified at the unspecified emission
factor, the counterparties would have utilized those same REC serial numbers to support their RPS
Adjustment, Iberdrola would have purchased allowances for the unspecified source imports, and no
change to the overall reported emissions would have occurred.

Iberdrola cannot reconcile the CARB’s determination on this issue with CARB’s existing rules related to
ACS energy. In its “Staff Report: Initial Statement of Reasons for Rulemaking; Amendments to the
Regulation for the Mandatory Reporting of Greenhouse Gas Emissions” guidance issued in September
2013, the CARB determined ACS power could be marketed as “Specified” or “Unspecified” based on the
ACS entity’s arbitrary determination of which power they were selling (i.e. if a counterparty did not
agree to pay a premium for the power, it was deemed unspecified with the default carbon emissions
rate even though the ACS power they were sourcing from had a near-zero emission rate). This
determination is contrary to the application of GPE requirements on Iberdrola. Iberdrola’s
understanding that the RPS Adjustment could be taken by the buyer of the RECs if Iberdrola reported
the imported energy as unspecified would result in accurate net reporting, even if CARB disagreed with
which entity was assigned the emissions. Iberdrola believes its understanding is also consistent with the
purpose of the program itself “cap and trade,” allowing entities in the system to determine which will
pay for the emissions, so long as the overall cap is in place.

Iberdrola pointed out to CARB staff that it was at worst, seeking to take on for itself a compliance
obligation, that was increased by exactly the same amount by which its customers were benefited
through the RPS Adjustment. CARB staff replied that it would not be proper for Iberdrola to
overcomply, because the Mandatory Reporting Regulations were concerned with “accuracy.” In
contrast, to such “accuracy,” however, the current CARB rules for ACS power result in considerable
guantities of ACS-sourced power being reported as “Unspecified” with a .428 metric tons per megawatt-
hour of carbon allocation. For Iberdrola alone, this resulted in significant quantities (more than 35% of
its total Unspecified Imports) of clean, ACS-sourced power being reported with a considerable carbon
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imputation. If the CARB were truly focused on accuracy, all ACS-source power would be reported at the
near-zero carbon emission factor to properly reflect the carbon profile of the megawatts delivered into
California. Inadvertently being “matched up on ICE” applies to California imports for lberdrola, because
Iberdrola owns wind farms, but a requirement of forethought and intentionality for a seller warranty
applies to ACS power. This is not consistent, it is not fair, and it is not “accurate.”

Iberdrola Renewables requests the CARB revisit their regulations to ensure consistency by either
allowing entities who have sold all environmental attributes to counterparties to claim the resulting
“null” power as “Unspecified”, avoiding the considerable commercial disruption and creating no change
to the overall reported emissions, or, alternatively, rectify its determination on ACS power to stop
requiring clean, near-zero emission energy imported into California to wear a false carbon emission
profile.

Iberdrola Renewables appreciates the opportunity to comment on California Air Resources Board
Reporting Regulation and looks forward to engaging with CARB staff to implement improved regulations
which are consistent, accurate and workable for reporting entities.
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Economic, Technical & Management Consulting

October 5, 2015

Ms. Rajinder Sahota, Chief

Climate Change Program Evaluation Branch
Industrial Strategies Division

California Air Resources Board

1001 | Street

Sacramento, CA 95814

Re: Comments Concerning Cap-and-Trade Program Rules

| appreciate the opportunity to provide comments regarding AB 32 rule changes that are
needed to improve the efficiency of the cap-and-trade program, streamline its complex rules
and avoid adverse outcomes. The current Holding Limit and Limited Exemption rules may
encourage allowance market manipulation, rather than preventing it, and will likely lead to
increased market volatility. As the California Carbon Allowance (CCA) supply/ demand
balance tightens after 2018, allowance prices could increase very rapidly, exceeding the third-
tier allowance price containment reserve price. These effects are described in the attached
paper and analysis. Post-2020 reductions will also experience volatility under current rules.

Experience from emission trading programs around the world provides several basic lessons:
1. Over-allocation of emission allowances at the beginning of cap-and-trade programs
has led to low initial allowance prices, while at the same time enabling participants
and regulators to refine procedures and market rules, in order to achieve long-term
market goals. As emission caps become more binding, allowance prices rise.

Like other programs, California’s annual caps on greenhouse gases (GHG) and
allowance allocations have kept CCA prices close to each year’s specified price floor.

2. Emission markets (and other thinly traded markets) have exhibited significant
volatility accompanied by rapidly increasing prices that can be several times higher
than prior prices.

Both RECLAIM and the U.S.E.P.A. national SO, allowance program have
experienced significant price spikes. In today’s cap-and-trade program California
compliance entities have acquired allowance banks, subject to holding limit and
limited exemption rules, in order to ensure compliance and accommodate year-to-year
variability in emissions and related energy markets. Undoubtedly, between 2018 and
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2030, the CCA supply/demand balance will tighten periodically and, under reasonably
likely market conditions, allowance prices could rise rapidly, as has happened in other
commodity markets, especially those with a limited number of participants.

3. Increasing the number of market participants and the size of the allowance markets
enables more efficient allowance trading that reduces overall compliance costs and
increases incentives for new and improved technologies. Of course, this is why
California has successfully expanded its program to include Quebec and, hopefully,
other future partners. This is also why the EPA’s Clean Power Plan encourages
regional programs.

Several of ARB’s existing market design elements and rules could reduce trading and cause
higher, more volatile CCA prices. These are:

1. the “one-way” Compliance Account from which allowances may not be removed,
reducing the supply available for trading,

2. the limited quantity of allowances in the Allowance Price Containment Reserve,
potentially allowing uncapped prices, if the reserve is exhausted, and

3. rules that limit allowance ownership (Holding Limits [HL] + Limited Exemptions
[LE]). Limited Exemptions are required by high-emitting firms that have annual
emissions greater than the HL, but LE are created only when a firm irrevocably
transfers CCAs into its Compliance Account.

Experimental research and auction simulations have found that tight holding limits can
substantially lower the number of allowances available for trade, lowering liquidity,
increasing volatility, and impairing the ability of traders to smooth prices over time. Hence,
ARB’s current rules may encourage market manipulation, rather than prevent it.

In order to make the AB 32 program more efficient and to provide a better model for regional
applications under the Clean Power Plan, | recommend that the Air Resources Board:

1. Add a firm price ceiling, i.e., a hard price cap, above the tier 3 Allowance Price
Containment Reserve price, thus, preventing unlimited price increases, if the limited
number of APCR allowances is exhausted.

2. Remove the “one-way” restriction on the Compliance Account to allow trading of
surplus allowances that are otherwise trapped in these accounts. This would enable more
efficient trading, especially when the CCA supply/demand balance tightens.

3. Modify the Holding Limits and Limited Exemption rules by raising the fixed annual
Holding Limit or adjusting it proportionally for the few well-known, closely monitored,
high-emitting firms, in order to permit these firms to trade surplus allowances. The
current holding limit formulas were developed and applied to markets for more widely-
traded commodities, and the effects on market performance are evaluated periodically.

4. Evaluate the use of pivotal supplier tests and concentration ratios to examine current
and alterative holding limits under projected emission caps and future market conditions.
This will provide a greater understanding of the effects of these limits, which were
derived for larger established commodity markets, and could suggest appropriate
revisions to the holding limit rules.
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These proposed rule changes will help ensure that California’s cap-and-trade program is
successful and robust and will provide an improved market model that can be adopted
regionally, rather than becoming a restrictive market that might fail due to particular overly
prescriptive and complex rules.

Sincerely,

IS/
Andrew J. Van Horn, Ph.D.

Submitted by email to:
http://www.arb.ca.gov/lispub/comm?2/bcsubform.php?listname=ct2016amendments-
ws&comm period=1
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ABSTRACT

In 2006, the California Air Resources Board (ARB) established a cap-and-trade market (C&T)
for greenhouse gases (GHG) under Assembly Bill 32 (AB 32). This paper reviews the AB 32
program, presents market results through 2014, and examines the background and effects of
ARB’s complex Holding Limit (HL) + Limited Exemption (LE) rules. Example compliance
strategies for hypothetical high-emitting firms show that these firms must irrevocably transfer
most of their California Carbon Allowances (CCAs) into Compliance Accounts, in order to
create enough LE to allow banking of sufficient CCAs to comply. Hence, high-emitting firms
will be able to trade only a fraction of their CCAs. If the CCA market tightens significantly,
the sequestered surplus CCAs could represent an essential supply for keeping prices down.

Through December 2014, nine quarterly auctions have been held for CCAs with different
vintages. Because the supply of current vintage CCAs exceeds covered GHG emissions, CCA
prices remained around $12/tonne until the end of 2014, when prices increased to
$12.60/tonne. The CCA supply surplus is expected to continue, provided reductions from
“complementary” measures, i.e., reductions outside the C&T program, are achieved. However,
under some potential market conditions, CCA prices could exceed the $45.20/tonne price for
allowances that would be auctioned upon request from the Allowance Price Containment
Reserve (APCR), in order to limit CCA prices.

In 2015, the AB 32 market expands beyond the electric power and industrial sectors covered
during the first compliance period, CP1: 2013-2014. More than doubling the size of the
allowance market, fuel suppliers and distributors are included in compliance periods, CP2:
2015-2017, and CP3: 2018-2020. Along with the increase in size, potential causes of higher
CCA prices and increased volatility are several existing market design features: 1) the “one-
way” Compliance Account from which allowances may not be removed, reducing the supply
available for trading, 2) the limited quantity of allowances in the APCR, potentially allowing
uncapped prices, and 3) rules that limit allowance ownership (Holding Limits [HL] + Limited
Exemptions [LE]). Limited Exemptions are needed by high-emitting firms that have annual
emissions greater than the HL, but LE are created only when a firm irrevocably transfers CCAs
into its Compliance Account. Experimental research and auction simulations have found that
tight holding limits can substantially lower the number of allowances available for trade,
lowering liquidity, increasing volatility, and impairing the ability of traders to smooth prices
over time. Hence, ARB’s rules may encourage market manipulation, rather than prevent it.

In order to make the AB 32 program more efficient and to provide a better model for future
regional applications, this paper recommends that the Air Resources Board:

1) Add a hard price cap above the Allowance Price Containment Reserve prices, thus,
preventing possible unlimited price increases, if the limited APCR allowances are exhausted.

2) Remove the “one-way” restriction on the Compliance Account to allow trading of
surplus allowances that are otherwise trapped in these accounts. This would enable more
efficient trading, especially when the CCA supply/demand balance tightens.

3) Modify the Holding Limits and Limited Exemption rules by examining the fixed
annual Holding Limits and adjusting them to allow all firms to trade efficiently.
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1. THE CALIFORNIA ALLOWANCE MARKET TO 2015
a. The Cap-and-Trade Program

California’s cap-and-trade program is a market-based approach that caps overall emissions of
greenhouse gases (GHG) from electricity, industrial, commercial and residential sectors and
transportation fuels. Cap-and-trade requires California Carbon Allowances (CCAS) to be
acquired, banked and surrendered for each metric ton (tonne or MT) of emissions from
facilities with carbon dioxide equivalent (CO2e) emissions over 25,000 tonnes/year. The
covered greenhouse gas emission sources contribute to services, commodities and products
produced in or delivered to California consumers.

The cap-and-trade rules operate under legislation (Assembly Bill 32, AB 32, the California
Global Warming Solutions Act of 2006) that requires monitoring, tracking and compliance
obligations for all covered sources. The first compliance period for emissions spanned two
years, 2013 and 2014. CCAs for verified emissions during this period must be surrendered by
November 1, 2015. Two subsequent three-year compliance periods are 2015-2017 and 2018-
2020 with CCA surrender dates, November 1, 2018 and November 1, 2021. Starting in 2014,
allowances covering 30% of the previous year’s emissions must be surrendered by November
1, leaving any remainder to be surrendered in the year following the compliance period.

The cap-and-trade program, developed and administered by the California Air Resources
Board (ARB), covers 75% to 85% of statewide total GHG emissions. About 350 companies
are covered during the first compliance period (CP1), while over 700 companies will
participate in the second compliance period, CP2. During CP1, electric power plants,
refineries and other industrial facilities are the primary covered sources. In 2015, the market
expands to include fuel suppliers and distributors. In order to bring the fuels and
transportation sectors under the economy-wide umbrella, the overall CO2e emissions cap will
increase from 162.8 million tonnes (million metric tons or MMT) in 2013 to 394.5 million
tonnes in 2015, then decline by about 3.4% per year to 2020. Overall GHG emissions
decreased from 466 MMTCO2e in 2000 to 459 MMTCO2e in 2012. Although the business-
as-usual (BAU) projection for 2020 is 509 MMTCO2e, the mandated AB 32 goal is 431
million tonnes in 2020, which is the level of California’s CO2e emissions in 1990. After
2020, the goal is to further reduce overall CO2e emissions by 80% below 1990 levels, but no
formal post-2020 program is in place. The first update to ARB’s Scoping Plan, released in
May 2014, discusses California’s existing programs to reduce statewide GHG emissions back
to the 1990 level and highlights the need to plan for post-2020 emission reductions.

Contributing to GHG reductions are “Complementary” measures outside of the Cap-and-Trade
program:

Energy Efficiency Standards,

Low Carbon Fuel Standard (LCFS),
33% Renewable Portfolio Standard,
Advanced Clean Cars,
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California Solar Initiative,
Mandatory Commercial Recycling,
High Speed Rail, and

Water Efficiency programs.

In order to meet the statewide emissions goal, the Complementary measures must deliver
significant reductions, as shown in Table 1. Forecasted BAU emissions in the absence of
these programs were projected to be 509 million tonnes. If the Complementary measures do
not deliver their intended reductions by 2020, the Cap-and-Trade program cap will be
adjusted, so that the statewide target of 431 million tonnes CO2e can be met.

Table 1. AB 32 Emission Reductions in 2020 by Program to Reach the 2020 Goal

By the third compliance period ARB will prepare a comprehensive energy plan to describe
California’s long-term GHG reduction goals. Among the issues this plan will address are:

Post-2020 program elements, including 2030 and mid-term emission targets,

Cost containment issues,

Integration and linkage with other geographic regions,

Compliance with EPA’s June 2014 Clean Power Plan,> which requires reductions
from the electric power sector.

As of January 1, 2014, the California and Quebec allowance markets were formally linked.
Allowances may be surrendered to satisfy compliance obligations in one or the other
programs. The Quebec program is smaller than California’s: covered GHG emissions in
Quebec were about 82.5 million tonnes in 2010, and the 2020 cap is 69.7 million tonnes.
Business-as-usual (BAU) emissions in 2020 in the absence of Quebec’s C&T program were
projected to be about 84 million tonnes. Since Quebec’s electric power sector relies on hydro-
electric resources for 95% of its generation, the marginal costs of emission reductions in the
province are expected to be higher than in California. Specific elements of the CA-Quebec
linkage agreement include:
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e Completely fungible GHG allowances using Compliance Instrument Tracking
System Service (CITSS) accounts,

e Linked allowance auction floor prices in U.S. and Canadian dollars,
e Provisions for termination of the agreement,

e Different offset location and liability/risk requirements,

e Revised allowance holding limits for the combined markets, and

e Allowance holding limits in both jurisdictions that are lower than the annual
allowance needs of some large emitters.

b. California’s GHG Emissions

Reaching ARB’s 2020 emissions target of 431 MMTCO2e requires reductions below
whatever BAU emissions would have been in year 2020 without the reduction measures listed
in Table 1. Emissions of greenhouse gases covered by AB 32’s C&T program in CP1
declined from 149.95 MMTCO2e in 2012 to 144.44 MMTCO2e in 2013, a decline of 3.7
percent. Including those emissions that will be added in 2015, total verified CP1+ CP2
emissions in 2013 from 750 reporting entities were 348.48 MMTCO2e, down from 2012 by
1.5%. Although this level is below the 2018 cap and would almost meet the 2019 cap, it is
clearly subject to future fluctuations and changes. The biggest percentage change from 2012
came from the reduced emissions calculated for electricity imports from out-of-state, which
were down about 13 percent, a decrease of 5.36 MMTCO2e. Some of this reduction was due
to importing more power from “specified” emission sources that have lower emission rate
factors than “unspecified” power imports. Hence, emissions from imported power resources
represent one of the largest sources of uncertainty in calculations of covered emissions.

c. Allowance Prices to the end of 2014

After exceeding $19/tonne in July 2012, CCA prices declined in a relatively weak market to
around $12/tonne during most of 2014. Recent CCA prices reflect the belief that the supply of
current vintage allowances (i.e., V2013 or V2014 allowances) exceeds covered emissions
throughout CP1. Figure 1 shows the prices for 2013 to 2016 CCA vintages from the inception
of the CCA market in 2011. (InterContinental Exchange data.) Advance allowances, which in
2014 were for years 2015-2017, are first released to the auction market three years prior to
each vintage year and after the initial year are not auctioned again until the vintage year. After
acquisition and recording in the proper Compliance Instrument Tracking System Service
(CITSS) accounts, current and advance allowances may be traded in the secondary market.
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Figure 1. California Carbon Allowance Prices and Volumes to August 2014
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In November 2012, the ARB held California’s first GHG allowance auction. Nine quarterly
auctions have been held to date. Summary statistics are given in Tables 2 and 3.

Table 2. Auction Results for ARB’s First Five Carbon Allowance Auctions
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Table 3. Auction Results for ARB’s 2014 Carbon Allowance Auctions

Auction Vintage # # Qualified Reserve Clearing #
Date Year Offered # Sold Bids/ Price Price Bought by Qualified
Feh # Available ($/tonne) ($/tonne) Compliers Bidders
ruary
19, 2014 2014 19,538,695 19,538,605 1.27 11.34 11.48 B4.5% 71
February
19, 2014 2017 9,260,000 9,260,000 1.11 11.34 11.38 83.5%
May 16,
2014 2014 16947080 16,947,080 1.46 11.34 11.50 80,504 74
May 16,
2014 2017 9,260,000 4,036,000 0.44 11.34 11.34 100.0%
August 18,
2014 2014 22.473.04322,473,043 1.14 11.34 11.50 87.7% 71
August 18,
2014 2017 9,260,000 6,470,000 0.70 11.34 11.34 89.2%
MNovember
25,2014 2014  23,070,58723,070,987 1.73 11.34 12.10 97.6% 83
MNovember
25,2014 2017 10,787,000 10,787,000 1.92 11.34 11.86 85.2%

Participation in the August 2014 auction was not robust, due to recognition that the supply of
V2013 and V2014 allowances was in excess of expected CP1 emissions. Bids for “current”
allowances only exceeded the awarded allowances by 14%, i.e., only 14% of the bids failed.?
As a result, the clearing price of $11.50/tonne was close to the 2014 annual auction reserve
price, $11.34/tonne. The August auction for V2017 “advance allowances” sold only 70% of
the offered allowances, which, therefore, cleared at the 2014 auction reserve price. In both
auctions about 88% of the allowances were purchased by firms with compliance obligations.
However, there were only 71 bidders. Indeed, by August only about 100 different firms had
submitted auction bids, despite the fact that about 360 firms were covered entities in CP1.
Many industrial firms, such as Energy Intensive, Trade Exposed (EITE) companies facing
strong competition from firms located outside California, have received free allocations of
allowances from ARB. Hence, these firms apparently did not feel the necessity to participate
in the first eight ARB auctions.

Participation in the November 2014 quarterly auction was considerably more robust. This was
the first California-Quebec joint allowance auction. Its clearing price was $12.10/tonne,
$0.60/tonne higher than in August. Probably, not coincidentally, this clearing price was the
same as the 2015 minimum annual auction reserve price released by ARB after the auction.
(Bidders could reasonably forecast the annual auction reserve price that would apply
throughout 2015 and decided that it would be a good price to bid.) Qualified bids exceeded
the number sold by 73%, indicating a robust price signal. In addition, the auction for V2017
“advance allowances” sold all offered allowances at a clearing price of $11.86 with qualified
bids exceeding the number of allowances sold by 92%, the highest percentage to date. This is
notable, because the August advance auction was undersubscribed. The increased number of
qualified bidders, 83, combined with the approach of CP2, the mandatory annual escalation of
the auction reserve price (i.e., the auction price floor), California’s ongoing drought and
economic recovery, as well as the declining annual emissions cap, all contributed to rising
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CCA prices. Of the 83 qualified bidders, 16 are responsible for emissions that begin coverage
in 2015, while 10 of these 16 also have emissions covered in CP1. This was also the last
auction to sell V2017 CCAs until 2017, when 2017 vintage allowances will next be auctioned.
The November 2014 auction demonstrated that firms with CP2 obligations are hedging
forward prices and uncertainty by banking CP2 allowances, even though the V2017 CCAs
can’t be used to comply until 2018.

d. Allowance Price Forecasts and the Allowance Price Containment Reserve

In 2014, members of the ARB’s Market Simulation Group (MSG) prepared a report discussing
the “Competitive Supply/Demand Balance in the California Allowance Market and the
Potential for Market Manipulation.”* Figure 2 illustrates their estimate of the marginal costs
of achieving the cumulative reductions needed under all of California’s carbon reduction
programs from 2013 through 2020. In a purely competitive market, the price of CCAs would
equal the marginal cost of achieving the last tonne of reduction needed to balance allowance
supply and demand as trades occur. The cumulative level of reductions achieved in 2020 to
satisfy the carbon emissions cap will determine where on the supply curve the last reduction in
2020 will occur. However, the reductions needed to meet the 2020 cap are uncertain, as are
the costs of reduction measures. If some measures, such as the Complementary measures
shown below at zero cost to the C&T program, do not occur, this allowance supply curve
would be shifted to the left. As a result, in order to reach the 2020 target, the GHG reductions
required to achieve the cap would have higher marginal costs, resulting in higher CCA prices.

Figure 2. Market Simulation Group Allowance Supply Curve
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As illustrated, the MSG estimated an eight-year CCA supply curve, which is quite steep
(inelastic), especially when 2020 prices exceed $11/tonne. However, the failure to achieve
only 40-70 million tonnes of emission reductions prior to 2020 could increase the estimated
allowance price quite rapidly up from the floor price to the APCR first tier price.> The MSG
has estimated a probability distribution for potential allowance prices under numerous possible
market scenarios between 2013 and 2020. Based on its analysis, MSG projects a bi-modal
probability distribution with the most likely price paths remaining near the auction floor price
(the annual auction reserve price). Other important, but less likely, high price outcomes are
above the APCR first-tier price. In MSG’s analysis, there are relatively few scenarios with
prices mid-way between the floor price and the APCR first tier price, because the supply curve
shown in Figure 2 is so inelastic, and because the total quantity of CCAs over the period is
fixed.

Significantly, MSG assumed perfect trading of all allowances over the 2013-2020 period, as
well as no net banking of allowances by market participants.® MSG assumed the AB 32
market will end in 2020 with no participants having a shortfall or a surplus of CCAs.
However, carbon reductions beyond 2020 have been an important element of California’s
stated goals since 2005, including an executive order by Governor Schwarzenegger.” In fact,
banking of allowances is an element of prudent compliance strategies in all successful cap-
and-trade markets. Banking occurs in order to account for future uncertainties, to ensure
compliance while smoothing prices over time and minimizing expected compliance costs, and
to hedge against scenarios with possibly very high allowance prices.® To the extent that
reasonable banking strategies can be employed in California, the available supply of CCAs
would be reduced, since some CCAs will remain in banks, and prices would be higher than
estimated by the MSG.

Even though the MSG’s most likely market scenarios between now and 2020 are expected to
keep CCA prices near the rising auction floor price, there are important scenarios, even in the
absence of banking, where prices could rise quite rapidly in 2017 or in CP3.° In scenarios
where the price does not remain near the floor, the Market Simulation Group projects that the
CCA price could rise quickly to approach or exceed the first-tier price of the APCR, which
started at $40/tonne in 2012 and escalates each year at the same annual rate as the auction
floor price.”® Moreover, if AB 32’s Complementary programs do not deliver their projected
reductions or market events happen that cause a scarcity of allowances or if normal banking of
CCAs occurs or if perfect trading does not occur, the price rise could be rapid and sustained.
If the APCR is exhausted, prices would exceed the Tier 3 APCR price, because the APCR
provides only a limited buffer supply of allowances and does not employ a hard price cap.

Clearly, there are many uncertain factors that affect the demand for allowances. Hydro and
renewables generation, emission rates for “asset-controlling suppliers,” safe-harbor resource
re-alignment (aka “resource shuffling”), and the availability of approved offsets (ARBOCS)
will each affect future CO2e emissions, CCA demand and CCA supply. These and other
factors could lead to price shocks, most likely in the years past 2017, when additional CO2e
reductions are most likely to have increasing marginal costs.
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An earlier study by William Shobe, Thad Huetteman, et. al.,"****3 consisted of a series of

controlled experiments with students and real-time auction simulations carried out with market
participants, energy and emissions market experts, regulators and academics. This study
indicated that California’s APCR can act effectively to influence allowance purchase
decisions. The simulations showed that the APCR 3-tiered sale mechanism influences how
traders respond to the perceived risk of future allowance scarcity. Traders who worried that a
given price-tier of APCR allowances might be exhausted in the future may buy from that tier
in advance, rather than risk not having CCAs available at that price or rather than risk non-
compliance. Despite its effectiveness in auction simulations, the APCR can only contain
prices, if the APCR allowances aren’t all sold in prior auctions. The number of allowances
that can be borrowed from future vintages is limited by rule. So, once the volume of
allowances allowed into the APCR is exhausted, the price of CCAs could continue to rise
without limit. In another study, Perkis et al., (2014)™ show that price containment reserves
are not as robust as a hard limit on prices would be at limiting excess price variability.

These two studies, among others, indicate that a hard price cap would be the simplest and most
reliable means of preventing prices from flying up above the tier 3 APCR price. Given the
inelastic nature of the supply curve and the fixed total supply of allowances, adding a hard
price cap to the APCR would keep the lid on prices more reliably than the 3-tier APCR. Such
a cap would be relatively easy to design and implement, in contrast to developing even more
sophisticated ways to stock the APCR with future vintage allowances. Hence, this paper’s
recommendation is that a hard price cap should be added to the current APCR mechanism.

2. HOLDING LIMITS, LIMITED EXEMPTIONS AND THE
COMPLIANCE ACCOUNT®

a. Regulatory Background

While the APCR is intended to contain prices, several market design elements in the existing
cap-and-trade program were devised to prevent market manipulation. Despite this intent, two
of these elements, Holding Limits in combination with Limited Exemptions and the operation
of the Compliance Account, could make hair-trigger CCA price swings, up and down, quite
possible. By preventing major market participants from trading allowances, these market rules
could actually increase the likelihood of market manipulation and the likelihood that surplus
supplies will be available to dampen price swings. This section describes the Holding Limits
and the Limited Exemption rules now in effect. The next section quantifies them and
calculates potential compliance scenarios for several hypothetical high-emitting market
participants with annual emissions above the fixed annual Holding Limits.

Maintaining a fair, competitive and liquid market for CCAs is essential for the ultimate
success of AB 32.1° Because there is a relatively small number of very high-emitting firms
that must participate in the AB 32 allowance market, including Electric Distribution Utilities
(EDUEs), electric power plants, factories, refineries and fuel distributors, there is concern that
some affected firms or registered financial entities (i.e., firms without a compliance
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obligation), might be able to manipulate the market for CCAs and, thus, affect the availability
and prices of CCAs and approved Air Resources Board Offset Credits (ARBOCS).

In order to minimize opportunities for firms to engage in market manipulation, the ARB has
limited the quantities of allowances that may be held at any time by any firm. The aim was to
prevent one or more firms from acquiring enough CCAs to be able to manipulate the market
price. The regulations governing the California Cap on Greenhouse Emissions and Market-
Based Compliance Mechanisms are found in Subchapter 10 Climate Change, Atrticle 5,
Sections 95800 to 96023, Title 17, California Code of Regulations. In particular, Subarticle
11: Trading and Banking, 895920. Trading defines and deals with Holding Limits:

The holding limit is the maximum number of California GHG allowances that
may be held by an entity or jointly held by a group of entities with a direct
corporate association, as defined in section 95833 at any point in time.

The holding limit is independent of the size of a covered firm’s allowance needs. Hence, a
few firms (aka “covered entities”) with large allowance requirements will be more affected by
the Holding Limits than will those firms whose annual allowance needs are well below the
Holding Limits. Recognizing this, certain allowances that are acquired by a covered entity
and placed into its Compliance Account, rather than its General Holding Account, will receive
a Limited Exemption (LE) from being counted under the Holding Limit formula. The
maximum LE is based on verified prior-year emissions for that entity and may include several
prior years of emissions, depending on the year in question. However, to qualify for the LE,
allowances must be placed irrevocably into the firm’s Compliance Account.

While the LE allows high-emitting firms to comply, market liquidity will be reduced, because
allowances placed into the Compliance Account cannot be removed and are thus not available
for trading. Knowing this is the case, other market participants would have a higher likelihood
of affecting market prices by acquiring and withholding allowances than if the allowances
trapped in Compliance Accounts were available for trading that could keep prices down.

Companies with the highest emissions in 2012 are shown in Table 4. The total emissions in
2013 from these companies were much the same as in 2012 and are expected to be lower in
2015 and subsequent years as the CO,e emissions cap declines.
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Table 4. 2012 CO2e Emissions from California’s Largest Emitters®’

Firm Approximate 2012 (MMT)
Narrow Scope Broad Scope Total
|'_|r|'."|"||||||‘1 I'_lfl'l"\"\ill““
Chevron 1.5 A, Inc. .74 J2.16 11510
lesoro Refining & Marketing Co 5. 110 26.71 J4.51

BF West Coast Products 23.58 2385
Phillips 66 Company .52 18.91 23.42
Southern Califormia Gas Co. 0.17 22.55 22.71
Pacific Gaz and Electric Co 3.36 15,50} 22 25
Valero Marketing amnd Till|||||'n.' Co 3.73 14,000 17.73%
Shell Energy North America §.24 10.71 14.95
LADWP 12.91 (.00 12.91
Exxon Mobil Co ) =061 12 00}

S rI]t|:|!'“| (..sht.l.rl |.4i:|. I':l.h:--:an {‘u. 0900 (O M0 LR T
Calpine Energy Services .l LLRLH 0.41

Given the combined annual “broad scope” emissions of these firms covered by cap-and-trade
requirements in 2015, prudent banking of allowances by each of these firms would also
remove a quantity of allowances from the market, subject to each firm’s Holding Limits +
Limited Exemptions.

Investor-owned utilities (I0Us) are also subject to the California Public Utilities
Commission’s (CPUC) annual allowance purchase limits. This study indicates will be less
binding than the Holding Limit + LE for the largest IOU, PG&E, which is the IOU with
annual broad-scope emissions above the current annual holding limits. Although the CPUC
purchase limits are less binding than the effects of ARB’s Holding Limits, there is concern
that the CPUC’s restrictions regarding brokers and exchanges used for trading and the risk
bearing/liability requirements for carbon offsets will inhibit trading, as well as discourage the
development of future offsets. As a result of these various limits, affected companies must
develop appropriate allowance acquisition strategies, as well as strategies to manage their
allowance Holding Account, the Compliance Account and Limited Exemptions, subject to all
applicable regulatory rules.

b. The 2010 WCI Report on Holding Limits

How were the current Holding Limits devised? In February 2007, California and four other
western states, Oregon, Washington, New Mexico and Arizona formed the Western Climate
Initiative (WCI). WCI, Inc. is “a collaboration of independent jurisdictions working together
to identify, evaluate, and implement emissions trading policies to tackle climate change at a
regional level.”*® In March 2010, the WCI Markets Committee distributed a report on holding
limits. This report assisted ARB in its development of the AB 32 Holding Limit regulations.*
The WCI report recommendations were principally intended to mitigate market manipulation
in the secondary allowance market,?° which involves transactions between market participants
after the initial distribution of CCAs.
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Key observations quoted from the WCI report are:

“e  Market manipulation should be a concern for cash-settled contracts such as
allowance and offset credit trading markets.

» Market manipulation reduces participation in the market, inhibiting trading
volume, reducing market depth and adding to market volatility.

* The size of an individual trader position relative to the size of the market or to the
size of the market float are appropriate metrics for monitoring/inhibiting market
manipulation.

» Excessive trading can also be used to manipulate allowance and offset markets.

» Since trading behavior changes even with the threat of market manipulations,
regulators in the allowance and offset credit markets should employ proactive
market surveillance policies.

» Allowances and offset credits issued via primary market auctions and traded in a
secondary market are susceptible to manipulation in both the auction and
secondary markets.

» Auction design and secondary market trading are linked. Frequent auctions with
broad-based access (and participation) can help to minimize manipulation in the
secondary market.

» Extant theory on position limits requires an estimate of the price change tolerance
of the regulator and a measure of illiquidity in the secondary market for trading of
allowances. In this regard, theory is of little practical use to the nascent
(prospective) market.

* Nevertheless, most derivative markets apply a form of position limits in deference
to the real and active manipulation from various market participants.”

“In this light, and in consideration of the myriad components that contribute to the
application of holdings limits, this [WCI] report recommends that the WCI Market
Committee apply position limits in the allowance and credit trading market be set as 10
percent of the lagged open interest in contracts up to 25,000 contracts and 2.5 percent
of open interest thereafter (the same metrics as applied to futures markets by the U.S.
Commodity Futures Trading Commission).”?!

The report for WCI points out that, “Although disclosure and action-based manipulations
should concern market regulators, these forms are only tangentially related to holdings limits.
They link to holdings limits only in the sense that large positions largely benefit the most from
manipulative strategies, so that smaller allowance holdings limits will necessarily reduce the
prospecztzive gains from manipulation. Market power is the primary concern of holdings
limits.”

Several observable characteristics of a particular market may enable participants to exercise
excessive market power. Markets that approach the ideal of “perfect competition” will have
an infinite number of buyers and sellers for homogenous products, no barriers to entry,
transparent market pricing and information known to all participants, no transaction costs, and
participants that act in their own self-interest as profit maximizers.”*® Deep and wide
competitive markets, such as many commodity markets, are heavily traded and relatively more
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difficult to manipulate than markets with fewer competitors. In contrast, specific trading
restrictions applied to markets with a limited number of competitors that prevent trading of
supplies held by market participants, who would otherwise trade those supplies, can make thin
markets even less competitive. Such restrictions can make a thin market more vulnerable to
manipulation than if those restrictions were not in place. As this study discusses below,
several rules that govern firms in California’s cap-and-trade market are likely to make that
market less competitive and more vulnerable to manipulation, rather than more competitive
and less vulnerable to manipulation.

c. California Air Resources Board Cap-and-Trade Holding Limits

1. Basis for the ARB Holding Limit Formula

The Holding Limit formula applied by ARB was taken from a similar formula used by the
Commodity Futures Trading Commission (CFTC) for agricultural products. In its formula the
CFTC applies a two-tier structure to set federal limits on agricultural products: 10 percent of
the lagged open interest in contracts up to 25,000 contracts and 2.5 percent of the open
interest®* thereafter. The CFTC re-evaluates the formula’s limits each year by reviewing
market size and liquidity. Although the ARB Holding Limits formula is consistent with the
CFTC framework, which allows for higher market share in less liquid markets, because of the
relatively small size of the California allowance market, fewer participants, and the lack of
experience with this market, it is not evident that this formula will work as intended. So far,
no public review of these limits has been conducted. When compared to well-developed
commodity markets, a number of the participants in the AB 32 cap-and-trade market do not
have financial incentives to manipulate the market or even to trade actively. Regulated
entities, like Electric Distribution Utilities, would not be allowed to reap significant profits in
this market. There are further differences between the California allowance market and
widely-traded commodity markets. For example, when an agricultural product is in short
supply, the same product might be imported or more of that product can be produced or a
substitute might be purchased. This is not the case with the fixed total quantity of CCAs
required for compliance.

As discussed earlier, California’s GHG allowances are given a vintage for a particular
emission Budget Year. Current year allowances can be surrendered to satisfy GHG emission
compliance obligations for any year in a current or future compliance period. Advance
allowances, however, cannot be applied to cover any emissions that occur prior to the vintage
year specified for that particular allowance. In an allowance’s designated vintage year an
Advance/Future allowance becomes a Current allowance. California’s two-tier Holding
Limits formula is applied separately to two categories of allowances distinguished by vintage:
Current year/prior year and Advance/future year allowances.

The ARB formula defines “lagged open interest” as the Base = 25,000,000 allowances and
“open interest thereafter” as (Annual Allowance Budget — Base). In each year the formula is
applied to all the combined allowances held in a firm’s accounts that are of current and prior
year vintages, along with allowances from any vintage purchased from the Allowance Price

12/15/2014 12
Comment Overview




Van Horn Consulting — California%é&%ﬁ%%!%&&%m

Needed AB 32 Rule Changes

Containment Reserve and Advance Allowances that have become Current after purchase.
That is to say, an Advance Allowance for 2016, V2016, purchased in 2013, will become a
Current Allowance in 2016, subject to the applicable Holding Limit for Current Allowances.

The Annual Allowance Budget in the formula is the Budget for the current year given in

Table 5, which shows the limits for the combined California and Quebec markets.

Table 5. California & Quebec’s Annual Allowance Budget

Budget California Quebec
Year Allowance Allowance Total Annual
Budget Budget Allowance
(Million Tonnes (Million Budget
of CA-Quebec Emission Units (Million
Carbon of Carbon Tonnes)
Allowances) Allowances)
First 2013 162.8 162.8
Compliance 2014 159.7 23.2 182.9
Period
Second 2015 394.5 65.3 459.8
Compliance 2016 382.4 63.19 445.59
Period 2017 370.4 61.08 431.48
Third 2018 358.3 58.96 417.26
Compliance 2019 346.3 56.85 403.15
Period 2020 334.2 54.74 388.94

The allowance budget jJumps up significantly in 2015, when the scope of emissions covered by
cap-and-trade increases. The “cap” then declines each year, as the Annual Allowance Budget
is reduced.

For all Advance Allowances the same formula is applied, but the formula applies to each
single future year’s vintage of allowances using each year’s Annual Allowance Budget from

Table 5. An entity may not hold more than the formula’s specified amount of Advance

allowances for each future year’s vintage. When an Advance allowance becomes a Current
Allowance, it is included in the Holding Limit calculation for Current vintages.

The final ARB formula, based on discussions with Western Climate Initiative states, is:

in whic

12/15/2014

Holding Limit = 0.1*Base + 0.025*(Annual Allowance Budget — Base)

h:

“Base” equals 25 million metric tonnes of CO2e.

“Annual Allowance Budget” is the number of allowances issued for the
current budget year.?
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Table 6. Combined California-Quebec Annual Holding Limits

Year Holding Limit (tonnes)
2013 5,945,000
2014 6,447,500
2015 13,370,000
2016 13,014,750
2017 12,662,000
2018 12,306,500
2019 11,953,750
2020 11,598,500

The Holding Limits apply to all allowances combined in the General Holding Account, the
Compliance Account and the Exchange Account, except for allowances held temporarily by
trading intermediaries, such as brokers and trading firms. Penalties may be assessed when the
holding limit is exceeded.

2. ARB Limited Exemption Rules

As was shown above in Table 4, certain high-emitting firms will have annual compliance
obligations after 2014 that are significantly in excess of the specified Holding Limits shown in
Table 6. For example, Chevron has total expected CP2 emissions of about 42 million
tonnes/year, and SoCalGas is responsible for about 23 million tonnes/year. These companies
along with the other firms listed in Table 4 with annual emissions above the Holding Limits
are the firms that will be most affected. These are also firms that should be trading
competitively in order for the allowance market to function efficiently. In order to acquire and
bank sufficient allowances each year and comply at the end of each compliance period, these
firms must create Limited Exemptions by putting CCAs into their Compliance Accounts. At
present, the allowances placed into the Compliance Account are not removable, except when
they are surrendered to meet the compliance deadlines by or before November 1, 2015, 2018
and 2021. Thus, while the Limited Exemption is essential for larger emitters to prudently
bank allowances over time, each allowance that contributes to the LE must be sequestered and
made unavailable for trading in the allowance market.

The Limited Exemption is calculated based on Article 5 of the regulations.?® On July 1, 2014
the maximum limited exemption was the sum of the annual emissions data reports received by
ARB from the firm in 2012 (most likely 2011 emissions) and 2013 (most likely 2012
emissions) that received a positive or qualified positive emissions data verification statement
for those emissions that generate a compliance obligation. On November 2, 2014 the
maximum limited exemption was increased by the amount of emissions contained in the
emissions data report received in 2014. Each subsequent November 2, the maximum LE will
be increased by the prior year’s qualified emissions, but on November 2, 2015, covered
emissions from 2013 and 2014 will be removed from the LE calculation. In the year following
CP2 and CP3 the limited exemption will also be reduced on November 2 by the sum of each
entity’s compliance obligation over the just-completed compliance period.
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Notably, verified emissions from both 2011 and 2012 can continue to contribute to the
maximum LE throughout all three compliance periods. Nevertheless, sufficient allowances
must remain in the Compliance Account to maintain the actual Limited Exemption at a
particular time. Thus, the LE will fluctuate in size as allowances are transferred in to increase
the LE and out for compliance, as the analysis in the following section demonstrates. The
important transactions on Novemberl and 2 each year are likely to cause additional variations
in allowance market liquidity and prices as market participants adjust their accounts.

Moreover, purchasing a quantity of allowances to establish an allowance bank/compliance
cushion equal to two year’s emissions may not be economically or administratively feasible,
given the large quantities of allowances needed by large emitters. Given that covered entities
other than EDUs may only purchase 15% of the allowances in each auction until 2015, when
the auction purchase limit is no longer in effect, it could be difficult for industrial firms with
large post-2015 needs to acquire an immediate bank via auction purchases. Until the LE is
created and grown by adding allowances to the Compliance Account up to the allowable
maximum LE, the Holding Limits (HL) shown in Table 6 apply.?” (As described earlier, the
HL + LE limit (the Current Limit) applies to all current year and prior year allowances, aka
“current allowances,” while the Advance Limits apply to “advance allowances” of each
vintage, as described above.)

Even though the Investor-owned utilities (IOUs) could purchase up to 40% of the allowances
in auctions held before 2015, when the purchase limit is no longer in effect, the CPUC annual
Purchase Limits restricts the rate at which allowances and offsets can be acquired. In general,
utilities will try to procure allowances to create a least-cost, least-risk bank that will ensure
compliance under a variety of future scenarios.

In 2015, the AB 32 cap-and-trade market scope and allowance budget expands to cover
suppliers and users of natural gas, RBOB,?® distillate fuel oils, LPG & transportation fuel
distributors. Although Chevron’s Richmond oil refinery is covered in CP-1, emitting about 4
MMT GHG annually, in 2015 Chevron and other refiner’s transportation fuel products will
become subject to the cap. Because the GHG emissions associated with fuel distribution are
not covered in CP-1, large fuel distributors and other CP-2 entities will not be able to take
advantage of a Limited Exemption associated with CP-2 obligations during CP-1.2°

However, the maximum Limited Exemption will be increased on January 1, 2015 to include
2013 emissions associated with the expanded scope of coverage in CP-2 for all covered
entities with compliance obligations in CP-2. On November 2, another prior year’s emissions
can be added to the LE. So, on November 2, 2015 the maximum limited exemption can
include qualified expanded scope emissions from both 2013 and 2014. Here again, CP-2
covered entities will only be able to take advantage of their own Limited Exemptions by
placing allowances into their Compliance Accounts.
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3. EXAMPLE COMPLIANCE STRATEGIES AND EFFECTS OF THE
HOLDING LIMIT AND LIMITED EXEMPTION RULES

a. Hypothetical Compliance Strategies for High-emitting Companies

In the first compliance period, CP1, about 360 companies need to acquire and manage CCAs
and ARBOCs to comply with the cap-and-trade requirements of AB 32. Firms with annual
emissions near to or above the ARB Holding Limits must pay close attention to managing
their Holding and Compliance Accounts, in order to create a Limited Exemption (LE) large
enough, so that the allowances held in these accounts don’t violate the Current Limit. The
Current Limit for each firm is defined as equal to this year’s Current Allowance Holding Limit
shown in Table 6 + each firm’s Limited Exemptions at a particular time. Figure 3 below is a
compliance strategy for a hypothetical electric utility. It shows the annual Holding Limit
(HL), which is the same for all firms. It also shows the sum of HL + LE in each year, as
allowances are acquired and transferred from the electric utility’s Holding Account into its
Compliance Account to create the LE. Some allowances remain in the Holding Account and
could, in principle, be traded. The Current Limit applies to the sum of all Current allowances
in both the Holding Account and the Compliance Account. (These are allowances with a
vintage in the current year or in a prior year.) In addition, Advance Allowance Holding Limits
(referred to here as the Advance Limits) apply to each vintage of Advance allowances.

Managing the transfer of allowances into the Compliance Account, while building an
allowance bank to keep some Current allowances available to accommodate uncertainties and
to allow some trading from the Holding Account, will be a complicated exercise for
companies with emissions above the ARB Holding Limits. These high emitting companies
will necessarily be high volume participants in the CCA market, and their collective behavior
will affect transaction volumes and prices. Hence, their trading activity will affect the overall
supply and demand balance and liquidity in the market at any given time.

To understand the effects of the ARB Holding Limits (Current and Advance) and the CPUC’s
annual purchase limits, as well as to examine potential allowance acquisition and transfer
strategies, the California Allowance Strategy Calculator was developed in an Excel
spreadsheet. Potential allowance acquisition and compliance strategies were examined for
hypothetical companies and emission scenarios.*® The CA Allowance Strategy Calculator
calculates, checks and updates the Current Holding Limit + Limited Exemption (the Current
Limit) and the Advance/Future Holding Limits (the Advance Limits) each year against user-
selected allowance acquisitions into the Holding Account and transfers to the Compliance
Account. In practice, each transaction throughout a year must comply with the accounting
rules and be checked against the relevant limits.

In general, the ARB holding limits and the CPUC purchase limits are not likely to
significantly alter or affect the allowance buying and selling strategies employed by
companies with emissions well below the Holding Limits. However, for companies with
substantial CCA obligations, the ARB holding limits will have a decided constraining effect
on allowance acquisition, banking, and trading strategies. For large firms the [Holding Limit

12/15/2014 16
Comment Overview




Needed AB 32 Rule Changes

Van Horn Consulting — California%%ﬁ&&%’m :

plus concurrent Limited Exemptions], referred to here as the Current Limit, will require most
of their current and prior year allowances to be placed into their Compliance Accounts,
preventing a significant number of allowances from trading. The “one-way” nature of the
Compliance Account will, thereby, diminish the flexibility of large companies to access the
C&T n;larket, reduce allowance market liquidity, increase volatility and potentially increase
prices.

The results described below for a large hypothetical investor-owned utility firm, Gold River,
and for a large hypothetical “Refiner/Fuel Distributor,” indicate that similar firms in
California, such as those listed in Table 4, will encounter constraints in implementing their
allowance purchase, trading and management strategies. These constraints may not serve their
intended purpose, such as to prevent market manipulation. In fact, these rules may act in a
counterproductive fashion, since a potential manipulator will know that surplus supplies of
allowances are trapped in Compliance Accounts, magnifying attempts to withhold allowances
in a market with already inelastic supply.

Figure 3 shows a compliance strategy for the hypothetical Gold River Electric Utility
Company. The dashed blue line shows its projected declining emissions obligation between
2013 and 2020. In this case Gold River’s GHG emissions are reduced from 14.7 million
tonnes in 2013 to 11.9 million tonnes in 2020. The solid orange line reflects the jump up in
the annual Holding Limit in effect in California, before Quebec joined, when the scope of
California’s cap-and-trade market was to expand in 2015, and then decline to 2020. (See
Table 6 for the somewhat higher limits now in effect.) The purple dotted line shows the total
of all Current (current year and prior year) allowances held in each year, which must lie below
the applicable Current Limit, indicated by the solid blue line. The Current Limit moves up
and down as allowances are added to or surrendered from the Compliance Account. The year-
end balances shown here reflect the increase in the maximum Limited Exemption each
November 2 to add qualified emissions from the most recent emissions report submitted by
that firm. The LE also decreases on November 2, 2015 and 2018, reflecting the allowances
surrendered for compliance on or before the day before, November 1.

Figure 4 shows the quantities of CCAs held in Gold River’s Holding Account and its
Compliance Account at year-end. In this calculation, the Compliance Account contains only
Current allowances, while the Holding Account contains both Current and Advance
allowances. A separate HL applies each year to Current and Advance allowances, although
the same HL applies to all market participants, regardless of their emissions. The maximum
Limited Exemption is unique for each firm and depends on prior year emissions. Although the
maximum Limited Exemption is a straightforward calculation that changes each November 2,
the actual exemption from the HL that applies at any given time is determined by the number
of allowances present in the firm’s Compliance Account.
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Figure 3. California Cap-and-Trade Limited Exemptions, GHG Emissions and
Allowance Dynamics for the Gold River Electric Company (2013 to 2020)
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Figure 4. Gold River’s California Carbon Allowance Account Balances —
2% Surplus at the Ends of CP2 and CP3
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In general, firms in allowance markets will acquire a bank of allowances sufficient to cover
future uncertainties in emissions, while minimizing the costs of compliance. In the
hypothetical case illustrated in Figures 3 and 4 Gold River acquired 96 % of its 29.1 million
tonne CP1 need by December 31, 2014, the rest in 2015. (4.4 million tonnes were retired on
November 1, 2014, the rest in 2015.) In CP2 it acquired 102% of its CP2 need by the end of
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2017, carrying over a bank of 2% of its total CP2 need into CP3. Similarly, by December 31,
2020, Gold River is projected to have a 2% surplus over its CP2 need. Annual fluctuations in
utility emissions can exceed 20 percent, so a 2% surplus does not really provide an adequate
bank to hedge future compliance obligations and prices. It should be noted that in the U.S.
SO, allowance market many electric utility companies carried large banks, developed
primarily to serve their own future allowance needs and to minimize the risks of non-
compliance. Similarly, it is likely that cap-and-trade firms in California will buy and hold
allowances with a primary objective to meet their own emissions obligations and to
accommaodate uncertainties by maintaining a bank of CCAs. With rising prices driven by the
mandated escalation of the auction price floor, acquiring a reasonable bank of allowances
early in the program should be part of many firm’s least-cost, low risk strategy.*?

The up and down movement of the account balances shown in of Figure 4 is driven by a) each
year’s requirement to surrender enough CCAs to cover at least 30% of last year’s emissions,
b) by the need to transfer allowances to the Compliance Account in order to capture and keep
the Limited Exemption for a growing number of allowances, and c¢) to comply in 2015 and
2018, after the end of the prior compliance period. During each compliance period the Gold
River Company plans its allowance bank to ensure compliance with the Holding Limit + LE.
On November 2, 2015 (and 2018) the maximum available LE is increased by verified
emissions from 2014 (2017) and reduced by the number of allowances surrendered to cover
the emissions obligation from the prior compliance period. The number of allowances held in
the Compliance Account during October 2015 (2018) increases the Current Limit to its largest
value, which is reached by November 1, 2015 (2018), and then drops on November 2, to
reflect the allowances surrendered on November 1.

It should be noted that Figures 3 and 4 result from perfect foresight and smoothly declining
emissions in each future year, as well as perfect knowledge of allowance prices. For large
emitters, maintaining an appropriate number of Limited Exemptions by transferring
allowances to the Compliance Account may not be easy, particularly if the paths of emissions
and allowance prices fluctuate up and down, and if surpluses in allowance accounts occur in
some years with deficits in others.

Figure 5 illustrates what imperfect foresight could bring to the Gold River compliance plan.

In this case, annual emissions are the same as in the previous example, but Gold River gets a
later start in acquiring emission allowances. By December 31, 2014, 83% of its first
compliance period allowance need had been purchased. As a result, Gold River was a buyer
throughout 2013 and 2014 with a limited ability to create sufficient Limited Exemptions to be
able or desire to sell allowances in 2015. By the end of CP2, 2017, it acquires a surplus of 5%
above its CP2 need, which enables CCA trading in 2018. But by 2019, Gold River has to put
all its purchases into the Compliance Account, in order to satisfy its 2019 retirement obligation
and in 2021, the remainder of its CP3 emission obligations, which are 36.7 million tonnes.
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Figure 5. Gold River Allowance Account Balances with Imperfect Foresight
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Similar behaviors exhibited by the firms in Table 4 can significantly affect market prices and
market volatility, due to their magnitude relative to the overall market size and the number of
transactions at a given time. Indeed, the acquisition of reasonably sized banks, perhaps over
15% of one year’s compliance obligation, would be reasonable for many firms, depending on
future uncertainties in forecast emissions and future CCA price escalation. Prudent banking
by many firms, large and small, will affect the availability and price of allowances illustrated
in Figure 2, which includes no banking. (Even if it is economically attractive, it might be
difficult for high-emitting firms to maintain prudently sized banks and still satisfy the complex
Holding Limit + Limited Exemption rules.)

In another simulated case, Gold River’s emissions grew during CP2 above the CP1 level. To
cover the increased emissions, Gold River placed more allowances into the Compliance
Account, reducing its ability to trade during CP2. Gold River could have petitioned to
increase its maximum Limited Exemption to partially alleviate the acquisition of its increased
need for CCAs. Nevertheless, as Gold River did in this example, it is unlikely that all firms in
California’s cap-and-trade market will execute the complex rules with perfect foresight. The
result for those firms will be a paucity of allowances for sale.

The effects of Holding Limits and Limited Exemptions on large fuel distributors that enter the
market in 2015 can be more pronounced. The allowance account balances for one compliance
strategy are shown in Figure 6 for a hypothetical refiner/fuel distributor with emissions
obligations that increase from 9.2 million tonnes per year in CP1 to about 39.2 million tonnes
in CP2. These emissions and allowance dynamics are illustrated in Figure 7. In 2013 through
2015, this company must acquire substantial allowances to cover its emissions and then to
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place most of them in the Compliance Account to create Limited Exemptions large enough to
cover the firm’s allowance requirements. As can be seen, this firm’s annual allowance needs
are substantially above the fixed Holding Limits, used in this California-only analysis, which
were around 11 million tonnes/year.

Figure 6. Hypothetical Allowance Accounts for a Large Refiner/Fuel Distributor
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Figure 7. California Cap-and-Trade Limited Exemptions, GHG Emissions and
Allowance Dynamics for a Large Refiner/Fuel Distributor (2013 to 2020)
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For the first time in 2016, a small fraction of this firm’s CCAs can be kept in its Holding
Account and, thus, be made available for sale in the secondary market. Similar effects occur
under today’s combined California-Quebec limits, which were derived using a formula that
has been applied to other commodity markets with more participants and differing incentives.

In general, well-managed allowance accounts and good timing of allowance purchases will
enable most high-emitting firms to keep allowances available for trading up to or near to the
Holding Limit in each year, i.e., up to 6 million tonnes in CP1 and about 11 million tonnes in
CP2 and CP3. Given that the hypothetical firm illustrated in Figure 7 must obtain in excess of
35 million allowances each year, there is a large asymmetry in its ability to acquire allowances
and its ability to sell allowances.®® Nevertheless, firms with annual emissions above the
Holding Limit will have to sequester the majority of their Current allowances in non-tradable
Compliance Accounts, thus, significantly reducing potential trades of possible allowance
surpluses (for example, if a refinery is shut down for a year) and, hence, restricting supplies
that should be available to all market participants.

b. Impacts of the ARB Holding Limit + Limited Exemption Rules

Overall, ARB’s holding limits mean that large emitters can always be allowance buyers,
subject to creating and maintaining the correct balance of Limited Exemption allowances in
their Compliance Accounts. However, as the complex rule is written, a significant quantity of
potential surplus CCAs will be kept away from the market, even if market prices or the firm’s
emissions dictate that a firm should sell its surplus allowances. In most scenarios, where
allowance prices remain near the price floor, the constraints imposed by existing Holding
Limit and LE rules on the behavior of large emitters should have only a small impact on
market liquidity and prices. However, in scenarios with rising prices during CP3, the
significant supply restriction on high-emitting companies could have deleterious effects on
allowance market prices and on the resulting western U.S. electricity prices.

Another implication of the existing Holding Limits relates directly to the primary purpose of
having holding limits in the first place: to prevent market manipulation. In fact, reducing the
ability of high-emitting firms to sell surplus allowances increases the likelihood that other
firms could successfully manipulate the market. Because of the rules, a firm wishing to
manipulate the market by withholding allowances would know in advance that potential
surpluses from high-emitters cannot be returned to the market. Moreover, prudent banking of
allowances by many firms in combination with the mandatory sequestration of some
allowance supply for all high-emitting allowance holders will put the market supply/demand
balance nearer to or even well-up the steep portion of the allowance supply curve shown in
Figure 2. In this case, CCA prices could increase rapidly. Knowing that holders of large
inventories of allowances are restricted from selling freely could increase the incentive for
others to deliberately withhold allowances from the market.**

Overly complex rules and regulations can inhibit the efficient operation of any market, but
particularly when supply is fixed and the number of consumers and total market participants is
relatively small. My own rule of thumb is: “A market becomes overly complex, less efficient
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and over-regulated, when the number of market rules and restrictions exceeds the number of
market participants.” Unfortunately, this is the case with California’s AB 32 cap-and-trade
market.

In summary, the studies described in this paper demonstrate that:

1) Managing Limited Exemptions and complying with the Holding Limit + Limited
Exemption rules will be an essential, but complex, consideration in allowance purchase
and sale decisions by all large emitters.

2) As now designed, the Limited Exemption rules in combination with current annual
Holding Limits will reduce market liquidity by requiring allowances to be placed into
the Compliance Account from which they cannot be removed.

3) Given the steep marginal costs of allowances illustrated by the Market Simulation
Group’s curve in Figure 2, it is plausible that potential reductions in trading volumes
caused by the existing Holding Limit + Limited Exemption rules in combination with
“one-way” Compliance Accounts will have adverse impacts on prices.

4) In addition, the existing Holding Limit + Limited Exemption rules will unnecessarily
increase market volatility and could impair an otherwise efficient market from being
able to dampen rapid, “hair-trigger” movements in allowance trading volumes and
prices.

The large emitters that are most affected by the existing Holding Limit and Limited
Exemption rules are well-known, highly visible firms. The allowance transactions of these
companies will be closely monitored, even if there are less restrictive Holding Limits +
Limited Exemption rules.

The existing Compliance Account rules will permanently remove surplus CCA supplies that
should be available in a well-functioning cap-and-trade market. The “one-way” nature of this
account places asymmetric restrictions on large-emitters with annual emissions above the
Holding Limit and renders most of their Current Allowances unsaleable. High-emitting firms
should be among the active traders needed to ensure a well-functioning allowance market.
Hence, one of this study’s recommendations is that the Compliance Account rules should, at
least, be changed to allow the removal and sale of allowances from the Compliance Account.

4, CPUC PURCHASE LIMITS
a. CPUC Purchase Limit Formulas

In addition to ARB regulations, California Investor-owned Utilities must comply with
regulations promulgated by the California Public Utilities Commission (CPUC). In 2012, the
CPUC put forward its Direct Compliance Obligation Formula, which calculates the maximum
quantity of compliance instruments that an IOU is allowed to purchase in each current year,
including carbon allowances (CCAs) and approved offsets (ARBOCs).* The formula applies
to all vintages of allowances combined. The purchase limit formula is estimated for each year
by each 10U assuming perfect forecasting of emissions out to 2020. It incorporates a
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forecasting approach that increases base case expected emissions forecasts by using a higher
than expected market heat rate for production simulations. The CPUC approach is intended to
allow some cushion for procuring allowances above the anticipated need. Although the higher
emission forecasts under the CPUC’s methodology are probably about 20% to 30% higher
than base case forecasts, low hydro-year scenarios, nuclear plant outage scenarios and high
electric demand growth scenarios could all contribute to even higher future emissions. An
I0U’s forecast can be changed, if the IOU provides updated analysis and submits an Advice
Letter to the Commission.

Under the CPUC framework, 10Us would not be allowed to purchase allowances or offsets
with vintages more than 3 years from the current year.*

The formula is as follows:
“Lcy = A+ (100% * FDcy) + (60% * FDcy+1) + (40% * FDcy+2) + (20% * FDcy+3), where

“L” is the maximum number of GHG compliance instruments an 10U can purchase for
purposes of meeting its direct compliance obligation.

“A” is the utility’s net remaining compliance obligation to date,” calculated as the sum of the
actual emissions for which the utility is responsible for retiring allowances (or purchasing on
behalf of a third party) up to the Current Year, minus the total allowances or offsets the utility
has purchased up to the Current Year that could be retired against those obligations. This term
in the calculation ensures the 10Us are always able to buy sufficient allowances to cover any
prior years’ shortfalls, given that actual emissions may end up being less than forecast and/or
prior decisions about how much procurement to do.

“FD” is the utility’s forecasted compliance obligation”, the projected amount of emissions for
which the utility is responsible for retiring allowances, or responsible for purchasing on behalf
of a third party, calculated using an implied market heat rate (IMHR) that is two-standard
deviations above the expected IMHR consistent with an approach described by PG&E.

“cy” is the current year, i.e., the year in which the utility is transacting in the market.

Should the above equation result in a negative number in a given year, the utility’s Direct
Compliance Obligation Purchase Limit for that year should be set at zero.”

The CPUC also promulgated a Financial Exposure Purchase Limit to limit the quantity of
GHG compliance instruments that can be purchased to hedge financial exposure. This
formula requires an estimate of the utility’s financial exposure to GHG costs expected to be
embedded in the price of energy over and above the costs of meeting the Direct Compliance
Obligation. As such, the allowable purchases under this formula are expected to be less than
under the Direct Compliance Obligation formula. The sum of both formulae constitutes the
CPUC annual purchase limit. Since these formulae limit the rate and quantity of allowances
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that can be purchased, the CPUC purchase limits could also act as a de facto holding limit for
IOUs with annual emission obligations less than the annual Holding Limit.*’

b. Analysis of the CPUC Purchase Limits for a High-emitting Utility

The CPUC purchase limits for a hypothetical, high emitting Investor-Owned Utility were
analyzed as part of the example compliance strategies previously described. The selected
compliance strategies did not conflict with CPUC purchase limits in any of the cases that were
examined. Figure 8 illustrates one of the cases for the Gold River Electric Utility Company.

Figure 8. California Public Utilities Commission CCA Purchase Limits
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The CPUC’s annual purchase limit formula includes a term that reduces the quantity of
allowance purchases permitted in a given year. This term depends on the current and prior
year allowances banked up to the current year and the forecasted emissions that must be
covered. From examining a number of possible compliance strategies, potential CPUC
limitations to the quantity of allowances purchased are more likely to occur in the first year of
each compliance period, when allowance banks are being built or replenished. Whether or
not the CPUC purchase limit will ever be binding depends on the size of each IOU’s emission
obligation, its allowance bank and the cushion needed to minimize the risks of non-
compliance, while procuring allowances at least-cost.

This analysis suggests that the CPUC purchase limits will not be as binding as the ARB
Holding Limits on the highest emitting investor-owned utility, PG&E. A principal reason for
this is that the CPUC’s methodology for setting purchase limits, as described above, uses 10U
emission forecasts that are 20 to 30% above the forecasted base case, i.e., the “expected,” most
likely emissions. The CPUC’s recognition of future uncertainties enables its purchase limits
to permit a greater degree of allowance banking than the ARB’s Holding Limits + Limited
Exemptions will allow. Figure 9 shows the more limited headroom available under the ARB’s
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holding limits. Thus, in normal circumstances, the CPUC purchase limits should provide
adequate headroom to permit IOUs to purchase a reasonable quantity of allowances to satisfy
their compliance obligations and accommodate some uncertainties. However, to the extent
that a utility’s annual emissions exceed the ARB Holding Limits, the economics of banking
allowances (rather than making spot market purchases), and other considerations will affect
allowance purchase strategies.

Figure 9. Headroom Under the ARB Holding Limit + Limited Exemptions
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5. POLICY RECOMMENDATIONS

When the Global Warming Solutions Act was passed in 2006, California recognized that it
could not provide the CO2e emission reductions needed to slow global warming by itself.
Now, in late 2014, the cap-and-trade market for California Carbon Allowances (CCAS) is
successfully up and running. However, in 2015 the market will more than double in size.
California’s market design is evolving, in order to keep the market operating smoothly and to
achieve the targeted emission reductions in a manner consistent with other state policies.

California has pursued linkages with other jurisdictions, notably the states in the Western
Climate Initiative and several provinces in Canada. As of January 1, 2014, Quebec and
California formally linked their programs, and the first joint allowance auction was held on
November 25, 2014.% California also has agreements for varying degrees of cooperation with
Australia, China, Peru, Israel and Mexico. In a major announcement in June 2014, the U.S.
EPA proposed its Clean Power Plan for existing electric power plants. The proposal
encourages states to develop regional “Best Systems of Emissions Reduction,” which can
include multi-state cap-and-trade programs.
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Since its inception, a primary objective of the AB 32 program has been to develop a market
design that could be extended to multiple states and, potentially, to the entire U.S. The timing
of EPA’s Clean Power Plan and the 2015 jump in scope in California’s program offer a timely
opportunity for California to simplify some of its complex regulations and cap-and-trade rules,
in order to make these rules more workable and to allow California’s market design to be more
easily adapted for a multi-state program.®

This paper has discussed the potential effects of three important elements of California’s cap-
and-trade rules:

1.) The Allowance Price Containment Reserve,
2.) The Compliance Account, and
3.) Holding Limits and Limited Exemptions.
Reasonable modifications to these rules will
e Enable the cap-and-trade market operate more smoothly with fewer complications,
e Help avoid future price run-ups and volatile behavior,
e Reduce the likelihood of market manipulation, and

o Make these rules more attractive as the basis for a regional market design that
could satisfy EPA’s Clean Power Plan.

This paper recommends that the Air Resources Board:

1) Add a hard price cap to the Allowance Price Containment Reserve, in order to
prevent possible unlimited price increases. Such uncapped price run-ups could
happen, if the APCR reserve of allowances is exhausted. A consequence of the
inelastic supply and fixed total quantity of allowances is the potential for rapid
price increases. These factors all suggest that a hard price cap would be a helpful
backstop to the APCR.

2) Remove the “one-way” restriction on the Compliance Account, in order to allow
removal and trading of allowances that are otherwise trapped in these accounts.
This will enable more effective and efficient trading, especially when the CCA
supply/demand balance tightens.

3) Modify the overly-complicated rules governing Holding Limits and Limited
Exemptions. Perhaps, simply raise the current annual Holding Limits or adjust the
limit for the very few, already highly monitored firms with annual emissions above
the current fixed annual holding limits. Examining pivotal supplier tests and
concentration ratios under potential future market conditions may assist the Air
Resources Board in making appropriate revisions to the holding limits that will
enable the market to function properly, after 2018 and again after 2020, when the
annual emissions cap will decline more rapidly to reach the 2030 emissions goal.

Although the Holding Limit rules won’t directly affect most market participants,
the restrictions imposed on the largest emitters will reduce CCA market liquidity,
lower the transparency of market prices and increase market volatility. As the
market tightens, removing the ability of large emitters to trade their surplus CCAs
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could lead to rapid, hair-trigger excursions in CCA prices and might even
encourage the very market manipulation that the holding limits are intended to
prevent.

By changing the rules to make the AB 32 cap-and-trade market less complex, California’s
market design will become more efficient and workable on a multi-state scale. Given the
interest in regional markets sparked by EPA’s Clean Power Plan, California’s GHG reduction
program is on the cusp of achieving one of its intended goals, which is to become a model for
a regional cap-and-trade program. A successful program that encompasses a broader
geographic area will be able to reduce more CO2e emissions than are now covered by the
California-Quebec program and to achieve expanded reductions at a lower cost per tonne of
CO2e reduced.
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October 28, 2015 - Including International Sector-Based Offset Credits in the Cap-and-
Trade Program

Public Notice for Sector-Based Offsets Workshop

ARBCOMBO -- NOTICE FOR OCTOBER 28, 2015 CAP-AND-TRADE WORKSHOP ON SECTOR-
BASED OFFSETS

Posted: 15 Oct 2015 17:00:04

Air Resources Board (ARB or Board) staff invites you to participate in a public workshop
on October 28, 2015 to discuss the potential for including international, sector-based
offset credits in the Cap-and-Trade Program.

Wednesday, October 28, 2015
10:00 am — 4:00 pm

Byron Sher Auditorium

CalEPA Headquarters Building

1001 | Street

Sacramento, California 95814

Webcast: http://www.calepa.ca.qgov/Broadcast/

Purpose of Workshop

On October 2, 2015, ARB staff held an initial workshop to discuss the scope and
regulatory schedule for potential amendments to the Cap-and-Trade Regulation for the
third compliance period and the post-2020 program. Sector-based offset crediting was
one of the topics described in the scope of these potential amendments. The October
28, 2015 workshop will commence the public process to evaluate potential next steps
for considering the potential to include international, sector-based offset credits issued
by subnational programs designed to reduce emissions from tropical deforestation and
forest degradation within the Cap-and-Trade Regulation.

In preparation of the October 28, 2015 workshop, ARB staff will release a white paper
describing the importance of the tropical forestry sector for addressing climate change,
the history of California’s engagement on this topic, including with the Governors’
Climate and Forests Task Force (GCF), the relevance to California, and possible steps
needed to develop potential regulatory amendments related to tropical forest sector-
based crediting programs. The white paper will also include an initial analysis of a set
of recommendations provided to ARB by the REDD Offset Working Group in 2013. This
white paper, along with the REDD Offset Working Group recommendations and other
materials will be made available at noon on Monday, October 19, 2015 at
www.arb.ca.gov/cc/capandtrade/sectorbasedoffsets/sectorbasedoffsets.htm.
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The tentative schedule for the October 28 workshop is as follows:

10:00 am — 12:00 pm
General Overview and Discussion of White Paper

1:00 pm — 2:30 pm
Discussion with GCF Jurisdictions and Tropical Forest Community Representatives

2:30 pm — 3:30 pm
Technical Discussion of Monitoring, Reporting & Verification of Tropical Forest
Programs

3:30 pm —4:00 pm
Discussion on Next Steps and Administrative Process

Following the workshop, stakeholders will have an opportunity to provide written
comments during an informal comment period which will conclude at 5:00 p.m. Pacific
time on Monday, November 16, 2015. Comments may be submitted at
http://www.arb.ca.gov/lispub/comm/bclist.php.

Presentation slides for this workshop will be posted at 8:00 am on October 28, 2015, at
http://www.arb.ca.gov/cc/capandtrade/meetings/meetings.htm.

All interested stakeholders are invited to attend. A live webcast of the workshop will be
available at http://www.calepa.ca.gov/Broadcast/. Remote participants may e-mail
questions during the workshop to auditorium@calepa.ca.gov.

Additional technical meetings and workshops on specific topics raised in the white
paper and in the October 28, 2015 workshop will likely follow in the coming months. A
notice will be issued to announce each of these meetings once details and topics
become final.

Background
Cap-and-Trade Regulation

The Board first formally adopted the Regulation in October 2011, and subsequently
approved limited amendments to the Regulation in June 2012, October 2013, April
2014, September 2014, and most recently June 2015. The upcoming 2016
amendments will seek to improve Program efficiency, update the Regulation using the
latest information, and chart post-2020 implementation of the Program.

More information about ARB’s Cap-and-Trade Program is available at:
http://www.arb.ca.gov/cc/capandtrade/capandtrade.htm
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Clean Power Plan

On August 3, 2015, U.S. EPA’s Administrator signed its Clean Power Plan, which sets
carbon dioxide emissions limits for many existing electric generating units. These
regulations are based on section 111(d) (42 U.S.C. § 7411(d)) of the federal Clean Air
Act. The Plan was published in the Federal Register on October 23, 2015. States must
develop compliance plans to meet these limits and compliance plans are due in
September 2016 (with the option to seek extensions). ARB is developing California’s
compliance plan in consultation with the California Energy Commission and the
California Public Utilities Commission, California’s air districts, and other partners.

More information about the Clean Power Plan and related rules is available at:
http://www.arb.ca.gov/cc/powerplants/powerplants.htm

Please note that Spanish translation services will be provided for this October 28
workshop. Audio equipment carrying live Spanish translation of the workshop will be
available on-site for check out by any member of the public.

Tenga en cuenta que se prestaran los servicios de traduccion al espafiol de este taller
de 28 de octubre. Equipo de audio con traduccion simultanea espafol del taller estara
disponible en el sitio para la salida de cualquier miembro del publico.

California is in a drought emergency.
Visit www.SaveOurH20.org for water conservation tips.
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October 28, 2015 - Including International Sector-Based Offset Credits in the
Cap-and -Trade Program:
Presentation Slides

ARB Staff Presentation on Evaluating the Potential for Sector-Based Offset
Credits

ARB Staff Presentation on Subnational Global Climate Leadership Memorandum
of Understanding

Invited Speaker Presentation on Governors’ Climate and Forests Task Force
(GCF) Jurisdiction

GCF Members Presentation:
Mexico

GCF Members Presentation:
Brazil

GCF Members Presentation:
The Role of Indigenous Territories in Mitigating Climate Risk

Invited Speaker Presentation on Customized Forest Carbon Monitoring at
Jurisdictional to National Scales

ARB Staff Presentation on Upcoming Administrative Process Steps
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Evaluating the Potential for Sector-Based Offset Credits

Evaluating the Potential for
Sector-Based Offset Credits
iIn California’s Cap-and-Trade

Program

California Air Resources Board
October 28, 2015 _d

California Air Resources Board e

Workshop Materials
and Submitting Comments

» Presentation is posted at:
hitp://www.arb.ca.gov/cc/capandtrade/meetings/meetings.h
tm

~ Staff white paper and background material are available at:
http://www.arb.ca.gov/cc/capandirade/sectorbasedoffsets/s
ectorbasedoffsets.htm

» Written comments on the workshop and white paper may
be submitted until 5 pm (Pacific Time) on Monday,
November 16, 2015:
http://www.arb.ca.gov/lispub/comm/bclist.php

» During this workshop, e-mail questions to:
auditorium@calepa.ca.gov

California Air Resources Board

Slides Overview
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Workshop Agenda

10:00am — 12:00pm

» Morning Presentation
® Opening Remarks
® Qverview of white paper topics
® |ntroduction to the Under 2 MOU

1:00pm - 2:30pm
» GCF Jurisdictions and Community Leaders Discussion
e GCF government representatives
® |ndigenous and local community leaders
2:30pm - 3:30pm
~ Monitoring, Reporting, and Verification
® Presentation by Dr. Greg Asner
e Discussion
- 3:30pm — 4:00pm
al next steps

California Air Resources Board e

Outline of Morning Presentation

|.  Review of Cap-and-Trade Program to date

II. Background on Sector-Based Offset Crediting

IIl. California’s interest in tropical forest sector

|\/. California work to date

\/. What other jurisdictions and organizations are doing

\/I. Overview of REDD Offset Working Group
Recommendations

\/Il.Potential next steps
VIIl.Under 2 MOU
Discussion (Q&A)

California Alr Resources Board T

Slides Overview
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Cap-and-Trade Program to date (1)

> ?a (ﬁgd-Trade Program began covering emissions on January

> %e E(s:;rting and verification of emissions and product data since

First compliance period (2013 and 2014 emissions) surrender
deadline is on Nov. 2

® Second compliance period commenced on Jan. 1, 2015 with
inclusion of transportation fuels and natural gas

» 12 auctions conducted to date
® 8 California only

v

® 4 joint auctions with Québec

~ ~$2.9 billion auction proceeds to the State to be invested in
programs to reduce GHG emissions in California

Successful linkage with Québec

California Air Resources Board

Cap-and-Trade Program to date (2)

» Robust domestic offsets program
® 6 approved domestic compliance offset protocols

~30 million offsets issued so far
Includes 17 million+ U.S. forest offset credits
e Sufficient to meet 8% limit for first compliance period

~ Partnering with policymakers around the world to share
best practices on climate measures, including carbon
pricing, and to leverage larger-scale reductions

California Air Resources Board

Slides Overview
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International Engagement

Pacific Coast Collaborative
Britah Cubundsia

Californin Air Resourcves Board

Background on
Sector-Based Offset Crediting (1)

» Sector-based Offset Credit Program — Jurisdiction-wide

crediting program in subnational jurisdiction in developing
country

® GHG emission reductions measured across a whole sector
within a jurisdiction’s geographic boundary, rather than within
a single project boundary.

® Cap-and-Trade Regulation allows sector-based offset credits
issued by approved sector-based offset credit programs for
compliance if the Board finds they meet rigorous criteria

e (Criteria for sector-based offset credits are the same as for
domestic project-based offset credits

~ Real, quantifiable, verifiable, quantifiable, permanent,
enforcement, additional (AB 32 and Cap-and-Trade Regulation)

California Air Resources Board

Slides Overview
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Background on
Sector-Based Offset Crediting (2)

» Benefits:

® Developing jurisdiction-wide, sector-based program
incentivizes low-emissions planning throughout jurisdiction
(helps mitigate emissions leakage)

® Jurisdiction-wide planning may lead to reductions in other
sectors within jurisdiction

® Crediting begins after meeting sectoral performance standard,
ensuring additionality

® Cost-containment for California covered entities within existing
8% offset quantitative usage limit
» Sector-based offset limit:
1t & 2nd Compliance Periods—2% of total obligation
3 Compliance Period—4% of total obligatio

California Air Resources Board

Why the tropical forestry sector?

~ Focus: Reducing Emissions from Deforestation and Forest
Degradation (REDD) Programs

» Addresses significant portion of global emissions
(roughly 11%-14%)

~ Tropical forest sector is a heavily studied sector
» California program already includes domestic forestry offsets
» Multiple co-benefits, including:
® [ink to California precipitation
Biodiversity
Forest-dependent community livelihoods

L ]

L ]

® \NVater management
® Soil conservation

California Air Resources Board

Slides Overview
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Why is California interested in REDD?

» AB 32 calls for California to take leadership role in
environmental policy

» International _recog%nition that climate change cannot be
addressed with without addressing deforestation, including
tropical deforestation

» Many co-benefits of reducing deforestation
* Benefits to preserving California’s forests

* Research indicates link between tropical deforestation and
reduced California precipitation

» Important for cost-containment for Cap-and-Trade covered
entities

» Cost-effective mitigation mechanism
» Engages developing countries in low-carbon growth

» Called out in 2008 AB 32 Scoping Plan and again in 2014 First
" Update to the AB 32 Scoping Blan J

California Air Resources Board

Cap-and-Trade Cost-Containment
~ ARB has issued sufficient offsets to meet the 8% limit in
the first compliance period

»~ Potential shortfall of offsets for second compliance period
with existing compliance offset protocols

» Predicted shortfall of offsets for the third compliance period
» Challenge to identify eligible domestic offset project types

» Lack of sufficient offsets could increase offset prices and
allowance prices — increased cost of compliance with Cap-
and-Trade

California Alr Resources Board

Slides Overview
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Current REDD work in California

» Governors’ Climate and Forests Task Force (GCF)
® Formed in 2008

® |nformation and best practice exchange between 29
subnational jurisdictions to date

e Each jurisdiction is enacting legal structures to improve
forest management

® Annual meetings to share experiences between
members who are developing jurisdiction-level REDD
programs

® Rio Branco Declaration — goal of 80% reduction in
tropical deforestation by 2020, contingent on financing

Califorila Air Resources Board.

Current REDD work in California (2)

» MOU signed with Acre, Brazil and Chiapas, Mexico
® Established in 2010
® Established REDD Offset Working Group (ROW)

® Assessment of technical design and implementation
nuances of programs in Acre and Chiapas

® Technical and policy experts worked for two years to
develop set of recommendations for California, Acre, and
Chiapas

® Recommendations presented in July 2013

® Recommendations are assessed in ARB staff whit

California Alr Resources Board

Slides Overview
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Current REDD work in California (3)

» Ongoing engagement with U.S. Department of State

® Federal climate negotiators welcome California’s REDD
work

® Continued coordination to facilitate shared understanding
and discussions with other jurisdictions

e USAID has consulted with California regarding that
agency’s efforts on REDD

California Air Resources Board

Regulatory Requirements for Sector-Based
Offset Crediting Programs

» Cap-and-Trade Regulation includes placeholder
provisions for sector-based crediting, and for REDD

» Sections 95991-95995
® Sector plan
Transparent MRV system
Transparent performance metric system

Offsets are real, quantifiable, permanent, verifiable,
enforceable, and additional

® Public participation and consultation required in the
program design process

e |fjurisdiction allows nested projects, projects must fit within
Rllro%ram accounting and include additional project-level
RV requirements

California Air Resources Board

Slides Overview
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What are other jurisdictions doing? (1)

United States of America
® Spends ~$130 million per year on REDD readiness/capacity building
® Financing vehicles through State Department / USAID

~ Ex: USAID's BIOREDD+ program works with Afro-Colombian and
indigenous communities in developing REDD programs in Colombia

~ Ex.: Support for the Governors’ Climate and Forests Task Force Fund
(GCF Fund)

Kingdom of Norway

® Norway's International Climate and Forest Initiative supports the
development of REDD around the world with $517 million per year

~ $1 billion for Brazil's Amazon Fund
»~ $1 billion results-based payments over a decade to Indonesia
» Support for the GCF and the GCF Fund

California Air Resources Board

What are other jurisdictions doing? (2)

Germany

® Proof-of-concept of sector-based offsets through first
Berformance-based payment for a jurisdiction-wide, sector-
ased program

» Acre delivered and retired 8 million tons of CO.e for €19 million
from the German Development Bank KfW

United Kingdom

® Deforestation is a priority — over £500 million allocated to
REDD+ programs

Brazil

® | argest share of tropical forests of any country in the world
® Committed to reducing deforestation rate

® Developing National REDD strategy

California Air Resources Board
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What are other jurisdictions doing? (3)

Peru
® Deforestation is #1 source of GHG emissions in Peru
® (Goal: Zero net deforestation by 2021

* National Forest Strategy includes REDD as important
contributor to emissions reductions

Mexico
® Developing National REDD Strategy

e REDD early action in five states: Jalisco, Chiapas,
Campeche, Yucatan, Quintana Roo

Many Others

® Dozens of tropical forest countries are progressing towards
REDD Readiness

® Subnational efforts, including GCF jurisdictions

California Air Resources Board

What are other organizations doing? (1)

United Nations

® UN-REDD program being implemented by the FAO, UNDP,
and UNEP

» Over 60 partner countries, fully-funded national REDD+
readiness programs in 23 countries

~ REDD+ readiness generally refers to initial capacity building

¢ UNFCCC adopted the Warsaw Framework for REDD+,
providing guidelines for different aspects of REDD, from
carbon accounting to social safeguards

® COP 21 in Paris may include final approval of REDD+
guidelines developed throughout UNFCCC process

California Alr Resources Board
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What are other organizations doing? (2)

World Bank

® [Forest Carbon Partnership Facility (FCPF) — Partnership of
47 developing countries.

~ Disbursed $850 million for REDD readiness and performance-
based payments

® Forest Investment Program (FIP) — Collaboration between
World Bank, African Development Bank, Inter-American
Development Bank, Asian Development Bank, and the
European Bank for Reconstruction & Development

»~ $785 million supporting REDD+ implementation

» Includes $50 million Dedicated Grant Mechanism for Indigenous
Peoples and Local Communities

California Air Resources Board

What are other organizations doing? (3)

REDD Offset Buyers
® Market has shown comfort with REDD credits

» $64 .1 million spent by voluntary buyers purchasing REDD credits
from Amazon basin in 2013.

» $15.4 million spent purchasing East African sourced REDD credits

~ Total of ~25 million REDD credits transacted in 2013

Source: Forest Trends, State of the Forest Carbon Markets 2014 (http:/fwww.forest-
trends.org/documents/files/doc_4770.pdf)

Civil Society = NGOs and Communities

® Many non-governmental organizations have initiated work with
communities on REDD projects, REDD programs, and other work

® |ndigenous peoples and other communities have begun developing
standards and programs for implementing REDD initiatives

® Communities are working with subnational and national governments
to ensure these standards are included in larger scale REDD
programs

California Air Resources Board
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Why is California leadership needed now?

Capacity Building - Compliance

~ “REDD Readiness” funding common to many of those
organizations

» Important initiatives have begun, but there still exists an
ambition and financing gap to longer-term design and
implementation

~ Next-Step: Recognition in Compliance Markets

California Air Resources Board

Why is California leadership needed now?

» California is well-positioned:

California Air Resources Board

Existing Cap-and-Trade Program
Historic engagement in this sector
Predicted offset shortfall, so a need within California’s program

Already includes international offset credits (e.g., offsets issued
by Québec)

Can set robust standards others will follow

Overall climate leadership — recent example being the Under 2
MOU

Slides Overview
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ROW Recommendations (1)

ROW Recommendations published in 2013 examined three
guestions:

1) What mechanisms are required for California to recognize
international REDD-based emission offsets for compliance
purposes?

® \What does California need?

2) What policy considerations should a sectoral REDD
program address for California to recognize the REDD-
based offsets for compliance purposes?

¢ What do the partner jurisdictions need?
3) How should carbon removals from forests be measured?
® How does crediting work?

California Air Resources Board

ROW Recommendations (2)

~ Policy Considerations

® Require robust community engagement and social
safeguards, such as

~ United Nations, REDD+ Social & Environmental Standards
» Include transparency & grievance process

® [Effective government enforcement and oversight
~ Buffer/insurance mechanism in case of unintentional reversal
~ 3" party verifiers with robust conflict of interest policies
~ Maintain buyer liability in California program

® | egal framework

» Linkage agreement in the same manner as with Québec (e.g.,
follow SB 1018 requirements)

California Air Resources Board
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ROW Recommendations (3)

» Technical Considerations

®  Setting forest inventory baselines/reference level

~ Satellite/remote sensing mapping systems and on-the-ground
|nventory measures

~ Base on 10-year historic average
® Tracking system/registry
» Separate registry for partner jurisdictions

» California and partner jurisdiction to collaborate on registry
design

® Ensuring real reductions
~ Leakage management mechanisms

~ Robust monitoring, reporting, verification
~ Solid accounting framework

California Air Resources Board

Public Participation and Consultation in the
Program Design Process

»~ Public participation in the design of the program
»~ Already required in California
» Required public process for any potential partner

» Research also shows that community involvement and
buy-in is necessary for functional program

» ROW recommends two possible standard systems to
ensure social and environmental benefits are included in
the public participation, design, and implementation of a
program:

e REDD+ SES Initiative
UN-REDD/Forest Carbon Partnership Facility

California Air Resources Board
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Timing (1)

~ 8% offset supply for first compliance period was met
® Enough offset credits for 8% usage limit in 2013-2014

» Domestic Compliance Offset Protocol Review Process
document notes that offset protocols must be beyond
what is already required by law/regulation

» Most emissions in California are already regulated

» ARB is striving for new domestic protocols that meet the
regulatory criteria, but challenge is most emissions
already regulated

» Result: offset supply expected to be insufficient to allow
use of 8% quantitative usage limit in third compliance
period

California Air Resources Board

Timing (2)

~ Years-long public policy process in California

» Cap-and-Trade Program is already planned through 2020,
with work beginning to design post-2020 program

® Third compliance period is 2018-2020

® |f sector-based crediting provisions are included in upcoming
regulatory amendment package, amendments must be
complete by Fall of 2017 to be effective in 2018

® ~ 1.5 years to conduct stakeholder workshops, develop draft
regulation language, conduct linkage findings, hold Board
hearings, and finalize regulatory language

California Air Resources Board
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Timing (3)

California helped found the GCF over 7 years ago
~ Sub-national momentum is at a crucial point

v

® (Capacity building — REDD readiness has advanced tremendously
® But, financing needed beyond mere capacity building

® Next step requires broader-scale implementation and investment
® Recognition in a market program could leverage such changes

® Opportunity to set standards others will be able to use

» Part of California’s strategy for COP 21 in Paris is climate
leadership

® >20% of the Under 2 MOU signatories are GCF members
» Potential to leverage substantial emissions reductions

Past concerns include

~» Some commenters have expressed preference for limiting
emissions reductions to California

* Offsets are only eligible for use up to 8% of an entity’s
compliance obligation

® Difficult to approve new domestic offset protocols - most
emissions already being regulated in California

® 100% of Cap-and-Trade proceeds spent on reducing GHG
emissions in California

® Many existing programs to address GHG emissions, as well
as criteria and toxic air pollutants in California

® Section 38564 of AB 32 specifically calls for California to
consult with other jurisdictions to facilitate the development of
integrated, cost-efiective, international GHG reduction
programs

California Air Resources Board -
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Past concerns include

» Some commenters expressed concerns that REDD projects
negatively impact rights of local people

® Public participation and consultation at the local level is a
regulatory requirement

e (California is only considering sector-based crediting programs
at the jurisdiction scale — not one-off projects

® ROW recommends using best-practice safeguard standards
like REDD+SES or the UN-REDD program’s Social and
Environmental Principles and Criteria

» Some commenters concerned about reversal

® Similar to our domestic forestry protocol; manage risk through
buffer pool, large jurisdiction, “own effort” provisions

California Air Resources Board

Support for additional California action

Signatories to Letter Urging California to Adopt
Sector-Based Offsets from Forest Conservation

Private Bectir 8 i Indigenous and Community Support Non-Profit Support
% oS Wi, i M’-@mmﬂ “M’m--h
s [ e " | i
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Code REDD 2013 (www.coderedd.org)

California Air Resources eril
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Programs most ready for inclusion (1)

~ All GCF partners are at varying stages of design &
implementation

» Acre, Brazil
® Advanced policy

~ SISA law - first operational legal/institutional framework for
jurisdictional REDD

» Social Safeguards — Indigenous rights to resource use, public
participation by indigenous/local groups

~ Forest-dependent communities benefit from carbon revenue
® Advanced technical considerations

~ Deforestation reference level and target level established

»~ Carbon registry already operating (issuance, tracking, and
retirement of credits)

Programs most ready for inclusion (2)
» All GCF partners are at varying stages of design &
implementation
» Advanced programs
e Brazilian states of Mato Grosso, Amazonas, and Para
® Mexican states, engaging with national government

® Highlights of these and other GCF states/regions will be
discussed in the afternoon session

Califoruin Air Resources Board
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Potential Next Steps

1) Stakeholder workshops and technical meetings over the
next year

® Seeking written comments on ARB staff white paper

® This exploration phase could be informed by California
universities, GCF partner jurisdictions, and the U.S.
federal government

e Opportunity to work through technical and policy issues
with stakeholders

® Would include engagement and input from ARB’s
Environmental Justice Advisory Committee, as well as
other technical experts and interested stakeholders

California Air Resources Bnal’l‘l. .

Potential Next Steps

e Topics for follow-on technical meetings and workshops
could include:

~ Reference levels and acceptable uncertainty ranges
~ Addressing emissions leakage and reversals

~ Quantification and verification standards

~ Ensuring enforceability

~ Addressing additionality

~ Standards for registries

~ Ensuring robust social and environmental standards (e.g.,
safeguards)

California Air Resources Boa n-i‘____
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Potential Next Steps

2) Continued coordination with partners

® Through the GCF, continue to engage subnational
jurisdictions on REDD

® Continue to work with Québec and Ontario regarding any
potential regulatory changes

® Continue coordinating with U.S. Department of State to
facilitate shared understanding and discussions with other
jurisdictions

California Air Resources Bllal'l-i.. -

Potential Next Steps

3) Administrative Procedures Act Requirements
® 45-day notice of proposed rulemaking

Regulatory text and staff report, including relevant analyses
(i.e., CEQA)

Written comments from the public
Staff presentation

Board hearing(s)

California Air Resources Board .
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Potential Next Steps

4) SB 1018 Governor Linkage Findings

® Jurisdiction’s program must be equivalently stringent with
enforceability and no liability for California

® Similar type of review as Québec linkage

California Air Resources Buan_l T

Summary

» We cannot fully address climate change without
addressing emissions from deforestation of tropical forests

» GCF jurisdiction partners are developing robust programs

» California recognition can set high standards and leverage
further emissions reductions and co-benefits

» Limited domestic offset protocols because most emissions
in California already regulated

» Offset credit shortfall predicted beginning in 2018

» Sector-based offset crediting provisions already exist in the
Cap-and-Trade Regulation

»~ Continue to engage on technical design elements
® Submit comments on white paper

—
California Air Resources Board
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Subnational Global Climate Leadership Memorandum of Understanding

Subnational Global Climate Leadership
Memorandum of Understanding

October 28, 2015

California Air Resources Board

Under 2 MOU Basics

~ Initiative of California and Baden- )
Wirttemberg to bring together subnational
overnments willing to make ambitious
ong-term climate commitments aligned
with goal of limiting warming to 2°c

* Reduce GHG emissions 80-95% below
1990 levels by 2050, and/or

* Limit GHG emissions to 2 tons per capita by

2050
» Builds momentum and collaboration m,,:m,
amongst subnationals ahead of COP21, PARIS 2015
and encourages greater national ambition S LN e ey

in the negotiations

»~ Builds on other California partnerships,
such as GCF’s Rio Branco Declaration and
the ZEV Alliance

California Air Resources Board
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Signatories also commit to...

» Setting midterm targets needed to support long-term
reduction goals

~ Sharing technology, scientific research, and best practices
» Coordinating on issues of interest including:

* Energy

* Transportation

* Natural resource protection

* Technology

* Short-lived climate pollutants

» Working towards consistent monitoring, reporting, and
verification of emissions

Why subnationals?

» 50-80% of the mitigation and adaptation actions necessary
to tackle climate change will be implemented at the
subnational or local levels of governance (UNDP)

» Responsible for the development and implementation of
policies that have the most impact on climate change

- eﬁg. air quality; transportation; energy and energy
efficiency; thé built environment; natural lands;
technology innovation, development, and transfer

~ Laboratories for policy innovations later adopted at the
national and even international level

» Critical link in the vertical integration of climate policies
between national and local governments
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v 49 governments F
34 states/provinces/regions have signed; 2 have endorsed j
8 cities have signed; 1 has endorsed

4 nations have endorsed

@
- 499 million people =
= $14.7 trillion GDP R % l@’
g

Under 2 MOU and Forests

» 10 MOU signatories are also GCF members

» The MOU calls on parties to work together to reduce emissions
from natural resources sectors

» Tropical deforestation accounts for 11% - 14% of global
emissions

* Cannot address climate change without addressing tropical
deforestation
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Additional Information

» California Cap-and-Trade Program webpage:

http://www.arb.ca.gov/cc/capandtrade/capandtrade.htm

» International Sector-Based Offset Crediting webpage:
http://www.arb.ca.gov/cc/capandtrade/sectorbasedoffsets/sectorbasedoffsets.htm

» Contact information:

Jason Gray, Manager Sean Donovan, Staff
jason.gray@arb.ca.gov sean.donovan@arb.ca.gov

Rajinder Sahota, Chief
rajinder.sahota@arb.ca.gov

Climate Change Program Evaluation Branch
Industrial Strategies Division

~ Under 2 MOU o
; imee Barnes, Deputy Secretary, Cal/EPA '

California Air Resources Board

Comments and Questions

California Air Resources Board
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Lunch Break

Afternoon schedule (begin at 1pm):
GCF Jurisdiction and Community Leader Discussion
Monitoring, Reporting, and Verification
Recap of potential next steps

California Air Resources Board —
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Governors’ Climate and Forests Task Force (GCF) Jurisdiction Presentations

GCF

task force
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* Para™
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GCF

task force

-
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The Governors’ Climate and Forests Task Force (GCF)

ARB Public Workshop to Discuss Potential for
International Sector-Based Offset Credits in
California’s Cap-and-Trade Program

Colleen Scanlan Lyons, PhD
Project Director
GCF Secretariat

www.gcftaskforce.org
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PERV Amazonas, Loreto, Madre do Dics, San Martin, Ucayali | SPAIN Catalonia | USA California, [lincis

The Governors’ Climate and Forests Task Force (GCF)
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= Ronddnia = GCF Founding

www.gcftaskforce.org
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2009 - 10 states & provinces, 3 countries
2015 - 29 states & provinces, 8 countries
25%+ of world's tropical forests in GCF
75%+ of Brazil's and Peru's tropical forests
50%+ of Indonesia's tropical forests

Early movers in jurisdictional programs to
reduce emissions from deforestation & land
use

Potentially first GHG compliance market to
recognize emissions reductions from
jurisdictional programs (CA)

www.gcftaskforce.org
BRAZIL Acrs, Amap i, Amsssns
INBOGNE

task force il e

task force oo

& Under 2 MOU

Reduce deforestation 80% by 2020 !.
(pending adequate long-term financing | ."
available)

Substantial share of benefits to
indigenous peoples & traditional
communities

Partnerships with indigenous
organizations & with sustainable supply
chain actors

GCF www.gcftaskforce.org
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" Rio Branco Declaration: 80% Reduction in Deforestation

GCF STATES & PROVINCES ANNUAL DEFORESTATION

AVERAGE ANNUAL DEFORESTATION WWEST KALIMANTAN

ANNUAL DEFORESTATION (thowsands ol k)

o6 07 08 09 10 11 12 13 14 15 1& 17 18 19 20

Credit: Earth Innovation Institute
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www.gcftaskforce.org
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GCF Members: Mexico

GCF Members: Mexico

www.acftaskforce.org
BRAZIL A
INDONES! riim, W Papun | IVORY COAST Réline, Cavally

task force FRSLIIIILE < artn, Dol | SPAIN Catdods | USA Gleris, Llai

Towards jurisdictional REDD+ in Mexico.
Case studies from Chiapas and Jalisco.

REDD-R

MEXICO

GOLFO TS
MEXICT

%

Slides Overview




Return to Table of Contents

Mexico’s recent climate regulatory framework

2010 2012 2013 2014 2015 :
e
|/

- " National Special National REDD+
Mexica's ener.a B a.tiona Climate Strategy (2012-15)
on Climate Climate

REDLS Change Change Change

Vision & Strateggy Program Finalizing public

(2014 -18) consultation

ESTRATEGIA NACIONAI
DE CAMBIO CLIMATICO

VISION 10-20-40

GOBIERNO DE LA REPUBLICA

REDD+ Readiness and implementation

Phase 1 Phase 2 : Phase 3

1. National REDD+ Strategy

(ENAREDD+) *  Norway— FAO and UNDP -

MRV and RL
FCPF — WB — readiness
*  FIP— WB - readiness

*  CF pay for PERFOMANCE

|

|

I

I

I

2. Reference Level i
|

3. MRV System I
|

|

1

[
4, Safeguards Information I
I

System Early Actions |

|

CF Pay for Performance Emisions Reduction Initiatives—5
states including Chiapas and Jalisco

Institutional Arrangements and Capacity Building
1 T
' |
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SECRETARIA
- DE MEDIO AMBIENTE
i OE HISTORIA NATURAL

JURISDICIONAL REDD+ PROCESS
IN CHIAPAS

M. en C. Ricardo Hernandez Sanchez SACRAMENTO, CALIFORNIA
Ministry of Environment and Natural History
Undersecretary of Forestry Development 28, OCTOBER, 2015

State Government of Chiapas

8t |argest state - surface of 74,415 km? (1/2 of Acre,
1/5th CA)

Population: 4,796,580, 52. (1/8th of California, 7 times
Acre), 2.2% annual growth (2005-2010).

Rich cultural diversity: 12 / 62 indigenous groups that
| exist in Mexico live in Chiapas.

[ 30% of Mexico’s superficial water , 54% of
! hydroelectric energy

Vegetation types: include cloud forest, temperate
forest, natural and induced pasture, humid rainforest
and sub humid rainforest.

species, 224 reptile species, 117 amphibious species
and more than 1,200 butterfly species are found here.

[
[
1
l Biodiversity: More than 205 mammal species, 565 bird

Chiapas
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Reducing emissions from land use
change in Chiapas

PLAN DE GOBIERNO

2012-2018 ESTATA
CHIAPAS SUSTENTABLE PN W s

* Law on climate change mitigation and adaptation law of
Chiapas.

* Law of sustanable forest development of Chiapas

GCF @

BONN
task force p# CHALLENGE
GCF member, Rio Branco UNDER 2 MOU Forest restoration target
Declaration Barcelona

Mitigation as a high priority
Sustainable Chiapas, Government Plan 2013-2018

™ o . i 4.2.6 Policy: CC mitigation and
adapataion

Economia

e 2 Environement, climate change and
forests are high level issues within
the state’s development agenda.

Conectividad Big opportunity to work with other
y GCF states like CA to develop
Obra Publica
inovative ways to deal with
deforestation drivers.

Medioc Ambiente
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Implementation model in Chiapas

(s
CONATOR e

Mangjo INTEGRADO DEL TERRITORIO
SEMARNAT SAGARPA  SEDATL S SECTUR Gobierno  Gobierne

CONAFOR SEDESOL. SCT SEP SENER  SEGOB Etatal nicipal Stakeholders

CTC REDD for Chiapas

Asea de
conservaciin

MRV (Academy, NGOs, local
communities)

Safeguards (Academy, ONGs,
Producers and local communites)

4
CONAFOR

SECRETARIA
DE MEDIO AMBIENTE
OE HISTORIA NATURAL

U Social context

ESTADO DE CHIAPAS .
* In Chiapas we are protecting community resources and®
traditional ways of life
*  We have participated in the process to develop
government programs to reduce emissions
* And the rights have been respected

* 53% of the national territory is colectively
owned through ejidos o  bienes
comunales. One of the largest areas of
socially owned territory is the Lacandona
forest, covering 498,792 hectares.

* Land and resources disputes are usually
resolved at ejido assemblies, the
community's Consejo de Vigilancia, the
Comisariado de Bienes Comunales, at the
general assembly, or eventually at the
Agrarian Courtl.
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Process towards jurisdictional
REDD+ in Jalisco.

Planning instruments and international agreements

Objetives included in the State Development Plan (2013-2033).

* Develop a state RED
* Increasse carbon stocks.
* Promote low emission rural development.

Climate Action State Law (passed in may 2015).

= Stop deforestation and degradation of rural and urban ecosystems.
+ Adopt sustainable pr: es in agriculture, forestry and silviculture to reduce climate
change risks and impacts.

Subnational Global Climate Leadership, Under 2 MOU.

» Reduction of per-capita emissions T
» Coordination and cooperation b
= Share financial innc e models {international carbon markets).

GCF
lalisco joins in 2014.
President of GCF for period 2015.
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Land use change in costal area in Jalisco (1993-2012)

Forest surface1993 Forest surface 2012

Superficie total (ha)

Deforestacion Degradacion forestal
Tipo de Vegetacién 1993 1 superficie total ha superficie total ha

Bosque primario 1,201,235 ., 276,056
|_Bosque secundario 279,222 513,123 A J

Selva baja primaria 314,674 205,252 32,106 91,116/
Selva baja secundaria 241,008 402,457 64,855

Selva mediana primaria 193,548 128,319 17,844 62,577
Selva mediana secundaria 134,531 158,984 31,675

TOTAL 2,466,211 2,325,075 240,910] 429,749

Implementation model.

¥ EAREDD+ are implemented in 45 municipalities, with a surface of around 3.3 milions Ha (43% of the state’s
surface).

¥ Intermunicipal governance model with 4 organisms installed:

= Junta Intermunicipal de Medio Ambiente para la Gestion Integral de la Cuenca Baja del Rio Ayuquila
(JIRA).

+ Junta Intermunicipal del Rio Cozhuayana (JIRCO).
= Junta Intermunicipal Sierra Occidental-Costa (JISOC).
+ Junta Intermunicipal de la Costa Sur (JICOSUR).

¥ This model is being replicated in other parts of the state.

¥ Inter-municipalities actions:

a) Communication and outreach workshops related to climate
change and REDD+.

b) Capacity building for land owners.

¢} Institutional agreements between three government levels.
d) Preparation of reduction emission initiatives.

e} Citizen participation through community councils.

f)  Participation in MRV working group.
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Monica Diaz

Climate Change Director
Jalisco State Government
monica.lopez@jalisco.gob.mx

Big opportunity to work with California and other governments
to reduce global emissions, from energy to transportation to
forests and land use

iGracias!
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GCF Members: Brazil

GCF Members: Brazil

MEXICO 2 | NIGERIA Cr

task force tRUioin o | SPANY Cutelaa | VA, Calloria, i

www.gcftaskforce.org
BRAZIL
INDONE! T mantan, West Papun | IVORY COAST Rélier, Cumlly

REDD + SYSTEM OF ;
SEMA X Pl GOVERNMENT OF
ahiallod il ENVIRCIMENTAL F ALl MATO GROSSO

. Lo = STATE OF TRANSFORMATION

Sacramento, 28" October 2015
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Reduction of 1.9 billion tCO , from 2006 to 2014

14,000
“IDesmatamento evitado

12,000 - mmm Desmatamento anual

, Reduction of 1.9 billion tCO
= = LB (media 1996-2005)

from 2006 to 2014

10,000 : 1
Average Deforestation
1996 2005 ‘|
8'000 T e i i i B i s S - —-——
6,000 ] |
4,000
|

Annual Deforestation (km?)

3

Y VY VY

Act 9.878/2013 — Creates the REDD + System of Mato
Grosso

Set up under the Mato Grosso Forum for Climate Change
Participatory development (176 contributions )

All UNFCCC established Safeguards are included in the Act, including
free, prior and informed

Ongoing actions

The GCF Fund finances the Carbon Calculator (MRV)

Construction of the Legal Program (VCS requirements)

State Standard for creating study (support GCF)

Complete the Safeguards Information System

Organizing inclusion strategies for I.P .and Traditional Communities
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REDD + System Structure

Eligibility and

application
conditions

* Eligible areas (UC, IT | Settlements ,
private areas ) |

* Legitimate bidders ( public agencies ,
private landowners , communities use /
usufruct ) \

= Guarantees / security

Tools

Programs , Projects and Preparatory Actions and
Support “
Technical tools at the state level : Registration of

projects and actions ; accounting; registration?heser_v_eﬁ,_ B

distribution and sharing of benefits

Resource management , goods and services REDD +:
Public Fund for preparation and support actions and
public-private mechanism for development projects

Municipal cooperation , national and international

+ REDD + and technical terms
associated

THFPIC and associated public

+ In most., based on UNFCCC settings
or other official sources

Definitions

Principles ,
Objectives and

Guidelines

+ Objective: To contribute to PPCDAOMT
and PNMC goals

* Principles: consistency with federal
and international agreements ,
transparency, fair distribution , FPIC

+ Guidelines: promote forest
management , conservation

ECBSEte ms ...

-
__,_.-'-"" Deliberative : Management Council
* Executive : SEMA
+ Consultative 1: Scientific Panel

= Advisory 2: FMMC

Legal and
Institutional

fr.

Permanent

Changes

amework

Environmental
Integrity

Social and
Environmental
Safeguards
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Thank You!

rodrigo.neves@ac.gov.br
marcus.oliveira@embrapa.br
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The Role of Indigenous Territories in Mitigating Climate Crisis

COICA

Teléfono: + 593-322-6744
E-mail: infericodcaong.ec
WAWLCOK A0 BC .
www.Ccoica.org.ec

COICA: 3% Peoples *.5,000 communities * 400
ganizations * 09 confederations * 2.5 million habitants

ORPIA APA Guyana

Venezuela b4 OIS Surinam

/ FOAG French
OPIAC Colombia > Guyana Francesa
CONFENIAE Ecuador

COIAB Brazil
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0 50 100 150 200 Source: WHRC, 2015
Megagrams carbon per hectare

Indigenous Terrtories (ITs)

WHRC, 2015
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I[P control 240 million ha * 28,247 million metric tones of carbon

32.7% of the total stocks of forest carbon in Amazonia are in IT
> than Indonesia
= to all global emissions of CO2 of 2010, 2011 and 2012

Importance for climate change mitigation & water resources

= Indigenous Territoriest
= PNA/IT Overlapt
m Protected Natural

Areast
= All Othert

Source: WHRC, 2015
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v FPIC

v Supporting the entittiement of indigenous territories and

indigenous REDD+ rights

v’ Stopping persecution of indigenous leaders

v Ensuring IP rights and implementation of the ILO Convention
No. 169 and UNDRIP

v Indigenous REDD+

v Including environmental services & IP adaptation plans (TK)

v' Changing the development model — Vida plena

v Enhancing the role of indigenous women
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@ 3. New climate finance proposals

v Financing focused on IPs (FIP, UN-REDD)

v Amazon Indigenous Fund (FIA) - direct access to IP org.
v Indigenous MRV

v’ Effective access to existing funds (GCF and Amazon Fund)

v Dedicated mechanism — Peru: ex. of IP governance

/6 Objectives

v Entitlement of 100 million ha of indigenous lands which are not

recognized yet
v Holistic management of our territories

v Maintaining 96,000 million tons of CO2 stocks and avoiding

their emissions

v Enhancing territorial governance
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SIMROLOGEA
B Rosues

Terriorics de los Mismbros Cenfroamericancs de la
Alianza Mesoamericana de Pusbios y Bosques

Arcas Protegidas que trasiapan con lemicnos
Mismbres de la Alanza

E’ . MAR CARIBE

=l

dels

de Puebios y Bosguea

o

s = Tonitoncs con presencia
ST e Mayangna y YATAMA

Honduras 97, Comarca Kuna Yaia
Mortata verde @ Cors Col Blancs H
= el 5195 Comara Emberd-Wounssn
@
Mortsfa de Corwyague € Nambamba L
Carias Bomudez @ Lmeaka Eano mact Al v
Hurts Bupna D Laguna Tata . Sulsenan
Comalios AL apitin Wi g hocpirhe g rbiieg e sdorierdans rmd ol
La Tern 6 Cabo Ve parasasre e 2e b Aased Hacors
EiChis 3 Conro Wamashan mhm.ﬁhﬂﬂmhmﬁhh
Maoc D Lancs o Kavuwala Panamd
3 San Bamands & Maiarems 3 Covredor de Margans Mo 1
3.8 Bactwia @ Rin Indio Maiz & Ano Dansn
DEI Jeaiito & Como Giva & Desitn
@ cumoy smesn 6 Cayos Miskiios 1D Chegigara
PPicc Bonic B Kigna Gustomals
€DLa Murals O Loguna da Fahas @ Siera de Lacandin
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B Patuca £ Loguna Layasica Flesara de Biostra Uaya
Do gtara © Laguna Yulu KSiSE . Zona 09 US0 MUEe COLoUBI
ETanahia & Yo @Mnde&annlhu
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Gobernanza
Caso Peten:

LANDSAT 7. 16 de Febrero, 2003

GUATECARBON

a Bi

ACOFOP:

22 organizaciones comunitarias
Consesiones Forestales con contratos de 25 afios de usufructo

706 mil hactareas.
Contexto de la Reserva Biosfera Maya

Contiene el 80% de los bosques de Guatemal

Proteccidn de los bosques,
Caso: Comarca Embera Wounaan
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Preparandonos para el monitoreoy
vigilancia territnrial v de Ing hncni g
| | ; ! '

- L

Thank you
Gracias
Obrigado

www.gcftaskforce.org
BRAZIL ficte, Amap
INDONESIA

TASK FOICE Peny mmsmens Losto Haioede s

West Papan | IVORY COAST Eéljer, Cavally
IGERI, ver 5t
ayali | SPAIN Catalonia | USA

taze
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Customized Forest Carbon Monitoring at Jurisdictional to National Scales

Jurlsdlctlonal to National Scales

Greg Asner | gpa@carnegiescience.edu

¥

Cal!f‘mra Air Rcaource_\ Board Warks |'|(_1p
Octnher 28,2015

Monitoring Carbon Stocks and Emissions at GCF Jurisdictional Scales is Scientifically Robust
The latest scientific and technalogical approaches are a great fit for GUF jurisdictions in terms of delivery and uncertainty
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Carbon Monitoring Technology
Programs within California’s
Institutional Network

How Modern Forest Carbon MRV Systems Work

Foi'l:ll Types
Satellite for strategic mapping of
forest cover and type

Carbon stock sampling

Scaling; Monitoring carbon
emissions and gains
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Forest Cover Monitoring

—| U Santa Barbara

At jurisdictional scales, forest cover
change - from deforestation,
degradation, and regrowth — are
straightforward to monitor with
Califarnia-grown satellite monitoring
technologies.

Stanford University

» Measurement resolutions: < 0.1 ha
~ Mapping and reporting: < 1.0 ha

et Propulsion Lab, Pasadena

Carnegie Institution, Palo Alto

Carnegie Landsat Analysis System-lite (CLASlite)

~ System to automatically analyze imagery from 9 different
satellites

~ Provides detailed maps of forest cover, deforestation, and
forest degradation

# Supports users from about 2229 arganizations in 133
countries

» Stanford Online Course for training and disseminating
CLASlite in English and Spanish

anan

 Hegiceual Coganisanion

= Goweramant - el

w Coveramers - Amponal

- Gornrrererd - al

Leghon.

o = Acaderia / Besearch
Cegmmiistion C*
)
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What is CLASlite?

Deforestation over Time

Automated analysis of satellite imagery

Maps of Forest
Change

Degradation over Time

Colombian Government uses CLASlite Peruvian Government uses CLASlite
National farest cover change Amazon forest cover change

-
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How Modern Forest Carbon MRV Systems Work

Folgst Typos

Satellite for strategic mapping of
forest cover and type

Carbon stock sampling

Scaling; Monitoring carbon
emissions and gains

Jurisdictional Forest Inventory

Field plot networks are essential for
most carbon monitoring systems,

Lots of innovation ongoing in
standardizing plot-level measurements
and calculations (allometrics)

But plots ultimately cover a small
proportion of the jurisdictional
landscape.

This has raised a lot of doubt regarding
deployment, maintenance and long-term
efficacy.
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Surrogates for Field Inventory Plots?

Requirements
—  Measures an allometric (biomass-structural) property of the vegetation
— Iz not limited to any specific type of vegetation
— Can be calibrated against hand-measured field plots
— Can be used on thousands to millions of hectares per year
— Is affordable at jurisdictional levels

Airborne Light Detection and Ranging
(LiDAR)

-t
. /
CROSS-TRACK LASER PULSES

RETURN ENEF

0

heighl = 15m

F -
B
ol
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A standard LiDAR image

Slides Overview




Return to Table of Contents

Airborne LiDAR has become very common, and this is useful to REDD+ MRV

(G0qle | summest st v '
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- —

Carnegie is not a LiDA

We arg a carbon science, applications

Forest Canopy Cross-sections from Airborne LiDAR
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Plot-scale calibration of Airborne LiDAR

© Hawaii Wet

© Hawali Moist

O Hawaii Dry

© N. Madagascar Wet
© 5. Madagascar Moist
O 5, Madagascar Dry
O N. Peru Moist

© 5. Peru Maist

© 5. Peru Submon, Wet

8 O 5. Peru Mont. Wet
= RMSE: 17.5  © Panama Moist
1 OP wet
MgChat oo

ACD Estimated by Plot Inventory
(Mg C ha?)

0 100 200 300 400

ACD Predicted by LIDAR TCH, Basal Area,
and Wood Density (Mg Chal)

And an Explosion in LiDAR-based Forest Carbon Mapping

L

Pacific Islands ‘Western Amazon (Peru, Colombia, Ecuadar) African Savannas
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Uncertainty in LiDAR-based Carbon Estimation

2 L ° —Rstier et al 2010 theoretical

60 e © Mascaro et al. 2011 empirical
g i

40

30
-

10 -

o - - -

001 o1 1 10 100

How Modern Forest Carbon MRV Systems Work

Fodpst Types
Satellite for strategic mapping of
forest cover and type

Carbon stock sampling

Scaling; Monitoring carbon
emissions and gains
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An Example from the Republic of Panama

Jurisdictional Stratification
*  Freely available NASA data
= Easy to use and ready for analysis
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Jurisdictional Stratification with CLASIite

National Stratification Directs Airborne LIDAR Sampling
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Scaling Up the LiDAR Data to the Jurisdiction
using Well-established Models

Fmunn

LiDAR Mapping
Software

Models

Jurisdictional Environmental Data
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National 1-ha Resolution Carbon Basemap of Panama

Mg Cha*

]
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le Country Until Statistical Needs Met

Deploy Aircraft & Samp

1 >10.0%

M 5.0-10.0%
L] 2.05.0%
1.0-2.0%
M .5-1.0%

5,000 hectares

The High-resolution
Carbon Geography
of Perti

128,546,068 hectares

(321 million acres)

at 1-hectare resolution with
uncertainty reported for
every hectare throughout
the country

aboveground Carbon Density
MgCha?
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Field Verification

200
e o
T y=1.02x—10.1 i taerai
x o150 R*=0.73 I
S 2 e
Q - o - - -
— £ 100 - e e ———
<) -,
4
E 50 e —r /‘.____..4. e
o T T T
o 50 100 150 200
National Mapped ACD (Mg C ha™)
One day of flight

z z

i

o E

§ 3 2E

1) I

g
U

Carbon Stocks in Every Hectare of Peri Uncertainty in Every Hectare of Peru
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Distribution of Carbon Stocks
throughout Peru’s forests

20
Median ACD = 99.3 Mg C ha™'
Max ACD = 167.6 Mg C ha
Skewness = -0.831

g 1.5
o
B
s 1.0
&
o 05

4] y

[i] 50 100
Aboveground Carbon Density (Mg C ha™")

Table 1. hean and varisnce of liboveground carbon density, and total sboveground carbon

stock, for @ach Peruvian Region. The proportion of carbon stocks in each region relative to the

total for Paru is also given. S0 = standard deviation. Tg = Teragram = ane million metric tans,

Mean Carbon S0 of Carbon  Total Carbon Propartion
Area Density Density Stock of Perd
Region (ha) (Mg C ha?) (Mg C hat) (Tg €} (%)
Amazanas 3,930,330 61.9 .7 242.9 351
Ancash 3,595,941 23 26 a1 0az
Apurimac 2,111,640 1.0 2.1 2.2 0.03
Arequipa 6,325762 2.2 26 14.2 021
Avacucho 4,349,951 4.7 138 0.4 0.29
Cajamarca 3,304,619 9.2 7.0 0.5 0.44
Callac 14,167 64 2.8 0.1 oo
Cusoo ¥ 207 HEE 322 388 2317 335
Huancavelica 2,206,335 18 42 a9 0.06
Hudinuco 3,720,347 a5z ars 130.6 1.89
fca 2,100,125 7.7 4.2 16.1 ©.23
Junin 4,399,697 as.a ars 1464 z11
Lar Litertad 2,519,588 a0 B2 0.0 o.1a
Lambayeque 1,434,306 301 26 44 0.06
Lima 3,499,260 3.3 3.0 11.6 0.17
37,511,259 98.8 294 1 53.24

Macee de Dias B804 H56 96.4 230 #1032 1183
MoguBgus 1,580,513 7 3z aa 0.06
Pasco 2,411,598 512 425 1233 178
Piura 3.605.927 a3 ak 11.7 a7
Puno 6,796,462 156 323 108.0 153
San Martin 5. s9.8 are 3038 439
Tacna 1.608,229 EE] 16 ar o.07
Tumbes 469,182 103 7.0 43 0.06
Ucayali 10,533,060 93.7 311 986.8 14.26
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Peru’s Balance Sheet

Carbon Protections,

raigencous Communities
Bretectad fAraas
F=== Tooen Bos (Arerd Nut & Aubber)

Peru’s Balance Sheet

Mean ACD 5.0, ACD Arga Total AG
Tine: Mgcha’) (MgCha'l  (na)  Carbon Stack [Pg]
| Threats

| seinctive LogEing" 104.9 221 6,417,552 0.68
| Ol Concessions (< mmu}.}' 931 23 13,226,773 124
| il Cancessions (500-2000 m) 764 108 2,950,029 0.24
| il Cancessians (> 2000 m)* 429 203 76,231 0.04
i i 590 58 1,400,000° 014"
Tatal Threats 22,679,585 2.34
I Artisanal BGMMII!W 345 296 37,831 0.01
| 0l Palm Plantations* 154 109 5,684 a.001
i Governmant Protected Areas LN 409 21.728.378 182
Non-government Protected Areas 100.9 148 1,743,277 047
Indigenaus Communities 931 272 9,061,407 oEa
Brazil Nut Concessions 1103 16.8 969,312 0.10
206 19.1 16,158 001
Total Protections 33,408,532 2.54

|Opportunities
| Lawland Amazonia (<500 m s} 863 394 22,639,377 195
| ® [ m} 382 369 7.680,728 0.30
High Andean Vegetation [» 2000 m) 74 a8 19,353,554 014
Total Opportunitios 2.39
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How Modern Forest Carbon MRV Systems Work

Fafpst Types

Satellite for strategic monitoring

Foras Stratification

CLASHte Mapping

- Carbon stock sampling

and gains

An Example from a GCF Jurisdiction: Madre de Dios, Peru

Carbon Emissions

Carbon basemap adjusted by Continuous satellite monitoring
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Carbon Emissions in Madre de Dios, Peru

Gross carbon loss from forest change (Tg C)

1 Tg = 1 million metric tons

O [ ¢ g
CUANTIFICACION ¥
ANALISIS DE LA
DEFORESTACION EN LA
AMAZONIA PERUANA
EN EL PERIODO
010-201 120132014
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Avatar Alliance Foundation
John D. and Catherine T. MacArthur Foundation
David and Lucile Packard Foundation

Mary Anne Nyburg Baker and G. Leonard Baker Jr.
William Hearst Il
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Administrative Process

Recap of Next Steps

California Air Resources Board
October 28, 2015

Californis Air Resources Board

Provide Comments

® ARB staff white paper available at
http://www.arb.ca.gov/cc/capandirade/sectorbasedoffsets/
sectorbasedoffsets.htm

® Submit comments by 5pm PST on Monday, November 16
at http://www.arb.ca.gov/lispub/comm/bclist.php

¢ Comments will help direct next workshop and technical
meeting topics

California Air Resources Board
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Next Workshops

~ Likely to start in mid-December 2015 or early 2016

» Workshop notices with more detailed agendas will be posted to
our listservs roughly 2 weeks ahead of time

~ Staff looks forward to your comments and ongoing engagement
General Cap-and-Trade Workshops

~ At October 2, 2015 workshop, staff indicated a tentative workshop
on program linkage related to Ontario and Québec would be on
November 9, 2015. That workshop will be postponed to a yet-to-
be defined date.

» An update on the Cap-and-Trade Program is scheduled to be
gresented at the November ARB Board hearing on November 19,
015. No regulatory amendments are being proposed at the

hearing.

Califarnia Air Resources Board

Additional Information

» California Cap-and-Trade Program webpage:
http://www.arb.ca.gov/cc/capandtrade/capandtrade.htm

~ International Sector-Based Offset Crediting webpage:
http://www.arb.ca.gov/cc/capandtrade/sectorbasedoffsets/sectorbasedoffset
s.htm

~ Contact information:

Jason Gray, Manager Sean Donovan, Staff
jason.gray@arb.ca.qov sean.donovan@arb.ca.gov

Rajinder Sahota, Chief
rajinder.sahota@arb.ca.gov

Climate Change Program Evaluation Branch
_Industrial Strategies Division

California Alr Resources Board
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October 28, 2015 — Including International Sector-Based Offset Credits in the Cap-and-
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Trade Program Workshop: Public Comments

# Received From

Busch, Jonah,
1 Center for Global
Development

Nussbaumer,
2 Elizabeth , Food &
Water Watch

Effiom, Edu, Cross

3 River State
Forestry Com.,
Nigeria

4 Byers, Brett,
Rainforest Trust

5 . .
or it was a duplicate.
Hughes, Gary,

6 Friends of the
Earth - US

7 Korchinsky, Mike,

Wildlife Works
Furtado, Fabrina ,

8 PLATAFORMA
DHESCA BRAZIL

9 Kill, Jutta,

Subject

Eight Reasons for
California to Lead on
Climate and Tropical
Forests

Reject REDD Offsets

Sustainable forest
management via FMCs
in CRS enabling
payment for ecosystem
services

Comments Regarding
Tropical Forest Offset
Credits

Next Steps for
Evaluating the Role of
Sector-Based Offset
Credits Under the
California Cap

Strong support for
International REDD+

Rights Violation in Acre
- SISA and REDD

Comment

Period

1st
Workshop

1st
Workshop

1st
Workshop

1st
Workshop

1st
Workshop

1st
Workshop

1st
Workshop

1st
Workshop

Date/Time
Added to
Database

2015-10-30
09:05:09

2015-11-12
13:30:12

2015-11-13
05:16:08

2015-11-13
09:32:39

2015-11-13
17:13:05

2015-11-15
05:57:17

2015-11-15
16:20:49

2015-11-16
05:21:07

Additional
Form
Letters
or Links

C
5
=

C
5
=

5
=

Lin

=

This comment was posted then deleted because it was unrelated to the Workshop

C
5
=

C
5
=

C
5
=

C
5
=



10

11

12

13

14

15

16

17

18

19

20

Souza, Alcilene,
Secretaria de
Estado do Meio
Ambient MT

Watts, Katherine,

Rasheva, Emiliya,

Rojas, Isaac,
Friends of the

Earth International

Williams, Laurie,
Citizens Climate
Lobby

Leefers, Larry,

Brough, Keven,
Permian Global

Saldamando,
Alberto,
Indigenous
Environmental
Network

Sullivan, Katie,
IETA

Pollet-Young,
Christie

Blumberg, Louis,
the Nature
Conservancy

Suggestion regarding
the recommendations
on the staff White
Paper

Sector based offset
credits in the cap and
trade system

NO to international
offsets in California's
Cap-and-Trade

comentarios a consulta
REDD

Input on Process for
Considering REDD
offsets

Comments on Sector-
based Offset Credits
from Michigan State
University

Permian Global
observations on
REDD+ credit white
paper

Comments on Sector
Based offsets,
Jurisdictional REDD

IETA Comments on
Sector-Based/REDD+
Offsets

Strong Support for
Sector-Based Credits
with Quality Verification

Including Sector based,
tropical forest offset
credits in the CnT

1st
Workshop

1st
Workshop

1st
Workshop

1st
Workshop

1st
Workshop

1st
Workshop

1st
Workshop

1st
Workshop

1st
Workshop

1st
Workshop

1st
Workshop

2015-11-16
09:00:52

2015-11-16
11:23:33

2015-11-16
11:36:01

2015-11-16
11:10:01

2015-11-16
11:20:56

2015-11-16
12:06:10

2015-11-16
12:18:35

2015-11-16
13:35:49

2015-11-16
13:39:14

2015-11-16
14:32:25

2015-11-16
14:33:38

L
5
=

C
5
=

C
5
=

C
5
=

C
5
=

C
5
=

L
5
=

L
5
=

C
5
=

C
5
=

C
5
=


http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=10&virt_num=10
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=20&virt_num=20
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=10&virt_num=10
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=10&virt_num=10
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=10&virt_num=10
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=11&virt_num=11
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=12&virt_num=12
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=13&virt_num=13
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=13&virt_num=13
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=13&virt_num=13
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=14&virt_num=14
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=14&virt_num=14
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=14&virt_num=14
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=15&virt_num=15
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=16&virt_num=16
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=16&virt_num=16
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=17&virt_num=17
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=17&virt_num=17
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=17&virt_num=17
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=17&virt_num=17
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=17&virt_num=17
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=18&virt_num=18
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=18&virt_num=18
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=19&virt_num=19
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=19&virt_num=19
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=20&virt_num=20
http://www.arb.ca.gov/lispub/comm2/bccomdisp.php?listname=sectorbased2015-ws&comment_num=20&virt_num=20

21

22

23

24

25

26

27

28

29

30

31

COICA,
Coordinadora de
las ,

Shah, Parin,
APEN

Dwyer, Michael,
University of Bern

Antonioli, David,
Verified Carbon
Standard

Westerfield,
William, SMUD

Vik, Vedis,
Government of
Norway

Jintiach, Juan
Carlos, COICA -
Coordinator of the
Indigenous Or

McCain, Christina,
Environmental
Defense Fund

Nowicki, Brian,
Center for
Biological Diversity

Shah, Parin ,
APEN

Haya, Barbara,
UC Berkeley

COICA TO CARB

APEN's Comments on
Proposed Sector-
based Offset Credits

Comments on forest
sector-based offsets

VCS Comments on
Staff White Paper
Evaluating Sector-
Based Crediting

SMUD Comments re
Inclusion of Sector
Based Offsets in Cap
and Trade

Norwegian comments
re sector-based offsets

Letter from COICA re:
Sector-based offsets

Inclusion of
International Sector-
based offsets from
REDD+

scoping comments on
the International Forest
Offsets

APEN's Comments on
Proposed Sector-
Based Offset Credits

Comments on
proposed California
REDD program-an
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INTRODUCTION

The State of Acre Sustainable Development policy clearly considers an integrated
landscape management: forest and deforested areas. In this policy, the forest is a
provider of environmental products and services and it is integrated to the various uses of
areas already converted. This integration is based on a structured knowledge about the
territory that enables the development of sound strategies for its use at the local,
municipal, regional and state level.

Based on this, the State of Acre has developed, since 1999, a set of public policies,
enforcement measures and institutional enhancement, whose results began to be
reflected in the consistent reduction of deforestation rates from 2006. The State further
built on its experience and created the State System of Incentives for Environmental
Services - SISA by State Law N° 2.308 of 2010.

This law aims at establishing, through valorization of environmental services, the
necessary conditions for their preservation, recovery and enhancement. This goal
considers the participation of all sectors in the implementation of actions and shared and
participatory management of this system.

Considering the international and national initiatives to establish environmental
safeguards for social policies and programs focused on reducing emissions from
deforestation and forest degradation, the Government of Acre establish the necessary
partnerships to adopt such safeguards, which are applied not only to the ISA Carbon
Program for emissions reduction, but also to all the programs that compose the SISA.

Thus the Institute for Climate Change and Regulation of Environmental Services (Institute
de Mudangas Climaticas e Regulacdo de Servigos Ambientais — IMC) and the
Commission for Validation and Monitoring of SISA (e a Comissdo de Validagdo e
Acompanhamento do SISA — CEVA), in partnership with CARE Brazil, worked on a
process to adapt the social and environmental standards of the international REDD+
initiative (REDD+ SES) to the State of Acre. The product is a set of indicators that
facilitate monitoring the environmental and social safeguards established by public
policies under SISA and its programs, including the ISA Carbon Program (Incentivos a
Servigos Ambientais do Carbono Florestal).

The safeguards are reputable tools to monitor programs or jurisdictional policies, that is,
on the scale of state or country. This is the first self-evaluation report that seeks to verify
the existence of instruments, regulatory frameworks and mechanisms already established
in the State that can be used to ensure compliance of the System of Incentives for
Environmental Services (SISA) with social and environmental safeguards.

This report is based on the implementation of the monitoring plan, prepared by the IMC
and CEVA in partnership with the Institute of Forest and Agricultural Management and
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Certification (Instituto de Manejo e Certificagdo Florestal e Agricola — IMAFLORA),
incorporating the contributions of the Advisory Boards and the Interagency Indigenous
Working Group (GT Indigena). This monitoring plan contains information from a check-list
methodology survey to identify gaps and other evidence of weaknesses in the safeguards
for each of the indicators.

The focus of the report was to identify whether the current tools available in the State of
Acre are sufficient to meet the proposed safeguard indicators. This is therefore a self-
assessment of performance of the State regarding the development of tools for
environmental and land management as well as regulatory and institutional frameworks
that define a favorable scenario for the implementation of SISA and its programs and for
compliance with the social and environmental safeguards.

One should note that, at the national and state levels, there are institutions and
instruments designed to monitor the impact of public policies with proper indicators and
serve as a source of information, as well as surveys of Interagency Coordination
Secretariat (Secretaria de Articulagado Interinstitucional - SAl), responsible for the
integrated system for management and monitoring (sistema integrado de gestdo e de
monitoramento - SIG), allowing a 'Harvest of Results'

This report is not the final step in this process since it needs to feed an Action Plan for
continuous improvement of SISA and its programs, as well as public policies that support
the achievement of their goals. At the same time the practice of monitoring should
facilitate the improved of the monitoring tool itself.

DESCRIPTION OF THE SISA AND ISA CARBON PROGRAM

Descriptive Summary

The SISA seeks to increase the value of standing forest and to consolidate the
productivity of deforested areas, increasing the value of local communities, in a clear
strategy of adaptation to adverse situations and mitigation of the effects of climate
change.

The Law that established the SISA regulates programs for each environmental service,
among them the Program of Incentives for Environmental Services from Forest Carbon
(Programa de Incentivos a Servigcos Ambientais do Carbono Florestal). It constitutes the
legal framework of a sub-national jurisdictional program for reducing emissions from
deforestation and forest degradation, as well as sustainable forest management and
recovery and increase carbon stocks through sequestration activities by reforestation -
REDD+.

In this regulatory framework, the Certified Emissions Reduction (Reducdes Certificadas
de Emissdes - RCEs) constitute jurisdictional environmental assets that will be used by
the State of Acre, as established in State Law N° 2.308 of 2010 (Law of the State System
of Incentives for Environmental Services), on behalf of sustainable development actions.

The main incentives related to this program include: promoting the transition from
traditional livestock and agricultural production systems to more productive ones,
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reducing the need to expand the original production area and thus avoiding further
deforestation; increasing the economic value of standing forests, to improve the quality of
life of people who dependent on it and increase conservation of forests; and, finally, the
distribution of benefits from environmental services, based on the commercialization of
carbon credits from avoided deforestation and from carbon sequestration through forest
regeneration and restoration.

In order for reduced emissions to actually mitigate the effects of climate change, without
any detrimental impact to the quality of life of populations, it has to be connected with the
establishment of a new economic model based on efficient use of land and natural
resources, thereby promoting reconciliation between economic development and
environmental conservation.

Under the SISA, and following the recommendations of the consultation, the ISA Carbon
Program was created to further provide co-benefits to all those who promote actions for
the conservation, preservation and restoration of forests and their services.
Environmental standards are then necessary to ensure achievement of this goal.

These standards were created from the need to reduce existing risks and maximize
existing opportunities, safeguarding social and environmental aspects in REDD+ and, in
the case of Acre, for other activities of incentives for environmental services under SISA.

Program Proponents

Under SISA, the State Government through the State Secretariat for the Development of
Forestry, Industry, Commerce and Sustainable Services (Secretaria de Estado de
Desenvolvimento Florestal, da Industria, do Comércio e dos Servigos Sustentaveis -
SEDENS) assumes the role of Program proposer, responsible for the preparation,
implementation, operation and maintenance of the program and the assets generated by
it, and for the equitable distribution of the benefits among the providers of environmental
services and beneficiaries of the system.

The Environmental Services Development Company (Companhia de Desenvolvimento
de Servigos Ambientais - CDSA), created with the mandate to generate and dispose of
assets claims resulting from ecosystem services and products originated from programs,
sub-programs, plans and projects under the SISA, are the authorized representative of
SEDENS to request registration of assets generated under this program. According to
Law N° 2.728 of August 21, 2013, the Executive Branch is authorized to transfer certified
carbon emission reductions to the CDSA, so when the assets are owned by the CDSA, it
will have the same responsibilities of the Program Proponent.

The Institute for Climate Change — IMC, as government regulatory authority of SISA, is
responsible for monitoring the emission reductions of the program and to ensure and
monitor compliance with social and environmental safeguards governing the SISA.

Program Start up Date

The beginning of the program stems from the actions and policies for deforestation
prevention and control with investments over a considerable period of time - until the
results can be seen as a reduction in deforestation rates from 2006. Therefore, the

Comment Overview




Navigate to Table of Contents

e Regulacado de Servicos Ambientais

2.4

program inception date will be the year 2006, with the development of the second phase
of the Ecological-Economic Zoning and when the significant and consistent reduction of
deforestation in fact starts. The projection horizon for the reductions and the achievement
of goals is 2020.

Program Location

Because it is an initiative at the jurisdictional scale, the geographic delimitation
corresponds to the territory of the State of Acre, located in the extreme Southwest of the
Brazilian Amazon, between latitudes 07°07'S and 11°08'S and longitudes 66°30'W and
74°00'WGr (Figure 1). According to the Brazilian Institute of Geography and Statistics
(Instituto Brasileiro de Geografia e Estatistica - IBGE), its official land area is 164,221
km2 (16,422,136 ha) corresponding to 4% of the Brazilian Amazon area and 1.9% of the
national territory. Its length is 445 km in north-south direction and 809 km across its east-
west axis. The State has international borders with Peru and Bolivia, and with the national
states of Amazonas and Rondénia.

/
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Figure 1. Location of the program area (State of Acre) in relation to Brazil and the

world.

STATUS OF IMPLEMENTATION

The implementation of the SISA happens through an array of institutions established by
Law Ne° 2.308 of 2010, comprising the Institute for Climate Change and Regulation of
Environmental Services (Instituto de Mudangas Climaticas e Regulacdo dos Servigos
Ambientais - IMC), the State Commission for Validation and Monitoring (Comissao
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Estadual de Validacdo e Acompanhamento — CEVA), the Scientific Committee and the
Environmental Services Development Company (Companhia de Desenvolvimento de
Servigos Ambientais). The Ombudsman arm of the SISA still needs to be implemented.

Of all programs created by this Law, the ISA Carbon Program is the first to be put into
practice, taking into considering all the legal, institutional, technical frameworks and
public policies that allow for the reduction of emissions from deforestation and forest
degradation in the long-term. These actions are also contained in the State Plan for
Deforestation Prevention and Control in Acre (Plano Estadual de Prevencéo e Controle
do Desmatamento do Acre — PPCD / AC), and are organized along the following lines:

e Land Planning and Tenure Regularization. Actions are aimed at implementing the
Ecological — Economic Zoning in Acre (Zoneamento Ecolégico — Econdmico no Acre
- ZEE / AC) and its work in the scales of 1:100,000 for Local Territorial Planning
(Ordenamento Territorial Local — OTL) and Special Development Zones (Zonas
Especiais de Desenvolvimento - ZED); of 1:50.000 for ethno-zoning of Indigenous
Lands; and of 1:10,000 for communities in the Priority Service Zones (Zonas de
Atendimento Prioritario — ZAPs). Efforts will also be focused on the consolidation of
the State System of Protected Areas (Sistema Estadual de Areas Protegidas —
SEANP); identification and allotment of untitled public lands (terras devolutas); and
land tenure regularization.

e Sustainable Supply Chains and Practices. Actions under this line are implemented
according to the ZEE and aim at enhancing and diversifying the productive chains of
already deforested areas to reduce the deforestation pressure on new areas of
forest to convert them to other uses. Among the main production chains supported
are: extractive supply Chains (Brazil nut, rubber, timber), sustainable agriculture and
livestock (small animals, dairy and fish farming), communal and entrepreneurial
forest management, reforestation to meet the demand of timber, rubber and fruit;
recovery of degraded areas, implementation of sustainable vegetable gardens,
training on agroforestry and on agro-ecological alternatives mostly for the indigenous
peoples, among others.

e Monitoring and Enforcement. The difficult access to areas with illegal acts of
deforestation and logging constitute an ever present challenge to the planning of
Monitoring and Enforcement. Actions are planned to have a short, medium and long-
term effective and permanent presence of the State in the Acre territory.

e Cross-cutting Actions. A set of actions that create the right conditions for full
implementation of the proposed strategy will also be integrated. Such actions include
scientific research and technological development; continuing training and capacity
building for government representatives and civil society; environmental education;
institutional capacity building; and consolidation of the legal framework for Forest
Management.

Of the various actions of the State Government to achieve significant results in reducing
deforestation under line Sustainable Supply Chains and Practices, the Plan for Valuation
of Forest Assets (Plano de Valorizacdo dos Ativos Florestais) plays a central, strategic
role.
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Certification of Sustainable Family Production allows integration with other programs and
projects. This synergy is the ability to include hundreds of families on a voluntary basis, in
activities that require reduction or elimination of deforestation and slash-and-burn as
production technique or technology. By joining the program, the families have priority to
receive economic subsidies for sustainable production activities from different financial
sources, expanding the volunteer effort of family farmers to avoid deforestation and the
use of fire, contributing to the reduction of these destructive practices in general.

To recover degraded areas, the Planted Forest Program (Programa de Florestas
Plantadas) is another strategy that allows for both the recovery of forest assets and
extractive productive activities to increase family income. For this purpose, actions to
support family farmers for reforestation with Rubber and Agai have been implemented,
including mechanization of participating areas.

This strategy also includes financial incentives, such as subsidies for rubber, established
by State Law N° 1,277 of 1999, which under implementation to this day. This is
complemented by the expansion of market and value added for this product with the
implementation of the Natex factory for production of male condoms from rubber from
native forests.

As a result of this emissions reduction strategy, the State Government made the first
transaction of pay for results in reduced emissions from REDD Program for Early Movers
from the German Development Bank, KfW. This represents a commitment of EUR 16
million in four years (2012 - 2016) to financial cooperation, for a total of 4 million tons of
emission reductions achieved. Additional funds in the amount of € 9 million, for
performance in reducing emissions for the year 2013 have recently been transferred as
well. This transaction has no commercial purpose of offsetting emissions.

Funds raised will be used to strengthen and consolidate the extractive and indigenous
communities’ activities to clearly value their contribution to the conservation of Acre
forests, as well as to also support the restructuring of small farmers’ productive practices
and the establishment of a sustainable livestock. The objective is to value those who
strive to adopt more sustainable production practices.

SOCIAL AND ENVIRONMENTAL SAFEGUARDS

The social and environmental safeguards are a set of mechanisms for control and
monitoring of risks and rights compliance. Measures are taken as a matter of precaution
to ensure that REDD+ programs and projects do not cause negative impacts on forest
biodiversity conservation purposes, and do not cause unwanted impacts to local
communities, indigenous peoples and traditional populations.

At the international level, discussions on social and environmental safeguards for REDD+
started in 2009 during the Conference of Parties on Climate Change - COP 15 in
Copenhagen, on December 2009, when the importance of involving multiple stakeholders
of civil society in discussions regarding REDD+ was highlighted. Later at the COP 16 in
Cancun in 2010, social and environmental safeguards for REDD+ were recommended,
noting that this issue should not be restricted only to international discussions, but it
needs to be taken to a national or sub-national level, involving governments, the private
sector, civil society and in particular indigenous peoples and traditional communities.
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In seeking to meet these recommendations, international initiatives aim at promoting the
use of social and environmental safeguards for REDD+, including: the Social and
Environmental Standards for REDD+ (REDD+ SES) initiative at the international level
and in Brazil, and the national initiative for Socialenvironmental Principles in REDD+ in
the Amazon led by the Amazonia Working Group (Grupo de Trabalho Amazobnico —
GTA).

Both initiatives have used participatory processes with multiple stakeholders
(governments, NGOs and civil society). The international initiative included civil society
representatives from several countries, including Brazil. While the initiative of Brazil is
based on recommendations, the REDD+ SES international initiative established
procedures for monitoring safeguards and a guide to good practices for the application
and use of social and environmental safeguards in order to be a participatory, inclusive
and transparent process.

Since 2010, in partnership with CARE Brazil, the guides and procedures of the REDD+
SES initiative are being used for the SISA and their programs, adapting the indicators to
the reality of the State of Acre, as well as the exercise of the steps of the good practice
guide. The ten steps include actions to raise awareness through meetings with multiple
stakeholders to establish good governance and to adapt the international indicators to the
reality of Acre, public consultations for their validation, preparation of the monitoring plan,
developing a report on the program performance, validation by stakeholders. Finally, this
report will be published, an activity recommended in the evaluation stage.

The joint work of IMC and CEVA for using the safeguards included two more steps aimed
at continuous improvement of SISA and their programs and their monitoring instruments;
these are: i) Planning and implementation of enhancement of SISA and its programs, and
ii) Learning from the implementation of REDD+ SES.

Principles, Criteria and Monitoring Indicators

The principles adopted by the ISA Carbon Program are based on those defined under the
REDD+ SES Social and Environmental Principles of REDD+ in the Amazon. Altogether
there are 7 principles, 22 criteria and 52 indicators.

Indicators Monitored

Indicators help measure progress in meeting the criteria to achieve the principles, which
describe the lasting goals for the SISA and its programs, including the ISA Carbon
Program, which is already under implementation.

Thus, the indicators that make up the Safeguards Information System (SIS) have been
designed considering the following aspects:

1. Legal Framework. There is a broad legal framework, both at federal and state level
that defines which safeguards are applied in the State to:
* Provide legal recognition of safeguards, and;
* Provide the legal basis and regulatory instruments by which safeguards will
be guaranteed;
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2. Institutional Framework. There is an institutional arrangement defined by SISA Act
and other agencies at the federal and state level in charge to supervise and
implement the safeguards established by the legal framework.

3. Compliance Framework. Defines aspects of monitoring and reporting, which
mechanisms for resolving disputes and conflicts, as well as which aspects of non-
compliance with safeguards.

The principles, criteria and indicators refer to the "rights holders". The Law of SISA
introduced the concept of "environmental services providers" who are all those who
promote legitimate actions for preservation, restoration or enhancement of environmental
services and sustainable use of natural resources. The Law of SISA allows its programs
to acknowledge the value of those who have adapted their production practices and of
those who have historically preserved the forest, both of which may be beneficiaries of
the SISA. Therefore, for the purposes of this indicators evaluation, providers of
environmental services are considered to be the rights holders.

Secondary information was raised from different sources: State departments, federal
agencies, monitoring portals and websites, as well as state monitoring tools such as GIS
and SIPLAGE. At this stage, the existing gaps will be identified, as well as the

mechanisms that currently meet the indicators.

The following chart summarizes the principles, criteria and indicators.

Principles

Criteria

Indicators

1. The rights to
lands, territories
and resources are
recognized and
respected by the
SISA and its
programs.

4 criteria on the following
criteria:

- Identification of the
effective rights;

- Recognition and respect
for these rights;

- Free, Prior and Informed
Consent (FPIC) for activities
affecting these rights;

- Legal and customary rights

of private initiatives.

7 indicators that aim to assess:
- If there was participatory
mapping;

- If the existing instruments
respect the rights;

- If FPIC was applied, with
adequate representation and in
advance;

- Let there be no activities that
could influence disputes;

- Clear and transparent
procedures on rights.

2. The benefits of
SISA and its
programs are
shared equitably
among all relevant
rights holders and
stakeholders.

2 criteria on the following:

- Analysis and monitoring of
transparent and
participatory benefit
sharing;

- Participatory, transparent
and efficient mechanisms
for distribution.

5 indicators that aim to assess:

- If there are participatory and
transparent procedures on
funding and distribution of
benefits;

- If reports and opinions were
shared appropriately with all
groups;

- If there is communication on
costs and benefits

3. The SISA and its

2 criteria on the following:

5 indicators that aim to assess:
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programs improve
long-term
livelihood security
and well-being of
Indigenous Peoples
and local
communities with
special attention to
women and the
most vulnerable
people.

- Positive impacts on the
insured livelihoods;
-Participatory impact
assessment.

- If recipients recognize the
benefits;

- If additional resources have
been generated to improve
livelihoods;

- If there are measures to
ensure livelihoods security over
time

- If there is participatory impact
assessment;

- Measures to mitigate negative
impacts and enhance positive
impacts.

4. The SISA and its
programs
contribute to good
governance, to
broader sustainable
development and
social justice.

3 criteria on the following
aspects:

- Existence of transparent
governance structures;

- Coherence of SISA and
their programs with existing
policies;

- Adequate public
information.

6 indicators that aim to assess:
- The contribution to
governance;

- If participation, transparency
and accountability are assured;
- The availability and access to
information of the activities
supported by the government;
- The availability and
accessibility of financial
information, with periodic
reports.

5. The SISA and its
programs maintain
and enhance
biodiversity and
ecosystem
services.

3 criteria on the following
aspects:

- Identification and
prioritization of biodiversity
and ecosystem services;

- Enhancement of for
biodiversity and ecosystem
services priorities;

- Do not cause negative
environmental impacts in
other areas.

7 indicators that aim to assess,
for biodiversity and ecosystem
services:

- The identification,
prioritization and mapping;

- Measures to conserve and
enhance priorities;

- The generation of additional
resources to identify, prioritize,
map and conserve;

- Monitoring shows no
conversion of prioritized areas;
- Identification of negative
environmental impacts and
maximize the positive impacts;
- Monitoring results are used to
mitigate impacts;

- Reconciliation and use of
scientific and traditional
knowledge for indicators and
monitoring.

6. All relevant rights
holders and

6 criteria on the following:
- Identification of rights

18 indicators that aim to assess
whether:
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stakeholders
participate fully and
effectively in the
SISA and its
programs.

holders and interest groups;
- Stakeholders involved in
monitoring and evaluation;
- Respect for traditional
knowledge and sustainable
livelihoods;

- Process for conflict
resolution

- Availability of information.
- Information shared
between representatives
and their constituents.

- There are processes that
identify the groups, their
composition, distribution,
activities, cultural aspects and
make it easier for providers to
be considered beneficiaries,
with representation of
vulnerable actors and
appropriate consultation;

- There is inclusive participation
with effective and efficient
representation, with rules on
gender and resources to ensure
participation,

- identification and respect of
traditional knowledge and
sustainable livelihoods,
management and use of
knowledge, with application of
FPIC;

- means of conflict resolution
with legal advice available;

- dissemination of relevant
information;

- There is information transfer
between representatives and
their constituents.

7. The SISA and its
programs comply
with relevant local
and national laws
and international
treaties,
conventions and
other instruments.

2 criteria on the following:
- compliance with local,
national and international
regulatory frameworks

- Review process when
regulatory frameworks are
not consistent with the
standards.

4 indicators aim to assess
whether:

- Treaties and conventions and
state and national regulatory
frameworks are considered,
- contributes to respect for
human rights,

- Providers and beneficiaries
have the capacity to
understand, implement and
monitor legal requirements;
- review procedures for
inconsistencies between the
standards, and the local,
national and international
regulatory frameworks.

Although the SISA and its programs were created by law in 2010, public policies that
integrate the SISA and its programs have been in place since 1999. Therefore, the
informational survey included policies and instruments adopted before 2010, as well as

the other instruments developed and implemented after this date.
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SAFEGUARDS MONITORING RESULTS

We succinctly present below what the evaluation matrix showed about each indicator,
criterion and principle.

Principle 1: Rights to lands, territories and resources are recognized and respected
by the SISA and its programs.

This principle aims at identifying the mechanisms used by the SISA to recognize all
providers of environmental services and their rights, in order to prevent public policies
from violating any rights.

1.1 The SISA and its programs effectively identify the different rights

holders (statutory and customary) and their rights to lands, territories
and resources relevant to the program.

1.1.1 Inventory and mapping of the actual legal and traditional rights of | Fulfilled

land property, access, and land use and management, relevant to
the Program, including any superposed or conflictive rights, are
realized through a participatory process

1.2 The SISA and its programs respect both statutory and customary

rights to lands, territories and resources which Indigenous Peoples
or local communities have traditionally owned, occupied or otherwise
used or acquired.

1.21 The land use planning and zoning instruments in areas included in | Fulfilled

the SISA and its programs identify, acknowledge, and respect the
legal and traditional rights of all legal owners of relevant rights and
territorial limits

1.3 The SISA and its programs require the free, prior and informed

consent of Indigenous Peoples and local communities for any
activities affecting their rights to lands, territories and resources.

1.31 The Program maintains and disseminates the principle of Free, | Partially

Previous, and Informed Consent, in accordance with the instruction | fulfilled (with
169 of the International Work Organization and the UN Declaration | gaps)

for Indigenous Peoples, in regard to activities that affect their rights
on land, territories, and resources, with guaranty of power for
decision of these groups

1.3.2 The owners of collective rights, women and men represented | Not fulfilled

equally, define a verifiable and transparent process to authorize
institutions to emit the consent on their behalf

1.3.3 Where any reallocation or dislocation might happen, the free, | Not currently

previous, and informed consent on provision of alternative land or | applicable
fair compensation has been established

14 Where the SISA and its program enables private ownership of

carbon rights, these rights are based on the statutory and customary
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rights to the lands, territories and resources that generated the
greenhouse gas emissions reductions and removals.

141 The SISA and its programs will not conduct any activity that could | Fulfilled

influence the result of a pending dispute on rights on land, territory,
and their resources related to the Program

14.2 A transparent process for the definition of rights on carbon is | Fulfilled

developed and put in practice by the SISA and its programs based
on legal and traditional rights on land, territories, and resources
which generate reduction or removal of green house gas emissions

v1.0

The basic instrument to identify and respect the various rights of all existing groups in
Acre is the Ecological - Economic Zoning (Zoneamento Ecolégico — Econémico, ZEE).
The ZEE attempts to answer the following questions: Who are we? How are we
distributed?