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EXECUTIVE SUMMARY

Air Resources Board (ARB or Board) staff is proposing to amend the California Cap on
Greenhouse Gas Emissions and Market-Based Compliance Mechanisms (Cap-and-
Trade Regulation or Regulation; title 17, California Code of Regulations, sections 95801
et seq.). The Cap-and-Trade Program (Program) is a key element of California’s
strategy to reduce greenhouse gas (GHG) emissions; it complements other measures
to ensure that California cost-effectively meets its established goals for GHG emissions
reductions. This report presents ARB staff’'s proposal to amend the Cap-and-Trade
Regulation to extend the major provisions of the Program beyond 2020, to broaden the
Program through linkage with Ontario, Canada, to prevent emissions leakage in the
most cost-effective manner through appropriate allocation to entities, to clarify
compliance obligations for certain sectors, and to enhance ARB’s ability to implement
and oversee the Program. Amendments also propose how the Program can be used to
demonstrate California’s compliance with the federal Clean Power Plan.

Background on AB 32 and the Cap-and-Trade Regulation

Climate change is one of the most serious environmental threats facing the world today,
and California is already feeling its effects. California committed to take action to
address the threat through the adoption of the California Global Warming Solutions Act
of 2006 (Assembly Bill 32 or AB 32; Nufiez, Chapter 488, Statutes of 2006), which is
codified at California Health and Safety Code sections 38500 et seq. AB 32 requires
California to reduce GHG emissions to 1990 levels by 2020, to maintain and continue
GHG emissions reductions beyond 2020, and to develop a comprehensive strategy to
reduce dependence on fossil fuels, to stimulate investment in clean and efficient
technologies, and to improve air quality and public health. It identifies ARB as the State
agency charged with monitoring and regulating sources of the GHG emissions that
cause climate change. AB 32 also requires ARB to work with other jurisdictions to
identify and facilitate the development of integrated and cost-effective regional, national,
and international GHG reduction programs.

In 2015, California ranked as the world’s sixth largest economy, up from number ten in
2012. Yet, GHGs per capita and GHG'’s per gross domestic product declined while the
economy grew. Over the past half century, the State has made great strides in
addressing air pollution and continues to seek and implement new policies to meet
national and state air quality standards. California’s current climate program relies on a
mix of an economy-wide cap with a market-based allowance trading system,
accompanied by a suite of sector specific policies such as a renewable portfolio
standard for electricity, a low carbon fuel standard, and strong vehicle emission
standards. The recently released 2014 GHG inventory demonstrates that the State’s
suite of climate policies are yielding GHG reductions and the State is on track to
achieve the 2020 statewide target and accomplish our longer-term climate goals.

Despite California’s marked progress, greater innovation and effort is needed to avoid
the worst consequences of climate change. Recognizing the threat to California’s
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future, Governor Brown called on California to pursue a new and ambitious set of
objectives to continue to reduce GHG emissions by 2030 and beyond. In his January
2015 inaugural address, Governor Brown identified five key climate change strategy
“pillars,” which recognize that several major areas of the California economy will need to
reduce their emissions to meet California’s ambitious climate change goals. These five
pillars are:

1. Reducing today’s petroleum use in cars and trucks by up to 50%;
2. Increasing from one-third to 50% our electricity derived from renewable sources;

3. Doubling the efficiency savings achieved at existing buildings and making
heating fuels cleaner;

4. Reducing the release of methane, black carbon, and other short lived climate
pollutants; and

5. Managing farm and rangelands, forests and wetlands so they can store carbon.

Consistent with these goals, Governor Brown signed Executive Order B-30-15 in April
2015 establishing a California GHG reduction target of 40 percent below 1990 levels by
2030. This new emissions reduction target represents the most aggressive benchmark
enacted by any government in North America to reduce GHG emissions over the next
decade and a half. This new target is also consistent with the scientifically established
levels needed to limit global warming below 2 degrees Celsius (°C)—the warming
threshold at which scientists agree that there will likely be major climate disruptions—
and aligns California's GHG reduction targets with those of leading international
governments.

Executive Order B-30-15 calls on ARB to update the AB 32 Climate Change Scoping
Plan to incorporate the 2030 target. The 2030 Target Draft Scoping Plan will serve as
the framework to define the State’s climate change priorities for the next 15 years and
beyond. The 2030 Target Draft Scoping Plan is expected to be considered by the
Board for a final vote in early 2017. It will chart the path to achieving the 2030 target
and describe the potential role of a post-2020 Cap-and-Trade Program. ARB is
proposing to move forward with the regulatory amendments to address areas for the
third compliance period (2018-2020) and to provide an investment signal that the
current suite of climate policies, including the Cap-and-Trade Program, are delivering
the reductions needed to achieve the 2020 target and have an essential continued role
to play in achieving the 2030 target. Staff intends for the Board to consider and act on
an update to the Scoping Plan prior to final action on the Cap-and-Trade Regulation
amendments.

The Program is a key element of California’s GHG reduction strategy. The Regulation
establishes a declining limit on major sources of GHG emissions, and it creates a
powerful economic incentive for major investment in cleaner, more efficient
technologies. The Program applies to emissions that cover about 80 percent of the
State’s GHG emissions. ARB creates allowances equal to the total amount of
permissible emissions (i.e., the “cap”) over a given compliance period. One allowance
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equals one metric ton of GHG emissions. Fewer allowances are created each year,
thus the annual cap declines and statewide emissions are reduced over time.

The Program is designed to achieve the most cost-effective statewide GHG emissions
reductions; there are no individual or facility-specific emissions reduction requirements.
Each entity covered by the Regulation has a compliance obligation that is set by its
GHG emissions over a compliance period, and entities are required to meet that
compliance obligation by acquiring and surrendering allowances in an amount equal to
their compliance obligation. Companies can also meet a limited portion of their
compliance obligation by acquiring and surrendering offset credits, which are
compliance instruments that are based on rigorously verified emission reductions that
occur from projects outside the scope of the Program. Like allowances, each offset
credit is equal to one metric ton of GHG emissions. The Program began in January
2013 and achieved a near 100 percent compliance rate for the first compliance period
(2013-2014). The emissions covered by the Program are well under the cap, though
demonstrating some minor annual variability.

Allowances are issued by ARB and distributed by free allocation and by sale at
auctions. Offset credits are issued by ARB to qualifying offset projects. Secondary
markets exist where allowances and offset credits may be sold and traded among
Program participants. Facilities must submit allowances and offsets to match their
annual GHG emissions. Facilities that emit more GHG emissions must surrender more
allowances or offset credits, and facilities that can cut their emissions need to surrender
fewer compliance instruments. Entities have flexibility to choose the lowest-cost
approach to achieving Program compliance; they may purchase allowances at auction,
trade allowances and offset credits with others, or take steps to reduce emissions at
their own facilities. Monies from the sale of State-owned allowances at auction are
placed into the Greenhouse Gas Reduction Fund.

SB 1018 and other implementing legislation requires that monies deposited into the
GGREF be used to further the purposes of AB 32, while also fostering job creation by
promoting in-state GHG emissions reduction projects carried out by California workers
and businesses. SB 535 directs State and local agencies to make significant
investments from monies deposited into the GGRF that improve California’s most
vulnerable communities. Specifically, SB 535 requires that a minimum of 25 percent of
these investments are allocated to projects that provide benefits to disadvantaged
communities, and a minimum of 10 percent are allocated to projects located within and
providing benefits to disadvantaged communities. Based on agency data reported as of
December 2015, 51% of the $912 million dollars implementing California Climate
Investments are funding projects that provide benefits to disadvantaged communities;
39% of the $912 million are funding projects located within disadvantaged
communities.*

! Excluding High Speed Rail.
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The Program is also designed to accommodate regional trading programs. Since 2007,
California has been a partner in the Western Climate Initiative (WCI), an effort of U.S.
states and Canadian provinces working together to implement policies to combat
climate change, including through the development of a regional cap-and-trade system.
Staff works with other WCI jurisdictions to ensure that rigorous and compatible systems
are being developed. This cooperation facilitates future Program linkages with other
developing GHG reduction programs in the region. On January 1, 2014, California and
Quebec linked their respective cap-and-trade programs. The proposed Regulation
includes a proposal to continue that linkage post-2020 and link with Ontario’s program
beginning January 1, 2018.

Regulatory Development of the Cap-and-Trade Regulation

The Regulation was adopted by the Board in October 2011, and it took effect January 1,
2012. The first allowance auction occurred in November 2012, and the first compliance
period began January 1, 2013. In 2012, ARB proposed two sets of amendments to the
Regulation. The first set of amendments, related to program implementation, was
approved by the Board in June 2012 and took effect in September 2012. The second
set of amendments, related to jurisdictional linkage with Québec, was approved by the
Board in April 2013 and took effect in October 2013. The start date for the linked
California and Québec Cap-and-Trade Programs was January 1, 2014.

In 2013, ARB proposed another set of amendments to the Regulation that extended
transition assistance for some covered entities, refined the required data collected from
registered participants to support market oversight, and added an additional cost
containment measure. These amendments also included a new Mine Methane Capture
compliance offset protocol, updates to offset implementation and usage, refinement of
resource shuffling provisions, and changes to the surrender order of compliance
instruments. The Board approved these amendments in April 2014, and they took
effect July 1, 2014.

In 2014, ARB staff proposed an additional two sets of amendments to the Regulation.
The first set of targeted amendments addressed allowance allocation methods,
compliance obligations for certain sectors, disclosure of corporate associations, updates
to existing offset protocols, and clarifications of provisions on implementation and
oversight of the Regulation. This first set of 2014 amendments was adopted by the
Board in September 2014, and they took effect January 1, 2015. The second set of
2014 amendments modified the Regulation to include a new Rice Cultivation
Compliance Offset Protocol and to update the United States Forest Compliance Offset
Protocol to allow eligibility for projects in parts of Alaska. The second set of
amendments was adopted by the Board in June 2015 and became effective November
1, 2015.
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The full regulatory record and background for these previous Cap-and-Trade Regulation
rulemakings is available at the main Cap-and-Trade Program webpage.?

Proposed Amendments to the Cap-and-Trade Regulation
Staff Proposal

In October 2015, staff began a public process to propose additional amendments for
Board consideration. Staff proposes to amend the Cap-and-Trade Regulation to extend
the Program beyond 2020, broaden the Program through linkages with other
jurisdictions, comply with the federal Clean Power Plan, and generally enhance ARB’s
ability to oversee and implement the Regulation. The proposed amendments would:

e Extend the Program beyond 2020 by establishing new emissions caps, enabling
future auction and allocation of allowances, and continuing all other provisions
needed to implement the Program after 2020;

e Link the Program with the new cap-and-trade program in Ontario, Canada
beginning January 2018;

e Continue Program linkage with Québec, Canada beyond 2020;

e Continue to prevent emissions leakage in the most cost-effective manner through
appropriate allowance allocation for a post-2020 program;

e Ensure that quantifiable and verifiable GHG emissions are captured by the
Program,;

¢ Continue the allocation of allowances to the utilities on behalf of rate-payers;

e Provide for California compliance with the federal Clean Power Plan;

e Clarify compliance obligations for certain sectors; and

e Simplify participation in the Program by streamlining registration, auction
participation, information management, and issuance of offset credits.

With a cap decline of about three and a half percent per year, the proposed Regulation
is expected to reduce cumulative statewide GHG emissions between 100 and 200
million metric tons of carbon dioxide equivalent (MMTCOe) from 2021 through 2030,
and the flexibility inherent to the Program will ensure that these reductions are cost-
effective.

Evaluation of Regulatory Alternatives
Staff analyzed three alternatives to the proposed Cap-and-Trade Regulation: (1) a “no

project” alternative; (2) facility-specific regulations designed to achieve the 2030
emissions target; and (3) a carbon fee. In evaluating these alternatives, ARB staff

2 http://www.arb.ca.gov/cc/capandtrade/capandtrade.htm
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found that none were as or more effective than implementing a cap-and-trade program
for achieving the goals of AB 32. In addition, staff considered several alternatives to the
specific provisions of the Regulation that are contained in the proposed amendments.

In recommending the amendments included in this proposal, staff balanced the need to
maintain the environmental integrity of the Program, to retain flexibility for covered
entities to help ensure cost-effectiveness, and to consider the potential for co-benefits.

Some of these same alternatives may be considered in the development of the 2030
Target Draft Scoping Plan. As this staff report and its analyses are focused on
alternatives to the Proposed Amendments, the alternatives and Proposed Amendments
do not factor in other complementary policies that, when considered in the context of a
comprehensive statewide plan, may yield different findings.

Environmental Assessment

This proposal has been evaluated for possible environmental impacts in a Draft
Environmental Analysis (EA) prepared by ARB consistent with the requirements of the
California Environmental Quality Act (CEQA). The full EA is provided in Appendix B of
this Staff Report, and it is summarized in Chapter IV. It provides a single coordinated
programmatic environmental analysis of an illustrative, reasonably foreseeable
compliance scenario that could result from implementation of the proposed
amendments to the Cap-and-Trade Regulation, including provisions to comply with the
federal Clean Power Plan (CPP). The EA identifies potential adverse impacts and
potential environmental benefits associated with the proposed amendments to the
Regulation.

The EA states that implementation of the proposed Regulation could continue beneficial
reductions in GHG emissions, criteria pollutant emissions, and energy demand from
capped sectors in California from 2020 through 2030 and beyond.

The EA adopts a conservative approach in its significance conclusions and discloses,
for CEQA compliance purposes, that some impacts of the proposed Regulation could
be potentially significant and unavoidable. While many impacts associated with the
proposed amendments could be reduced to a less-than-significant level through
conditions of approval applied to project-specific development, the authority to apply
that mitigation does not lie with ARB, so those impacts are conservatively deemed
potentially significant and unavoidable. The EA identified potentially significant air
guality impacts related to activities that disturb the ground, such as construction projects
or site preparation for tree planting to establish offset credits. Such impacts are likely to
be mitigated during project development, but are nonetheless possible. ARB’s adaptive
management program will monitor and address unanticipated localized air quality
impacts resulting from the Regulation and biological resource impacts resulting from
implementation of the Compliance Offset Protocol U.S. Forest Projects.

The EA also analyzes cumulative impacts as required under CEQA. The EA identifies

relevant programs that would result in related impacts. These include the First Update
to the Climate Change Scoping Plan (ARB 2014), the 2030 Target Scoping Plan
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Update?® (currently in preparation), the Low Carbon Fuel Standard”® (LCFS), the Short-
Lived Climate Pollutant (SLCP) Reduction Strategy (ARB 2016a),’ the State Strategy
for the State Implementation Plan (ARB 2016b),® and the Greenhouse Gas Emission
Standards for Crude Oil and Natural Gas Facilities (Oil and Gas Regulation).” The EA
states that implementation of the Proposed Project would potentially result in
cumulatively considerable contributions to significant cumulative impacts related to
certain resource areas. While project-level mitigation is likely to occur for each potential
cumulatively considerable contribution to a significant impact, other agencies would be
responsible for implementing the mitigation measures. Consequently, it is uncertain
whether mitigation measures would be implemented, which precludes assurance that
significant impacts would be avoided or reduced to a less-than-significant level. Where
impacts cannot feasibly be mitigated or where there is uncertainty about implementation
of mitigation, the EA recognizes the impact as significant and unavoidable.

Economic Assessment

Facilities directly covered by the Program will be required to acquire and surrender
compliance instruments equal to their annual emissions, increasing their cost of
production. The Program gives facilities the flexibility to either make emissions
reductions or purchase allowances, whichever is cheaper, minimizing their costs of
compliance because the costs are assumed to be passed through. All other consumers
of fossil fuel products would pay higher prices for fossil fuels and products that use
fossil fuels, but these consumers are not directly covered by the regulation.

The economic analysis of the proposed amendments assessed the impacts of these
Program costs on the California economy. At expected allowance prices, between the
Auction Reserve Price (sometimes called the floor price; $25.20 in 2030 in 2015 dollars)
and the Allowance Price Containment Reserve price ($85.16 in 2030 in 2015 dollars)
the Program will have only a small impact on the California economy. Economic growth
between 2021 and 2030 continues at a rate virtually on par with current projections.
Impacts on long-term projected growth rates in personal income and employment are
similarly small. At the Auction Reserve Price, economic impacts from the Program are
well within normal fluctuations.

This economic analysis focuses exclusively on the economic effects of implementing
the Cap-and-Trade Program, and does not consider the avoided costs of inaction. The
potential effects of climate change on California could cause severe economic damage.
While California has developed a climate adaptation strategy to help alleviate these
potential costs, the economic cost from climate change in California is very significant.

3 http://www.arb.ca.gov/cc/scopingplan/scopingplan.htm
4 http://www.arb.ca.gov/fuels/Icfs/Icfs.htm

° http://www.arb.ca.gov/cc/shortlived/shortlived.htm

6 http://www.arb.ca.gov/planning/sip/sip.htm

! http://www.arb.ca.gov/cc/oil-gas/oil-gas.htm
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California continues to work toward developing a broader market linked with other
jurisdictions. Linkage can provide additional options for emissions reductions, reduce
concerns related to market power, as well as increase liquidity and potentially reduce
volatility in the allowance market. Linking jurisdictions will likely result in a small change
to the allowance price in California. The direction and magnitude of this change will
depend on such factors as the size of each market, the availability of offsets, and the
cost of reduction opportunities. However, at current allowance prices it is unlikely that
linkage with Ontario will have a noticeable effect on allowance prices.

Staff Recommendation

Staff recommends that the Board adopt the proposed amendments to the Cap-and-
Trade Regulation. The proposed regulatory amendments extend the Program beyond
2020, broaden the Program through linkage with other jurisdictions, ensure that
emissions leakage prevention is done in the most economically efficient manner, protect
the environment through assigning a compliance obligation to quantifiable and verifiable
GHG emissions, and enhance ARB’s ability to implement and oversee the Regulation.
In doing so, the Regulation amendments will enable the Program to continue to reduce
GHG emissions while minimizing emissions leakage and benefitting the California
economy through investment in clean energy technologies.
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. INTRODUCTION AND BACKGROUND

This Staff Report presents ARB staff’s rationale for proposed amendments to the
California Cap on Greenhouse Gas Emissions and Market-Based Compliance
Mechanisms (Cap-and-Trade Regulation or Regulation, title 17, California Code of
Regulations, sections 95801 et seq.), which was developed pursuant to the California
Global Warming Solutions Act of 2006 (Assembly Bill 32 or AB 32; Nuiiez, Chapter 488,
Statutes of 2006). AB 32 established an initial goal for California to reduce statewide
greenhouse gas (GHG) emissions to 1990 levels by the year 2020 and to maintain and
continue GHG emissions reductions beyond 2020. As one of the suite of measures
developed to help the State achieve the 2020 limit, the Cap-and-Trade Regulation is
designed to cost-effectively reduce GHG emissions by establishing a cap covering the
State’s major emission sources, applying a cost to those GHG emissions, and therefore
driving investment in cleaner and more efficient technologies. And, ARB’s recent GHG
inventory (ARB 2016¢)® shows that the suite of measures adopted pursuant to the initial
Scoping Plan (ARB 2008a) are delivering the emissions reductions needed to achieve
the 2020 statewide limit while the economy has continued to grow with co-benefits in
reductions of criteria and toxic air pollutants.

Some of the proposed amendments pertain to the third compliance period of the Cap-
and-Trade Program (Program), which will begin January 1, 2018, and some proposed
amendments extend the Program beyond 2020. Proposed amendments that would
affect the Program starting in the third compliance period would link the Program with
Ontario, Canada; update assistance factors and other allowance allocation elements to
ensure that allocation is economically efficient and effectively protects against leakage;
ensure that quantifiable and verifiable GHG emissions are captured by the Program;
clarify compliance obligations; and streamline Program implementation through
changes to registration, information management, and issuance of offset credits.
Amendments that would affect the post-2020 Program starting January 1, 2021 would
generally extend the major provisions of the Program beyond 2020, establish emissions
caps for 2021 through 2030, enable California compliance with the federal Clean Power
Plan, allow for the extension of allowance allocation, and continue Program linkage with
other jurisdictions. Several inconsequential changes are made to the Regulation to
correct typographical errors, improve internal consistency, and remove provisions that
are no longer needed (for example, because the provisions only applied to the first
compliance period).

As the proposed Cap-and-Trade Regulation amendments have been developed, there
has been a parallel regulatory process to amend the Regulation for the Mandatory
Reporting of Greenhouse Gas Emissions (MRR) to ensure that the emissions and
product data reported pursuant to MRR are accurate and fully support the Cap-and-
Trade Program. The amendments to MRR are a separate rulemaking package from the
amendments to the Cap-and-Trade Regulation, but both amendment processes are
following a similar schedule for regulatory development.

8 hitp://www.arb.ca.gov/cc/inventory/inventory.htm
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This introduction describes the climate change problem that is addressed by the
Regulation, provides background information on California’s Climate Change Scoping
Plan, the Cap-and-Trade Program, and the Western Climate Initiative, and presents an
overview of the public process during development of the proposed amendments.

A. Description of the Public Problem

Climate change is one of the most serious environmental threats facing the world today.
Global warming is already impacting the western United States, particularly California,
in more severe ways than the rest of the country. The 2010 Climate Action Team report
(Climate Action Team 2010) concluded that climate change will affect virtually every
sector of the State’s economy and most of California’s ecosystems. Significant impacts
will likely occur even under moderate scenarios of increasing global GHG emissions
and resulting climate change.

North America is experiencing the effects of climate change. Annual mean air
temperature in North America has increased over the past forty years (Fissel 2009;
Pederson et al. 2010). More frequent and intense extreme weather events have
impacted ecosystems, increased coastal damage, and affected a considerable
proportion of people (Christensen and Hewitson 2007; Emanuel et al. 2008).

When compared to the rest of the country, California is particularly vulnerable to
significant resource and economic impacts from at least three effects of climate change.
First, as sea level rises and coastal erosion and flooding increase, California will
experience loss of, and damage to, coastal property, infrastructure, recreational
beaches, wildlife habitat, and coastal water supplies. Second, California relies on its
snowpack for water supply and storage, and this resource is predicted to be
substantially diminished by climate change during this century. Third, California’s
urban, suburban, and rural areas are highly impacted by wildfires in ways that most of
the country is not, and climate change will increase the incidence and severity of
wildfires as well as the resulting air quality and economic impacts.

Extreme weather events have also had severe impacts on transportation systems,
energy supplies, and other industries in North America. For example, major hurricanes
in 2004 and 2005 in the United States affected oil and natural gas platforms and
pipelines, creating billions of dollars in restoration costs for public utilities and
transportation networks on the regional and national level (Edison Electric Institute
2005). Cities are forecast to experience more extreme heat waves, increased numbers
of dangerous storm surges, and more severe water shortages, droughts, and floods. In
addition, the more intense heat waves, weather events, and air pollution generated by
climate change may lead to social disruption, an increased spread of vector-borne
diseases, and a deterioration of human health. Climate change is already impacting the
health of our communities. Those facing the greatest health inequities include low-
income individuals and households, the very young and the very old, communities of



color, and those who have been marginalized or discriminated against based on
gender, race/ethnicity, or sexual orientation. Addressing climate change presents a
significant opportunity to improve public health for all of California’s residents and work
towards making our State the healthiest in the nation.

It is imperative that California continue to work to reduce GHG emissions in order to
decrease the probability of these impacts. In 2005, Governor Schwarzenegger issued
Executive Order S-3-05 (EO S-3-05), which set a target of reducing GHG emissions to
80 percent below 1990 statewide levels by 2050. In 2006, California enacted AB 32 to
address this public problem by requiring cost-effective reductions in GHG emissions.
AB 32 directed ARB to continue its leadership role on climate change and to develop a
scoping plan identifying integrated and cost-effective regional, national, and
international GHG reduction programs. In 2015, Governor Brown issued Executive
Order B-30-15 (EO B-30-15), which set a goal of reducing statewide GHG emissions to
40 percent below 1990 levels by 2030 as an interim step to meeting the 2050 goal. EO-
B-15 also directed ARB to update the scoping plan and instructed agencies to take
steps consistent with statutory authority to meet the 2030 and 2050 goals.

B. Background
1. Climate Change Scoping Plan

As required by AB 32, in 2008, the first Climate Change Scoping Plan (ARB 2008a) laid
out a comprehensive program to reduce California’s GHG emissions to 1990 levels by
2020, to reduce the State’s dependence on fossil fuels, to stimulate investment in clean
and efficient technologies, and to improve air quality and public health. The coordinated
set of policies in the Scoping Plan employed strategies tailored to specific needs,
including market-based compliance mechanisms, performance standards, technology
requirements, and voluntary reductions. The Scoping Plan described a conceptual
design for a cap-and-trade program that included eventual linkage to other cap-and-
trade programs to form a larger regional trading program. As implemented, the Cap-
and-Trade Program is designed to work in concert with other measures, such as
standards for cleaner vehicles, low-carbon fuels, renewable electricity, and energy
efficiency. The Program also complements and supports California’s existing efforts to
reduce criteria and toxic air pollutants. AB 32 also requires the Scoping Plan to be
updated at least once every five years, and the first update was in 2014 (ARB 2014). In
2015, Governor Brown issued EO B-30-15, which directs ARB to update the Scoping
Plan, in collaboration with other State agencies, to establish the path for realizing the
2030 GHG emissions limit.

In response to the Executive Order, ARB began a process, in coordination with other
state agencies, to update the Scoping Plan with a series of symposia and a kickoff
workshop in summer and fall 2015. The 2030 Target Draft Scoping Plan will serve as
the framework to define the State’s climate change priorities for the next 15 years and
beyond. ARB is currently coordinating with other state agencies, economic reviewers,



and the Environmental Justice Advisory Committee (EJAC), and holding public
workshops to complete the process of updating the Scoping Plan for final Board
consideration in early 2017. The updated Scoping Plan will chart the path to achieving
the 2030 target through a suite of greenhouse gas reduction measures and a potential
post-2020 Cap-and-Trade Program. The proposed Cap-and-Trade Regulation
amendments, some of which develop a post-2020 Program to support achieving the
2030 statewide GHG target, are being developed concurrently with the Scoping Plan
update. As part of the development of the 2030 Target Scoping Plan update, at least
two alternatives to a post-2020 Cap-and-Trade Program will be evaluated. During
development of these amendments for the Regulation, ARB staff has heard from
stakeholders, and believes that long-term signals for GHG reductions are critical for
efficient compliance planning and for providing the incentive to make onsite investments
to reduce GHG emissions. Staff intends for the Board to consider and act on an update
to the Scoping Plan prior to final action on the Cap-and-Trade Regulation amendments.

2. Cap-and-Trade Regulation

California’s Cap-and-Trade Regulation was adopted by ARB in October 2011, and the
Regulation took effect on January 1, 2012. The first allowance auction occurred in
November 2012, and the first compliance period began on January 1, 2013. On
January 1, 2014, California and Québec formally linked their Cap-and-Trade Programs,
allowing transfers of compliance instruments between the two jurisdictions.

The Program establishes a hard declining cap on major sources of statewide GHG
emissions, and it creates a strong economic incentive for investments in cleaner, more
efficient technologies. Each entity covered by the Program has a compliance obligation
that is set by its GHG emissions, and entities are required to meet that compliance
obligation by acquiring and surrendering allowances and a limited quantity of offset
credits in an amount equal to their compliance obligation. ARB creates allowances
equal to the total amount of permissible emissions (i.e., the cap) over a given
compliance period. One allowance equals one metric ton of carbon dioxide equivalent
(using the 100-year global warming potentials). Because the cap declines, fewer
allowances are created each year and overall emissions decrease over time.

The first three compliance periods are either a 2-year or 3-year block of time in the
Program: 2013-2014, 2015-2017, and 2018-2020. Multiyear compliance periods
provide entities time to develop compliance responses when annual emissions vary due
to drought, economic conditions, or other unique production conditions.

The Program is designed to achieve the most cost-effective statewide GHG emissions
reductions. There are no individual or facility-specific emissions reduction
requirements; rather, each regulated party must acquire and surrender compliance
instruments in an amount equal to their total GHG emissions during each compliance
period. Firms can also meet a portion of their compliance obligation by surrendering
offset credits, which are compliance instruments that are derived from rigorously verified



emissions reductions from projects outside the scope of the Program. Like allowances,
each offset credit is equal to one metric ton of GHG emissions. Allowances are issued
by ARB and distributed by free allocation and by sale at auction; offset credits are
issued by ARB for emission reductions at qualifying offset projects. A market exists
where allowances and offset credits may be sold and traded among Program
participants. By virtue of being linked to the Québec Cap-and-Trade System, California
entities can also use Québec issued allowances and offsets as all compliance
instruments issued by both jurisdictions are fully fungible.

Firms covered by the Program have flexibility to develop their most cost-effective
compliance strategy. They may find methods to reduce emissions at their own facilities,
trade allowances with other firms, and/or purchase allowances at auction. Through
these mechanisms, the Program leverages the power of the market to find the most
cost-effective methods to reach California’s environmental goals. The ability to auction
and trade allowances establishes a price signal needed to drive long-term investment in
cleaner fuels and more efficient use of energy, and affords those parties that are
regulated by the Program the flexibility to seek out and implement the lowest-cost
options to reduce emissions.

In 2012, ARB proposed two sets of amendments to the Regulation. The first set of
amendments, related to program implementation, was approved by the Board in June
2012, and these amendments took effect in September 2012. The second set of
amendments, related to jurisdictional linkage with Québec, was approved by the Board
in April 2013, and these amendments took effect in October 2013. The start date for
linking the California and Québec Cap-and-Trade Programs was January 1, 2014.

In 2013, ARB proposed another set of amendments to the Regulation. The
amendments extended transition assistance for some covered entities, refined the
required data collected from registered participants to support market oversight, and
added an additional cost containment measure. These amendments also included a
new Mine Methane Capture compliance offset protocol, updates to offset
implementation and usage, refinement of resource shuffling provisions, and changes to
the surrender order of compliance instruments. The Board approved these
amendments in April 2014, and they took effect July 1, 2014.

In 2014, ARB staff proposed an additional two sets of Cap-and-Trade Regulation
amendments. The first set of targeted amendments clarified the quantification of
production data, updated the compliance offset protocols, and modified requirements
related to compliance, corporate association disclosures, and offset transfer price
reporting related to the transaction of market instruments. This first set of 2014
amendments was adopted by the Board in September 2014, and they took effect
January 1, 2015. The second set of 2014 amendments modified the Regulation to
include a new Rice Cultivation Compliance Offset Protocol and to update the United
States Forest Compliance Offset Protocol to allow eligibility for projects in parts of



Alaska. This second set of amendments was adopted by the Board in June 2015 and
became effective November 1, 2015.

3. Western Climate Initiative and Linkage with Other Jurisdictions

California, Québec, and Ontario are members of WCI, a collaboration among states and
provinces that was initiated in 2007 to address climate change at a regional level.
Within WCI, the three jurisdictions collaborated on the development of cap-and-trade
program-design recommendations, providing a roadmap for program implementation
and harmonization. California’s Cap-and-Trade Regulation was developed concurrently
with the WCI design documents that provide a template for a regional cap-and-trade
program. The similar design features and minimum stringency requirements drawn
from the WCI process facilitate linkage among the California, Québec, and Ontario
programs.

The California Cap-and-Trade Program is currently linked with the cap-and-trade
program in the Canadian province of Québec, and the current amendments propose
linking with Ontario, Canada. The economic advantages of linking with other
jurisdictions are analogous to the benefits of including multiple sectors under a broad
California Cap-and-Trade Program. Increasing the number of sources that are able to
trade allowances expands opportunities for low-cost emissions reductions, thus
reducing the overall cost of reductions, and it improves the efficiency and liquidity of the
allowance market.

Senate Bill 1018 (SB 1018; Chapter 39, Statutes of 2012) requires that the Governor
make four findings prior to linking the California Program with other jurisdictions. Under
SB 1018, the Governor must find that the linked program:

¢ Has requirements that are equivalent to or stricter than the California Program;
¢ Will allow for continued enforceability of AB 32 and related statutes;
¢ |s fully enforceable within its own jurisdiction; and
e Does not impose liability on California.
Governor Brown made these four findings for linkage with Québec, confirming the
relative stringency of the programs. A similar process will apply for the proposed

linkage with Ontario. Staff expects to request the findings required per SB 1018 for
linkage with Ontario in late 2016.

To ensure continued harmonization between the programs, ARB has consulted with
Québec on the proposed amendments and will continue to coordinate with Québec to
ensure the smooth functioning of the linked Program, consistent with the requirements
in SB 1018.



C. Public Process for the Proposed Amendments

The proposed amendments build upon the Regulation that is currently in force, including
all previous amendments approved by the Board. The public process for the proposed
amendments began with a kickoff workshop on October 2, 2015, and a total of ten
publicly noticed workshops were held from October 2015 through June 2016. A
meeting of the Environmental Justice Advisory Committee (EJAC) in January 2016 also
included a public discussion of the proposed Regulation amendments. In addition, ARB
staff held numerous informal meetings with stakeholders to discuss specific topics
related to the proposed amendments. These forums provided ARB staff and
stakeholders opportunities to present and discuss initial regulatory concepts and
potential alternatives. The workshops and meetings allowed ARB staff to consider and
incorporate comments and alternatives into the proposed amendments. ARB staff
considers stakeholder feedback throughout the regulatory adoption process, including
up to the adoption of the final regulation.

The ten publicly noticed workshops at which ARB staff gave presentations on specific
amendment topics and solicited comments and feedback from affected stakeholders
were held as follows:

* Oct. 2, 2015: Kickoff Workshop on Potential 2016 Amendments to the Cap-
and-Trade Regulation and California Compliance with the Federal
Clean Power Plan

¢ Oct. 28, 2015: Including International Sector-Based Offset Credits in the Cap-
and-Trade Program

* Dec. 14, 2015: California Plan for Compliance with the Federal Clean Power Plan
and Potential 2016 Amendments to the Cap-and-Trade Program

* Feb. 24, 2016: Potential Revisions to ARB’s Regulation for the Mandatory
Reporting of Greenhouse Gas Emissions and Cap-and-Trade
Regulations

* Mar. 22, 2016: Sector-Based Offset Credits: Reference Levels, Crediting
Baselines, and Monitoring and Verification

* Mar. 29, 2016: Post-2020 Emissions Cap Setting and Allowance Allocation

e Apr. 5, 2016: Incorporation of Sector-Based Offsets and Cost Containment
Provisions

* Apr. 28, 2016: Sector-Based Offset Credits: Linkage Requirements and
Environmental Safeguards

* May 18, 2016: Emissions Leakage Prevention Studies

¢ June 24, 2016: Electricity and Natural Gas Sectors



Each of these workshops was announced at least two weeks prior to its occurrence by
giving notice at a previous workshop, posting discussion papers and research papers
online, and/or posting a notice to the Cap-and-Trade Program public email service list
(capandtrade), which has over 1,000 recipients. Each workshop was open to all
members of the public, and each was also made available for participation by webcast.
Workshop information and materials, along with public comments that were submitted in
response to the workshops, are posted on the Cap-and-Trade Program’s Public
Meetings webpage.® Over 200 comments were received in response to the workshops.

ARB staff publicly released a total of four discussion papers and three research papers
related to specific amendment topics. Staff released two discussion papers on using
the Cap-and-Trade Program for California compliance with the federal Clean Power
Plan, the first in September 2015 and the second in February 2016. Staff also released
two discussion papers on the potential incorporation of sector-based offset credits into
the Program, the first in October 2015 and the second in March 2016. In May 2016,
staff released three research studies conducted by independent researchers that
describe the emissions leakage potential of California’s manufacturing sectors. All of
these papers are included in Appendix F and also posted on the Program’s Public
Meetings webpage.

Staff also conducted a Standardized Regulatory Impact Assessment (SRIA) as required
by Senate Bill 617 (Chapter 496, Statutes of 2011) and received feedback and
comments from the Department of Finance (DOF). Staff revised the SRIA in response
to the feedback from DOF, and Appendix C to this Staff Report includes the revised
SRIA as well as a summary of DOF comments on the SRIA and ARB’s responses to
those comments.

® http://www.arb.ca.gov/cc/capandtrade/meetings/meetings.htm
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. STATEMENT OF REASONS

This chapter provides a general summary of the proposed amendments to the Cap-and-
Trade Regulation for each element of the Program where changes are proposed. A
description of the underlying reasons for the proposed amendments is also given for
each Program element. Summary and rationale statements are also provided that give
the purpose and reasoning for every regulation change that is proposed.

Staff has considered the comments received from stakeholders during the development
process, and the proposed amendments incorporate feedback to the extent that staff
believes the feedback to be reasonable and feasible.

A. Description of Problems that this Proposal Is Intended to Address

Climate change is a serious environmental threat, and California is vulnerable to
resource and economic impacts from climate change such as increased flooding and
erosion due to rising sea levels, increased incidence and severity of wildfires, and
diminished water resources from reduced mountain snowpack. It is important that
California continues to reduce GHG emissions in order to decrease the probability and
intensity of these impacts.

In 2005, Governor Schwarzenegger issued Executive Order S-3-05 (EO S-3-05), which
set a target of reducing GHG emissions to 80 percent below 1990 statewide levels by
2050. In 2006, California enacted AB 32 to address climate change by reducing GHG
emissions in a cost-effective manner. AB 32 directed ARB to continue to lead efforts to
address climate change and to develop integrated and cost-effective regional, national,
and international GHG reduction programs. The Cap-and-Trade Regulation is one of a
suite of California measures to reduce GHG emissions and limit the impacts of climate
change; and ARB’s recent GHG inventory shows that the measures adopted pursuant
to the initial Scoping Plan are delivering the emissions reductions needed to help
achieve the 2020 statewide limit while the economy has continued to grow. In 2015,
Governor Brown set an interim goal to reduce GHG emissions to 40 percent below 1990
statewide levels by 2030 by issuing EO B-30-15. The proposed amendments would
extend the major elements of the Program beyond 2020 to continue statewide GHG
emissions reductions and further demonstrate California’s leadership in addressing
climate change.

Climate change is a global problem that California cannot solve on its own; regional and
global partners are needed. Because of the global nature of the climate change
problem, the atmosphere benefits from GHG reductions that occur anywhere on the
planet. Linking the Program with other jurisdictions encourages emissions reductions
beyond California’s borders, and it expands opportunities for low-cost emissions
reductions, thus improving the cost-effectiveness of the reductions achieved by the
Program. The proposed amendments would link the Program with the new cap-and-



trade program in Ontario, Canada, providing additional GHG reduction benefits to the
atmosphere and market benefits to the Program.

The federal Clean Power Plan (CPP; 40 CFR §860.5700 to 60.5880) was adopted by
the U.S. Environmental Protection Agency in 2015 and published in the Federal
Register on October 23, 2015. Among other requirements, CPP establishes a
statewide aggregate emissions target for all affected electricity generating units
(affected EGUS) for the eight-year period 2022 through 2029, and it establishes a
statewide aggregate emissions target for all affected EGUs for the two-year period 2030
through 2031 and for each two-year period thereafter. California has developed a draft
plan that describes its general approach for compliance with CPP. Some of the
proposed amendments would establish new requirements for electricity generating units
so that the Program can serve as the mechanism for the State’s compliance with CPP.

With a few years of successful Program implementation experience, ARB staff and
regulated entities have identified opportunities to streamline and simplify elements of
the Program. Staff and stakeholders have also identified instances where the
compliance obligations, allowance allocation, and other Program elements could be
applied more consistently and equitably among covered entities, or could be improved
to better meet Program goals. Some proposed amendments would streamline Program
registration, management of information, auction administration, and issuance of offset
credits, and some would modify provisions to improve the consistency and equitability of
the Regulation and to enhance the environmental benefits of the Program.

B. Proposed Solutions to the Problems

The proposed amendments would extend the major elements of the Program beyond
2020 to support the State’s GHG emissions reduction goals. The amendments would
establish decreasing aggregate emissions caps for covered entities through 2031. All
other major elements of the Program, such as the general compliance requirements,
auction administration, allowance allocation, trading, and banking of allowances, the
offset credits program, linkage with Québec, and the market monitoring and
enforcement provisions, would extend beyond 2020 with some modifications.

Provisions are included in the proposed amendments to continue the Allowance Price
Containment Reserve in the post-2020 Program. To further support liquidity and cost
containment, amendments are proposed to link with the Ontario cap-and-trade program
(that is currently under development) beginning in 2018. Linkage can provide additional
options for lower cost abatement, reduce concerns related to market power, reduce
volatility in the allowance market, and increase market liquidity.

Staff may propose to add assistance factors for industrial allowance allocation for a
post-2020 program based on analysis of leakage risk studies (Fowlie et al. 2016; Gray
et al. 2016; Hamilton et al. 2016) that were released in spring 2016. AB 32 requires
ARB to minimize emissions leakage, which is a reduction in GHG emissions within the
State that is offset by an increase in GHG emissions outside the state. Leakage may
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occur when industry or production moves out of State in response to increased costs
due to the California price on carbon.

Proposed amendments would establish new requirements for electricity generating units
(EGUSs) so that the Cap-and-Trade Program can serve as the mechanism for the State’s
compliance with the federal Clean Power Plan (CPP). California proposes to use a
“State measures” approach with mass-based emissions limits on EGUs affected by
CPP (affected EGUSs) to demonstrate the State’s compliance with CPP. Proposed
amendments would require Cap-and-Trade Program compliance for all affected EGUs,
including compliance with all relevant reporting and verification requirements. The
amendments would also set glidepath targets for aggregate emissions from affected
EGUs from 2022 through 2031 and establish a federally enforceable backstop that
would be activated if the glidepath targets are exceeded by more than ten percent.

Start and end dates for compliance periods in the post-2020 Program for all covered
entities would be established to align with the CPP compliance periods.

Some proposed amendments would streamline Program registration, management of
information, auction administration, and issuance of offset credits, and some would
modify provisions to improve the consistency and equitability of the Regulation.
Proposed changes to general compliance requirements and allowance allocation
provisions aim to ensure that the Program is applied consistently and equitably to all
regulated entities.

The following sections provide additional summary information for all proposed
amendments to the Regulation as well as an expanded discussion of staff's rationale for
these changes. These changes are discussed by major topic area: setting emissions
caps for 2021-2031, cost containment and the allowance price containment reserve,
linkage with Ontario, Canada, enabling California compliance with the federal Clean
Power Plan, allowance allocation, covered sectors and exempt emissions, electricity
sector, compliance offset credits, Program registration, and auction administration.

1. Setting Emissions Caps

The annual GHG allowance budgets represent the number of allowances that will be
issued by ARB in each year of the Program; these budgets establish the emissions
caps. Setting accurate allowance budgets is critical to the design of any cap-and-trade
program. The total number of issued allowances combined with the number of
permissible offset credits determines the total limit on emissions from all covered
entities in the Program. As with the existing annual caps, staff proposes to set a cap
trajectory for the post-2020 Program that provides a gradual GHG emissions reduction
path toward the 2030 and 2050 targets. And, as has always been envisioned, any
allowances of vintage 2020 or earlier could be used for compliance in a post-2020
program.
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a. Emissions Caps for 2021 to 2031

Table 6-2 of the proposed Regulation presents the annual allowance budgets for each
year from 2021 to 2031. These budgets set caps that decline annually at a linear rate
from 2020 to 2030. The budgets in the table are shown through 2031 so that emission
caps are established through the two-year period for which the final emission goals for
the federal Clean Power Plan (CPP) are set, which is 2030 to 2031. Staff is proposing
to use the post-2020 Program as the compliance demonstration mechanism for CPP, so
allowance budgets are needed through the term for the final emissions goals of CPP.
Staff relied on the existing caps from 2013 through 2020 (ARB 2010a) as a starting
point for developing the post-2020 annual allowance budgets. In the existing
Regulation, the 2020 cap is set at 334.2 MMTCOye. The statewide GHG target for
2020 is 431 MMTCOe, meaning that 77.5 percent of the statewide GHG emissions are
expected to be under the cap in 2020. Maintaining the same percentage of statewide
emissions under the cap results in a 2030 annual allowance budget of 200.5 MMTCOe
based on the 2030 target of 258.6 MMTCOe for total statewide emissions.

Emissions modeling conducted as part of development of the 2030 Target Scoping Plan
Update® includes a draft reference scenario (business-as-usual) that forecasts GHG
emissions to 2030. This draft reference scenario estimates statewide emissions for
2020 to be approximately 416 MMTCO.e. Based on this statewide forecast, staff
estimates 2020 Program emissions of 322.6 MMTCO.e, lower than the current cap of
334.2 MMTCOze. Staff contemplated stepping down the annual allowance budget for
2021 to reflect the recent GHG emissions forecast, but after consideration of
stakeholder comments and discussion with Québec and Ontario, a proposed new
linkage partner, staff decided to apply a straight line path for emissions caps between
2020 and 2030 with no step down between 2020 and 2021.

The proposed annual allowance budgets from 2021 to 2030 set a straight-line path with
an annual decrease of about 13.3 MMTCOe per year. The linear rate of decline was
calculated from the 334.2 MMTCOe cap established for 2020 and the 200.5 MMTCO.e
cap in 2030 that is required to meet the statewide target of 258.6 MMTCOe.

To address concerns related to over-allocation of allowance budgets and cost
containment, staff proposes to allocate allowances from the annual budgets in Table 6-2
to the Allowance Price Containment Reserve (APCR or Reserve) in a manner that
recognizes that 2020 statewide emissions are expected to be lower than the 2020
target. Under this proposal, the total number of allowances allocated to the APCR over
the years 2021-2030 is calculated as the difference between the total of the linearly
decreasing annual budgets in Table 6-2 and the lower cumulative emissions set by a
path that starts from the 2020 cap of 322.6 MMTCO,e suggested by the Scoping Plan
modeling and declines linearly to the 2030 cap. The annual number of allowances
allocated to the APCR decreases each year from 2021 to 2030, and no allowances are

19 hitp://www.arb.ca.gov/cc/scopingplan/scopingplan.htm
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allocated to the APCR from the 2030 budget year as the linear paths meet at the 2030
cap of 200.5 MMTCOze.

Figure 2-1 shows the proposed annual GHG allowance budgets from 2020 to 2031 and
identifies the portion of the annual budgets that are designated for the APCR. The
figure shows that the annual California GHG allowance budgets decrease by 13.3
MMTCOe each year from 334.2 MMTCOe in 2020 to 200.5 MMTCOe in 2030. The
figure also illustrates the steadily decreasing number of allowances allocated to the
Reserve from 10.5 million allowances in 2021 to zero allowances in 2030. A total of
54.5 million allowances are proposed to be allocated to the APCR from 2021 to 2031.
Staff expects the Reserve to hold over 120 million allowances at the start of 2021, and
staff believes that this quantity, along with the additional 54.5 million allowances
allocated to the APCR from 2021 to 2031, is sufficient to meet the cost containment
needs of the Program through 2031.

Figure 2-1. Annual California GHG Allowance Budgets for 2020-2031.
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b. Emissions Caps for 2031 to 2050

Staff also proposes to set initial annual allowance budgets for 2031 through 2050 to
signal the long-term trajectory of the Program to inform investment decisions. As the
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Scoping Plan is required to be updated at least once every 5 years, staff recognizes the
caps from 2031 to 2050 will need to be refined as part of a post-2030 discussion of how
best to meet the long-term 2050 target. Similar to the process for setting the 2021 to
2030 emissions caps, the caps from 2031 to 2050 are anticipated to decline annually at
a linear rate. Staff expects that a 2050 Program emissions cap equal to 66.5
MMTCO.e is appropriate for California to achieve its statewide target of 86.2 MMTCOe
(i.e., 80 percent below the 1990 levels of 431 MMTCOe). A linear decrease in
emissions caps from 2030 to 2050 would require the cap to decrease by 6.7 MMTCO,e
each year. The proposed amendments introduce an equation that would be used to
calculate annual allowance budgets for each year from 2031 to 2050. This equation
simply sets an emissions cap for each year that is 6.7 MMTCOe lower than the cap in
the previous year for all years starting at 2031 through 2050.

2. Cost Containment and the Allowance Price Containment Reserve

The Allowance Price Containment Reserve (Reserve) contains California-issued
allowances that are available to California covered entities at four scheduled Reserve
sales each year. The allowances are divided equally among three Reserve tiers, each
containing 40.6 million allowances. The allowances in each tier are available at a
different price. ARB chose this format after stakeholders voiced a preference for this
format over using a price trigger to send part of the Reserve to the regular quarterly
auctions. The tier prices were originally set at $40, $45, and $50 in 2013. They escalate
each year by five percent plus a measure of the rate of consumer inflation. In 2016
these tier prices are $47.54, $53.49, and $59.43. At each scheduled Reserve sale,
entities wishing to purchase from the Reserve may place a bid to purchase from any or
all tiers. To date, Reserve sales have been held and no reserve allowances have been
sold.

The Reserve contains approximately four percent of the allowances issued under the
caps from 2013 through 2020. When ARB originally created the Reserve, ARB raised
the offset usage limit over the period from four percent to eight percent of the
compliance obligation based on the assumption that entities surrendering offsets up to
the full eight percent would allow for the diversion of allowances to the Reserve without
unduly tightening the market.

a. Proposed Changes to Reserve Operation

Staff is proposing revisions to the operation of the Reserve that would take effect
beginning in 2021, staff is not proposing any restructuring of the Reserve through 2020.
The changes would modify the structure of the Reserve, simplify Reserve sale
operations, and change the method used to set the Reserve Sale Price.

First, staff is proposing to collapse the three tiers of the existing Reserve into a single

tier and to offer allowances from that tier at each Reserve sale at a single price.
Bidders would no longer need to specify to which tier or tiers they are bidding. The “roll
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down” mechanism, in which bids to a higher-priced tier could be fulfilled with lower-
priced allowances when available, will no longer be needed.

Second, staff is proposing to replace the scheduled increases in the Reserve tier prices
with a mechanism that sets a single Reserve Sale Price as the sum of the annual
Auction Reserve Price and a fixed real dollar amount. This approach would maintain a
fixed difference between the two prices in terms of real value as it would be adjusted for
inflation. In contrast, the existing schedule of increases in the Auction Reserve Price
and the Reserve tier prices would lead to a divergence of these prices. With each
annual increase, the Reserve would afford less protection against high prices, although
with a correspondingly smaller potential to interfere with market price signals. To
illustrate how the existing schedule of price increases works, the Auction Reserve Price
was set at $10 for 2012 with an annual escalation factor equal to five percent plus the
rate of inflation. This established an Auction Reserve Price that was nearly $40 less
than the highest Reserve tier price in 2013. With an annual inflation rate of two percent
over the period through 2020, the Auction Reserve Price would be above $17 in 2020,
but more than $60 below the highest Reserve tier price, when the highest Reserve tier
price is escalated using the same inflation rate.

As part of this rulemaking, staff is proposing to change the existing schedule of Auction
Reserve Price increases, so that the Reserve Sale Price is the sum of the Auction
Reserve Price used at auction plus $60. The $60 would be a fixed increment. This
amount reflects the estimated 2020 difference between the Auction Reserve Price and
highest Reserve tier price.

b. Effect of Linkage on Auction Reserve and Reserve Sale Prices

California’s Cap-and-Trade Regulation allows ARB to conduct joint auctions with other
jurisdictions operating greenhouse gas emissions trading systems (GHG ETS) to which
California has linked. Each linked jurisdiction’s regulation specifies a method of setting
an Auction Reserve Price (sometimes called the floor price) in the jurisdiction’s
currency. A single Auction Reserve Price is necessary for each joint auction to ensure
that every bidder, regardless of their jurisdiction, is participating under the same
parameters and using the same pricing expectations. California’s and linked
jurisdictions’ regulations include a procedure to reconcile differences between
jurisdiction-specific Auction Reserve Price values. The procedure in both the California
and Québec program regulations uses a specified exchange rate to convert the Québec
Auction Reserve Price from Canadian dollars into U.S. dollars, and to use the higher of
the California and Québec values as the Auction Reserve Price for the joint auction. To
date, the California Auction Reserve Price (in U.S. dollars) and Québec Auction
Reserve Price (in Canadian dollars) have shown only minor differences since the
jurisdictions specified the Auction Reserve Prices in their regulations in a comparable
manner. With the proposed linkage with Ontario, staff expects a similar type of
reconciliation to continue.
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At this time, ARB staff is aware that the Canadian national government has initiated
discussions to consider the potential role of carbon pricing mechanisms in meeting
Canada's emissions reduction targets. These discussions are ongoing, and it is unclear
what type of pricing mechanism or mechanisms may result from the discussions. Itis
also unclear whether or how Canada'’s efforts on this initiative would impact Québec’s or
Ontario’s cap-and-trade programs, or the linked WCI market. Pursuant to the Board’s
direction to staff to update the Board and California stakeholders on any new
developments in linked partner jurisdictions within six months of potential regulatory
changes being proposed by linked partners, ARB staff will monitor these discussions
through continued coordination with Québec and Ontario, and staff will make timely
recommendations as appropriate as to whether future amendments to California’s Cap-
and-Trade Regulation related to the Auction Reserve Price become necessary. No
such changes are being proposed as part of this rulemaking.

c. Proposed Mechanism to Transfer Allowances Remaining Unsold at
Auction to the Reserve

When ARB conducts an auction, no bids are accepted below the Auction Reserve Price.
If ARB receives bids at or above the Auction Reserve Price for less than the number of
allowances offered for sale, then some allowances remain unsold. Under the existing
Regulation, these allowances remain in the Auction Holding Account for later resale.

ARB developed rules to limit the number of previously unsold allowances returning to
auction to prevent a large number of returning allowances from resulting in another
undersubscribed auction. No previously unsold allowances may return to auction until
two auctions have resulted in an auction settlement price above the Auction Reserve
Price. When this occurs, the number of previously unsold State-owned allowances that
may return to auction is limited to no more than 25 percent of the number of allowances
already designated for the auction. That is, ARB first totals the allowances already
designated for the auction as the sum of the number of allowances directly allocated to
the auction, the number of consigned allowances, and the number of allowances from
other sources, such as untimely surrender obligations or closed accounts. The
maximum number of previously unsold allowances that can be returned to auction is 25
percent of this total of already designated allowances. Consigned allowances are
always scheduled for the next auction, even if they had previously remained unsold at
an auction, so they are always included in total of allowances initially designated for
auction.

The existing Regulation continues this process regardless of how long allowances
remain unsold. Staff is revisiting this initial decision due to stakeholder concerns that
there may be significant and prolonged oversupply in the secondary market. Given the
current auction rules, if such a prolonged oversupply emerged, it could result in primary
and secondary market prices that remain at or below the level of the Auction Reserve
Price.
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Staff is proposing amendments to the Regulation to include a method for transferring
State-owned (not consigned) allowances that remain unsold at auction for a significant
period of time to the Reserve with the amendments taking effect by January 1, 2018.
The proposed method would specify that allowances that remain unsold for more than
24 months would be transferred to the Reserve. The proposed amendment can also be
viewed as requiring the completion of eight auctions before the transfer could be
effected. This means that beginning in 2018, any previously unsold allowances owned
by the State that have been in ARB’s Auction Holding Account for 24 months would be
transferred to the APCR.

3. Western Climate Initiative and Linkage with Ontario, Canada

The California Cap-and-Trade Program is linked with the cap-and-trade program in the
Canadian province of Québec and is anticipating linkage with the new cap-and-trade
program of Ontario, Canada. The advantages of linking with other jurisdictions are
analogous to the benefits of including multiple sectors under a broad cap-and-trade
program. Expanding the number of sources that are able to trade allowances reduces
the overall cost of achieving emission reductions and improves the efficiency of the
allowance market. In addition, an expanded, linked Program can result in greater
emissions reductions than operating the stand-alone California Cap-and-Trade
Program because each linked partner jurisdiction also achieves emissions reductions.

California, Québec, and Ontario are members of the WCI, a collaboration among
states and provinces to address climate change at a regional level. Within WCI, the
three jurisdictions collaborated on the development of cap-and-trade program-design
recommendations, providing a roadmap for program implementation and
harmonization. The similar design features and minimum stringency requirements
facilitate linkage among the California, Québec, and Ontario programs. Senate Bill
1018 (SB 1018; Chapter 39, Statutes of 2012) requires that the Governor of California
make four findings prior to linking the California Program with other jurisdictions to
enable the use of compliance instruments (allowances or offset credits) issued by other
jurisdictions for use in California’s Program. (Gov. Code, 8 12894(f).) Under SB 1018,
the Governor must find that:

e The linked program has adopted program requirements for greenhouse gas
reductions; including, but not limited to, requirements for offsets; that are
equivalent to or stricter than those required by AB 32;

e The State of California is able to enforce AB 32 and related statutes against any
entity subject to regulation under those statutes, and against any entity located
within the linking jurisdiction to the maximum extent permitted under the United
States and California Constitutions;

e The proposed linkage provides for enforcement of applicable laws by the linking
jurisdiction of program requirements that are equivalent to or stricter than those
required by AB 32; and
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e The proposed linkage shall not impose any significant liability on the State or any
State agency for any failure associated with the linkage.

In 2014, Governor Brown made these four findings for linkage with Québec, confirming
the relative stringency of the California and Québec programs.** The proposed
linkage with Ontario will require the same four findings to be made prior to Board
approval of the amendments for Ontario linkage.

Table II-1 presents the jurisdictional GHG targets for California, Québec, and Ontario in
the years 2020 and 2030. These reduction targets guide the levels at which emissions
caps are set by each jurisdiction.

Table 1I-1. GHG Reduction Targets for 2020 and 2030.

Target Year California Québec Ontario
2020 Equal to 1990 20% below 1990 15% below 1990
2030 40% below 1990 37.5% below 1990 37% below 1990

Currently, the existing Québec and proposed Ontario cap-and-trade programs have
identified annual allowance budgets for their cap-and-trade programs only through
2020. They also have very different requirements for promulgating regulations, and
both will begin the process of updating their regulations later this year. Staff expects
that both Québec and Ontario will propose post-2020 GHG allowance budgets that
reflect their jurisdictional GHG targets and that are consistent with California’s proposal
for post-2020 allowance budgets. It is worth noting that both Québec and Ontario have
more stringent 2020 jurisdictional targets than California and that a stringency
assessment for SB 1018 will take that into account once their program allowances
budgets are announced. Because neither jurisdiction has begun their rulemaking
processes to set post-2020 annual allowance budgets at the time of this Staff Report,
ARB staff will include Québec-specific and Ontario-specific post-2020 annual allowance
budget rulemaking documents as additional rulemaking materials in fall 2016 as
information becomes available. Ontario-specific post-2020 annual allowance budgets
are needed prior to the submittal of the required SB 1018 findings for linkage with
Ontario. The existing SB 1018 finding related to California’s linkage with Québec
remains valid, and no additional findings under SB 1018 are necessary to remain linked
with Québec. A detailed description of the proposed Ontario program can be found in
Appendix D.

At this time Ontario is simultaneously developing and revising its Cap-and-Trade
Regulation and its GHG Emissions Reporting Regulation. The following program
elements are expected to be revised or proposed later this year, and they will be added
to the rulemaking record for formal public review and comment as they become
available:

M hitp://ww.arb.ca.qgov/cc/capandtrade/linkage/linkage.htm
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e Proposed Enabling Legislation: The Climate Change Mitigation and Low-
carblc%n Economy Act, 2016 received Royal Assent on May 18", 2016 and is now
law.

e GHG Reporting Rule: The Greenhouse Gas Emissions Reporting Regulation
(O.Reg. 452/09)* made under the Environmental Protection Act is expected to
remain in effect until the 2016 reporting requirements are met. The new
Quantification, Reporting and Verification of Greenhouse Gas Emissions
Regulation under the Climate Change Mitigation and Low-carbon Economy Act,
2016 goes into effect January 1, 2017.

e Revised GHG Reporting Methodology: The revised Quantification, Reporting
and Verification of Greenhouse Gas Emissions Regulation goes into effect
January 1, 2017 and incorporates the Guideline for Quantification, Reporting and
Verification of Greenhouse Gas Emissions (Ontario Ministry of the Environment
and Climate Change 2016).

e Final Cap-and-Trade Rule: The Cap and Trade Regulation (O.Reg. 144/16)*
under the Climate Change Mitigation and Low-Carbon Economy Act, 2016 went
into effect July 1, 2016 and incorporates the Methodology for the Distribution of
Ontario Emissions Allowances Free of Charge.

e Proposed Offset Program Rule: Offset protocols are in development and a
draft regulatory proposal is expected in Summer 2016

e Administrative Penalties Rule: A draft rule is scheduled to be released fall
2016

4. Linkage with External Greenhouse Gas Emissions Trading Systems and
Programs

a. Retirement-Only Linkage

California is presently linked with the Canadian province of Québec and is proposing a
further linkage with the province of Ontario. These linkages are governed by existing
subarticle 12. In this type of linkage, each participating jurisdiction recognizes the
entities registered into the other jurisdictions as freely able to hold its compliance
instruments and to apply those instruments to compliance obligations with another
jurisdiction. Compliance instruments and registered entities are all entered into the
same tracking system. Auction, market, and Reserve sale procedures and schedules
are harmonized. This degree of integration requires substantial investment in
coordination efforts.

12 http://www.ontla.on.ca/web/bills/bills detail.do?locale=en&Intranet=&BilllD=3740
13 http://www.ontario.ca/laws/regulation/090452
4 http://www.ontario.ca/laws/regulation/r16144? ga=1.142667765.1529783076.1465506388
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ARB has considered additional forms of linkage that would allow registrants to have
access to the compliance instruments issued by another Greenhouse Gas Emissions
Trading System (GHG ETS) or GHG Program that would not require complete
harmonization of operating rules. The interest in a more limited form of linkage arises
from discussions with other GHG ETS that are may be compatible for linking, but have
different market rules, different sectoral coverages, and different compliance
obligations. In addition, the successful operation of California’s Cap-and-Trade
Program and offsets protocols has led other jurisdictions to consider adoption of non-
ETS programs that would allow retirement of California compliance instruments as a
compliance option. While the California-Québec style linkage remains the preferred
form of linkage, staff is proposing several regulatory provisions to clarify how such
linkages could be implemented.

Staff is aware that there have been discussions in other jurisdictions of accessing
California compliance instruments without a formal agreement with California, an action
commonly referred to as “unilateral linkage.” ARB believes it is important to conduct a
public process and to seek Board approval of any type of linkage. Therefore, in
developing the proposed language on new types of linkage, staff has developed
mechanisms to ensure that approved linkages would work while preventing the use of
California-issued compliance instruments in other systems without public participation
and Board approval.

Staff is proposing two new forms of linkage that would not require the same level of
operational integration as the California-Québec style linkage. The first type would
allow entities in California to retire compliance instruments issued by another GHG ETS
to be used to meet their compliance obligation in California. The second would allow
entities registered in a non-California GHG Program to retire California compliance
instruments to meet obligations in their own program.

Proposed section 95944 would create the process for the first type of linkage. Since the
linkage would be limited to purchasing compliance instruments in another jurisdiction for
immediate retirement, this form of linkage is referred to as “Retirement-Only Limited
Linkage.” (The existing regulation currently defines linkage to amount to integrated
systems, so the term “Retirement-Only Limited Linkage” is less inclusive.)
Implementation of this type of linkage would require Board approval that specifies the
types of compliance instruments issued by another GHG ETS that California entities
could retire and apply towards their California obligations, any types of restrictions
including offset use limits, as well as a process developed with the linked GHG ETS to
facilitate and track retirements and inform ARB of the retirements. This type of
Retirement-Only Limited Linkage would require SB 1018 linkage findings prior to Board
approval, and would require that the other program to be compatible for linking.

Proposed section 95945 creates the second type of linkage, which would be termed a

“Retirement-Only Agreement.” This type of linkage would allow entities in other
jurisdictions to purchase and retire California compliance instruments in their GHG
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programs. The term “program” is meant to include any type of program requiring
reductions in greenhouse gas emissions. An ETS would be one kind of GHG program.
Another kind of program might not allow compliance instrument trading, but could
instead set individual entity targets for reductions with an option to retire another
jurisdiction’s compliance instruments. Section 95945 could be applied to programs with
many configurations as long as they include the retirement of a standardized
compliance instrument.

The implementation of a Retirement-Only Agreement would mirror the implementation
described in section 95944 for Retirement-Only Limited Linkage, although SB 1018
findings would not be required. SB 1018 findings are only required if California were to
allow the use of compliance instruments issued by another program. Board approval
would be required to specify approved jurisdictions, the types of compliance instruments
involved, and any restrictions on the use of such instruments. Under the proposed
amendments, ARB would create an External GHG Program Holding Account under its
control. An entity in an external GHG program with an approved Retirement-Only
Agreement with California would acquire California compliance instruments or would
arrange with an entity registered with California to acquire compliance instruments on its
behalf. The entity registered with California would transfer the instruments to the
External GHG Program Holding Account, and would provide the appropriate
identification code for the entity that will be using the instruments in the other
jurisdiction. ARB would check the entity identification to ensure it was from an approved
jurisdiction and then transfer the compliance instruments to the Retirement Account.
When the approved jurisdiction needs documentation of retirements in California by its
entities, ARB would use the tracking system extracts to provide that information.

b. Other Linkages and Linkage-Related Partnerships

Sector-Based Crediting Programs, including Acre, Brazil

As described in Chapter | of this Staff Report, ARB held public workshops on a number
of topics that helped inform the amendments contained in this proposal. Four of those
workshops addressed the potential of approving the use of sector-based offset credits
from the tropical forestry sector within the Cap-and-Trade Program by developing a set
of regulatory standards against which potential partner jurisdictions’ tropical forestry
programs would be assessed for linkage. More information on these workshops is
presented in Chapter IX and Appendix F of this Staff Report. ARB staff identified the
jurisdictional program in Acre, Brazil as a program that is ready to be considered for
linkage with California. ARB staff received numerous informal comments following the
workshops. Some comments suggested specific recommended approaches, some
opposed any action, some supported ARB staff’s initial thinking as outlined in an
October 19, 2015 staff paper and as described in the four workshops, and some
recommended that staff conduct additional stakeholder engagement before proposing
any regulatory amendments.
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ARB staff has presented information about how linkage with a state-of-the-art,
jurisdictional sector-based offset program can provide significant benefits to California’s
Cap-and-Trade Program by assuring an adequate supply of high-quality compliance
offsets to keep the cost of compliance within reasonable bounds, up to the quantitative
usage limit for sector-based offsets. Linkage would also support California’s broad
climate goals, as well as global biodiversity and tropical forest communities. (ARB
2015a) After reviewing the workshop results, and in order to ensure coordination with
Québec and Ontario, ARB staff is proposing to continue discussing with stakeholders
and partner jurisdictions, including Acre and others in the Governors’ Climate and
Forests Task Force,* on the regulatory path to optimize the multiple benefits of
including sector-based offsets in California’s program, including through a linkage with
Acre, in time to be used to meet compliance obligations incurred in the third compliance
period and thereafter. ARB staff is not proposing any regulatory amendments related to
sector-based offset crediting or tropical forests in this rulemaking; rather, ARB staff
anticipates that ongoing discussions with stakeholders will resume with additional
informal public meetings outside of this rulemaking starting in the fall of 2016. These
meetings will also solicit and consider additional tools the State of California could
employ to mitigate tropical deforestation, including measures to encourage sustainable
supply chain efforts by public and private entities.

Washington State

This spring, Washington State issued a regulation to address GHG emissions
reductions from its largest emitters.'® That regulation includes provisions allowing the
use of compliance instruments from multi-sector GHG emissions reductions programs
like the California and Québec cap-and-trade programs. To support these types of
efforts, ensure coordinated implementation, and allow for a robust public process as
with any other type of linkage arrangement, the proposed amendments to the California
Regulation provide implementation and process details for how such a potential
arrangement could be defined (e.g., as a Retirement-Only Agreement). Since
California’s rulemaking has been ongoing since fall 2015 and the Washington proposed
regulation only recently became available, staff proposes to continue to coordinate with
Washington on evaluating its regulation and implementing a public process with
California regulated entities, interested stakeholders, and linked partner(s) to potentially
partner with Washington in a subsequent rulemaking.

5. Compliance with the Federal Clean Power Plan (CPP)

Staff proposes several amendments that will support California’s compliance with the
federal Clean Power Plan (CPP; U.S. Environmental Protection Agency 2015), a set of
control requirements promulgated by U.S. EPA for GHG emissions from existing
electrical generating units (EGUs). The proposed amendments would allow compliance

15 http://www.gcftaskforce.org/
18 hitp://www.ecy.wa.gov/climatechange/carbonlimit.htm
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with the Cap-and-Trade Regulation (as amended) to allow these EGUs to be in
compliance with CPP as well.

a. Background on CPP and Compliance Plan Requirements

Power plants are the largest stationary source of GHG emissions nationally, and among
the largest sources in California. To address these emissions, U.S. EPA has
promulgated a final rule directing the states to reduce GHG emissions from existing
electrical generating units (EGUS).

U.S. EPA established CPP based upon its authority under Section 111(d) of the federal
Clean Air Act (CAA) (42 U.S.C. 8 7411(d)). Section 111 of CAA charges U.S. EPA with
establishing standards of performance for sources in industry categories whose
pollution may reasonably be anticipated to endanger public health or welfare. Each
standard is to reflect the degree of emission limitation achievable through the
application of the best system of emission reduction that has been adequately
demonstrated.

Accordingly, in fall 2015, U.S. EPA issued emission standards for new and modified
EGUs. U.S. EPA simultaneously issued guidelines to the states requiring the
submission of plans to achieve GHG reductions from existing EGUs. These emission
guidelines are contained in the CPP, which is codified as Subpart UUUU in the Federal
Register (40 C.F.R. § 60.5740 et seq.).

U.S. EPA calculated interim and final corresponding mass targets for each covered
state, based on the application of the required emission rates to that state’s fleet of
existing EGUs. ARB staff has recalculated these goals to account for the final list of
affected EGUs that staff has developed. The California goals, after recalculation, are
proposed to be 423,990,590 short tons CO,e (384.6 MMTCOe) for the eight-year
interim period 2022—-2029 and 100,587,722 short tons CO.e (91.3 MMTCO.e) for the
final period 2030-2031 and subsequent two-year compliance periods.

These targets are to be achieved over several interim compliance periods. These CPP
compliance periods are January 1, 2022—-December 31, 2024; January 1, 2025~
December 31, 2027; January 1, 2028—December 31, 2029 and January 1, 2030—
December 31, 2031, and every two years thereafter.

To comply with CPP, affected states are required to submit state compliance plans for
review and approval by U.S. EPA. Initial compliance plans were set to be due in
September 2016, with possible extensions up to September 2018, although these
deadlines have been temporarily stayed by the U.S. Supreme Court, pending resolution
of litigation on CPP. The federal compliance periods begin January 1, 2022, and the full
reductions required by CPP must be achieved by December 31, 2031, and maintained
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thereafter. Staff anticipates submitting a proposed plan,*’ if approved by the Board, to
U.S. EPA once the stay has been lifted.

CPP allows economy-wide emissions trading systems to be used for CPP compliance if
they are submitted as “state measures” plans. This plan type, which ARB staff
proposes to use, allows for continued operation of a larger state market system,
provided that the state includes certain federally enforceable emission standards for
CPP-covered electricity generating units (affected EGUSs) at the outset, as well as a
“backstop” standard that guarantees compliance with federal targets if the larger market
underperforms. Sources are free to use any instruments trading in the existing Cap-
and-Trade Program to comply with these emission standards. This includes a range of
“flexibility mechanisms,” such as offset credits and linked market compliance
instruments, incorporated within the state measure and emission standard. Within the
larger economy-wide market, requirements of the state program on sources not
regulated by CPP (i.e., other industrial sectors) are not federally enforceable.

A federally enforceable “backstop” standard is also required. That backstop must bring
affected EGU smokestack emissions into compliance with the federal standard if the
combination of the “state measure” (the economy-wide market) and related emission
standard (the requirement that EGUs participate in that market) does not perform as
expected when compared to a glide path established by the state that is consistent with
the federal targets. The backstop can be triggered by emissions exceedances above
interim targets that the state sets for each compliance period, consistent with the overall
federal targets.

These requirements would be integrated into California regulations by the proposed
amendments, ensuring smooth operation of California’s existing suite of climate
programs, including the Cap-and-Trade Program. These programs have put the State
on a firm course towards deep greenhouse gas reductions, supporting California’s
ability to comply with CPP requirements

Many complementary energy sector programs, including California’s energy efficiency
standards and Renewables Portfolio Standard (RPS) further support these reductions;
their effects are reflected in the design of the Cap-and-Trade Program. As California
continues to seek greenhouse gas reductions from the electric power sector, these
complementary state programs will help ensure that the State meets and exceeds CPP
targets. None of these programs would be federally enforceable under the State’s CPP
plan.

Accordingly, ARB staff is developing a Proposed Compliance Plan that incorporates
CPP requirements into the Cap-and-Trade Regulation and the Regulation for the
Mandatory Reporting of Greenhouse Gas Emissions (MRR), allowing these regulations
to support “state measures” based compliance with CPP, as well as to meet State

7 california’s Proposed Compliance Plan for the Federal Clean Power Plan, which will be issued for
public comment separately from the proposed amendments.

24



goals. The Board will consider the Proposed Plan at the same public hearing as the
proposed amendments to the Cap-and-Trade Regulation and the MRR. This connected
regulatory and planning package is designed to present an integrated path forward for
California climate policy in the decade to come.

b. Proposed Amendments for CPP Compliance

CPP-related proposed amendments are provisions intended to allow the Program to
also serve as California’s compliance mechanism for the CPP. U.S. EPA designed
CPP to allow for this option. As U.S. EPA explains in the CPP preamble, “a mass-
based emission budget trading program with broader source coverage and other
flexibility features may be designed such that compliance by affected EGUs... would
assure achievement of the applicable state mass-based CO, goal,” but these systems,
given their flexibility measures (such as offsets) and larger scope, “must be submitted
as a part of a state measures plan type.”

Under that plan type, certain requirements that apply solely to affected EGUs are
federally enforceable emission standards. These include “the requirement for an
affected EGU to surrender emissions allowances equal to reported CO, emissions, and
meet monitoring and reporting requirements.” However, the larger state regulation
establishing these requirements is submitted only as “supporting documentation” and
does not become federally enforceable more broadly, or as to other sources covered by
the state program. As a result, the Program—including affected EGUs—continues to
operate as an integrated system, rather than requiring a separate CPP-only system for
the affected EGUs.

To ensure that emissions reductions required of affected EGUs are met, states must
also include a federally enforceable “backstop” set of emission standards that apply if
affected EGU emissions in the larger system exceed federal targets. The backstop is to
be designed to reduce reported stack emissions from affected EGUs to the required
target level, as well as to recoup any emissions overage.

Proposed Regulation amendments to meet CPP requirements include:

e Alignment of Cap-and-Trade Program compliance periods with CPP compliance
periods, including a bridge period to link the two programs.

e Requirements for all CPP affected EGUs to participate in the Cap-and-Trade
Program.

e Provisions setting interim mass targets and final mass targets for aggregate
emissions from affected EGUSs.

e Provisions establishing federally enforceable backstop emissions standards.
The CPP-related amendments to both the Cap-and-Trade Regulation and MRR are

largely contained in separately identified portions of the regulations. This approach
makes them easy to identify for stakeholders, and also allows ARB to clearly specify
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which portions of the regulations would be federally enforceable emission standards as
opposed to state measures.

Importantly, staff is proposing that amendments related to CPP—including any changes
to Program compliance periods—will take effect only if U.S. EPA approves those
elements of California’s Proposed Compliance Plan. If U.S. EPA does not approve the
relevant regulations, then they will not take effect.

Provisions to Include Affected EGUs

The CPP applies to all affected EGUs regardless of emissions, because CPP
applicability is determined by unit operating characteristics. Accordingly, ARB staff is
proposing amendments to make clear that CPP affected EGUs must continue to
participate in the State programs related to this Proposed Plan unless they completely
close and shut down. The Program currently imposes a compliance obligation on
electrical generators that emit 25,000 tons CO,e or more annually. Proposed
amendments would impose a compliance obligation on all affected EGUs, regardless of
emissions.

Compliance Periods

ARB staff is proposing to amend Program compliance periods to better align with CPP
compliance periods. The Program’s compliance periods are currently set through
December 31, 2020, and they consist of one two-year compliance period from 2013—
2014, followed by two three-year compliance periods.

Multi-year compliance periods, and three-year periods in particular, were selected to
address market challenges that might otherwise be driven by interannual variability in
the economy and, especially, in electric power supply and demand. Because a large
portion of California’s power is supplied by hydroelectricity, and the West is prone to
drought and flood years, variability here is especially important to account for. The
three-year compliance periods were chosen after an extended stakeholder process in
order to manage these challenges.

CPP, however, requires some changes to this approach. Specifically, it requires that
both emission standards and state measures employed for CPP compliance purposes
must operate on the same schedule as CPP, including during interim compliance
steps.’® More specifically, though states may subdivide CPP’s compliance periods,
they may not extend them.

As noted previously CPP sets out three interim “steps” within the interim “period” from
2022 to 2029: 2022-2024, 2025-2027, and 2028-2029. The final two-year period is
2030-2031, and every following period has a duration of two years.

'8 CPP uses interim “period” to refer to the entire time between 2022 and 2029, and interim “steps” to
refer to divisions within this time. (40 C.F.R. § 60.5880).
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Staff proposes to align the Program with these interim steps and final reporting periods
by dividing the program’s compliance periods as follows after 2020:

e January 1, 2021-December 31, 2022 (“bridge” period);

e January 1, 2023—-December 31, 2024 (remainder of first CPP interim step);
e January 1, 2025-December 31, 2027 (second CPP interim step);

e January 1, 2028-December 31, 2029 (third CPP interim step); and

e January 1, 2030-December 31, 2031, and every two years thereafter (final CPP
reporting periods).

This proposed timing ensures that each compliance period is at least two years long to
continue to accommodate possible interannual variability in emissions (albeit with
mostly two-year periods rather than three-year periods, where three-year periods would
have been the staff recommendation in the absence of needing to align with CPP).

Under this proposal, the first CPP interim step is divided into two periods, with the first
year of the CPP interim step joined to a “bridge” period that also includes the 2021
calendar year. This avoids creating a single “orphan” year between the end of the
2018-2020 compliance period in the Cap-and-Trade Program and the beginning of the
first CPP compliance period.

During the bridge period, affected EGUs will have obligations for all covered emissions
during both 2021 and 2022; however, only obligations for the 2022 calendar year
emissions will be federally enforceable. Affected EGUs may comply with their
obligations using compliance instruments issued during or before the bridge period, as
is permissible under both State law and CPP, both of which allow for banking of
compliance instruments. This means that the federalized portion of the compliance
period begins only as of the first CPP interim step, bringing the programs into alignment
while avoiding issues associated with interannual variability to the extent possible.

Compliance Targets

CPP allows states to develop their own aggregate emissions goals for affected EGUs in
the interim step and final reporting period provided that, for mass-based plans, the goals
cumulatively meet CPP requirements. ARB staff proposes to take this approach. As
previously discussed, staff has recalculated the total mass requirements for the interim
and final periods; the interim targets are based upon those recalculated values. The
proposed targets are tabulated in Appendix D of the proposed Regulation, and they are
expressed in million metric tons of carbon dioxide equivalent for consistency with the
California Program. The proposed CPP targets are not the same as the proposed Cap-
and-Trade Program targets, which are aggregate targets for all covered sectors.
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Backstop Requirements

The operation of California’s state measures, including the Cap-and-Trade Program,
along with complementary programs, render it extraordinarily unlikely that the backstop
provision will be triggered on the basis of the current CPP targets. Projected affected
EGU emissions are well below—and in many cases over ten million short tons below—
federal targets even under conservative projection scenarios. This means that the
economy-wide Program will very likely continue to function without activating the
backstop, even as CPP compliance is assured. However, a set of backstop emission
standards is nonetheless required under the law in order to provide U.S. EPA with
assurance that CPP emission targets will be met, and a backstop standard is an
element of the proposed amendments.

ARB staff propose a backstop emission standard that will minimize disruptions to the

economy-wide Cap-and-Trade Program while ensuring that affected EGU emissions

return to the federal target level (less any overage in prior compliance periods) on the
required schedule if needed. The backstop is designed as a trading program that will
be activated only upon a triggering event. It would work as follows:

1. Required triggers for the backstop are incorporated into the Regulation by the
proposed amendments in this rulemaking, along with the relevant interim step
and final reporting period CPP targets. Staff will use annual emissions data
reported by affected EGUs to determine if the aggregate emissions for affected
EGUs exceed the backstop trigger for the year, and staff will also assess if any
other triggering event has occurred.

2. If atriggering event occurs, ARB would deem the backstop triggered and inform
U.S. EPA of the trigger by the required deadline. Staff would then calculate the
amount of emissions reductions needed to restore the aggregate emissions to
the federal targets, and to make up for any emissions that were in excess of the
previous target, on the basis of verified data submitted by the verification
deadline. This information would be used to determine the pool of California-only
CPP allowances that would be created and used to populate a backstop
allowance pool available only to affected EGUSs.

3. Affected EGUs would be distributed allocations of these CPP allowances on the
basis of historical operations, but would be allowed to trade them. ARB would
not auction CPP allowances for this purpose. Each affected EGU would then be
required to retire one CPP allowance for each metric ton of CO2e emitted during
the backstop compliance period, meaning that the total amount of backstop
allowances acts as a limit on affected EGU emissions. Any emissions not
covered by a backstop allowance would be violations of the program.

4. During this time, affected EGUs would also continue to participate in the overall
economy-wide Cap-and-Trade Program, and so would be able to acquire and
trade allowances in that program as well. However, the requirement to match all
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emissions with CPP allowances legally ensures the affected EGUs do not
exceed the federal target levels.

5. The backstop feature would be designed to restore affected EGU emissions to
the federal target level within 18 months, including any overage in emissions
from the prior compliance period, per CPP requirements. Once aggregate
emissions from affected EGUs had been restored to below the target level, the
backstop pool would be closed, and affected EGUs would again participate
without this additional requirement in California’s broader Cap-and-Trade
Program.

6. Allowance Allocation

Free allocation is one mechanism by which ARB distributes the allowances that it
issues. In general, allowances can be distributed by ARB to facilities by sale at auction,
by free allocation based on criteria in the Regulation, or by some combination of these
two methods. Allowances may be freely allocated to covered entities to prevent
emissions leakage, to provide transition assistance as the economy adapts to the
imposition of a GHG emissions compliance cost, to reward early action to reduce
emissions, and, in the case of electricity distribution utilities and natural gas suppliers, to
benefit ratepayers. This section describes the proposed amendments to the allowance
allocation provisions in the Regulation.

a. Industrial Allocation

Free allowances are allocated to facilities operating in certain industrial sectors to
prevent emissions leakage and to provide transition assistance. Staff proposes to
eliminate transition assistance beginning in 2021, but to continue freely allocating
allowances to industrial sectors based on leakage risk. In doing so, staff proposes to
update the assistance factors (generally, the percent allocation relative to the sector’s
benchmark(s)) to reflect recent research studies about the risk of emissions leakage for
California’s industrial sectors. For the 45-day draft, staff is not providing any specific
assistance factors, but would like to continue the discussion with stakeholders on the
new proposed study-informed methodology and may propose specific industry post-
2020 assistance factors as part of a 15-day comment period. Staff believes a longer
discussion on the new methodology is warranted to provide stakeholders more
opportunity to review and comment on how the post-2020 allocation will incorporate the
leakage studies.

Staff proposes to retain the same general approach to calculating industrial allowance
allocation that has been used during the first three compliance periods of the Program,
applying a product-based approach when possible, and applying an energy-based
approach in situations in which a product-based benchmark is difficult to calculate in a
manner that accurately reflects the emissions per unit product. Staff also proposes
changes to some product-based benchmarks for the third compliance period and
changes to allocation in cases in which an entity is allocated allowances for a year in

29



which it does not incur a compliance obligation. Finally, staff may be proposing cap
adjustment factors for the post-2020 period as part of a 15-day comment period.

Product-Based Benchmarks

Changes are proposed for product-based benchmarks in a very limited set of industrial
sectors. In general, product-based benchmarks express the emissions efficiency of the
manufacturing of a product (i.e., the GHG emissions per unit of production). Changes
are proposed to update some benchmarks using data that more accurately represent
current sector makeup or to streamline product data reporting. In some cases, staff
proposes to eliminate some product-based benchmarks from the Regulation, and
facilities operating in those sectors will start receiving allowance allocation through the
energy-based methodology in the third compliance period. Changes to product
definitions are also proposed to clarify product reporting and support changes to
product-based benchmarks. All product data changes would be implemented in the
third compliance period, starting with vintage 2018 allowance allocation at the end of the
2017 calendar year.

Sectors with benchmarks that are proposed to be eliminated are:
e Roasted Nuts and Peanut Butter Manufacturing (NAICS code 311911)
o Paper (except Newsprint) Mills (NAICS code 322121)

The 311911 NAICS code benchmarks are proposed to be eliminated because the water
content of the nuts, and thus the energy required for roasting them, varies so greatly
that staff is not able to calculate product benchmarks that accurately reflect the energy
required to process the nuts. Requiring the nuts processors to calculate the initial water
content of their processed nuts would be administratively burdensome. The 322121
NAICS code benchmarks are proposed to be eliminated because staff has been unable
to more accurately validate the relationship between product use and the water
absorbency factors in the current Regulation using data specific to the products
manufactured by California covered entities. While these data may be available, they
are not available in a public data/publication that could be reviewed as required by the
California Administrative Procedures Act. Allowance allocation for facilities operating in
these sectors will be calculated by the energy-based allocation methodology beginning
in the third compliance period.

Staff proposes to re-calculate some benchmarks in the following industrial sectors:

e Dairy Product Manufacturing (NAICS code 31151; only fluid milk products)

e Secondary Smelting, Refining, and Alloying of Nonferrous Metal (NAICS code
331492)

e Nonferrous Forging (NAICS code 332112)
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The fluid dairy product manufacturing sector currently has nine product-based
benchmarks in the Regulation. With the concurrence of industry, staff is seeking to
streamline product data reporting and allowance allocation for this sector by
consolidating and eliminating some of these benchmarks and clarifying some product
definitions to better align the benchmarks with the materials that are produced by the
sector. Staff proposes to consolidate the benchmarks for milk, buttermilk, skim milk,
and ultrafiltered milk processing and cream processing into a single fluid milk product
benchmark because of the similar level of processing needed for each product. Staff
proposes to eliminate benchmarks for dairy product solids for animal feed processing
because the level of allowance allocation under this benchmark is negligible. Staff has
concerns about the quality of the data used to develop the original benchmarks for
buttermilk powder processing and nonfat dry milk and skimmed milk powder (low heat)
processing and is working with facilities in the sector to re-calculate these benchmarks
with the best available data. During this recalculation, staff proposes to redefine the
nonfat dry milk and skimmed milk powder benchmarks to include higher-fat milks in
these categories. Further, stakeholders have requested that ARB consider a
benchmark for anhydrous milkfat. Calculation of this new benchmark may require
recalculation of all other benchmarks associated with fluid milk products to ensure that
the same emissions are not attributed to more than one product and that all products
are properly benchmarked. Thus all fluid milk product benchmarks are flagged for
changes that will be calculated over the next few months. Proposed changes will be
included in the official rulemaking record for public review.

Staff proposed modifications to benchmarks for the secondary smelting, refining, and
alloying of nonferrous metal and nonferrous forging sectors due to significant growth in
the number of covered entities within these sectors. Staff is currently working with the
covered entities in these sectors to establish technically sound and sector-
representative product-based benchmarks.

A new product-based benchmark is proposed for sulfuric acid regeneration under
NAICS code 325188. ARB generally follows the “one product, one benchmark”
principle for allowance allocation; under this principle differences in allocation
approaches should be minimized insofar as they differentiate by technology, fuel mix,
size, age, climatic circumstances, or raw material quality of the installations producing
the product. Currently, ARB provides free allowance allocation for sulfuric acid
regeneration to stand-alone facilities using an energy-based approach, and allocation
for sulfuric acid regeneration to petroleum refineries under the CWB benchmark using a
product-based approach. The current situation where two different approaches (i.e.,
energy-based vs. product-based) are used to allocate for sulfuric acid regeneration runs
counter to the “one-product, one benchmark” principle. This principle, as outlined in
Appendix J to the 2010 Staff Report, ensure that benchmarks are not “differentiated by
technology, fuel mix, size, age, climatic circumstances or raw material quality of the
installations producing the product. Ensuring that all GHG emissions-abatement options
remain viable (including switches to different technologies, fuels, etc.) is an integral part
of developing an effective product-based benchmarking approach” (ARB 2010b). Under
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staff's proposed changes, all facilities conducting the activity sulfuric acid regeneration
would receive allocation for this activity based on the new benchmark beginning with
vintage 2018 allocation in October 2017. The stand-alone sulfuric acid regeneration
facilities would switch from energy-based allocation to product-based allocation using
this new benchmark and the appropriate assistance factor for NAICS 325188, which
encompasses sulfuric acid regeneration. Petroleum refineries would also receive
allocation for sulfuric acid regeneration based on the new benchmark and the
assistance factor for NAICS 325188.

Removing the emissions and CWB contribution associated with sulfuric acid
regeneration from the CWB benchmark calculation does not change the CWB
benchmark. Because sulfuric acid regeneration receives allocation separately, the
sulfuric acid regeneration CWB unit would be removed from the calculation of total CWB
for refineries. This is the same approach that staff used to disaggregate hydrogen
production from the calculation of the original CWB benchmark.

Also with respect to the “one product, one benchmark” policy, staff is re-evaluating the
products produced by the following sectors:

e Potash, Soda, and Borate Mineral Mining (NAICS code 212391)
e All Other Nonmetallic Mineral Mining (NAICS code 212399)

In each of these NAICS code sectors, there is at least one facility receiving allocation
under a product-based benchmark and at least one covered entity receiving allocation
under an energy-based benchmark. Staff is working with the covered entities in these
sectors to ensure that the same products are not being produced by the covered entities
in these sectors.

Staff is also evaluating the need for changes in the Nitrogenous Fertilizer Manufacturing
sector (NAICS code 325311) based on concerns about recently discovered anomalies
found in the data used to calculate the product benchmarks for the activities in this
sector.

Finally, staff proposes changes, or indicates that changes may be needed, to ensure
that product definitions match the products produced by covered entities. Some
definitions will be deleted if they are no longer used in the Regulation. These changes
are coordinated with the same product definitions found in MRR.

Any 15-day changes will be limited to areas that are identified in the regulation for

changes as part of the 45-day proposed regulation. No additional sectors will be
considered for changes to their benchmarks.
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Allocation for Purchased Electricity Starting in 2021

Though not proposed as part of these amendments, staff is considering a change in the
way that ARB allocates for industrial covered entity purchased electricity emissions
starting with industrial allocation of vintage 2021 allowances. Currently, allowance
allocation to industrial entities accounts for on-site covered emissions and the emissions
associated with purchased steam and excludes the emissions associated with sold
electricity and steam. ARB did not calculate initial benchmarks to include the emissions
associated with purchased electricity because it was not clear how electrical distribution
utilities (EDU)—especially investor-owned utilities (IOU), which are regulated by the
California Public Utilities Commission (CPUC)—would set industrial electricity rates
under the Program. Instead, ARB allocated the allowances associated with those
industrial purchased electricity emissions to EDUs. Since the calculation of initial
energy- and product-based benchmarks in 2010/2011, CPUC has required all IOUs to
pass through the cost of compliance with the Program (sometimes called the “carbon
cost”) to all ratepayers, including industrial entities. SB 1018 requires CPUC and the
IOUs to return IOU-allocated allowance value (from their allocated allowance auction
proceeds) to industrial entities. CPUC has chosen to require that IOUs return this value
to industrial entities using product- and energy-based benchmarks comparable to ARB’s
benchmarks. This process has been slow to implement, and CPUC has requested that
ARB directly allocate allowances to industrial covered entities to cover the carbon cost
associated with their purchased electricity. ARB staff supports this request.

Having a single agency distribute this value will ensure that allocation is done in a
manner that is timely and consistent with the Regulation, and will ensure that POU and
electrical cooperative (co-op) industrial covered entities are provided the same leakage
protection as IOU customers (as no regulations or statutes require leakage protection
for POU and co-op industrial customers). Staff has seen inconsistent carbon cost
compensation for covered industrial entities that are customers of POUs and electrical
co-ops compared to customers of IOUs (as noted in the annual EDU use of allocated
allowance value reporting required pursuant to section 95892(e) of the Regulation).
ARB would continue to provide allowance allocation to EDUs for emissions associated
with industrial customers that are not covered entities, since ARB does not have a direct
regulatory relationship with those entities. Note that ARB staff is not proposing to place
the compliance obligation for purchased electricity on industrial covered entities.

Because allocation for the emissions associated with purchased electricity would
require recalculation of all energy-based and product-based benchmarks, staff has
proposed to update MRR to ensure that verifiers are required to specifically evaluate all
purchased electricity (and other energy product purchase/sales or
acquisition/disposition) data reported by industrial covered entities and used to calculate
benchmarks for conformance with MRR. Staff would use these data and other onsite
covered emissions and covered product data to recalculate all energy- and product-
based benchmarks during the third compliance period, and implement new benchmarks
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starting with allocation of vintage 2021 allowances. These changes to benchmarks
would be part of a subsequent regulatory package.

Notably, because all product-based benchmarks are calculated at a sector level,
regardless of EDU type (e.g., IOU versus publicly owned utility (POU)), all product-
based benchmarks would need to include the emissions associated with purchased
electricity. Because of this calculation requirement, and for the additional reasons
stated above, staff is proposing to allocate to all industrial covered entities for the
sector-specific emissions associated with purchased electricity regardless of electricity
supplier for the industrial covered entities.

Because ARB cannot allocate to different entities for the same emissions, staff is
proposing to not allocate to EDUs post-2020 for the emissions associated with industrial
covered entity purchased emissions. See Chapter 11.B.8. (“Post-2020 EDU Allowance
Allocation: Allocation for Industrial Covered Entity Purchased Electricity”) for more
details about this adjustment to EDU allowance allocation.

Assistance Factors

In 2011 and 2012, Board Resolutions 11-32 and 12-33, respectively, directed staff to
investigate potential improvements to industrial allowance allocation to better meet the
AB 32 objective to minimize emissions leakage to the extent feasible. Staff proposes to
revise the methodology by which emissions leakage is assessed and assistance factors
(AF) are developed in order to meet this direction. An overview of staff’'s new proposed
methodology is provided here, and Appendix E provides a more detailed discussion of
AF development for industrial sectors. Based on this new approach, staff may, in a
subsequent 15-day comment period, propose updates to AF values for industrial
sectors for a post-2020 program.

Emissions leakage occurs when a Program-caused decrease in emissions in California
results in a corresponding Program-caused increase in out-of-State emissions. The
Program-caused increase in out-of-State emissions is a necessary condition for
emissions leakage. A drop in California emissions and/or economic activity alone is not
a sufficient condition for, nor sufficient evidence of, emissions leakage.

ARB allocates allowances to industrial sectors both to prevent emissions leakage and,
in the early years of the Program, to provide transition assistance. Transition
assistance is intended to help industries adjust to operating in an economy with a cost
associated with GHG emissions. Providing transition assistance results in allowance
allocation above the level needed to prevent emissions leakage alone. At the outset of
the Program staff believed—and continues to believe—that the level of transition
assistance should decline over time, leaving continued free allowance allocation in
future years at levels necessary to minimize emissions leakage. Under the new
methodology, to best minimize leakage, staff would still propose targeting continued
high levels of allowance allocation to industries with high risks of emissions leakage, as
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determined by the new proposed methodology. Appendix E of this Staff Report and
Appendix J of the 2010 Staff Report (ARB 2010b) provide details of the proposed new
and historical emissions leakage prevention methodologies, respectively.

Generally, assistance factors (AF) are factors that are multiplied by benchmarks (B), the
cap adjustment factor provided in Table 9-2 of the Regulation (c), and entity-specific
output (product-based allocation) or historical fuel use (energy-based allocation) (0) to
calculate the number of allowances an entity receives. (Allocation = AF X B x ¢ x 0.)
The value of assistance factors can range from zero to 100 percent. Based on an initial
leakage risk assessment for the original Regulation development, staff classified sectors
into three leakage risk levels (high, medium, and low) and assigned AFs to each sector
based on its leakage risk level. To provide transition assistance, AFs were initially set
at 100 percent in the first compliance period for all industrial sectors. Most industrial
sectors do not require an AF value as high as 100 percent to prevent emissions leakage
alone, so for most sectors, 100 percent AF values suggest levels of free allowance
allocation above what is needed to prevent emissions leakage; therefore, this portion of
allowance allocation is provided for transition assistance.

The initial AF values for the first three Program compliance periods are shown in the left
portion of Table II-2 for the three leakage risk levels, and the originally planned
decrease in assistance factors over time, reflecting decreasing transition assistance,
can be seen for sectors with medium and low leakage risk. As part of the 2013
amendments to the Regulation, AFs for the second and third compliance periods were
increased to the values in the right portion of Table 1I-2, and this is the level at which AF
values currently stand. As AFs decline over time for some sectors, facilities operating in
these sectors must either reduce emissions or acquire more allowances and offset
credits by other methods to meet compliance obligations.

Table 11-2. Initially Proposed and Current Assistance Factor (AF) Values.

Leakage AF by Compliance Period AF by Compliance Period
Risk in 2010 Regulation in 2013 Amendments
Category First Second Third First Second Third
High 100 100 100 100 100 100
Medium 100 75 50 100 100 75
Low 100 50 30 100 100 50

For all industries, the risk of emissions leakage declines when trading partners adopt
policies that apply costs to GHG emissions within their own economies. When
competitors in other jurisdictions incur comparable GHG emissions costs from GHG
emissions reduction programs with similar stringencies, leakage risk is reduced or
eliminated. Thus, when trading partners adopt GHG programs, allowance allocation to
minimize leakage risk should be correspondingly reduced to reflect the reduced leakage
risk.
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Background on Emissions Leakage Potential Studies

ARB commissioned three emissions leakage potential studies to inform the
development of AFs for allowance allocation to manufacturing sectors (i.e., sectors with
NAICS codes starting with 3). The international study (Fowlie et al. 2016)*° analyzed
international leakage of emissions to other nations and the domestic study (Gray et al.
2016)% analyzed leakage of California emissions to other U.S. states. The third study
(Hamilton et al. 2016)** was a stand-alone emissions leakage analysis for four food
processing sectors. The studies were completed by May 2016 and presented publicly
in a workshop? on May 18, 2016. These studies and the presentation materials for the
workshop are available in Appendix F of this Staff Report. Staff would propose to use
the findings from these studies to revise the methodology for developing AFs and to
propose new AFs for industrial sectors for a post-2020 program. Extended
documentation of the steps by which staff could calculate AFs for manufacturing and
non-manufacturing sectors can be found in Appendix E.

Emissions Leakage Study Methodoloqgy

Energy prices are the primary channel by which a carbon compliance obligation
changes the operating costs of the majority of the sectors analyzed by the three leakage
studies. The international study measured historical industry-specific changes in U.S.
imports, exports, and domestic production based on changes in U.S. energy prices.
Each sector’s international leakage potential was then measured as the sum of the
change in the sector’s imports and exports, divided by the change in domestic
production. High international leakage potential corresponded with a high numerator in
this ratio (e.g., an increase in domestic energy prices from a carbon compliance
obligation leading to a large decline in exports and large increase in product imports).
This ratio is termed international market transfer.

The domestic study measures domestic leakage through analysis of each sector’s
historical California percent changes in facility-specific output or value-added in
response to a change in each sector’s facility-specific energy prices, and the energy
prices of each facility’s competitor. The study assumes that this change in California
output or value added in response to a change in energy prices is fully offset by an
equivalent change in the output or value added of other U.S. competitors.

The food processor study addressed sectors for which less public data were available.
In two of the processor sectors (wet corn milling and tomato processing), the study used
statistical methods to measure percent changes in California processor output supply

19 hitp://www.arb.ca.gov/cc/capandtrade/meetings/20160518/ucb-intl-leakage.pdf and Appendix F.

%0 http://www.arb.ca.gov/cc/capandtrade/meetings/20160518/rff-domestic-leakage.pdf and Appendix F.

2! http://www.arb.ca.gov/cc/capandtrade/meetings/20160518/calpoly-food-process-leakage.pdf and
Appendix F.

2ZAll May 18, 2016 leakage workshop materials, including the studies, can be found on the Cap-and-
Trade Program Public Meetings webpage (http://www.arb.ca.gov/cc/capandtrade/meetings/meetings.htm)
and in Appendix F of this Staff Report.
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and demand. In each of the sectors, however, the study also relied on prior research
papers’ estimates of these percent changes to calculate potential emissions leakage.

More details on the methods used in these studies can be found in Appendix F.

Emissions Leakage Metrics

Staff's original leakage risk assessment (ARB 2010c) for industrial sectors relied on two
metrics: emissions intensity (EI) and trade exposure (TE). Industries with high El are
expected to face higher costs associated with the Cap-and-Trade Program, and
industries with greater TE are expected to be prone to emissions leakage. Informed by
the three commissioned studies as well as previous evaluations using El and TE, and
pursuant to the Board’s direction through Resolutions 11-32 and 12-33, staff has
determined that two new metrics for assessing leakage risk—international market
transfer (IMT) and domestic drop (DD)—may be appropriate metrics to replace El and
TE post-2020, because they may provide a more precise measurement of leakage risk.
IMT is a measure developed and quantified by Fowlie et al. in the international study.
DD is a measure developed and quantified in the domestic study by Gray et al. The
stand-alone food processor study by Hamilton et al. provided additional IMT estimates
for four food processing industries. In order to place the new leakage risk metrics in
context, we describe in the next couple of paragraphs the metrics applied to the leakage
risk assessment included in the 2010 Regulation.

TE measures how Program compliance costs could induce a shift of California
economic activity to international competitors. TE for a given sector is calculated as
imports plus exports (in dollars), divided by total domestic and import activity (in dollars).
This is equal to total international trade activity, divided by total U.S. economic activity
(including imports) within the sector. TE measures the level of international activity
within a sector (i.e., six-digit NAICS code), but it may not capture other important factors
that determine international emissions leakage risk. These important factors not
captured by TE include how easily international importers can capture business when
California industrial entities are assessed a GHG emissions compliance obligation, the
degree to which California industrial entities can push cost increases upstream in their
supply chain rather than into increased prices, the degree to which California industrial
entities command a large or small international market share, the degree to which
California may produce highly differentiated or commodity products, and the degree to
which the costs of importing international goods may provide a built-in cost advantage
for domestic production in some sectors.

El for a sector is equal to its average emissions in metric tons of CO,e per million
dollars value added. Value added is defined as total sales minus total costs to produce
goods. This is an approximation of profit. A high El indicates that a sector may be
highly affected by emissions-related compliance costs relative to its competitors outside
of California. In the absence of output-based allocation, a high-El sector would have a
large compliance obligation per level of economic activity. For the same reasons as TE,
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however, a large compliance obligation will not necessarily result in high levels of
emissions leakage. These reasons, for example, include that California entities may be
able to push cost increases upstream in their supply chains rather than into consumer
prices.

The new leakage assessment metric of IMT was developed and calculated for each
manufacturing sector in the international study to assess emissions leakage to
international competitors. IMT captures factors influencing international leakage that
can be missed by El and TE. It measures the fraction of each dollar decrease in value
added resulting from a compliance obligation that is compensated for by an increase in
imports. The international study used historical changes in production, exports, and
imports in response to changes in industry-specific domestic energy prices to identify
this fraction. IMT meets the objective of minimizing international emissions leakage by
identifying when international leakage, or a large ratio of increased imports to value-
added dollar domestic production drop, is occurring. For example, a sector with
significant international emissions leakage potential could see a large increase in
international imports due to a carbon-compliance-related increase in energy prices; this
creates a large numerator in the sector’s calculated IMT ratio, and thus the sector has a
large measured IMT. The food processor study provided secondary estimates of IMT
for four food processing industries.

The DD metric was developed and calculated for each manufacturing sector in the
domestic study to measure emissions leakage to domestic competitors outside of
California. DD measures the percentage decline in a California industrial economic
outcome in response to a compliance obligation that is offset by competition within the
United States. DD was calculated based on two California outcomes: California value
added (an approximation of profit) and, separately, California output (an approximation
of revenue). The purpose of measuring two outcomes was to minimize leakage based
on the more significant decline by industry and thus provide increased industrial
assistance in a measure of caution. As measured by the domestic study, DD values for
each outcome were typically negative for the sectors, indicating a drop in the economic
outcome in response to an increased compliance cost. The domestic study used
historical changes in each economic outcome in response to changes in electricity and
natural gas prices to identify each industry-specific percentage decline. DD focuses
exclusively on U.S.-based leakage from California to other states, the domestic AF
component of the revised AFs. IMT already addresses international leakage. Having a
component of the AF directly address domestic leakage is an advantage over the
previous El and TE approach. The TE metric originally employed by staff identified the
potential for international leakage rather than domestic leakage. It is unclear how well
El correlates with domestic leakage risk, and it is thus unclear if leakage prevention
based on El translates to an effective level of domestic emissions leakage prevention.
Because of this, staff believes that DD could more precisely measure the sector-specific
exposure of industrial entities to domestic leakage. In general, however, sectors with
high (negative) DDs also have large energy intensities, a measure closely tied to EI.
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As part of the current assessment, staff is proposing to give IMT and DD equal weight in
their contribution to total leakage risk. Thus the international AF component and the
domestic AF component for each sector would simply be summed to calculate the total
AF for that sector under the new methodology. Details of the AF calculation for each
sector are in Appendix E.

Levels of Assistance to Prevent Emissions Leakage

As described in the paragraphs below, the proposed international and domestic leakage
metrics both provide assistance above the level that is needed to protect against
emissions leakage. Staff would apply the information from these commissioned studies
such that staff’'s proposed AFs for a post-2020 program would be higher than the values
required to prevent emissions leakage.

With respect to IMT values, the international study assumes that every unit of
decreased export from California is made up by a one-for-one increase in foreign
production; in other words, the study assumes that there is no reduction in international
consumption in response to a decrease in California exports. In reality, international
competitors may not increase production to meet all of the international demand no
longer met by California’s producers. Conversely, an increase in imports may decrease
foreign production previously directed to serve international demand rather than a one-
for-one increase foreign production. In both cases, the full global emissions leakage per
dollar value-added is less than the leakage estimated by the IMT value.

With respect to domestic leakage, the DD calculation depends on allowance prices.
The DD calculation was conservatively premised on an allowance price of $24.88 in
2016 dollars, which represents the 2030 Auction Reserve Price assuming a seven
percent annual increase from the 2016 price; this value is roughly 195 percent of the
2016 Auction Reserve Price. The DD calculation also assumes one-for-one
replacement of California decreases in production (i.e., value added or output) by
increases in non-California domestic production. In addition, long-run DD estimates
generally indicated five-year leakage responses to a compliance obligation that are
smaller than one-year responses, although long-run estimates for some sectors gave
counter-intuitive results (i.e., an increase in California production in response to an
increase in allowance price). This implies that sectors may be able to adapt over time
to a compliance obligation. Staff proposes that the new methodology would use the
one-year responses based on the relatively high $24.88 allowance value (in 2016
dollars) as the basis for calculating DDs and the domestic component of the AF
assigned to minimize domestic leakage. This would result in AFs that are likely to be
higher than needed to compensate for domestic emissions leakage risk caused by the
Program.
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Summary of Assistance Factor Development

Staff believes that the IMT and DD metrics more precisely identify leakage risk from the
Cap-and-Trade Program compared to the previous metrics and provide solid footing for
minimizing leakage due to the Program. Basing AFs on historical California, national,
and international sector-specific economic decisions that are observable and verifiable
is the best approach to quantifying leakage risk. Alternative methods such as
simulation-only or computable general equilibrium models may give results that are
driven by subjective and opaque formulations of theoretical market behavior.
Application of the commissioned, statistically based emissions leakage studies to assign
specific AFs would help provide appropriate emissions leakage prevention for each
industry in a fair and consistent manner. Staff is proposing to take a conservative
approach and would apply the new methodology such that the proposed AF values
would be higher than the levels deemed to be necessary to prevent emissions leakage.
As this proposed methodology is a new framework relative to the existing methodology
for establishing AFs and stakeholders have expressed concern regarding adequate time
to review the leakage studies and work with staff to review and refine any proposed use
of those studies, staff is not including any specific AFs in the 45-day proposed
Regulation, but proposes to continue the discussion with stakeholders and may provide
industry specific AFs in a 15-day comment period. Regardless, staff expects to
continue to assess emissions leakage risk in the future. This will be appropriate as new
information becomes available and as other jurisdictions adopt policies that apply costs
to GHG emissions.

b. Electrical Distribution Utility Allocation
Electrical Distribution Utility Use of Allocated Allowance Value

Proposed changes to the Regulation would also make several clarifications to the
allowed uses of electrical distribution utility (EDU) allocated allowance values. The
proposed amendments specify that allocated allowance auction proceeds may not be
used for costs of complying with MRR or the AB 32 Cost of Implementation Fee
Regulation. Further, they clarify what is meant by the current Regulation when it states
that use of allowance value must benefit ratepayers and be consistent with the goals of
AB 32 by stating these proceeds may be returned to ratepayers or used for reduce
GHG emissions. These amendments are not substantive changes, but clarifications to
the meaning of benefiting ratepayers and consistency with AB 32 goals. Staff also
proposes to add a requirement that any allocated allowance auction proceeds must be
returned to ratepayers in a non-volumetric manner. This requirement makes it such that
there is equal treatment of allocated allowance value for EDUs and natural gas
suppliers, which are already prohibited from returning allocated allowance value in a
non-volumetric manner, and subsequent carbon cost impacts for electricity and natural
gas customers.
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The proposed amendments also create a deadline for spending allocated allowance
auction proceeds to ensure that this value is put to use in a timely manner—that is,
within 10 years of the vintage of the allowances. Because these allowances are
allocated for ratepayer benefit and GHG emissions reductions, they should be used
within a reasonable period or returned to ratepayers. In drafting this amendment, staff
considered several periods by which EDUs must have used the allocated allowance
auction proceeds, and decided that ten years was sufficient time to have either saved
up proceeds to use for a capital project, or return the value to ratepayers.

EDU reporting on use of allowance value would be amended to focus on allocated
allowance auction proceeds spent during the previous year, instead of requiring (as is
done under the current Regulation) reporting of the previous vintage year’s allocated
allowance value. The current reporting structure does not require the reporting of
allocated allowance auction proceeds that are not spent in the year of their vintage,
which means that if EDUs are banking proceeds, ARB may be missing the complete
picture of proceeds uses. Further, because ARB already knows how many allowances
POUs and co-ops request that ARB deposit into their (or another entity’s) compliance
account, that reporting requirement is proposed to be removed from the Regulation.
Staff will continue to release public reports on EDU use of allocated allowance value to
ensure transparency.

All of these changes would be implemented beginning in 2018, at the start of the third
compliance period.

Post-2020 EDU Allowance Allocation

Even though specific post-2020 EDU allocation is not included in the 45-day proposed
Regulation, staff proposes to continue allowance allocation to EDUs after 2020 using an
approach based in part on the methodology used for 2013-2020 EDU allocations.
Under such a proposal, the 2020 expected cost burden for each EDU would be the
starting point for calculating post-2020 allowance allocations. Staff would propose to
calculate the 2020 emissions cost burden for each EDU using load data from the
California Energy Commission’s (CEC) 2015 Energy Demand Forecast (CEC 2016) and
resource data from 2015 S-2 forms, supplemented by additional data as needed. The
allowance allocation calculation would be modified to exclude some allowances that are
currently provided to the electricity sector, but would instead be allocated directly to
industrial entities.

The original allocations were based on expectations of EDU load and resource types
developed in 2009 as part of the CEC Energy Demand Forecast (CEC 2009). Since
2009, expectations of 2020 loads and resources have changed dramatically. The
CEC’s 2015 Energy Demand Forecast estimates statewide electricity load in 2020 to be
almost 15 percent lower than the 2009 estimate of 2020 load. Furthermore, the CEC
2009 S-2 forms,* in which EDUSs report expected future resources, included several

% Available at http://energyalmanac.ca.gov/electricity/S-2 supply forms 2009
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large coal power plants expected to be in operation in 2020 and beyond. The 2015 S-2
forms* now show that only one coal power plant serving six utilities will still be
operating in 2020, and all other coal power plants serving California load will have been
retired.?® Utilities are affected in different ways by changes in load and resource types.
Some utilities will likely see decreasing loads from 2015 to 2020 and beyond, while
utilities in fast growing regions such as the Central Valley are likely to see moderate
growth as reflected in the 2015 Energy Demand Forecast and in the 2015 S-2 forms.

For post-2020 allocation, staff would propose to allocate to EDUs for renewable
electricity in certain cases where the entity has invested renewable generation sources,
but the electricity from those sources is not able to be directly delivered to California.
This allowance allocation would replace the RPS adjustment in the post-2020 Program
(see Chapter 11.8.b for more details), and it recognizes that not all contracted RPS
electricity in which EDUs have invested will have zero compliance obligation. To
address the reality that not all renewable electricity can be directly delivered to
California, staff would propose to set the amount of zero-GHG emissions RPS-eligible
electricity for the expected 2020 emissions calculation for each EDU at 28 percent
instead of 33 percent, which was the percentage used in the 2013-2020 EDU
allocation.

Staff proposes that individual EDU post-2020 allocations would be set allowance
amounts listed in the Regulation instead of percentages calculated from a total sector
allocation. This would provide greater transparency of each EDU’s annual allocation. A
specific post-2020 EDU allocation may be a part of a 15-day comment period.

Allocation for Industrial Covered Entity Purchased Electricity

ARB currently provides product-based allowance allocation to industrial covered entities
or opt-in covered entities. Allocation to industrial covered entities is calculated using
product- and energy-based emissions efficiency benchmarks that account for onsite
covered emissions plus emissions associated with purchased steam, minus emissions
associated with sold steam and electricity. Starting with vintage 2021 allowance
allocation, staff proposes to modify the product- and energy-based emissions efficiency
benchmarks to include emissions associated with purchased electricity. This means
that industrial covered entities will receive allowance allocation directly from ARB to help
offset increased electricity costs from the Program. To prevent double-allocation of
allowances for the same electricity-associated emissions, staff proposes to reduce
allowance allocations to EDUs with industrial covered entity customers to reflect the
increase in allowance allocation to the industrial entities for the carbon cost associated
with purchased electricity. This adjustment would begin with vintage 2021 allowance
allocation to EDUs to coincide with the increase in allocation to industrial covered
entities.

24 available at http://energyalmanac.ca.gov/electricity/s-2_supply forms 2015
% One small electrical cooperative will continue to source some of its power from a coal power plant, with
no known retirement date.
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Currently, I0Us are required to consign their freely allocated allowances to auction.
They are further required by the Regulation, SB 1018, and CPUC to use the proceeds
from the sale of their allocated allowances for ratepayer benefit, including providing
leakage protection to some industrial customers. The return of allowance value to IOU
industrial customers is overseen by CPUC and is based on product- and energy-
benchmarks for emissions costs in electricity purchased by industrial entities. POUs are
not subject to CPUC oversight and have more discretion over the use of their freely
allocated allowances. POUs may use these allowances directly for compliance, and
they are not required to consign allowances to auction, but must use the value of those
allowances for ratepayer benefit. EITE customers in POU territories can therefore face
higher Program costs in the form of higher electricity costs compared to industrial
customers in 10U territories because the IOU customers will receive compensation for
carbon cost increases through the return of consigned allowance value that is overseen
by CPUC.

To create a level playing field, industrial customers in POU territories should also be
allocated allowances based on benchmarks that include purchased electricity. POUs
may pass through GHG emissions costs to their customers in rates, as is required of
IOUs, but POUs are not required to do so. By including electricity emissions in product-
and energy-based benchmarks, industrial covered entities in POU service areas would
receive allowances that would offset emissions costs that POUs choose to pass through
in rates. Staff proposes to exclude the emissions associated with electricity sold to
industrial covered entities from the calculation of each EDU’s 2020 emissions cost
burden, calculated using the average annual industrial covered entity purchased
electricity from 2013 and 2014 data reported through MRR and an EDU-specific
emission factor. These quantities are reduced by the cap decline factor for 2020, and
then subtracted from the 2020 cost burden. The resulting total allocation is decreased
on an annual basis with the cap adjustment factor.

Allocation for Increased Electrification

Staff is continuing to evaluate how increased electrification for the transportation sector
for the post-2020 period should be accounted for in the allocation methodology for
EDUs. Itis important to ensure any method used to calculate any allocation for
increased electrification is as accurate and verifiable as the methods used to allocate for
industrial sectors for product-based allocation. Since there is a limited number of
allowances, which gets smaller over time, it is critical that any freely allocated
allowances are equitably provided to all covered entities for the purposes of leakage
prevention and ratepayer benefit.
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c. Natural Gas Suppliers Allocation
Natural Gas Supplier Use of Allocated Allowance Value

Proposed changes to the Regulation would make several clarifications to the allowed
uses of natural gas supplier allocated allowance values. The proposed amendments
specify that auction proceeds from allocated allowances may not be used for costs of
complying with MRR or the AB 32 Cost of Implementation Fee Regulation. Further,
they clarify what is meant by the current Regulation when it states that use of allowance
value must benefit ratepayers and be consistent with the goals of AB 32 by stating
these proceeds may be returned to ratepayers or used for reduce GHG emissions.
These proposed amendments are not substantive changes, but clarifications to the
meaning of benefiting ratepayers and consistency with AB 32 goals.

The proposed amendments also create a deadline for spending allocated allowance
auction proceeds to ensure that this value is put to use in a timely manner—that is,
within 10 years of the vintage of the allowances. Because these allowances are
allocated for ratepayer benefit and GHG emissions reductions, their value should be
used within a reasonable period or returned to ratepayers. Staff considered a range of
time periods and decided that ten years is sufficient time either to save proceeds for use
on a capital project or to return the value to ratepayers.

Natural gas supplier reporting on use of allowance value would be amended to require
the reporting of allocated allowance auction proceeds spent during the previous year,
instead of requiring reporting of the previous vintage year’s allocated allowance value,
as under the current Regulation. The current reporting structure does not require the
reporting of allocated allowance auction proceeds that are not spent in the year of their
vintage; in other words, if natural gas suppliers bank proceeds, ARB may miss the
complete picture of proceeds uses. For instance, natural gas suppliers that did not
spend their vintage 2015 allocated allowance auction proceeds in 2015 are not required
by the current Regulation to report those proceeds once they are expended. The
proposed amendments would require them to report those proceeds the year after they
are expended. Further, because ARB already knows the number of allowances that
natural gas suppliers request ARB to deposit into their compliance account from the
request itself, staff proposes to remove that reporting requirement from the Regulation.
Staff will continue to release public reports on natural gas supplier use of allocated
allowance value to ensure transparency.

All of these changes would be implemented beginning January 1, 2018, at the start of
the third compliance period.

Post-2020 Natural Gas Supplier Allocation

Natural gas suppliers are covered under the Cap-and-Trade Program and required to
consign allowances in order to encourage customer reductions in natural gas
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consumption and resulting GHG emissions. Natural gas suppliers are currently required
to consign a minimum percentage of their allocated allowances to auction each year,
and this percentage increases by five percent each year, reaching 50 percent in 2020.

For post-2020, staff is evaluating an acceleration of the natural gas supplier
consignment requirement to ensure a level playing field in terms of consignment for
electricity and natural gas utilities. This change would ensure that a carbon cost is felt
by all users of natural gas, whether those users are covered entities with a direct carbon
cost or non-covered entities who face an indirect carbon cost. Ensuring that the cost
signal is felt by all natural gas customers will further the policy desire to limit the amount
of fugitive methane emissions from this sector, incentivizing efficiency or alternatives to
the use of natural gas. Methane is considered a short-lived climate pollutant, which is a
class of GHGs that includes powerful climate forcers and harmful air pollutants that
have an outsized impact on climate change in the near term compared to longer-lived
GHGs such as carbon dioxide. Ultimately, to eliminate fugitive methane emissions and
move to a more sustainable future, the State needs to transition away from its use of oil
and natural gas and promote renewable natural gas.

The inclusion of natural gas suppliers in the Program beginning in 2015 was supposed
to bring equity between covered entities and entities indirectly covered by the Program
through increased costs from natural gas suppliers that faced a direct cost of
compliance. However, the ability of a natural gas supplier to deposit any percentage of
allowances into its compliance account means that non-covered customers of natural
gas suppliers are facing a carbon cost that is a fraction of the cost faced by covered
entities, creating inequities among covered and non-covered entities. For instance, an
electricity generator that is below the program inclusion of 25,000 MTCOZ2e/year
threshold faces a carbon cost pass-through of 25 percent (i.e., equal to the consignment
requirement of 25 percent of allocated allowance), whereas an electricity generator that
is a covered entity will face a full (100 percent) carbon cost. An escalated rate of
consignment means that full cost pass-through will be achieved, and the inequity
rectified, sooner. Staff proposes to extend the limited exemption of emission from
qualified thermal output for operators of cogeneration facilities and district heating
facilities until natural gas suppliers would be required to consign all allowances to
auction. Once full consignment of allocated allowances to auction is achieved, there will
no longer be a need for the exemption.

Pursuant to the current Regulation, natural gas suppliers are prohibited from returning
allowance value to customers in a volumetric manner. In combination with this
prohibition, requiring consignment of allocated allowances ensures that a direct cost of
Program compliance is passed through to all customers that are not directly covered by
the Program. This cost incentivizes GHG emissions reductions for natural gas users
that are too small to be covered directly by the Cap-and-Trade Program. The strength
of this effect can be considered by examining estimates of natural gas price elasticity,
the decrease in natural gas consumption in response to a price increase. The American
Gas Association estimated of natural gas price elasticity to be -0.18 within one year
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(Joutz and Trost 2007) and models used by the Energy Information Administration
estimated a value of -0.41 after several years (Wade 2003).

d. Legacy Contract Generator Allocation

The proposed amendments move the deadline for legacy contract allocation
applications from September 1 to June 1. This change will enable ARB to inform
verifiers which entities are subject to the legacy contract reporting and verification
requirements of MRR. For 2017 only, the legacy contract deadline for legacy contract
generators with EDU counterparties would be October 15 so that it occurs after the
proposed amendments take effect but before allowance allocation.

Staff also proposes amendments to the good-faith renegotiation provisions of the
Regulation that specify that the renegotiation effort must have begun at least 60 days
prior to the date the operator signs the attestation, and that the operator failed (instead
of “was unable”) to renegotiate the contract.

e. University, Public Service Facility, and Water Agency Allocation

Currently, allowances are freely allocated to universities and public service facilities to
provide transition assistance and to recognize early actions to reduce GHG emissions
by investing in energy efficiency, combined heat and power, lower carbon energy
sources, and renewable energy. In addition, universities have provided leadership in
the research and development of technologies to reduce emissions and increase
efficiency throughout the economy. To recognize these actions and ensure a smooth
transition into the Cap-and-Trade Program, ARB provides allowance allocation for
transition assistance to universities. The university and public service facility allocation
methodology follows a modified version of the energy-based allocation approach for
industrial sectors. A baseline allowance allocation is established using historic average
emissions associated with energy use, and allowance allocations in subsequent years
decline annually in proportion to the cap, similar to allocation for all other sectors in the
Regulation.

For post-2020, staff is evaluating amendments that may continue to allocate allowances
to universities and public service facilities after 2020 using the same methodology that
currently applies to budget year 2016 to 2020 allocations. University and public service
facilities that receive allowances would continue to be required to report to ARB on the
use of the allowance value associated with their allocations.

For post-2020, staff is evaluating amendments that may continue to allocate to a public
wholesale water agency in the post-2020 period using the same methodology used in
the current Regulation. For post-2020 budget years, a public wholesale water agency’s
allocation may be calculated by multiplying the 2020 allocation by the appropriate cap
decline factor.
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f. General Allocation Changes

Staff proposes the new term “initial allocation” to define the allowance allocation
equation that is distributed in advance of a budget year for industry assistance for that
budget year. This is different than “true-up allocation,” which is distributed to account
for changes in production or allocation in prior years. No changes were made to the
actual calculation of allowance allocation, only the terms used.

Staff proposes amendments to expand the application of negative allocation to direct
corporate associates. Negative allocation occurs when a facility has a negative true-up
allocation quantity or a legacy contract allocation reduction that is greater than its initial
allocation. The current Regulation applies this negative value to the entity’s allocation in
the subsequent year. Staff proposes to apply this negative amount by the current
allocation deadline to any direct corporate associated entities that receive free
allocation. This amendment sustains the integrity of the program by ensuring that
negative allocation is managed in an appropriate and timely manner.

Staff also proposes clarifications to ensure that entities are only eligible to receive
industrial allowance allocation when they perform an “activity” (a) listed in Table 8-1 or
new Table 8-3 of the proposed Regulation. This is not a substantive change to the
Regulation, but it provides clarity that allocation covered activities must be performed by
covered entities in order to receive free allocation, and that if an entity will not be
performing this activity in the coming year, that ARB cannot allocate allowances to that
entity for that activity. For example, an entity that indicates that it will cease operations
in the following year for an activity listed in Table 8-1 of the Regulation, but will have
GHG emissions from other activities like electricity generation or boiler use, will not be
eligible for allowance allocation for that activity in the following year. Staff also
proposed language to clarify that if an entity receiving energy-based allocation does not
perform activity “a” for part of a year because it has shut down, then it must return
allowances allocated for that year to ARB in proportion to the fraction of time during the
year that it was shut down.

Staff deleted the first compliance period refinery allocation. This allocation methodology
is no longer used, and refineries now receive allowance allocation under a product-
based methodology using the complexity weighted barrel (CWB) benchmark.

g. Return of Allowance Allocation for Entities Exiting the Program

Staff proposes modifying the sections pertaining to the return of allowances by entities
that were allocated free allowances and then subsequently did not incur a compliance
obligation or applied to exit the Program. The intent of this section is to provide the
appropriate amount of allowance allocation to entities in their final years in the program.
Entities that do not incur a compliance obligation have no reason to receive free
allowances. Staff proposes that entities must return allowance allocation for budget
years or portions of budget years in which the entity did not incur a compliance

a7



obligation, whether that was because of a facility shut-down or because the facility
dropped below the Program inclusion threshold. In cases of facility shut-down for an
entity receiving energy-based allocation, allowances for the period during which the
entity was not performing activity “a” must be returned to ARB. Additionally,
amendments state that entities must remain in the Program until all appropriate true-up
allowance allocations using the data from its final years in the Program are completed.
This will ensure that the final years of allowance allocation accurately reflect the entity’s
activities prior to exiting the program.

7. Covered Sectors, Covered Entities, and Exempt Emissions

Staff proposes to change some Regulation provisions that define which entities and
emissions are covered by the Program. These changes generally aim to provide more
equitable treatment of facilities and emissions that are covered by the Program and to
enhance the environmental benefits of the Program.

a. Covered Entity for Imported Liquefied Petroleum Gas (LPG)
Emissions

The entity that incurs the compliance obligation for emissions associated with imported
liquefied petroleum gas (LPG) is proposed to be changed from the consignee of the
LPG to the importer of the LPG. This change makes the covered entity responsible for
emissions associated with imported LPG in the Cap-and-Trade Program the same as
the entity responsible for reporting the emissions associated with imported LPG under
MRR. The current disparity between the Program covered entity and the MRR reporting
entity for emissions associated with imported LPG may lead to inequitable treatment of
LPG importers under the Program, and this change is intended to bring equal treatment
to all LPG importers.

b. Limited Exemption for Emissions from Waste-to-Energy Facilities

A limited exemption from a compliance obligation for emissions from the direct
combustion of municipal solid waste in a waste-to-energy facility is added for the 2016
and 2017 data years. Emissions from waste-to-energy facilities were exempt from the
Program from 2013 through 2015, and this change extends the exemption through the
second compliance period. The limited exemption will be provided by allocating true-up
allowances to compensate for any 2016 and 2017 compliance obligations that were
incurred by waste-to-energy facilities. The waste-to-energy facilities will no longer be
exempt beginning in 2018.

ARB, along with CalRecycle, continues to evaluate the treatment of end-of-life
management options for municipal solid waste under the Program. End-of-life options
for municipal solid waste include composting, recycling, landfilling, and generating
energy. Emissions from the conversion of municipal solid waste-to-energy are the
same as that would occur through decay of the solid waste in a landfill with no energy
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production. Thus, energy production at waste-to-energy facilities does not lead to a net
increase in GHG emissions to the atmosphere relative to landfilling. Each end-of-life
option presents disparate environment and societal benefits and impacts with respect to
emissions, land use, and natural resource consumption that are challenging to evaluate,
and staff believes that it is appropriate to extend this limited exemption for two more
years as these options are further assessed.

This exemption is also proposed to avoid any increases in landfill emissions due to
reduced diversion if the waste-to-energy facilities had a compliance obligation under the
Program. The Proposed Short Lived Climate Pollutant Reduction Strategy (ARB 2016a)
calls for a regulation by 2018 to effectively eliminate organic disposal in landfills by
2025. As such, landfill emissions are not expected to increase due to lack of diversion.

c. Limited Exemption for Liquefied Natural Gas (LNG) Providers

A limited exemption from a compliance obligation for emissions from supplied liquefied
natural gas (LNG) is added for the second compliance period. There is a current
disparity between the Cap-and-Trade Program covered entity and the MRR reporting
entity for emissions associated with supplying LNG so that compliance obligations
among LNG suppliers are not equally incurred during the second compliance period.
The current MRR point of regulation for LNG importers is the consignee, and the current
Regulation’s point of regulation is the importer. ARB staff knows that some LNG
importers are not consignees, and therefore are not required to report their

emissions. Currently under MRR, some consignees of the imported fuels are receiving
relatively small quantities of imported fuel annually and are falling below the reporting
threshold resulting in inadequate reporting of total volumes of imported fuel.

Staff has determined that this disparity presents a leakage risk for LNG suppliers in the
second compliance period. Staff proposes to resolve this inequity by harmonizing the
Cap-and-Trade Regulation and MRR with respect to the entities responsible for
emissions associated with supplying LNG; these changes would take effect in 2018, at
the start of the third compliance period. Staff believes that a limited exemption of these
emissions from the Program is appropriate during the second compliance period so that
all LNG suppliers receive equal treatment under the Program. True-up allowance
allocation to appropriate LNG suppliers is the best means to apply this limited
exemption to the second compliance period, which is already underway.

d. Limited Exemption for Operator of Cogeneration and District Heating
Facilities for Production of Qualified Thermal Output

Staff proposes to extend the limited exemption of emissions from qualified thermal
output for operators of cogeneration facilities and district heating facilities until natural
gas suppliers are required to consign all allowances to auction. Once one hundred
percent consignment of allowances is achieved there will no longer be a need for the
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exemption because the covered facilities and non-covered facilities should face the
same carbon cost.

e. Removal of Exemption of Emissions from Natural Gas Hydrogen Fuel
Cells and Low-Bleed Pneumatic Devices

Emissions from natural gas hydrogen fuel cells are removed from the list of emissions
without a compliance obligation; emissions from these sources would begin incurring a
compliance obligation in 2018, at the start of the third compliance period. Natural gas
hydrogen fuel cells generate electricity and GHG emissions from a fossil fuel source,
natural gas. The GHG emissions from these sources have the same climate change
impacts as emissions from other similar sources, and staff believes that it is appropriate
for these emissions to be covered by the Program.

Emissions from high-bleed pneumatic devices are removed from the list of emissions
without a compliance obligation; this exemption was already phased out in 2015, and
emissions from these devices will continue to incur a compliance obligation. Staff
proposes to phase out the emissions exemption for continuous low-bleed pneumatic
devices beginning in 2019, when ARB’s proposed Regulation for Greenhouse Gas
Emission Standards for Crude Oil and Natural Gas Facilities would require the use of
continuous pneumatic devices with a no-bleed rate. The emissions exemption for
intermittent low-bleed pneumatic devices is added because these emissions cannot be
guantified with the accuracy needed for inclusion in the Program.

f. Opt-In Covered Entities

Changes are proposed to the Regulation to allow a covered entity that is eligible to exit
the Program owing to reduced annual emissions that were below the threshold for an
entire compliance period to remain in the Program as an opt-in covered entity. The
existing Regulation requires an entity seeking to opt in to the Program, whether
previously a covered entity or not, to request approval to opt in by March 1 of the year
before it wishes to incur a compliance obligation; these regulatory requirements are
proposed to remain in the Regulation. A covered entity in the Program may not know if
it will still be a covered entity in the next compliance period until the reporting deadline
for the final year of the former compliance period, which is April 10 of the first year of the
next compliance period; this is much later than the current Regulation’s opt-in request
deadline. ARB staff proposes to allow for two different pathways to become an opt-in
covered entity. The first is the existing pathway, which allows an entity meeting the
requirements of section 95813 of the Regulation to request approval by March 1 to opt
into the Program for a compliance obligation beginning the next calendar year. The
second is a new pathway that allows an entity that was a covered entity in the
compliance period that ended the preceding year to request approval, by June 1 of the
first year of the new compliance period, to be an opt-in covered entity starting with the
year in which the request for approval is made.
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8. Electricity Sector
a. CAISO Expansion and Electricity Imbalance Market

The California Independent System Operator (CAISO) is an entity that coordinates and
provides operational instructions to a large number of electric power plants in order to
balance electricity, or equate supply and demand, for most of the electricity demand of
residential, commercial, and industrial customers within California. In this capacity,
CAISO serves as a balancing authority (BA) for most of California. This region, or
balancing authority area (BAA), includes the service territories of many of California’s
utilities. As a part of its BA operations, CAISO facilitates a day-ahead market
contracting power plant supply a day in advance to meet the majority of California’s
anticipated energy demand. CAISO also operates a real-time market to make up the
difference between the day-ahead market energy supply contracts and day-of
demand.®

The 2014 expansion of the real-time market to include out-of-State BAAs has resulted in
an incomplete accounting of the GHG emissions associated with power that serves
California’s load. This expanded real-time market is called the energy imbalance
market (EIM) and retains the functionality of the real-time market, while making real-
time market services available to other regions (California Independent System
Operator 2016). The EIM cost optimization model sometimes identifies zero-emissions
power as dispatched to California before high-emitting resources are deemed
dispatched to the State when there is a load imbalance. Clean out-of-State resources
(e.g., hydropower), are “deemed delivered” to California, and the Cap-and-Trade
Regulation assigns the scheduling coordinator for those resources with a compliance
obligation. The model's “deemed delivered” result is treated as determining that
resource as a source for a specified power import. However, in certain instances, the
full transfers that support balancing load to California are not identified and accounted
for in the Cap-and-Trade Program, resulting in emissions leakage. ARB staff confirmed
their understanding of how the EIM cost optimization model works with CAISO.
Emissions leakage occurs when it appears there has been a GHG emissions reduction
through accounting for California program purposes, but the atmosphere did not actually
experience that real GHG reduction.

The CAISO EIM model currently accounts for the cost associated with a California GHG
compliance obligation for imported EIM energy by selecting the lowest cost out-of-State
power plants willing to be “deemed delivered” to California to receive a Cap-and-Trade
compliance obligation. Specifically, out-of-state power plants quote a megawatt-hour
(MWh) quantity of energy for which they are willing to be assigned a compliance
obligation, and a price per MWh at which they believe they can recoup the cost of this
compliance obligation. Out-of-State megawatt-hours that are assigned a GHG award
(to cover the cost of compliance with the Cap-and-Trade Program) within the EIM time

% CAISO electricity market descriptions, accessed 6/7/2016:
http://www.caiso.com/market/Pages/MarketProcesses.aspx
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interval are termed “deemed-delivered.” “Deemed-delivery” in the terms of the
algorithm is a distinct concept from whether or not the plant is producing energy in
response to California load demand. Clean resources with a lower deemed-delivery bid
price are selected for “deemed-delivery” to California, while higher-emitting power plants
with a higher deemed-delivery bid may be the actual plants dispatching to serve
California load. This accounting system is inconsistent with the requirement in AB 32
that ARB account for the total GHG emissions in the State, including all GHG emissions
from the electricity delivered to and consumed in California, because the EIM cost
optimization model may not in all cases report the full GHG burden experienced by the
atmosphere as a consequence of the electricity consumed in California. Further, the
current EIM accounting is in tension with the policy goals behind the specified source
requirements of MRR.

To address these inconsistencies and ensure the Cap-and-Trade Regulation reflects
the requirements of AB 32, ARB staff proposes to retain the current point of compliance
of the CAISO participating resource scheduling coordinator, but to supplement that
compliance obligation with a compliance obligation on entities that purchase from EIM
(“EIM purchasers”) to serve load in California. The total supplemental compliance
obligation for all EIM purchasers would be calculated based on the annual metric tons of
CO.e from electricity that is experienced by the atmosphere to serve California load
through CAISO’s EIM, but not otherwise accounted for by emissions reported by the
EIM participating resource scheduling coordinators. Each EIM purchaser’'s compliance
obligation will be calculated as the ratio of their EIM purchases (MWh-basis) to total EIM
load to serve California (also measured in MWh). This accounting would ensure that the
full emissions associated with serving California are accounted for, and attributed
entirely to entities that are engaged in serving California load.

ARB held a public workshop on this issue on June 24, 2016. At the workshop, CAISO
and ARB staff presented the information above and shared options to address the issue
of emissions leakage. The proposed regulatory amendments represent an initial option
that was developed by CAISO. ARB and CAISO are coordinating with stakeholders to
refine the proposed solution for the GHG accounting issue and are soliciting options for
alternatives. The solutions discussed to date do not involve changes to the EIM model
itself, although stakeholders raised the possibility that such changes might be able to
better account for power serving California load more directly. However, both ARB and
CAISO are open to alternatives to ensure full GHG accounting, which may potentially
require such changes. ARB and CAISO staff will continue to coordinate with
stakeholders to ensure ARB GHG accounting policy is accurately implemented to
ensure only real GHG emissions changes are quantified and assessed for achieving
progress towards the AB 32 goals, including the 2020 target, and a compliance
obligation in the Cap-and-Trade Program. As staff considers comments to the
proposed amendments, additional modifications may be proposed to address these
issues.
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b. RPS Adjustment

Staff proposes to discontinue the RPS adjustment after 2020. The RPS adjustment was
originally included in the Regulation to compensate for the compliance obligation
incurred by electricity importers when procured RPS-eligible renewable generation, that
is not directly delivered to California, is replaced by higher emitting electricity
generation. This RPS adjustment is voluntary, and it is only applicable when the
importer purchases both electricity and renewable energy credits (REC) together and
can demonstrate that the electricity was not delivered to California. This provision of the
Regulation was extremely difficult to track and enforce, in part because to avoid double
counting the Regulation could only allow RPS adjustments to be taken in cases in which
the electricity associated with the RECs was not directly delivered to California. It can
be difficult for entities to know if the electricity was directly delivered, and there was also
widespread misuse of the direct delivery requirement because of misinterpretations of
the Regulation (e.g., that one could choose not to specify a source of imported
electricity and then use the RECs associated with that electricity for an RPS
adjustment). Further, when there are multiple purchasers of electricity and RECs from
renewable resource, it is difficult to determine which RECs are associated with which
electricity.

After 2020, staff proposes to modify the Regulation to provide each EDU with an
allowance allocation that accounts for RPS-eligible electricity that is purchased together
with RECs but cannot be directly delivered to California, and eliminate the RPS
adjustment from the Regulation. This allowance allocation will serve the same purpose
as the original RPS adjustment, but will alleviate the reporting and verification difficulties
and the potential for double counting of zero emissions electricity.

c. Voluntary Renewable Electricity

The VRE provisions of the Regulation make it possible for participants to request that
ARB retire allowances for eligible renewable electricity generation to ensure that overall
emissions reductions are achieved by voluntary renewable electricity generation.
Before the Cap-and-Trade Program was in place, it was reasonable to assume that
voluntary generation of renewable electricity would reduce emissions because it would
replace electricity power purchased from a utility. With the economy-wide emissions
cap under the Program, substitution of voluntary renewable electricity for power
purchased from a utility results in emissions reductions only for the electric sector, but
statewide emissions are not necessarily reduced. Instead, when the electric sector
requires fewer allowances for compliance, allowances are freed up for use to meet
compliance obligations in other sectors, and statewide emissions remain at the level of
the cap. The VRE program enables participants to retire allowances and ensure that
statewide capped emissions are reduced by the renewable generation. The quantity of
allowances eligible for retirement is calculated by multiplying the amount of eligible
electricity generated (MWh) by the default emission factor for unspecified electricity.
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Currently, to be considered for allowance retirement, renewable generation must come
from eligible generators. A generator must either be RPS-certified by the CEC, or must
meet the CEC guidelines for California’s Solar Initiative (CSI) Programs (California
Energy Commission 2013). For the second type of generation, participants must
document that the generator received a CSI incentive in order to be eligible. However,
several EDUs have exhausted the funds available for providing CSI incentives, making
it impossible for new solar generation projects to demonstrate that they received a CSI
incentive. Staff proposes to modify the eligibility requirements for VRE participation to
permit allowance retirement for electricity generation from solar installations
interconnected with the distribution system of a California EDU, permit allowance
retirement for RECs as long as they have not been used for compliance in any other
program, and continue to permit allowance retirement for solar generation that has
received an incentive under CSI. The proposed changes will allow solar systems that
meet EDU installation requirements that are similar to the CSI requirements to be
eligible for VRE participation.

Additional proposed modifications specify how allowance retirement will be allocated
among VRE applicants during the year in which the VRE account is exhausted and
clarify requirements for documentation of generator eligibility. Staff does not propose to
allocate any additional allowances to the VRE Reserve Account because requests for
VRE retirement have been much lower than anticipated. Finally, staff proposes several
changes to provide greater clarity and eliminate language that is no longer necessary.

d. Qualified Export Adjustment

The qualified export (QE) adjustment to imported electricity is a deduction to a
compliance obligation on a megawatt-hour-basis to electricity that is exported out of
California in the same hour as electricity imported into the State by the same electric
power entity. This provision was included in the original Regulation, and at that time
staff indicated that it would monitor and analyze the effects of the QE adjustment to
determine if gaming and emissions leakage were occurring (ARB 2011a). Over the first
compliance period, there was a 50 percent increase in QE adjustments while imported
electricity emissions decreased over the same period. The QE adjustment was
developed in an effort to calculate a reduction in compliance obligation associated with
simultaneous exchange agreements for electricity that did not actually serve California
load; however, it has been more extensively used than expected. A broad methodology
has been applied based on simply having an import and export in the same hour, with
no determination of whether there was a simultaneous exchange agreement in place,
and with no determination of whether the combined import and export reasonably
represented a wheeling of electricity. Thus, the QE adjustment may simply reflect a
change in scheduling and transaction procedures in order to lower GHG compliance
obligations. Therefore, staff is proposing to remove the qualified export exemption in
the third compliance period to ensure that emissions leakage is minimized to the extent
feasible as required by AB 32.
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9. Compliance Offset Credits

Staff is proposing to clarify and modify aspects of offset program implementation.
These amendments address offset project requirements, regulatory compliance,
Authorized Project Designee requirements, offset project listing requirements, project
transfer requirements, monitoring and reporting requirements, verification requirements,
verification body requirements, offset credit issuance, forestry reversals, invalidation,
and the early action program.

a. Modifications to Listing and Authorized Project Designee
Requirements

Staff is proposing modifications to the listing requirements to specify that all projects
must list no later than one year after Offset Project Commencement. The Regulation
currently requires projects that commence after January 1, 2015 to list within one year.
The proposed amendment would take effect October 2017; by that time there would be
no need for the current limitation because projects commencing before January 1, 2015
will have had sufficient time to list.

Staff is proposing to modify the requirements allowing offset projects to transfer from
one Offset Project Registry to another. The proposed changes would also allow
transferring of offset projects to and from ARB. ARB is clearly identified in the
Regulation as being able to list offset projects, which ARB has chosen not to do at this
point in time. But, in the future, if ARB does allow listing projects directly with ARB,
projects should have a similar ability to transfer to and from ARB.

Staff is proposing a clarification to the listing requirements for forest offset projects to
prevent relisting projects on the same land as a previous project. This limitation
currently exists in the Compliance Offset Protocol U.S. Forest Projects (ARB 2015b),
and staff believes the prohibition should be included in the Regulation’s listing
requirements as well.

Staff is proposing modifications to the Authorized Project Designee section to define
which individuals from the Offset Project Operator may delegate responsibility to the
Authorized Project Designee. The proposed changes require that a Director or Officer
of the Offset Project Operator delegate the responsibility.

b. Modifications to Reporting Requirements
Staff is proposing clarifications to the offset project reporting requirements. The
Regulation currently requires continuous reporting and ARB has decided to more

expressly identify the consequences of not reporting. Proposed changes clarify that a
project would terminate if reporting is not continuous.
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Similarly, the Regulation requires reporting within 24 months of listing but does not
identify the consequence of not reporting. Proposed changes clarify that the offset
project must relist under the most recent version of the applicable offset protocol if the
reporting deadline is missed. Additional proposed modifications extend the initial
reporting deadline to 28 months to allow for a 24 month Reporting Period and an
additional four months to prepare the Offset Project Data Report.

Other changes clarify that the required attestations must be submitted with each and
every version of the Offset Project Data Report, and that each report must have a
version number and date so that ARB staff can easily understand the revision history.

Staff is also proposing modifications to the procedures for interim data collection. The
proposed changes would recognize that more than gas and fuel data are used in the
guantification of GHG emissions reduction and removal enhancements. The regulatory
language limiting interim data collection to gas and fuel has been removed.

c. Modifications to Regulatory Compliance and Additionality
Requirements

Staff is proposing modifications to the requirement that offset projects may not receive
ARB offset credits for the entire Reporting Period when they are out of regulatory
compliance with any local, regional, and national environmental health and safety laws
and regulation that apply to the offset project. The proposed amendments would limit
the period of time livestock and mine methane capture offset projects are ineligible to
receive ARB offset credits for not being in regulatory compliance to the time period the
project was actually out of regulatory compliance, to the extent that time period can be
substantiated by documentation. Therefore, documentation of the period the project
was out of regulatory compliance will be required. Project-related activities for which
regulatory compliance is evaluated are set forth in the proposed Appendix E of the
Regulation. Other project types cannot be included in this proposal because there is no
guantification mechanism within the applicable protocols to identify and remove
crediting of partial Reporting Periods.

Staff is proposing clarification that if a law, regulation, or legally binding mandate to limit
GHG emissions that directly applies to an offset project goes into effect during the
crediting period of a project, then the project may continue to receive ARB offset credits
for the remainder of their crediting period, but may not renew their crediting period. This
is necessary to ensure that ARB offset credits achieve GHG emissions reductions that
are additional to what is required by other laws, regulations, and mandates, while also
ensuring that offset project developers are able to realize expected returns on their
offset project investments.
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d. Modifications to Verification Requirements

Staff is proposing modifications to the verification requirement for sequestration offset
projects. The proposed changes recognize that, even after a crediting period ends for a
sequestration project, the project may continue to sequester carbon, thus, increasing
the assurance that at least the credited amount of carbon remains stored for the project
life. For projects that significantly increase their stored carbon, the proposed changes
would permit less-frequent verification.

Staff is proposing modifications to the verification requirements to clarify that, if a project
is deferring verification for a Reporting Period, the Offset Verification Statement does
not need to be submitted to ARB within eleven months of the end of the Reporting
Period.

Staff is proposing modifications to the verification services requirements to simplify
verifier and verification body rotation. The proposed modifications provide more
flexibility by allowing a verifier or verification body to verify any six of nine consecutive
Reporting Periods or, for ozone depleting substance projects, to verify any six of nine
consecutive offset projects. Proposed modifications also define how consecutive
projects are determined. Under the current Regulation, a verifier or verification body is
ineligible to perform verification for a project for at least three Reporting Periods (or
ODS Projects) if the verifier or verification body has verified a previous Reporting
Period(s) (or ODS project(s)) before not verifying a Reporting Period or ODS project.
This change simplifies the process of verifier rotation while still maintaining verifier
rotation to avoid conflict of interest and complacency.

Further proposed modifications clarify that the Offset Project Data Report must be
completed and submitted before verification of the Offset Project Data Report can
occur. The modifications would also allow verification bodies to start verification
services as soon as 10 days after submitting the Notice of Offset Verification Services
instead of 30, while still allowing ARB staff 30 days to coordinate travel to site visits for
verification body audits.

Additional proposed clarifications allow verifiers to conduct the required site visit at the
Offset Project Operator’s or Authorized Project Designee’s office in the event the offset
project is no longer active. Further modifications are proposed to provide verifiers
additional flexibility about where verification activities must occur. Verifiers may choose
which activities are necessary to conduct while on site and which activities may be
completed during the desk review.

The proposed modifications also clarify that offset verification services are not complete
until ARB offset credits have been issued for the Reporting Period, that the verification
body has 15 calendar days to revise the offset verification report and the Offset
Verification Statement in response to ARB request, and that the Offset Project Operator
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or Authorized Project Designee are the only entities that may change the Offset Project
Data Report.

Staff is proposing modifications to the verification body requirements to clarify that direct
supervision of a technical expert is only needed during the site visit.

Staff is proposing modifications to the conflict of interest requirements. The proposed
changes move the high conflict of interest for third party certification under the Montreal
Protocol’'s Technology & Economic Assessment Panel (TEAP) standards to its own
section in the Regulation because it is not a service the verifier is providing to the Offset
Project Operator or Authorized Project Designee, but rather a service being provided to
the destruction facility. The modification also adds evaluation of previous employment
as a trigger for a medium conflict of interest.

e. Modifications to Issuance Requirements

Staff is proposing modifications to the issuance procedures for both registry and ARB
offset credit to allow the Authorized Project Designee to request issuance of both
registry and ARB offset credits to any authorized party.

Staff is proposing modifications to the issuance of ARB offset credits to clarify that ARB
offset credits may only be issued for GHG emissions reductions or removal
enhancements that occur during a Reporting Period, to clarify that ARB offset credits
will not be issued if they would immediately be subject to invalidation, and to clarify that
the GHG emissions reductions and removal enhancements must meet the requirements
of the entire Regulation and the relevant Compliance Offset Protocol to be issued ARB
offset credits.

The proposed changes limit the issuance of ARB offset credits to projects located in the
United States or United States Territories. Offset projects in other countries, including
Canada and Mexico, would have to be issued by those jurisdictional programs
authorized via linkage. Practically, this change has no effect since all ARB protocols
are currently limited geographically to the United States for technical reasons.

Further modifications are proposed to change the order registry offset credits are
canceled during the ARB offset credit issuance process. Registry offset credits will be
canceled after ARB offset credits have been issued, but prior to the transfer of ARB
offset credits into holding accounts to assure no one has market-sensitive information
prior to the public announcement.

f. Modifications to Invalidation and Forest Reversal Requirements
Staff is proposing modifications to forestry offset reversal requirements to allow

additional time to provide a verified estimate of carbon stocks after an unintentional
reversal to allow for salvage harvesting, reinventory, and verification. Additional
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proposed modifications correct errors in the calculation of the number of ARB offset
credits to retire or replace after a reversal. Reversals are not tied to a specific reporting
period and all calculations should be done for all Reporting Periods in the project
including previous crediting periods.

Staff is proposing several modifications to the invalidation requirements. Proposed
changes clarify that correctable errors found during a second verification of an Offset
Project Data Report cannot be fixed and should be noted in the Offset Verification
Statement.

Further proposed modifications clarify that more than three early action reporting
periods may have their invalidation timeframes shorted by a subsequent full offset
verification. Proposed modifications also allow compliance offset projects to have the
invalidation timeframe of the last three Reporting Periods, instead of just the final
Reporting Period, in a non-renewed crediting period reduced by a reverification of the
final Offset Project Data Report.

Additional proposed modifications quantify the number of ARB offset credits that must
be removed from the ARB Forest Buffer Account after an invalidation and identify the
current Offset Project Operator as the party responsible for replacing a portion of the
invalidated ARB offset credits. Changes have also been proposed to the invalidation
requirements to account for the proposed changes in the regulatory compliance
requirements.

g. Modifications to Early Action Requirements

Staff is proposing modifications to the early action requirements. The proposed
changes remove the majority of the requirements for recognition of early action offset
credits because the last time early action offset credits may be issued is August 31,
2016. The only remaining section maintains the invalidation requirements for ARB
offset credits previously issued to early action offset projects.

h. Other Offset Modifications

Throughout Subarticle 13, references to “annual” and “year” are modified to “Reporting
Period,” which is the correct time period. Additionally, the references to section 95990
are removed or modified because this section has been substantially removed due to
the end of the early action offset program. Various spelling, capitalization, and grammar
errors are also fixed.
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10. Registration in CITSS
a. Account Application

The existing Regulation requires covered entities to register in CITSS based on their
physical location. Entities located in the United States register under the California
Regulation, while entities located in Canada register under the Québec Regulation.
Under the existing Regulation, an entity cannot have more than one entity account in
CITSS—i.e., an entity is limited to a single CITSS registration in either California or
Québec.

Staff is proposing an amendment to the Regulation that directs a covered entity to
register in the jurisdiction in which the entity incurs a compliance obligation. Fuel and
electricity importers that are subject to the California Regulation may be located in other
states or countries, notably Canada or Mexico. The proposed change requires that
such entities register in CITSS as California covered entities.

Moreover, it is possible that a fuel or electricity importer may have a compliance
obligation in more than one jurisdiction—e.g., a firm located in Québec could be subject
to the Québec regulation as a covered emitter and subject to the California Regulation
as a fuel or electricity importer. To accommodate this type of situation, staff is
proposing to amend the Regulation to allow an entity that incurs compliance obligations
in more than one jurisdiction to have a CITSS entity account in each jurisdiction in which
an obligation is incurred. The proposed amendment removes the restriction that a
covered entity may only register in a single jurisdiction in CITSS for those entities that
have obligations in more than one jurisdiction.

b. Change of Representatives

Each entity in CITSS must designate registered individuals to be representatives with
the authority to implement actions in CITSS on behalf of the entity. The Regulation
allows individuals to be designated as a Primary Account Representative (PAR) or as
an Alternate Account Representative (AAR). The entity account application process
requires that individuals designated as a PAR or AAR attest to the same stipulations,
and each role is granted the same authority in CITSS. When an entity wants to swap
individuals between the PAR and AAR roles, the current Regulation requires signed
attestations and accompanying forms to be re-submitted to supersede previous
designations.

Staff is proposing an amendment to the Regulation to allow designated account
representatives to be swapped at any time upon receipt of a designation of a PAR or
AAR, rather than receipt of a superseding complete application for an account, by the
accounts administrator. Requiring submittal of a superseding complete application for
the change of an account representative is unnecessary, since the resubmittal of a
complete application includes information that is not related to the account
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representative status change. ARB staff is proposing this amendment to streamline the
registration and re-designation process.

c. Ineligibility Due to a Felony Conviction

The existing Regulation stipulates that individuals with a felony conviction in the last five
years in the United States are ineligible for registration. The registrar receives user
applications from individuals that reside outside of the United States, but the current
Regulation does not identify any ineligibility criteria for convictions outside of the United
States. Staff is proposing an amendment to the Regulation that would make an
individual who has been convicted of a felony offense in the United States or outside of
the United States ineligible for user registration.

d. Non- U.S. Bank Account

Banks in the United States are required to verify the identity of their clients by
conducting a “know-your-customer” (KYC) review of individual account holders. The
existing Regulation requires that individuals submitting user registrations provide
evidence of a U.S. bank account in the individual’'s name as evidence of completion of
that KYC process. Although banks outside the United States may not have the exact
same level of review, various covered entities registered in the Cap-and-Trade Program
are located outside of California and do not have employees that reside in the United
States. For instance, some electricity importers and fuel suppliers can be located
outside of the United States. To ensure that these entities are able to register and
comply with the Regulation, staff is proposing to amend the Regulation to allow an
individual who will be a representative of a covered entity located outside of the United
States to submit evidence of an account at a bank outside of the United States. The
user registration must be accompanied by an attestation from the covered entity that the
individual will be a designated representative and that the covered entity does not have
personnel located in the United States that could be designated as the
representative(s).

e. Reorganization of Registration Requirements

Staff is proposing to reorganize registration requirements. These requirements are
currently contained in a number of sections. Staff is proposing to move the
requirements for initial registration, account assignment, assignment of account
representatives, corporate association disclosures, and know-your-customer
requirements to sections 95830 through 95834, respectively. Provisions relating to
changes in facility assignment to accounts, new facilities, changes in entity registration
type, and requirements for leaving the Program are all consolidated in new section
95835.
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f. Disclosure of Corporate Associations

Staff incorporated, and then modified, several corporate association disclosure
requirements during rulemaking proceedings in 2013 and 2014. At that time staff made
a commitment to continue to work with stakeholders to improve and streamline the
requirements. Staff is proposing to make three major changes to the requirements in
order to clarify and streamline these disclosure requirements.

In the first major change, the existing requirements related to disclosures involving
corporate associations with registered entities, either directly or through a chain of
associations with unregistered entities, have been grouped together and simplified.
This includes the existing requirement to disclose the ultimate parent of a registered
entity, even if that parent is not registered.

The second major change relates to the existing required disclosure of direct corporate
associates outside of California and any jurisdiction to which California has linked Cap-
and-Trade Programs pursuant to subarticle 12. The requirements allow entities to limit
these disclosures to corporate associates participating in markets considered related to
the California carbon market. These markets include those trading natural gas, oil,
electricity, greenhouse gas emissions instruments; or any natural gas, oil, electricity, or
greenhouse gas instrument derivatives or swap traded on an exchange.

ARB had required the disclosure of direct corporate associates outside of California or
any linked jurisdiction to allow it to identify and address market disruptions that can
cross over related markets. Stakeholders and staff have long voiced concern about the
potential for “seams issues” in enforcement. These concerns originate from the fact that
no one agency has enforcement authority over the market for California compliance
instruments and the related markets. Consequently, in many cases, no one agency has
the information to link events in one market with participants in another. The Federal
Energy Regulatory Commission and Commodity Futures Trading Commission have
responsibilities for these markets at the Federal level, and ARB has sole responsibility
for the California carbon market, exclusive of derivatives on California compliance
instruments. As described in previous rulemakings, ARB has held extensive
consultations with these federal agencies which have focused on the ability to gather
and share information should disruptions affect markets overseen by different oversight
agencies. ARB is best positioned to identify the links between participants in the related
markets and those transacting in California compliance instruments.

With experience implementing these disclosure requirements over recent years, staff
has determined that, while the disclosure of direct corporate associates in related
markets is are needed to ensure effective market monitoring and oversight, some
provisions could be streamlined. As such, staff proposes a modification to the
disclosure requirements for direct corporate associates in related markets that balances
the need to have the information on-hand when related markets are disrupted with the
effort needed to acquire and process the information. Staff is proposing to retain the
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content of the required disclosures. However, instead of requiring that entities submit
information about unregistered direct corporate associates when they register and then
update it as needed, staff is proposing that entities only be required to complete these
specific disclosures within 30 days of a request by the Executive Officer.

Staff expects that this proposal will greatly reduce registered entities’ initial and ongoing
workload related to corporate association disclosure. In addition, any request by the
Executive Officer for the information would focus on the related markets that experience
a disruption. Not every entity that participates in a related, disrupted market would
necessarily be involved. Entities will likely need to conduct some preparations to be
able to submit the information within the 30-day deadline. Staff believes that the as-
needed disclosures will be timely enough to enable ARB to work with other agencies to
conduct investigations into disruptions across related markets.

The third major change is to provide an exemption from the corporate association
disclosures to entities registering as offset project operators if they intend to only hold
offsets. This proposed amendment would require these entities to disclose their
corporate associations before they could hold allowances.

To summarize the proposed changes, a registered entity would continue to always have
to disclose (a) all direct and indirect corporate associations with other registered
entities; (b) all parent entities up through the ultimate parent (even if those entities are
not registered); and (c) all direct and indirect corporate associations between chains of
registered entities that have a direct or indirect association. A registered entity would
also have to disclose direct corporate associations with another registered entity if the
two entities employ the same account representative or consultant, unless the entities
have documented procedures to prevent the sharing of information. Outside of the
above disclosures, a registered entity would only have to disclose direct corporate
associations with unregistered entities (a) that operate in related markets and (b) within
30 calendar days upon request of the Executive Officer. Finally, a registered entity that
intends to only hold offset credits would not have to disclose any corporate
associations.

Table II-4 summarizes the triggers for disclosing corporate associations, the timing for
the disclosures, and the disclosure requirements under the proposed amendments.
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Table 1I-4. Proposed Disclosure Triggers and Disclosure Requirements for

Registered Entities.”

Disclosure Trigger & Timing

Requirements for Disclosure

Section 95833(a)(6)

Within 10 days of employing or
contracting with an individual who
has a shared role

Individuals with Shared Roles
Individuals with access to market positions of two or more
registered entities are considered to have shared roles.

Requirement: The registered entity that hired or contracted

an individual with a shared role must either:

e Document that procedures and restrictions are in place to
prevent transmitting respective market positions between
entities and information on the development, transfer, and
surrender of compliance instruments; or

¢ Declare a direct corporation association and complete the
corporate association disclosure requirement (unless the
registered entity is in the Program solely to hold offsets).

Section 95830(e)
Within 30 days of a change to
previously submitted information

Changes to Corporate Structure Information
An Entity’s Director and Officers and Cap-and-Trade
Consultants or Advisors must be disclosed.

Requirement: Entities registered in CITSS must disclose the
information pursuant to section 95830(e).

New and Amended Corporate Associations
Creation or changes to the type of corporate relationship
requires disclosure of the following:

Registered Entities:
¢ All registered entities in CITSS that are direct and/or indirect
corporate associates must be disclosed.

Unregistered Entities:

e Any unregistered parents with direct associations to the
registered entity must be disclosed, and

¢ Any unregistered entities involved in the line of direct or
indirect corporate associations of two registered entities
must be disclosed.

Requirement: Provide the disclosure of corporate associations
pursuant to section 95833(d).
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Disclosure Trigger & Timing

Requirements for Disclosure

Section 95833(b) and (d)
Within 30 calendar days of a
request by the Executive Officer

Changes to Unregistered Direct Corporate Associations
within the U.S. or Canada and outside the U.S. or Canada
Unless otherwise required to be disclosed under the sections
referenced in this table above, registered entities must only
disclose direct corporate associations with unregistered
entities in related markets (or changes to such information) if
they receive a request for disclosure from the Executive
Officer.

Requirement: Provide the disclosure of corporate associations
pursuant to section 95833(d) or submit forms already filed with
the U.S. Federal Government.

Section 95833(e)
Within one year of a change to
previously submitted information

Changes to Corporate Structure Information

Any changes to names of participants with voting rights and
employees with knowledge of market position must be
disclosed.

Requirement: Provide the disclosure of information pursuant
to section 95830(e).

Section 95833(e)
No later than 10 calendar days prior
to the auction application deadline

Entities Applying for Auction

Changes related to another registered entity in the Cap-and-
Trade Program which includes all registered direct and indirect
corporate associates.

Requirement: Provide the disclosure of corporate associations
pursuant to section 95833(d).

Note: Pursuant to section 95803(a), entities may submit corporate association disclosures through
electronic forms, hardcopy forms, or other methods approved by the Executive Officer.

Registered entities refers to those entities that are registering or have registered in CITSS.
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11. Auction and Reserve Sale Administration

Staff is proposing modifications to Regulation provisions that describe the administration
and format of auctions and sales of allowances from the Allowance Price Containment
Reserve (Reserve sales). The proposed modifications are largely to provide clarity,
internal consistency, and improvements for implementation efficiency. All proposed
changes are informed by staff experience gained through conducting jurisdiction-
specific auctions, conducting joint auctions with Québec, and offering Reserve sales to
date.

The proposed amendments would clarify general auction criteria to further describe the
management of allowances and offsets withdrawn by the Executive Officer from
accounts and allowances and offsets submitted to fulfill an untimely surrender
obligation. The modifications address the full range of allowance types and offsets that
can potentially be held by a California entity due to linkage with other jurisdictions.

Staff also proposes amendments to clarify the Executive Officer's authorization to delay,
reschedule, or cancel a scheduled auction bidding window. In addition, the proposed
amendments clarify and amend the actions taken by the auction administrator and the
actions taken by the financial services administrator following an auction or Reserve
sale.

Staff further proposes amendments to the auction format to identify a new source for the
exchange rate established prior to a joint auction, since the noon daily buying rate that
is currently used will no longer be published. Proposed changes to the Reserve sale
will provide criteria under which the Executive Officer may determine in advance that
certain Reserve sales each year will not be offered. The methodology for determining
distribution of allowances in a Reserve sale is also clarified under the proposed
amendments.

C. Summary and Rationale for Each Regulatory Provision
Subarticle 2: Purpose and Definitions
Section 95802. Definitions.

Summary of Section 95802(a).
Paragraph numbers are eliminated for all definitions.

Rationale for Section 95802(a).

These changes simplify the process of modifying, deleting, and adding
definitions in this section during the current amendment process and during
future amendment processes. These changes do not affect the meaning of any
definition in this section.
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Summary of Section 95802(a) definition of “Almond.”
The definition of “Almond” is deleted.

Rationale for Section 95802(a) definition of “Almond.”
The definition of “Almond” is deleted to because the benchmark for this product
is deleted from Table 9-1 and the term is no longer used in the Regulation.

Summary of Section 95802(a) definition of “Anhydrous Milkfat.”
A new definition of “Anhydrous Milkfat” is added.

Rationale for Section 95802(a) definition of “Anhydrous Milkfat.”

The definition of “Anhydrous Milkfat” is added because this product is being
newly produced at some California facilities, and staff is considering a new
product-based benchmark for this product.

Summary of Section 95802(a) definition of “ARB Offset Credit.”

The definition for “ARB Offset Credit” is amended to state that ARB offset
credits will only be issued for GHG emission reductions and removal
enhancements that occur during a Reporting Period.

Rationale for Section 95802(a) definition of “ARB Offset Credit.”

This change is necessary to clarify that only GHG emission reductions and
removal enhancements that occur during a Reporting Period are eligible for
crediting and to make the definition consistent with the existing definition of
Reporting Period.

Summary of Section 95802(a) definition of “Aseptic tomato paste.”
The definition for “Aseptic Tomato Paste” is modified to correct the spelling of
the word “aseptic.”

Rationale for Section 95802(a) definition of “Aseptic tomato paste.”
This change corrects a typographical error without changing any meaning.

Summary of Section 95802(a) definition of “Aseptic whole and diced tomatoes.
The definition for “Aseptic whole and diced tomatoes” is modified to correct the
spelling of the word “whole.”

Rationale for Section 95802(a) definition of “Aseptic whole and diced
tomatoes.”
This change corrects a typographical error without changing any meaning.

Summary of Section 95802(a) definition of “Authorized Project Designee.”
The definition for “Authorized Project Designee” is amended to state that the
Authorized Project Designee must be the Primary Account Representative or
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an Alternate Account Representative on the Offset Project Operator’s Holding
Account.

Rationale for Section 95802(a) definition of “Authorized Project Designee.”
This change is necessary to clarify that the Authorized Project Designee must
be an authorized account representative on the Offset Project Operator’s
Holding Account and make the definition consistent with existing requirements
in 95974(a)(2)(B).

Summary of Section 95802(a) definition of “Bathroom tissue.”
The definition of “Bathroom tissue” is deleted.

Rationale for Section 95802(a) definition of “Bathroom tissue.”

The definition of “Bathroom tissue” is deleted to because the benchmark for this
product is deleted from Table 9-1 and the term is no longer used in the
Regulation.

Summary of Section 95802(a) definition of “Biodiesel.”
Sub-numbering of the paragraph and capitalization are eliminated so that the
definition is a single uninterrupted sentence.

Rationale for Section 95802(a) definition of “Biodiesel.”

These changes maintain consistency with the rest of section 95802(a), where
paragraph numbering is eliminated to simplify the process of modifying,
deleting, and adding definitions to the Regulation during amendment
processes.

Summary of Section 95802(a) definition of “Blendstocks.”
The definition of “Blendstocks” is deleted.

Rationale for Section 95802(a) definition of “Blendstocks.”
This change is made because the term “Blendstocks” no longer appears in the
Regulation.

Summary of Section 95802(a) definition of “Butter.”

This change provides a notice that the definition of “Butter” may be modified
during upcoming 15-day changes to the Regulation, which will occur during this
rulemaking and prior to final consideration of the amendments by the Board.

Rationale for Section 95802(a) definition of “Butter.”

This change provides a notice that the definition of “Butter” may be modified
during the upcoming 15-day changes to the Regulation is provided because
staff is considering changes to product-based benchmarks in Table 9-1 of the
Regulation for the dairy product manufacturing sector, and changes to the
benchmarks may require changes to product definitions. Staff does not yet
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have complete data to re-calculate benchmarks in this sector. No changes to
the definition of “Butter” are currently proposed, but this notice permits future
modifications to this definition during the 15-day changes if needed.

Summary of Section 95802(a) definition of “Buttermilk powder.”

This change provides a notice that the definition of “Buttermilk powder” may be
modified during upcoming 15-day changes to the Regulation, which will occur
during this rulemaking and prior to final consideration of the amendments by
the Board.

Rationale for Section 95802(a) definition of “Buttermilk powder.”

This change provides a notice that the definition of “Buttermilk powder” may be
modified during the upcoming 15-day changes to the Regulation is provided
because staff is considering changes to product-based benchmarks in Table 9-
1 of the Regulation for the dairy product manufacturing sector, and changes to
the benchmarks may require changes to product definitions. Staff does not yet
have complete data to re-calculate benchmarks in this sector. No changes to
the definition of “Buttermilk powder” are currently proposed, but this notice
permits future modifications to this definition during the 15-day changes if
needed.

Summary of Section 95802(a) definition of “Calcium Ammonium Nitrate
Solution.”

This change provides a notice that the definition of “Calcium Ammonium
Nitrate” may be modified during upcoming 15-day changes to the Regulation,
which will occur during this rulemaking and prior to final consideration of the
amendments by the Board.

Rationale for Section 95802(a) definition of “Calcium Ammonium Nitrate
Solution.”

This change provides a notice that the definition of “Calcium Ammonium Nitrate
Solution” may be modified during the upcoming 15-day changes to the
Regulation is provided because staff is considering changes to product-based
benchmarks in Table 9-1 of the Regulation for the nitrogenous fertilizer
manufacturing sector, and changes to the benchmarks may require changes to
product definitions. Staff does not yet have complete data to re-calculate
benchmarks in this sector. No changes to the definition of “Calcium Ammonium
Nitrate Solution” are currently proposed, but this notice permits future
modifications to this definition during the 15-day changes if needed.

Summary of Section 95802(a) definition of “Calyx.”
This new section is added to provide a definition for “Calyx.”

Rationale for Section 95802(a) definition of “Calyx.”
This new definition is necessary to assist in defining “diced tomatoes.”
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Summary of Section 95802(a) definition of “Carbon Dioxide Supplier” or “CO,
Supplier.”

The definition is changed from including entities that supply carbon dioxide for
commercial applications to including entities that supply carbon dioxide to any
other entity.

Rationale for Section 95802(a) definition of “Carbon Dioxide Supplier” or “CO»,
Supplier.”

This change broadens the definition of “Carbon Dioxide Supplier” or “CO»
Supplier” to include entities that supply any carbon dioxide, regardless of the
application of the supplied carbon dioxide.

Summary of Section 95802(a) definition of “Complexity weighted barrel” or
“‘CWB.”

The definition of “Complexity weighted barrel” or “CWB?” is changed to eliminate
the equation and data sources used to calculate the CWB value.

Rationale for Section 95802(a) definition of “Complexity weighted barrel” or
“CWB.”

These changes make the definition of “Complexity weighted barrel” or “CWB”
identical to the definition in MRR.

Summary of Section 95802(a) definition of “Compliance Account.”
The definition of “Compliance Account” is modified by changing the word
“triennial” to “full compliance period.”

Rationale for Section 95802(a) definition of “Compliance Account.”

This change is needed because some future compliance periods may have
durations different than three years in order to align compliance period start and
end dates in the Cap-and-Trade Program with those established in the federal
Clean Power Plan.

Summary of Section 95802(a) definition of “Concentrated milk.”
The definition of “Concentrated milk” is deleted.

Rationale for Section 95802(a) definition of “Concentrated milk.”
This change is made because the term “Concentrated milk” does not appear in
the Regulation.

Summary of Section 95802(a) definition of “Condensed milk.”
The definition of “Condensed milk” is modified to broaden the fat content of
condensed milk.

Rationale for Section 95802(a) definition of “Condensed milk.”
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The definition of “Condensed milk” is modified to include the types of
condensed milk produced in California.

Summary of Section 95802(a) definition of “Dairy product solids for animal
feed.”
The definition of “Dairy product solids for animal feed” is deleted.

Rationale for Section 95802(a) definition of “Dairy product solids for animal
feed.”

The definition of “Dairy product solids for animal feed” is deleted to because the
benchmark for this product is deleted from Table 9-1 and the term is no longer
used in the Regulation.

Summary of Section 95802(a) definition of “Dehydrated garlic.”
The definition of “Dehydrated garlic” is changed to remove the historical
location of cultivation.

Rationale for Section 95802(a) definition of “Dehydrated garlic.”
This change removed an unnecessary section of the definition.

Summary of Section 95802(a) definition of “Delicate task wiper.”
The definition of “Delicate task wiper” is deleted.

Rationale for Section 95802(a) definition of “Delicate task wiper.”

The definition of “Delicate task wiper” is deleted to because the benchmark for
this product is deleted from Table 9-1 and the term is no longer used in the
Regulation.

Summary of Section 95802(a) definition of “Diced Tomatoes.”

The definition of “Diced Tomatoes” is changed to remove the specification that
the product must be peeled and cored, and expands the definition such that
crushed tomatoes are included.

Rationale for Section 95802(a) definition of “Diced Tomatoes.”

This change is made to ensure certain types of diced tomatoes that were
neither cored nor peeled, but could be crushed, could be reported as diced
tomatoes.

Summary of Section 95802(a) definition of “Distillate Fuel No. 4.”
The dependent clause “with a minimum flashpoint of 131 °F” is moved from the
end of the definition to the middle.

Rationale for Section 95802(a) definition of “Distillate Fuel No. 4.”
This change clarifies that it is Distillate Fuel Oil No. 4 that has a minimum
flashpoint of 131 °F, not residual fuel oil.
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Summary of Section 95802(a) definition of “Ductile Iron Pipe.”
This definition is moved to be after the definition of “Dry Color Concentrate” and
a spelling error is corrected.

Rationale for Section 95802(a) definition of “Ductile Iron Pipe.”
This change places this definition in correct alphabetical order and corrects the
spelling of the word “spheroidal.”

Summary of Section 95802(a) definition of “Early Action Offset Credit.”

The definition of “Early Action Offset Credit” is modified to replace the reference
to section 95990(c) with the “Program for Recognition of Early Action Offset
Credits”.

Rationale for Section 95802(a) definition of “Early Action Offset Credit.”

This definition is modified to account for the deletion of section 95990(c). The
definition of “Program for Recognition of Early Action Offset Credits” replaces
pervious sections 95990(a)-(k).

Summary of Section 95802(a) definition of “Early Action Offset Program.”

The definition of “Early Action Offset Program” is modified to replace the
reference to section 95990(c) with the “Program for Recognition of Early Action
Offset Credits”.

Rationale for Section 95802(a) definition of “Early Action Offset Program.”
This definition is modified to account for the deletion of section 95990(c). The
definition of “Program for Recognition of Early Action Offset Credits” replaces
pervious sections 95990(a)-(k).

Summary of Section 95802(a) definition of “Early Action Verification Report.”
The definition of “Early Action Verification Report” is deleted.

Rationale for Section 95802(a) definition of “Early Action Verification Report.”
This definition is deleted because this term no longer appears in the proposed
amended Regulation.

Summary of Section 95802(a) definition of “Electrical Distribution Utility(ies).”
The acronym “EDU” is added for electrical distribution utilities.

Rationale for Section 95802(a) definition of “Electrical Distribution Utility(ies).”
This acronym is defined to assist with brevity in the Regulation. No changes are
made to the meaning of this definition.

Summary of Section 95802(a) definition of “Electricity Importers.”
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An additional electricity importer is included for purchasers of electricity from
CAISO'’s Electricity Imbalance Market (EIM).

Rationale for Section 95802(a) definition of “Electricity Importers.”

The EIM Purchaser (a newly defined term) is included as an electricity importer
to address changes to 95852 (b)(1)(B) that account for emissions not fully
accounted for by CAISO’s EIM cost optimization model.

Summary of Section 95802(a) definition of “Energy Imbalance Market
Purchaser.”

A definition for “Energy Imbalance Market Purchaser” or “EIM Purchaser” is
added.

Rationale for Section 95802(a) definition of “Energy Imbalance Market
Purchaser.”

The “EIM Purchaser” definition is included to clarify who holds the compliance
obligation, pursuant to section 95852(b)(1)(b), for emissions not fully accounted
for by CAISO’s EIM cost optimization model.

Summary of Section 95802(a) definition of “Enterer.”
A hyphen is added between the words “non exempt.”

Rationale for Section 95802(a) definition of “Enterer.”
This change corrects the spelling of the word “non-exempt” to make it
consistent with the rest of the Regulation.

Summary of Section 95802(a) definition of “Evaporated milk.”
The definition of “Evaporated milk” is deleted.

Rationale for Section 95802(a) definition of “Evaporated milk.”
The definition of “Evaporated milk” is deleted to because the term is not used in
the Regulation.

Summary of Section 95802(a) definition of “Facial Tissue.”
The definition of “Facial Tissue” is deleted.

Rationale for Section 95802(a) definition of “Facial Tissue.”

The definition of “Facial Tissue” is deleted to because the benchmark for this
product is deleted from Table 9-1 and the term is no longer used in the
Regulation.

Summary of Section 95802(a) definition of “Facility.”

The modifications maintain the specific definitions of “Facility.” With respect to
onshore petroleum and natural gas production, the definition of “Facility” is
modified to specify that onshore natural gas processing equipment that is
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owned and/or operated by the facility owner/operator and located in the same
basin, but not included as part of a separate gas processing facility, is
considered “associated with a well pad.” A new definition of “Facility” with
respect to onshore natural gas processing, is also added.

Rationale for Section 95802(a) definition of “Facility.”

This definition change with respect to onshore petroleum and natural gas
production is needed to ensure that emissions from natural gas processing
equipment within a basin are included with the emissions reported from an
owner/operator’s petroleum and natural gas production facility, when the
owner/operator of such equipment does not report the emissions from the
processing equipment under a separate facility identification number to ensure
completeness of emissions accounting. This definition is needed to align with a
proposed definition change in MRR.

The new definition with respect to onshore natural gas processing is needed to
clarify that each natural gas processing plant, including natural gas fractionating
facilities, that processes an annual average of 25 MMscf of natural gas per day
is a separate facility, and should not be included as part of an onshore
production facility. This definition is added to align with a proposed new
definition in MRR.

Summary of Section 95802(a) new definition of “Fluid Milk Product.”
A definition of “Fluid Milk Product” is added.

Rationale for Section 95802(a) new definition of “Fluid Milk Product.”

The definition of “Fluid Milk Product” is added because a new benchmark for
“Fluid Milk Product” is added to Table 9-1. The new “Fluid Milk Benchmark”
combines the previous benchmarks for “Milk, Buttermilk, Skim Milk, and
Ultrafiltered Milk Processing” and “Cream Processing” into a single benchmark.
The new definition for “Fluid Milk Product Processing” reflects the products that
are now included in the benchmark for “Fluid Milk Product Processing.”

Summary of Section 95802(a) new definition of “Forest Offset Project”
A definition of “Forest Offset Project” is added.

Rationale for Section 95802(a) new definition of “Forest Offset Project”

The definition of “Forest Offset Project” is added because the term is used in
the Regulation and the addition of the definition will help further clarify the
meaning.

Summary of Section 95802(a) definition of “Freshwater diatomite filter aids.”
This change provides a notice that the definition of “Freshwater diatomite filter
aids” may be modified during upcoming 15-day changes to the Regulation,
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which will occur during this rulemaking and prior to final consideration of the
amendments by the Board.

Rationale for Section 95802(a) definition of “Freshwater diatomite filter aids.”
This change provides a notice that the definition of “Freshwater diatomite filter
aids” may be modified during the upcoming 15-day changes to the Regulation
is provided because staff is considering changes to the product-based
benchmark in Table 9-1 of the Regulation for this activity, and changes to the
benchmark may require changes to the product definition. Staff does not yet
have complete data to re-calculate benchmarks in this sector. No changes to
the definition of “Freshwater diatomite filter aids” are currently proposed, but
this notice permits future modifications to this definition during the 15-day
changes if needed.

Summary of Section 95802(a) definition of “Full Offset Verification.”
The term “Full Offset Verification” is added to the list of definitions and defined.

Rationale for Section 95802(a) definition of “Full Offset Verification.”
This new definition is needed to clearly define the term, which appears in the
proposed amended Regulation.

Summary of Section 95802(a) definition of “Geologic Sequestration.”
The term “long-term” is changed to “permanent.”

Rationale for Section 95802(a) definition of “Geologic Sequestration.”

This change is made to conform to the language and requirements used in the
rest of the Program and Regulation to describe the period over which
sequestered emissions remain removed from the atmosphere—i.e.,
permanently.

Summary of Section 95802(a) definition of “Hydrogen.”
The definition of “Hydrogen” is changed to focus the definition on defining
diatomic molecular hydrogen gas.

Rationale for Section 95802(a) definition of “Hydrogen.”

This modification is needed because to clarify that “Hydrogen” means diatomic
molecular hydrogen, and not atomic hydrogen. These changes also make this
definition identical to the definition in MRR.

Summary of Section 95802(a) definition of “Imported Electricity.”

The definition of “Imported Electricity” is amended to clarify that electricity
imported through CAISO’s EIM will incur a compliance obligation for electricity
emissions not otherwise covered by those data reported by EIM Participating
Resource Scheduling Coordinators. It is also amended to clarify that imported
electricity includes electricity delivered across balancing authority areas.
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Rationale for Section 95802(a) definition of “Imported Electricity.”

The first change is proposed to align with the changes to 95852 (b)(1)(b) that
account for emissions not fully accounted for by CAISO’s EIM cost optimization
model. The second change is proposed to align with MRR amendments that
refine the imported electricity reporting requirements.

Summary of Section 95802(a) definition of “Importer of fuel.”
The new term “Importer of fuel” is defined.

Rationale for Section 95802(a) definition of “Importer of fuel.”
This term is added to align with a new definition in MRR.

Summary of Section 95802(a) definition of “Intentional Reversal.”

The definition for “Intentional Reversal” is amended to add reversals caused by
errors as a result of model inaccuracies to the definition and identify the
consequence of an adverse opinion.

Rationale for Section 95802(a) definition of “Intentional Reversal.”

This amendment is necessary to clarify that modeling errors that result in over
issuance of ARB offset credits are classified as an intentional reversal and must
be compensated for by the forest owner. Modeling errors should not be
compensated for through the ARB Forest Buffer Account for unintentional
reversals. Also, to ensure the permanence of GHG emission reductions or
removal enhancements after the end of the final crediting period for the
duration of the project life, two sequential adverse verification statements will
trigger an intentional reversal necessitating a verified estimate of carbon stocks.
If the verified estimate of carbon stocks indicates carbons stocks are higher
than credited carbon stocks, it will not be necessary for the forest owner to
submit compliance instruments. ARB still has the option to take enforcement
action due to the adverse verification statements even if a reversal has not
occurred.

Summary of Section 95802(a) definition of “Intermediate dairy ingredients.”
This change provides a notice that the definition of “Intermediate dairy
ingredients” may be modified during upcoming 15-day changes to the
Regulation, which will occur during this rulemaking and prior to final
consideration of the amendments by the Board.

Rationale for Section 95802(a) definition of “Intermediate dairy ingredients.”
This change provides a notice that the definition of “Intermediate dairy
ingredients” may be modified during the upcoming 15-day changes to the
Regulation is provided because staff is considering changes to product-based
benchmarks in Table 9-1 of the Regulation for the dairy product manufacturing
sector, and changes to the benchmarks may require changes to product
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definitions. Staff does not yet have complete data to re-calculate benchmarks
in this sector. No changes to the definition of “Intermediate dairy ingredients”
are currently proposed, but this notice permits future modifications to this
definition during the 15-day changes if needed.

Summary of Section 95802(a) definition of “Intermittent-bleed pneumatic
devices.”

The definition “Intermittent-bleed pneumatic devices” was added to the
Regulation.

Rationale for Section 95802(a) definition of “Intermittent-bleed pneumatic
devices.”

This definition was added because the term is added to the amended
Regulation as a future covered source of emissions. This change incorporates
the same definition that is included in MRR.

Summary of Section 95802(a) definition of “Joint Powers Agency(ies).”
The word “Agency(ies)” is changed to “Authority,” and the word “an” is changed
to “a.”

Rationale for Section 95802(a) definition of “Joint Powers Agency(ies).”
This modification ensures that the definition matches the generally-accepted
terminology of “Joint Power Agency” and corrects grammar.

Summary of Section 95802(a) definition of “Lead and lead alloys.”

This change provides a notice that the definition of “Lead and lead alloys” may
be modified during upcoming 15-day changes to the Regulation, which will
occur during this rulemaking and prior to final consideration of the amendments
by the Board.

Rationale for Section 95802(a) definition of “Lead and lead alloys.”

This change provides a notice that the definition of “Lead and lead alloys” may
be modified during the upcoming 15-day changes to the Regulation is provided
because staff is considering changes to the product-based benchmark in Table
9-1 of the Regulation for the activity lead acid battery recycling, and changes to
the benchmark may require changes to this definition. Staff does not yet have
complete data to re-calculate this benchmark. No changes to the definition of
“Lead and lead alloys” are currently proposed, but this notice permits future
modifications to this definition during the 15-day changes if needed.

Summary of Section 95802(a) definition of “Legacy Contract Counterparty.”
In two instances, the word “section” is added when making reference to section
95894.

Rationale for Section 95802(a) definition of “Legacy Contract Counterparty.”

77



This change is needed to make the format of these references consistent with
other references in the Regulation.

Summary of Section 95802(a) definition of “Legacy Contract Emissions.”
The phrase mentioning a “legacy contract generator without an industrial
counterparty” is removed from the Regulation.

Rationale for Section 95802(a) definition of “Legacy Contract Emissions.”

This change is made to remove a type of allocation that ends with the allocation
of vintage 2017 allowances, after which time these proposed regulatory
changes will be in effect.

Summary of Section 95802(a) definition of “Legacy Contract Generator without
an Industrial Counterparty.”
This definition is removed from the Regulation.

Rationale for Section 95802(a) definition of “Legacy Contract Generator without
an Industrial Counterparty.”

This change is made to remove a type of allocation that ends with the allocation
of vintage 2017 allowances, after which time these proposed regulatory
changes will be in effect.

Summary of Section 95802(a) definition of “Less Intensive Verification.”
The definition of “Less Intensive Verification” is amended to insert the word
“offset” between “full” and “verifications.”

Rationale for Section 95802(a) definition of “Less Intensive Verification.”
This change is needed to clarify that the term “full verifications” is intended to
mean “full offset verifications” as currently defined in Section 95802.

Summary of Section 95802(a) definition of “Limited Use Holding Account.”
This definition is amended to add natural gas suppliers, which receive
allocation under section 95890(f).

Rationale for Section 95802(a) definition of “Limited Use Holding Account.”
This change will align this definition with the existing requirements in section
95893.

Summary of Section 95802(a) definition of “Liquid Color Concentrate.”

The definition of “Liquid Color Concentrate” is moved into proper alphabetical
order. The text is also modified to correct typographical errors and clarify the
definition of “Liquid Color Concentrate.”

Rationale for Section 95802(a) definition of “Liquid Color Concentrate.”
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These changes place the definition of “Liquid Color Concentrate” in proper
alphabetical order. Changes to the text are needed to correct spelling errors
and to include fluid extracts from either fruits or vegetables in the definition.

Summary of Section 95802(a) definition of “Liquid Hydrogen.”
The definition of “Liquid Hydrogen” is moved into proper alphabetical order.

Rationale for Section 95802(a) definition of “Liquid Hydrogen.”
This change places the definition of “Liquid Hydrogen” in proper alphabetical
order.

Summary of Section 95802(a) definition of “Listed Industrial Sector.”
The definition of “Listed Industrial Sector” is deleted.

Rationale for Section 95802(a) definition of “Listed Industrial Sector.”
This change is made because the term “Listed Industrial Sector” does not
appear in the Regulation.

Summary of Section 95802(a) definition of “Low-bleed pneumatic devices.”
The definition “Low-bleed pneumatic devices” was added to the Regulation.

Rationale for Section 95802(a) definition of "“Low-bleed pneumatic devices.”
This definition was added because the term is in the existing Regulation but not
defined. This change incorporates the same definition that is included in MRR.

Summary of Section 95802(a) definition of “Milk Powder (high heat).”
The new term “Milk powder (high heat)” is defined.

Rationale for Section 95802(a) definition of “Milk Powder (high heat).”

The definition of “Milk Powder (high heat)” replaces the definition of “Nonfat dry
milk and skimmed milk powder (high heat).” The new definition of “Milk Powder
(high heat)” is broader than the previous definition of “Nonfat dry milk and
skimmed milk powder (high heat)” because, under the new definition, the
requirements to contain no more than 1.5 percent milkfat (by weight) and to be
derived from cumulative heat treatment of skim milk at 88 °C for 30 minutes are
removed.

Summary of Section 95802(a) definition of “Milk Powder (low heat).”
The new term “Milk Powder (low heat)” is defined.

Rationale for Section 95802(a) definition of “Milk Powder (low heat).”

The definition of “Milk Powder (low heat)” replaces the definition of “Nonfat dry
milk and skimmed milk powder (low heat).” The new definition of “Milk Powder
(low heat)” is broader than the previous definition of “Nonfat dry milk and
skimmed milk powder (low heat)” because, under the new definition, the
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requirements to contain no more than 1.5 percent milkfat (by weight) and to be
derived from cumulative heat treatment of milk at 70 °C for 2 minutes are
removed.

Summary of Section 95802(a) definition of “Milk Powder (medium heat).”
The new term “Milk Powder (medium heat)” is defined.

Rationale for Section 95802(a) definition of “Milk Powder (medium heat).”

The definition of “Milk Powder (medium heat)” replaces the definition of “Nonfat
dry milk and skimmed milk powder (medium heat).” The new definition of “Milk
Powder (medium heat)” is broader than the previous definition of “Nonfat dry
milk and skimmed milk powder (medium heat)” because, under the new
definition, the requirements to contain no more than 1.5 percent milkfat (by
weight) and to be derived from cumulative heat treatment of skim milk at 78 °C
for 20 minutes are removed.

Summary of Section 95802(a) definition of “Motor Gasoline (finished).”
The definition of “Motor Gasoline (finished)” is deleted.

Rationale for Section 95802(a) definition of “Motor Gasoline (finished).”
This change is made because the term “Motor Gasoline (finished)” does not
appear in the amended Regulation.

Summary of Section 95802(a) definition of “Nitric Acid.”

A notice is provided that the definition of “Nitric Acid” may be modified during
upcoming 15-day changes to the Regulation, which will occur during this
rulemaking and prior to final consideration of the amendments by the Board.

Rationale for Section 95802(a) definition of “Nitric Acid.”

Notice that the definition of “Nitric Acid” may be modified during the upcoming
15-day changes to the Regulation is provided because staff is considering
changes to product-based benchmarks in Table 9-1 of the Regulation for the
nitrogenous fertilizer manufacturing sector, and changes to the benchmarks
may require changes to product definitions. Staff does not yet have complete
data to re-calculate benchmarks in this sector. No changes to the definition of
“Nitric Acid” are currently proposed, but this notice permits future modifications
to this definition during the 15-day changes if needed.

Summary of Section 95802(a) definition of “Nonfat dry milk and skimmed milk
powder (low heat).”

The definition of “Nonfat dry milk and skimmed milk powder (low heat)” is
deleted.

Rationale for Section 95802(a) definition of “Nonfat dry milk and skimmed milk
powder (low heat).”
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The definition of “Nonfat dry milk and skimmed milk powder (low heat)” is
replaced by the definition of “Milk powder (low heat).”

Summary of Section 95802(a) definition of “Nonfat dry milk and skimmed milk
powder (medium heat).”

The definition of “Nonfat dry milk and skimmed milk powder (medium heat)” is
deleted.

Rationale for Section 95802(a) definition of “Nonfat dry milk and skimmed milk
powder (medium heat).”

The definition of “Nonfat dry milk and skimmed milk powder (medium heat)” is
replaced by the definition of “Milk powder (medium heat).”

Summary of Section 95802(a) definition of “Nonfat dry milk and skimmed milk
powder (high heat).”

The definition of “Nonfat dry milk and skimmed milk powder (high heat)” is
deleted.

Rationale for Section 95802(a) definition of “Nonfat dry milk and skimmed milk
powder (high heat).”

The definition of “Nonfat dry milk and skimmed milk powder (high heat)” is
replaced by the definition of “Milk powder (high heat).”

Summary of Section 95802(a) definition of “Offset Project Data Report.”

The definition of “Offset Project Data Report” is amended to state that the
required attestations are part of the Offset Project Data Report and to replace
the word “year” with “Reporting Period.”

Rationale for Section 95802(a) definition of “Offset Project Data Report.”

This change is needed to clarify that the required attestations must be
submitted with the Offset Project Data Report in order for it to be valid. The
replacement of the word “year” with “Reporting Period” is required for
consistency with previous amendments clarifying that the program operates on
a Reporting Period basis rather than a yearly basis.

Summary of Section 95802(a) definition of “Offset Project Listing” or “Listing.”
A new definition is provided for the term “Offset Project Listing” or “Listing.”

Rationale for Section 95802(a) definition of “Offset Project Listing” or “Listing.”
This new definition is needed to clearly define the term, which appears in the
proposed amended Regulation.

Summary of Section 95802(a) definition of “Offset Project Operator.”
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The definition of “Offset Project Operator” is amended to specify that only
authorized account representatives may sign attestations on behalf of the
Offset Project Operator.

Rationale for Section 95802(a) definition of “Offset Project Operator.”

This change is needed to ensure that only authorized account representatives
sign attestations on behalf of the Offset Project Operator so that ARB is certain
that the person signing the documents has the legal authority to represent the
Offset Project Operator. All account representatives have met the know-your-
customer requirements in the Regulation.

Summary of Section 95802(a) definition of “Offset Verification Services.”

The definition of “Offset Verification Services” is amended to clarify that Offset
Verification Services begin with the Planning Meeting and end with the
issuance of ARB offset credits, and do not include preliminary planning
activities.

Rationale for Section 95802(a) definition of “Offset Verification Services.”
This change is needed to clarify which activities are included as part of Offset
Verification Services so verifiers know what they can do prior to the deadlines
after submitting the Notice of Offset Verification Services.

Summary of Section 95802(a) definition of “Offset Verification Statement.”
The definition of “Offset Verification Statement,” is amended to state that the
required attestations are part of the Offset Verification Statement.

Rationale for Section 95802(a) definition of “Offset Verification Statement.”
This change is needed to clarify that the required attestations are required to be
submitted with the Offset Verification Report in order for it to be valid.

Summary of Section 95802(a) definition of “Paper Towel.”
The definition of “Paper Towel” is deleted.

Rationale for Section 95802(a) definition of “Paper towel.”

The definition of “Paper Towel” is deleted to because the benchmark for this
product is deleted from Table 9-1 and the term is no longer used in the
Regulation.

Summary of Section 95802(a) definition of “Pistachio.”
The definition of “Pistachio” is deleted.

Rationale for Section 95802(a) definition of “Pistachio.”

The definition of “Pistachio” is deleted to because the benchmark for this
product is deleted from Table 9-1 and the term is no longer used in the
Regulation.
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Summary of Section 95802(a) definition of “Portable.”
Sub-numbering and capitalization are eliminated from the definition of
“Portable.”

Rationale for Section 95802(a) definition of “Portable.”

These changes are made to be consistent with the general elimination of
paragraph numbering in section 95802. This simplifies the process of
modifying, deleting, and adding definitions in this section during the current
amendment process and during future amendment processes. These changes
do not affect the meaning of this definition.

Summary of Section 95802(a) definition of “Primary Refinery Product.”
The definition of “Primary Refinery Product” is deleted.

Rationale for Section 95802(a) definition of “Primary Refinery Product.”
This change is made because the term “Primary Refinery Product” no longer
appears in the Regulation.

Summary of Section 95802(a) definition of “Program for Recognition of Early
Action Offset Credits.”

A new definition is provided for “Program for Recognition of Early Action Offset
Credits” that describes the former ARB program for recognition of early action
offset credits that was in section 95990(a)-(k) of the amended Cap-and-Trade
Regulation effective November 1, 2015, but that is now deleted.

Rationale for Section 95802(a) definition of “Program for Recognition of Early
Action Offset Credits.”

This definition is needed to describe the former ARB program for recognition of
early action offset credits and to be able to refer to that former program in the
current Regulation. All early action offset projects that transitioned to a
Compliance Offset Protocol were required to do so by either February 28, 2015,
or February 28, 2016, depending on the offset project type. After August 31,
2016, ARB will no longer issue ARB offset credits to early action offset projects,
so sections 95990(a)-(k) containing the early action offset credit requirements
are deleted. The new definition of “Program for Recognition of Early Action
Offset Credits” provides a means of easily referencing the early action offset
credit requirements in sections 95990(a)-(k) of the amended Cap-and-Trade
Regulation effective November 1, 2015, but that are deleted in the new version
of the Regulation.

Summary of Section 95802(a) definition of “Project Area.”
The term “Project Area” is added to the list of definitions and defined.

Rationale for Section 95802(a) definition of “Project Area.”
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This new definition is needed to define the term, which appears in the proposed
amended Regulation. The definition is the same as found in the Compliance
Offset Protocol U.S. Forest Projects.

Summary of Section 95802(a) definition of “Public Service Facility.”
Sub-numbering is eliminated from the definition of “Public Service Facility.”

Rationale for Section 95802(a) definition of “Public Service Facility.”

These changes are made to be consistent with the general elimination of
paragraph numbering in section 95802. This simplifies the process of
modifying, deleting, and adding definitions in this section during the current
amendment process and during future amendment processes. These changes
do not affect the meaning of this definition.

Summary of Section 95802(a) definition of “Qualified Export.”
The definition of “Qualified Export” is deleted.

Rationale for Section 95802(a) definition of “Qualified Export.”
This change is made because the term “Qualified Export” no longer appears in
the amended Regulation.

Summary of Section 95802(a) definition of “Qualified Positive Offset Verification
Statement.”

The definition of “Qualified Positive Offset Verification Statement” is amended
to delete the phrase “the quantification, monitoring, or metering requirements.”
The deleted phrase refers to categories of nonconformance with the Regulation
which may lead to a Qualified Positive Offset Verification Statement.

Rationale for Section 95802(a) definition of “Qualified Positive Offset
Verification Statement.”

This change is needed to clarify that any nonconformance with the Regulation
may result in a Qualified Positive Offset Verification Statement as long as the
nonconformance does not result in an offset material misstatement and does
not include disregarding the explicit requirements of the Regulation or
Compliance Offset Protocol. This is consistent with how the qualified positive
verification statement is used in the Regulation for the Mandatory Reporting of
Greenhouse Gases.

Summary of Section 95802(a) new definition of “Requlatory Compliance.”
A definition of “Regulatory Compliance” is added.

Rationale for Section 95802(a) new definition of “Regulatory Compliance.”

The definition of “Regulatory Compliance” is added because the term is used in
the Regulation and while it should not be ambiguous, the addition of the
definition will remove any uncertainty.
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Summary of Section 95802(a) definition of “Renewable Diesel.”
Sub-numbering and capitalization are eliminated from the definition of
“Renewable Diesel.”

Rationale for Section 95802(a) definition of “Renewable Diesel.”

These changes are made to be consistent with the general elimination of
paragraph numbering in section 95802. This simplifies the process of
modifying, deleting, and adding definitions in this section during the current
amendment process and during future amendment processes. These changes
do not affect the meaning of this definition.

Summary of Section 95802(a) definition of “Reporting Period.”

The definition of “Reporting Period” is amended to clarify where the Reporting
Period is identified and to state that for projects developed using the
Compliance Offset Protocol Rice Cultivation Projects, the Reporting Period
must be approximately 12 months, but may be less than or exceed 12 months.

Rationale for Section 95802(a) definition of “Reporting Period.”

This change is needed to clarify that the Reporting Period is initially identified in
the listing documents, but may be changed by notifying ARB and the OPR in
writing, or by modifying the Reporting Period in the OPDR. The initial OPDR
must be submitted within four months of the end of the reporting period as
identified in the listing documents or before the four-month deadline has
passed, as modified by notifying ARB and the OPR or by the OPDR. These
amendments also identify the Reporting Period specific to rice cultivation offset
projects, for consistency with the Compliance Offset Protocol Rice Cultivation
Projects, which was approved by the Board on June 25, 2015.

Summary of Section 95802(a) definition of “Request for Issuance.”
The term “Request for Issuance” is added to the list of definitions and defined.

Rationale for Section 95802(a) definition of “Request for Issuance.”
This new definition is needed to clearly define the term, which appears in the
proposed amended Regulation.

Summary of Section 95802(a) definition of “Reversal.”
The definition of “Reversal” is modified to consider an overestimation of carbon
stocks by an ARB approved growth model a reversal.

Rationale for Section 95802(a) definition of “Reversal.”

This change is needed to clarify that an overestimation of carbon stocks that
resulted in issuance of ARB offset credits will be reversed to ensure all ARB
offset credits represent real GHG emission reductions or removal
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enhancements. This change is also made to the definition of intentional
reversal.

Summary of Section 95802(a) definition of “Seamless rolled ring.”

This change provides a notice that the definition of “Seamless rolled ring” may
be modified during upcoming 15-day changes to the Regulation, which will
occur during this rulemaking and prior to final consideration of the amendments
by the Board.

Rationale for Section 95802(a) definition of “Seamless rolled ring.”

This change provides a notice that the definition of “Seamless rolled ring” may
be modified during the upcoming 15-day changes to the Regulation is provided
because staff is considering changes to the product-based benchmark in Table
9-1 of the Regulation for this activity, and changes to the benchmark may
require changes to this definition. Staff does not yet have complete data to re-
calculate the benchmark in this sector. No changes to the definition of
“Seamless rolled ring” are currently proposed, but this notice permits future
modifications to this definition during the 15-day changes if needed.

Summary of Section 95802(a) definition of “Soda Ash Equivalent.”

This change provides a notice that the definition of “Soda Ash Equivalent” may
be modified during upcoming 15-day changes to the Regulation, which will
occur during this rulemaking and prior to final consideration of the amendments
by the Board.

Rationale for Section 95802(a) definition of “Soda Ash Equivalent.”

This change provides a notice that the definition of “Soda Ash Equivalent” may
be modified during the upcoming 15-day changes to the Regulation is provided
because staff is considering changes to the product-based benchmark in Table
9-1 of the Regulation for the activity of mining and manufacturing of soda ash
and related products, and changes to the benchmark may require changes to
this definition. Staff does not yet have complete data to re-calculate this
benchmark. No changes to the definition of “Soda Ash Equivalent” are
currently proposed, but this notice permits future modifications to this definition
during the 15-day changes if needed.

Summary of Section 95802(a) definition of “Solomon Energy Intensity Index®”
or “Solomon ElI” or “Ell.”

The definition of the terms “Solomon Energy Intensity Index®,” “Solomon Ell,”
and “Ell” is deleted.

Rationale for Section 95802(a) definition of “Solomon Energy Intensity Index®”
or “Solomon EII” or “Ell.”

This change is made because the terms “Solomon Energy Intensity Index®,”
“Solomon Ell,” and “Ell” no longer appear in the Regulation.
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Summary of Section 95802(a) definition of “Standing Live Carbon Stocks.”
The definition of “Standing Live Carbon Stocks” is deleted.

Rationale for Section 95802(a) definition of “Standing Live Carbon Stocks.”
This change is made because the term “Standing Live Carbon Stocks” no
longer appears in the Regulation.

Summary of Section 95802(a) definition of “Sulfuric Acid Regeneration.”
A new definition is added for “Sulfuric Acid Regeneration.”

Rationale for Section 95802(a) definition of “Sulfuric Acid Regeneration.”
The new definition of “Sulfuric Acid Regeneration” is needed to clarify the
activity covered by the new sulfuric acid regeneration benchmark in Table 9-1.

Summary of Section 95802(a) definition of “Tissue produced adjusted by water
absorbency capacity.”

The definition of “Tissue produced adjusted by water absorbency capacity” is
deleted.

Rationale for Section 95802(a) definition of “Tissue produced adjusted by water
absorbency capacity.”

This change is made because the term “Tissue produced adjusted by water
absorbency capacity” no longer appears in the Regulation.

Summary of Section 95802(a) definition of “Tomato Juice.”
The definition of “Tomato Juice” is amended to reduce the TSS requirement
from 5.0 to 4.0.

Rationale for Section 95802(a) definition of “Tomato Juice.”

This change is made to ensure certain types of Tomato Juice produced
between 4.0 and 5.0 TSS can be reported as covered product data. This
change aligns this product with the data used to calculate the associated
benchmark.

Summary of Section 95802(a) definition of “Tomato puree.”
The text is modified to correct typographical error.

Rationale for Section 95802(a) definition of “Tomato puree.”
This change is made to correct the error in referencing tomato paste rather than
tomato puree.
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Summary of Section 95802(a) definition of “Tomato soluble solids.”

The definition is modified to include the "Processing Tomato Advisory Board
(PTAB) Inspection Procedures,” which is incorporated by reference, as a
method of measuring the TSS of incoming raw tomatoes and tomato products.

Rationale for Section 95802(a) definition of “Tomato soluble solids.”

This modification is necessary to cite the correct procedures taken to
measuring the TSS value of incoming raw tomatoes. This change also gives
the operator some flexibility in measuring tomato products where the “Official
Methods of Analysis of the Association of Official Analytical Chemists” may not
be adequate.

Summary of Section 95802(a) definition of “Transferred ARB Project.”
The definition of “Transferred ARB Project” is modified to clarify that offset
projects can be transferred to and from ARB.

Rationale for Section 95802(a) definition of “Transferred ARB Project.”
This change is needed because the Regulation identifies that ARB may offer
registry services, if ARB were to ever offer registry services.

Summary of Section 95802(a) definition of “True-up allowance amount.”
References to other sections of the Regulation are modified or eliminated.

Rationale for Section 95802(a) definition of “True-up allowance amount.”
These changes are needed to update references to other sections of the
Regulation where section numbering has changed and where sections have
been eliminated. These changes do not affect the meaning of this definition.

Summary of Section 95802(a) definition of “Unintentional Reversal.”
The definition of “Unintentional Reversal” is modified to clarify the quantification
of unintentional reversals resulting from wildfires.

Rationale for Section 95802(a) definition of “Unintentional Reversal.”

This change is needed to clarify that there will only be one removal from the
ARB Forest Buffer Account for each wildfire. All reversals will need to be
accounted for immediately after the event, and trees that die in the future, even
as a result of the fire, that were not identified as part of the reversal, will not be
considered part of an unintentional reversal. Any wood from dead or dying
trees that are removed immediately following the event needs to be properly
accounted for in harvested wood products.

Summary of Section 95802(a) new definition of “Urban Forest Offset Project”
A definition of “Urban Forest Offset Project” is added.
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Rationale for Section 95802(a) new definition of “Forest Offset Project”

The definition of “Urban Forest Offset Project” is added because the term is
used in the Regulation and while it should not be ambiguous, the addition of the
definition will remove any uncertainty.

Summary of Section 95802(a) definition of “Voluntary Renewable Electricity
Aggregator” or “WVRE Aggregator.”

The definition of the terms “Voluntary Renewable Electricity Aggregator” and
“VRE Aggregator” is deleted.

Rationale for Section 95802(a) definition of “Voluntary Renewable Electricity
Aggregator” or “WVRE Aggregator.”

This definition is deleted because the terms no longer appear in the amended
Regulation.

Summary of Section 95802(a) definition of “Voluntary Renewable Electricity
Generator.”
The definition of “Voluntary Renewable Electricity Generator” is deleted.

Rationale for Section 95802(a) definition of “Voluntary Renewable Electricity
Generator.”

This definition is deleted because the term “Voluntary Renewable Electricity
Generator” no longer appears in the amended Regulation.

Summary of Section 95802(a) definition of “Water absorption capacity.”
The definition of “Water absorption capacity” is deleted.

Rationale for Section 95802(a) definition of “Water absorption capacity.”
This change is made because the term “Water absorption capacity” no longer
appears in the Regulation.

Summary of Section 95802(a) definition of “Whole chicken and chicken parts.”
This definition is amended to include material sent to an on-site rendering plant,
as long as it consists of edible parts, and to require that all material included in
“whole chicken and chicken parts” be edible material.

Rationale for Section 95802(a) definition of “Whole chicken and chicken parts.”
This change allows for consistent allocation for on-site greenhouse gas
emissions by enabling allocation for initial emissions due to the production of
material which is later sent to an on-site rendering plant to become protein meal
and fat. As a result, emissions from rendering this material into protein meal
and fat, and from rendering other material produced off site into protein meal
and fat, can be treated consistently. Restricting “whole chicken and chicken
parts” to edible material keeps inedible material such as feathers from being
included in this food product.
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Summary of Section 95802(a) definition of “Whole Tomatoes.”
The definition of “Whole Tomatoes” is changed to remove the specification that
the product must be peeled and cored.

Rationale for Section 95802(a) definition of “Whole Tomatoes.”
This change is made to ensure certain types of whole tomatoes that were
neither cored nor peeled could be reported as whole tomatoes.

Summary of Section 95802(b)
Paragraph numbers are eliminated for all acronym definitions.

Rationale for Section 95802(b)

These changes simplify the process of modifying, deleting, and adding
definitions in this section during the current amendment process and during
future amendment processes. These changes do not affect the meaning of any
definition in this section.

Summary of Section 95802(b) definition of “C.”
A period is added at the end of this definition.

Rationale for Section 95802(a) definition of “C.”
This change corrects a punctuation error.

Summary of Section 95802(b) definition of “CAR.”
The definition of “CAR” is eliminated.

Rationale for Section 95802(a) definition of “CAR.”
This change is made because the term “CAR” no longer appears in the
Regulation.

Summary of Section 95802(b) definition of “Ell.”
The definition of “Ell” is eliminated.

Rationale for Section 95802(a) definition of “EIl.”
This change is made because the term “Ell” no longer appears in the
Regulation.

Summary of Section 95802(b) definition of “ETS.”
A period is added at the end of this definition.

Rationale for Section 95802(a) definition of “ETS.”
This change corrects a punctuation error.

Summary of Section 95802(b) definition of “OE.”
The definition of “QE” is eliminated.
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Rationale for Section 95802(a) definition of “QE.”
This change is made because the term “QE” no longer appears in the
Regulation.

Summary of Section 95802(b) definition of “RPS.”
A period is added at the end of this definition.

Rationale for Section 95802(a) definition of “RPS.”
This change corrects a punctuation error.

Section 95803. Submittal of Required Information.

Summary of Section 95803.
New section 95803 is added to provide general requirements on the manner
and timing for information submittal.

Rationale for Section 95803.

This new section is needed to ensure a consistent understanding of how to
submit information and when to submit it. These general requirements clarify
that unless otherwise specified in other sections of the regulation, the method
and timing included in section 95803 must be followed.

Summary of Section 95803(a).

New section 95803(a) is added to specify that information may be submitted
electronically, in hardcopy form, or in other means besides hardcopy form. This
section also specifies that electronic submittal, including through electronic
signatures, as well as any other non-hardcopy means, has the same legal
effect as a hardcopy form certified by handwritten signature.

Rationale for Section 95803(a).

This new section is needed to ensure entities understand the options they have
to submit required information, and that any submittal means used will have the
same legal effect. This clarity is necessary because the current Regulation has
required hardcopy submittal of documentation, with original signatures;
however, many covered entities have expressed the desire to be able to save
time and submit electronic copies, and many in fact submit both electronic
versions and hardcopy versions. ARB staff is interested in streamlining
information submittal and this section helps achieve that objective.

Summary of Section 95803(b).

New section 95803(b) is added to specify that unless otherwise stated in a
specific provision of the Regulation, information requested by the Executive
Officer, which would include any designee of the Executive Officer, must be
submitted to ARB within 10 calendar days of the request.
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Rationale for Section 95803(b).

This new section is needed to ensure all entities subject to the requirements of
the regulation understand the timing of when information requested by the
Executive Officer must be submitted. This section is necessary to clarify that
when not otherwise stated in other provisions of the regulation, the 10 calendar
timing applies.

Subarticle 3: Applicability
Section 95811. Covered Entities.

Summary of Section 95811(d).

Section 95811(d) is modified to clarify that enterers that import RBOB and
distillate fuel oils are covered entities in the Program only if the imports are
outside of the bulk transfer/terminal system.

Rationale for Section 95811(d).

This change is needed to harmonize with MRR and ensure consistent
applicability criteria between the Cap-and-Trade Program and MRR for
enterers of fuels.

Summary of Section 95811(e)(1).
The word “liquid” is changed to “liquefied.”

Rationale for Section 95811(e)(1).
This change is made to make the usage of “liquefied petroleum gas” consistent
with other sections of the Regulation.

Summary of Section 95811(e)(2).
The word “liquid” is changed to “liquefied.”

Rationale for Section 95811(e)(2).
This change is made to make the usage of “liquefied petroleum gas” consistent
with other sections of the Regulation.

Summary of Section 95811(e)(3).

The covered entity responsible for emissions associated with imported liquefied
petroleum gas (LPG) is changed from the consignee of the LPG to the importer
of the LPG.

Rationale for Section 95811(e)(3).

This change harmonizes the Cap-and-Trade Regulation with MRR. It makes
the covered entity responsible for emissions associated with imported LPG in
the Cap-and-Trade Program the same as the entity responsible for reporting
the emissions associated with imported LPG under MRR. The current disparity
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between the Cap-and-Trade Program covered entity and the MRR reporting
entity for emissions associated with imported LPG may lead to inequitable
treatment of LPG importers under the Cap-and-Trade Program, and this
change is intended to bring equal treatment to all LPG importers.

Summary of Section 95811(q).
The heading of this section is modified to indicate that it applies to suppliers of
compressed natural gas in addition to suppliers of liquefied natural gas.

Rationale for Section 95811(q).

This change harmonizes the list of regulated entities between the Cap-and-
Trade Regulation and MRR. This is not a substantive change to the Regulation
since compressed natural gas suppliers were already covered entities under
section 95811(c) (Suppliers of Natural Gas). Sections 95101(c)(5) and
95101(c)(10) of MRR require reporting by importers of compressed natural gas
(CNG) and by facilities that make CNG products by compressing natural gas
received from interstate pipelines.

Summary of Section 95811(g)(1).
Facilities that make compressed natural gas from natural gas received from
interstate pipelines are included in the list of covered entities.

Rationale for Section 95811(g)(1).

Facilities that make compressed natural gas from natural gas received from
interstate pipelines are included in the list of covered entities so that these
facilities are treated in the same manner as similar facilities that make liquefied
natural gas from natural gas received from interstate pipelines.

Summary of Section 95811(q)(2).
Importers of compressed natural gas are explicitly included in the list of covered
entities.

Rationale for Section 95811(g)(2).

This change harmonizes the list of regulated entities between the Cap-and-
Trade Regulation and MRR. This is not a substantive change to the Regulation
since compressed natural gas suppliers were already covered entities under
the 95811(c) (Suppliers of Natural Gas). Section 95101(c)(5) of MRR explicitly
includes importers of compressed natural gas as regulated entities.

Section 95812. Inclusion Thresholds for Covered Entities.

Summary of Section 95812(b).
The text is modified to change a section reference. The text referred to is
moved to proposed new section 95835(c).
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Rationale for Section 95812(b).
The change is needed to reflect the reorganization of this article.

Summary of Section 95812(c)(4).
The word “is” has been added.

Rationale for Section 95812(c)(4).
This change is needed to correct for an inadvertently omitted word.

Summary of Section 95812(d)(1).
Minor edits are made to the text.

Rationale for Section 95812(d)(1).
This change clarifies the text without changing any meaning.

Summary of Section 95812(e).
The section has been deleted and its contents moved to proposed new section
95835 and modified.

Rationale for Section 95812(e).

The changes are needed so that all provisions related to changes in entity
registration that may result from reduced entity emissions are contained in a
single section. This will provide registered entities with a clear pathway to
follow when they decide to change their registration or leave the program.

Summary of Section 95812(f).
The section has been deleted and its contents moved to proposed new section
95835 and modified.

Rationale for Section 95812(f).

The changes are needed so that all provisions related to changes in entity
registration due to an entity “shutting down” are contained in a single section.
This will provide registered entities with a clear pathway to follow when they
decide to change their registration or leave the program.

Summary of Section 95812(q).
The section has been deleted and its contents moved to proposed new section
95835 and modified.

Rationale for Section 95812(q).

The changes are needed so that all provisions related to changes in entity
registration due to an entity desiring to change its entity type are contained in a
single section. This will provide registered entities with a clear pathway to
follow when they decide to change their registration or leave the program.
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Section 95813. Opt-In Covered Entities.

Summary of Section 95813(b).

This section is modified to remove the reference to section 95830(c)
(Registration), to require that entities must inform the Executive Officer which
year is the first year that the entity is requesting that its emissions be subject to
a compliance obligation, and to clarify that the Executive Officer, in responding
to the entity’s request to be an opt-in covered entity, will specify which year
approved opt-in covered entities will be subject to a compliance obligation.

Rationale for Section 95813(b).

The reference to section 95830(c) is removed because requests to opt into the
Cap-and-Trade Program are not submitted/approved pursuant to section
95830(c).

The requirement that entities inform the Executive Officer which is the first year
for which the entity requests that its emissions be subject to a compliance
obligation is added to ensure that there is no ambiguity about when the entity’s
emissions will start to incur a compliance obligation. This section also ensures
that there is no confusion about the first year in which an entity is subject to a
compliance obligation, by proposing that the Executive Officer, in approving
applicants as opt-in covered entities, shall specify what will be the first year the
entity is subject to a compliance obligation.

Summary of Section 95813(c).

Text is modified so that an entity that opts in to the Program pursuant to section
95813(h) may rescind its request to opt in to the Program by October 1 of the
same calendar year in which it requests approval to be an opt-in covered entity.

Rationale for Section 95813(c).

This change allows an entity that voluntarily elects to participate in the Program
pursuant to section 95813 the opportunity to rescind its opt in request after
completing the process of reporting and verifying emissions for the previous
calendar year. After the September 1 verification deadline, such an entity will
have more information about its compliance obligation associated with opting in
to the Program, and this change provides the entity sufficient time to reconsider
its opt in request after assessing this information.

Summary of Section 95813(d).

A requirement to register with the Cap-and-Trade Program is added to the list
of requirements for opt-in covered entities. Also, the text is modified to clarify
that entities that opt in to the Program pursuant to new section 95813(h) must
continue to report and verify all data required by MRR.
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Rationale for Section 95813(d).

The requirement to register with the Program is added to the list of
requirements for opt-in covered entities to clarify that opt-in covered entities
must meet the registration requirements in the same manner as all other
covered entities. The current Regulation states than an opt-in covered entity’s
first reporting and verification year shall be the calendar year immediately
preceding the first year in which it voluntarily elects to be subject to a
compliance obligation pursuant to this section. New section 95813(h) allows
for a covered entity that drops below the inclusion threshold for an entire
compliance period to remain in the Program by opting in. New text requires
that such an opt-in covered entity continue to report and verify all data required
by MRR; the first reporting and verification year for such an opt-in covered
entity would not be the calendar year immediately preceding the first year in
which it voluntarily elects to be subject to a compliance obligation.

Summary of Section 95813(q).
Minor edits are made to the text.

Rationale for Section 95813(q).
This change clarifies the text without changing any meaning.

Summary of Section 95813(h).

New section 95813(h) is added to allow an entity that was previously a covered
entity in the Program, but whose emissions drop below Program inclusion
thresholds for a compliance period, to opt into the Program. To opt-in under
these circumstances, the entity must submit a request to opt-in by June 1 of the
first year of the compliance period that immediately follows the compliance
period in which the entity’s emissions dropped below the threshold. If this
request is approved, the entity will be an opt-in covered entity starting in the
first year of the compliance period in which the entity applied to become an opt-
in covered entity.

Rationale for Section 95813(h).

The existing regulation may not allow an entity that has emissions that have
dropped below the inclusion thresholds to continue in the Cap-and-Trade
Program as an opt-in covered entity because section 95813(b) requires that
entities request permission to opt-in in advance of the year in which they will
incur the compliance obligation. Entities that will cease to be covered entities
may not know that their emissions will be below the inclusion threshold until
after this deadline. When opt-in covered entity provisions were first written in
2010 and amended in 2013, staff did not envision that such provisions would
be needed, but, after on compliance period cycle, it has become apparent that
entities are interested in the ability to continue as opt-in entities.
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Section 95814. Voluntarily Associated Entities and Other Registered
Participants.

Summary of Section 95814(a)(1).
The proposed changes add clarity to the sentence to specify that the section
relates to types of eligible entities.

Rationale for Section 95814(a)(1).
The change is needed for clarity.

Summary of Section 95814(a)(1)(B).

The proposed text creates an option for entities that intend to register to
operate offset projects. They can apply to be a voluntarily associated entity
that only holds offsets. They can also apply to be a voluntarily associated
entity that can also hold allowances if, when they register pursuant to subarticle
5, they also complete the corporate association disclosure requirements
required by section 95830(c)(1)(G).

Rationale for Section 95814(a)(1)(B).

The amendment is necessary to streamline the registration process for
voluntarily associated entities that do not intend to hold allowances. Staff
recognizes that a significant portion of voluntarily associated entities, such as
offset project operators, are registered in the tracking system and intend to only
hold offset credits and not allowances. Staff believes that these voluntarily
associated entities that hold only offset credits may be excluded from the
corporate association disclosure requirement since there is already an
established limit on the number of offset credits that an entity can use to meet
its compliance obligation. In essence, the eight percent limit on the amount of
offsets that an individual covered entity can use for compliance already serves
as a mechanism to prevent market manipulation. Staff has learned from
experience that corporate association information collected on voluntarily
associated entities places an unnecessary burden on registering voluntarily
associated entities, and is not necessary to prevent market manipulation. This
amendment creates the option for voluntarily associated entities to only be
required to disclose pursuant to section 95830(c)(1)(G) if they intend to hold
allowances.

Summary of Section 95814(a)(2)

The proposed text adds a requirement that an entity registering as a voluntarily
associated entity must have at least one active account representative with a
primary residence in the United States.

Rationale for Section 95814(a)(2)
The change is needed to ensure that the entity has a presence in the United
States to allow proper enforcement of the regulation.
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Summary of Section 95814(a)(3)

This section is amended to require voluntarily associated entities that are
individuals providing consultancy services, as defined in section 95923, to
disclose to the Executive Officer the entities to which they are providing
consultancy services.

Rationale for Section 95814(a)(3).

The modification is needed to reflect the reorganization of the section and to
provide clarity on what needs to be disclosed to ARB. This disclosure is
necessary to assist in market monitoring efforts by ARB.

Summary of Section 95814(a)(3)(A)

The proposed new text specifies that the disclosure of consulting services must
be made when the individual registers as a voluntarily associated entity or
within three months of initiating the consulting services if the individual is
already registered.

Rationale for Section 95814(a)((3)(A)
The new text is needed to establish a clear deadline for disclosing required
information.

Summary of Section 95814(a)(3)(B)

The proposed text contains an expanded version of the current requirement
that an individual supplying consulting and advisory services that becomes
aware of the client entity’s market position must submit a notarized letter from
the entity that it is aware of the individual’s activities and has in place adequate
policies and procedures to prevent the improper sharing of market position
information. It also requires the same disclosure timing as in section
95814(a)(3)(A). The text clarifies the previous requirement, and deletes the
previous language.

Rationale for Section 95814(a)(3)(B)

The change is needed for clarity and to ensure consequences of failing to
disclose pursuant to the deadline are understood. The change is also
necessary to ensure that a clear distinction is made (and understood) by a
consulting company and any employees of the company who is registered as a
voluntarily associated entity.

Summary of Section 95814(a)(4)

This provision has been changed to specify that if an individual is registered in
the tracking system and intends to act as a Cap-and-Trade consultant or
advisor for other registered entities, that person must disclose the proposed
consultancy relationship to the Executive Officer and comply with the new
requirements in section 95814(a)(3)(B). This provision is in addition to the
requirements in section 95814(a)(3) because that provision relates to existing
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consultancy relationships, rather than prospective. The provision is also
changed to remove the notarized letter requirement, since that has been
included in section 95814(a)(3)(B).

Rationale for Section 95814(a)(4)

The changes are necessary to ensure that ARB has information about
upcoming consultancy services provided by registered individuals, which will
assist in market monitoring activities. The change is also needed to reflect the
reorganization of the section.

Summary of Section 95814(a)(6)
References to section 95830(c)(1) are renumbered.

Rationale for Section 95814(a)(6)

This change is needed because new text is added to section 95830(c)(1) that
required renumbering of subsequent sections. These changes maintain
references to the proper sections.

Summary of Section 95814(a)(7)
The text is modified to replace the term “employed by” with “who is an
employee of” an entity.

Rationale for Section 95814(a)(7)
The change is needed to clarify the requirement applies to the employee and
does not include a consultant or advisor who may be “employed by” an entity.

Summary of Section 95814(c).
This provision has been moved to section 95921(g)(3)(A).

Rationale for Section 95814(c).
The change is needed to place the requirement in a section that deals with
account revocation and suspension.

Subarticle 5: Registration and Accounts

Section 95830. Registration with ARB.
Summary of Section 95830(a).
Section 95830(a) is modified to provide a new title: General Provisions.

Rationale for Section 95830(a).

The title addition for this section is necessary to clarify that the purpose of this
section is to provide general requirements that apply to all entities intending to
register for a tracking system with ARB.

99



Summary of Section 95830(a)(1).
Section 95830(a) is renumbered to section 95830(a)(1). The text remains the
same. This requirement applies to all account registrations.

Rationale for Section 95830(a)(1).
This amendment is needed to renumber the section.

Summary of new Section 95830(a)(2).

New section 95830(a)(2) is added to specify that entitles qualified to register
with ARB can only apply for one set of accounts in the tracking system, unless
they have a compliance obligation in more than one jurisdiction to apply for
separate accounts. This section allows for an entity that is registered with
California to also register directly with the jurisdiction in which it has a
compliance obligation. This requirement applies to all account registrations.

Rationale for new Section 95830(a)(2).

This new section is necessary to ensure that entities that have a compliance
obligation in more than one jurisdiction are able to comply with the
requirements in all jurisdictions in which they have compliance obligations.

This section is necessary to clarify that those entities that need to apply for
more than one set of accounts in the tracking system must separately register
in each jurisdiction in which they have a compliance obligation so that the entity
may submit the required compliance instruments to the appropriate
jurisdictions.

Summary of new Section 95830(a)(3).

Former section 95830(b)(3) has been moved and renumbered as new section
95830(a)(3). The text remains the same. This requirement applies to all
account registrations. The section specifies that an entity cannot hold a
compliance instrument until its registration has been approved by ARB and it
has an account in the tracking system.

Rationale for new Section 95830(a)(3).

The move of former section 95830(b)(3) to its new placement as section
95830(a)(3) is needed to improve readability of the section and of the general
requirements that apply to all account registrations. The section is necessary
to clarify when entities can hold compliance instruments.

Summary of Section 95830(b).
The title of section 95830(b) is changed to Entities Eligible for Registration.

Rationale for Section 95830(b).
This amendment is needed to clearly specify that this section contains eligibility
requirements for entities qualifying for registration in the tracking system.
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Summary of Section 95830(b)(1).

Section 95830(b)(1) is modified to identify the entity types as defined in the
references to sections 95811, 95813, and 95814. Modifications were made to
section 95830(b)(1) to move text regarding entities eligible pursuant to section
95811 or 95813 and as identified in section 95101(a)(1) of MRR as a new
section 95830(b)(2). Modifications were also made to move requirements for
creating consolidated accounts to new section 95830(b)(3).

Rationale for Section 95830(b)(1).

Amendments to section 95830(b)(1) are made to improve clarity of the overall
section and to move some provisions to other sections of the regulation for
increased clarity. These amendments are needed to further define references
to sections 95811, 95813, and 95814. The second sentence in Section
95830(b)(1) is another eligibility requirement that has been moved to its own
section 95830(b)(2) to improve readability in this section.

The third sentence for an entity choosing to consolidate accounts has been
removed as there is a new section 95830(b)(3), “Entities Eligible For Initial
Registration in a Consolidated Account,” that has been added.

Summary of Section 95830(b)(2).

Former section 95830(b)(2) is modified to move the provisions regarding
application for more than one registration in the tracking system into the new
section 95830(a)(2). Section 95830(b)(2) is further modified by moving text
from former section 95830(b)(1) specifying that entities that qualify for
registration pursuant to sections 95811 and 95812, then the entity must register
with section 95830 and meet all requirements of the Cap-and-Trade
Regulation.

Rationale for Section 95830(b)(2).

Amendments to section 95830(b)(2) are made to improve clarity of the overall
section and to move some provisions to other sections of the regulation for
increased clarity. This section was modified to improve readability in section
95830 as a whole, and to reflect new requirements made in section 95830(a)(2)
as it is possible for an entity that owes a compliance obligation to more than
one jurisdiction to be eligible to apply for more than one registration in the
tracking system.

Summary of Section 95830(b)(3).

Former section 95830(b)(3) is modified to move the provisions that an entity
cannot hold a compliance instrument until the entity’s registration with ARB has
been approved, and the entity has an account in the tracking system into
modified section 95830(a)(3). Section 95830(b)(3) is further modified to include
the title Entities Eligible for Initial Registration in a Consolidated Account.
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Rationale for Section 95830(b)(3).

These changes are needed to improve clarity of the section requirements, and
to further clarify that section 95830(b)(3) applies to eligibility for account
consolidation during initial registration.

Summary for Section 95830(b)(3)(A).

New section 95830(b)(3)(A) has been added to specify that entities applying for
initial registration may choose to register for a single consolidated account on
behalf of some or all of the members of a direct corporate association.

Rationale for Section 95830(b)(3)(A).

New section 95830(b)(3)(A) is needed to ensure entities understand that they
may request to create a consolidated account during initial registration. This
section is added from text that has been removed from former section
95830(b)(1).

Summary for Section 95830(b)(3)(B).

New section 95830(b)(3)(B) includes the requirement for a controlling entity of a
direct corporate association to apply for registration of a consolidated account
as staff believes that the directors/officers of the controlling entity are those
individuals with the appropriate authority to designate account representatives
that may act on behalf of some or all of the members of the direct corporate
association.

Rationale for Section 95830(b)(3)(B).

New section 95830(b)(3)(B) modifies the existing registration process for
members of a direct corporate association group. Staff believes that allowing
only a single entity or controlling entity to complete all requirements and
disclosures for each entity to be included within the consolidated account is
necessary to streamline the registration process, as only one registration would
be submitted in the tracking system. This new section is needed to help
eliminate extra paperwork since members of a direct corporate association
group that wish to belong to a consolidated account would not need to
separately apply to register for an account in the tracking system and then
request consolidation.

Summary of Section 95830(c).

Section 95830(c) is modified to build in language previously included in section
95830(e) to provide clarification on the registration process. The registration
process is complete when the Executive Officer approves the registration and
informs the entity of the decision. Additionally, staff has removed the reference
of a notification to the accounts administrator as that has no bearing on the
status of the registration.
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Rationale for Section 95830(c).

The requirement for completion of registration has already been part of the
regulation, and was included in existing section 95830(e). The amendment is
needed to improve clarity of the overall registration provisions. The registration
process includes the process for staff to conduct due diligence to verify the
information submitted by an entity, and to confirm that all regulatory
requirements have been met. Staff frequently works with the registering entity
to request additional documentation so the registration process is only
considered complete when the Executive Officer approves the registration and
the entity is informed of the decision. Additionally, staff has removed the
reference of a notification to the accounts administrator as that has no bearing
on the status of the registration.

Summary of Section 95830(c)(1).

Section 95830(c)(1) is modified to specify the submission of information
required to complete an application to register for an entity account in the
tracking system. This application must include all information contained in
section 95830(c)(1).

Rationale for Section 95830(c)(1).

The amendment is needed to improve clarity of the provision. Specifically, the
application for an account in the tracking system includes information specified
in sections (c)(1)(A)-(L), and not all of that information is submitted through the
tracking system. As such, the amendment is needed to ensure a clear
understanding of how to apply for an account and which information to submit.

Summary of Section 95830(c)(1)(A).
Section 95830(c)(1)(A) is modified to include the ID number assigned by the
incorporating agency as a required field for entity identification.

Rationale for Section 95830(c)(1)(A).

The amendment is necessary to ensure that the ID number assigned by the
incorporating agency is provided during the registration process. This
information is needed to assist staff in conducting monitoring efforts during
registration.

Summary of Section 95830(c)(1)(B).

Section 95830(c)(1)(B) is modified to include the disclosure of partners with
over 10 percent of control over a partnership in the submission of entity
information during the account registration process.

Rationale for Section 95830(c)(1)(B).

This new disclosure requirement is needed to explain how ARB will determine
when entities have a corporate association. Staff is concerned that
partnerships could be created to mask associations. The new disclosure
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criteria are necessary to aid in market monitoring by requiring disclosure of any
partner with considerable control over the partnership, which includes any
partner with over 10 percent of control.

Summary of Section 95830(c)(1)(E).

Section 95830(c)(1)(E) is modified to explicitly allow an applicant to provide a
government issued taxpayer or employer identification number. The reference
to the U.S. Federal Tax Employer Identification Number has been removed
since applicants may include entities that are based outside of the United
States and who may not be assigned a U.S. Federal Tax Employer
Identification Number.

Rationale for Section 95830(c)(1)(E).

The registration process includes the identification of a government issued
taxpayer number for an entity regardless of where the entity is located. The
modification is necessary to enable all entities to be able to identify a
government issued identification number, which is necessary to enable
effective monitoring by staff.

Summary of Section 95830(c)(1)(F).
Former section 95830(c)(1)(F) has been deleted as it is no longer needed
during registration. It has been combined with section 95830(c)(1)(G).

Rationale for Section 95830(c)(1)(F).

The Data Universal Numbering System (DUNS) number is not assigned to all
entities, as not all entities registering for an account in the tracking system are
tracked by Dun and Bradstreet, a private business information firm. Since not
all entities are assigned a DUNS Number, staff has determined that DUNS is
not a critical field for verifying entity information or corporate family trees. As
such, the amendment is needed to remove a provision that is no longer
necessary for registration. Staff is able to determine corporate associations
through other required disclosures pursuant to section 95833.

Summary of Section 95830(c)(1)(G) [New Section 95830(c)(1)(F)].

Since former section 95830(c)(1)(F) has been deleted, section 95830(c)(1)(G)
is renumbered to be section 95830(c)(1)(F). The “and” was removed at the end
of the sentence because it is not needed. No changes were made to the
requirements specified in this section.

Rationale for Section 95830(c)(1)(G) [New Section 95830(c)(1)(F)].

These amendments are necessary to ensure correct numbering of the
provisions in section 95830(c)(1). The requirements for registration continue
through section 95830(c)(1)(A) to section 95830(c)(1)(L) so the “and” has been
removed to enhance clarity of the section.
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Summary of Section 95830(c)(1)(H) [New Section 95830(c)(1)(G)].

Former section 95830(c)(1)(H) is renumbered to be new Section
95830(c)(1)(G). Clarification is provided for the identification of an entity’s
corporate associations as entities must provide this information through
disclosure to ARB. New text was added to this section to specify that
voluntarily associated entities are required to complete the corporate
association and structure disclosures pursuant to section 958339(d) only if they
intend to hold allowances. The existing text in Section 95830(c)(1)(G)
describing the limited disclosure option for unregistered direct corporate
associated entities is deleted because it has been moved to section 95833.

Rationale for Section 95830(c)(1)(H) [New Section 95830(c)(1)(G)].

The renumbering of requirements is necessary to ensure correct number of
section 95830(c)(1) based on the amendments. This renumbering does not
change the requirement to disclose corporate association information.

The amendment regarding voluntarily associated entities is necessary to
streamline the registration process for voluntarily associated entities that do not
intend to hold allowances. Staff recognizes that a significant portion of
voluntarily associated entities, such as offset project operators, are registered
in the tracking system and intend to only hold offset credits and not allowances.
Staff believes that these voluntarily associated entities that hold only offset
credits may be excluded from the corporate associations disclosure
requirement since there is already an established limit on the number of offset
credits that an entity can use to meet its compliance obligation. In essence, the
eight percent limit on the amount of offsets that an individual covered entity can
use for compliance already serves as a mechanism to prevent market
manipulation. Staff has learned from experience that corporate association
information collected on voluntarily associated entities is extraneous, requires
unnecessary work of registering voluntarily associated entities, and is not
necessary to prevent market manipulation.

No changes have been made to the disclosure requirements for direct and
indirect corporate associations. The existing text describing the corporate
association disclosure requirements, including the limited disclosure option for
unregistered direct corporate associated entities, has been consolidated into
one section (section 95833) and is still necessary to enable staff to monitor and
effectively prevent market manipulation. Staff believes that this change will
improve the clarity and readability on the disclosure requirements for corporate
associations and structure data.

Summary of New Section 95830(c)(1)(H).

New section 95830(c)(1)(H) is added to further define an existing registration
process for consolidated entity accounts by explicitly stating that an entity in a
direct corporate association may apply for a consolidated entity account on
behalf of its member entities. The applicant must be an entity that has
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controlling ownership or authority to act on behalf of the associated entities
within the direct corporate association. The added language specifies that to
apply for a consolidated entity account, the applicant must identify each
associated entity that will be added to the account, and that each associated
entity that seeks to be added to the consolidated entity account must provide
an attestation signed by one of its own officers or directors.

Rationale for New Section 95830(c)(1)(H).

New section 95830(c)(1)(H) is needed to describe the existing registration
process for an entity in a direct corporate association applying for a
consolidated entity account. Registered or unregistered entities are currently
able to consolidate or opt-out of consolidation once a year, provided that the
entity applying for consolidation has the authority to represent or act on behalf
of the other members of the direct corporate association. Staff currently verifies
the applicant’s information regarding corporate associations and structure
during the registration process to ensure that the applicant has the authority to
take action on behalf of all associated entities within the direct corporate
association. This modified section is necessary to ensure a clear
understanding of the consolidation process within the registration requirements
of the regulation.

In the scenario where an entity is applying for a consolidated entity account to
include unregistered associated entities within the direct corporate association,
staff are adding the requirement that associated entities provide an attestation
signed by the entity’s director or officer to confirm that all entities acknowledge
this action. This additional requirement is necessary to ensure that the
appropriate entity of a direct corporate association is registered within the
tracking system to ensure that all associated entities within the account have
provided the necessary legal authorization to join the entity account and to
subject each member of the consolidated account to the requirements of the
Cap-and-Trade Regulation.

Summary of Section 95830(c)(1)(H)1.

Former section 95830(c)(1)(H)1., allowing for an alternative mechanism to
disclose unregistered direct corporate associations, has been deleted from this
provision of the regulation and moved to section 95833.

Rationale for Section 95830(c)(1)(H)1.

This change is needed to consolidate all provisions related to corporate
association requirements and updates to this information into one section
(section 95833). Staff believes that this change will improve the clarity and
readability for the timing requirements on updating corporate associations and
structure data.
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Summary of New Section 95830(c)(1)(1).

New section 95830(c)(1)(1) is added to explicitly clarify the existing
requirements for entities registered in the tracking system that are in a direct
corporate association, but are not in a consolidated account. These registered
direct corporate associates that have opted-out of consolidation must provide
an allocation of holding and purchase limit shares that equal 100 percent.

Rationale for New Section 95830(c)(1)(1).

The new text is necessary to clarify an existing requirement, which requires that
an applicant include in its initial registration an identification of corporate
association and structure information; and, if applicable, purchase limit and
holding limit shares for registered direct corporate associates. New section
95830(c)(2)(1) is needed to make the cross-reference with the corporate
association requirements of section 95833 more explicit.

Summary of Section 95830(c)(1)(1) [New Section 95830(c)(1)(J)].
Former section 95830(c)(1)(l) is renumbered to be section 95830(c)(1)(J). The
text remains the same.

Rationale for Section 95830(c)(1)(1) [New Section 95830(c)(1)(J)].
This change is necessary to support a new numbering structure due to the
addition of new section 95830(c)(1)(l).

Summary of Section 95830(c)(1)(J) [New Section 95830(c)(1)(L)].
This section is renumbered to be section 95830(c)(1)(L). The text remains the
same.

Rationale for Section 95830(c)(1)(J) [New Section 95830(c)(1)(L)].
This change is necessary to support a new numbering structure due to the
addition of new section 95830(c)(1)(K).

Summary of New Section 95830(c)(1)(K).

New section 95830(c)(1)(K) requires that an entity applying to register as an
opt-in covered entity must identify during initial registration the first year for
which the Executive Officer approved the entity to be an opt-in covered entity.

Rationale for New Section 95830(c)(1)(K).

New section 95830(c)(1)(K) is necessary to ensure opt-in covered entities
understand that they must identify their starting year of having a compliance
obligation. This is necessary to ensure the entities and ARB have a clear
understanding of when regulatory requirements take effect.

Summary of Section 95830(c)(2).
Section 95830(c)(2) is modified to specify that applicants with a direct corporate
association with an entity registered in another jurisdiction’s GHG emissions
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trading system to which California has linked its program pursuant to section
95943 may not apply to consolidate the entity’s account. The entity is required
to opt-out of consolidation. This is not a new requirement, and was formerly
included in section 95830(h)(1). The text regarding factors by which an
applicant may be denied registration in the tracking system has been deleted.

Rationale for Section 95830(c)(2).

The amendments to section 95830(c)(2) are necessary to clarify the eligibility
criteria for an entity registering to apply for a consolidated entity account. Staff
has modified this section to provide additional clarity to the existing registration
requirements applicable to linking that is currently stated as section
95830(h)(1). The deleted text was removed because it is redundant to the
requirements already captured in existing section 95830(c)(8).

Summary of Section 95830(c)(3).

Section 95830(c)(3) is modified to describe the account consolidation process
for a direct corporate association that elects to register for a consolidated entity
account. This is not a new requirement, as it was formerly included in section
95833(f)(5). The text regarding requirements for individuals to gain access to
the tracking system has been deleted.

Rationale for Section 95830(c)(3).

Section 95830(c)(3) describes the account consolidation process contained in
section 95833(f)(5). Moving that provision into section 95830(c)(3) is necessary
to enable staff to consolidate all registration requirements into section 95830, in
order to improve the clarity and readability of all registration requirements for
entities applying for a tracking system account. The deleted text is removed
because it is redundant to the requirements already captured in existing section
95834.

Summary of Section 95830(c)(4).

Section 95830(c)(4) is modified to remove an unnecessary comma, add in the
word “and,” and add commas to help clarify the existing requirement that an
entity must designate a primary account representative and at least one (and
up to four) alternate account representatives. This modification does not
change any existing requirement.

Rationale for Section 95830(c)(4).

This change is necessary to improve clarity in the section. This change
ensures entities understand the account representatives they must, and can,
designate.

Summary of Section 95830(c)(8).
Section 95830(c)(8) is modified to explicitly refer to both entity or individual
applicants that may be denied registration. The requirement remains the same.
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Rationale for Section 95830(c)(8).

The modification to section 95830(c)(8) is necessary to improve clarity on the
type of applicant that may be denied registration since the registration process
is two-fold, and requires that individuals apply for user accounts, before the
individual may apply for an entity account. Staff believes that the changes will
improve clarity on the separate application processes.

Summary of Section 95830(c)(8)(B).
Section 95830(c)(8)(B) is modified to refer to applicants rather than individuals.
The requirement remains the same.

Rationale for Section 95830(c)(8)(B).

The terminology used in section 95830(c)(8)(B) is modified to provide clarity
that an applicant may pertain to either an individual application or entity
application, and as such the entity or individual applicant may be denied
registration.

Summary of Section 95830(c)(8)(C).

Section 95830(c)(8)(C) is modified to refer to applicants rather than individuals,
and to refer to the registration rather than the individual’s registration. The
requirement remains the same.

Rationale for Section 95830(c)(8)(C).

The modification to Section 95830(c)(8)(C) is necessary to improve clarity in
the section; specifically, that an applicant may pertain to either an individual
application or entity application, and as such the entity or individual applicant
may be denied registration.

Summary of Section 95830(c)(8)(E).
Section 95830(c)(8)(E) is modified to include a grammatical correction.

Rationale for Section 95830(c)(8)(E).
The modification to section 95830(c)(8)(E) is necessary to correct a
grammatical error, in order to refer generally to an individual applicant.

Summary of Section 95830(d)(1).

Section 95830(d)(1) is modified to include a registration deadline of December
31 of the year in which an entity meets or exceeds the inclusion threshold in
section 95812. All references to past deadlines in 2012 and 2013 have been
removed.

Rationale for Section 95830(d)(1).

The addition of a registration deadline that is applicable to all entities meeting
or exceeding the inclusion thresholds in section 95812 is necessary to ensure
all registering entities understand the registration deadline. This is not a new
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requirement and is consistent with the deadline for surrender of annual
compliance obligations for covered entities pursuant to section 95856(d). Staff
Is removing references to past deadlines for clean-up and readability of text, as
those references are no longer necessary.

Summary of New Section 95830(d)(2).

Section 95830(d)(2) is modified to provide a new deadline for registration for an
opt-in covered entity of October 1 of the year before the entity is approved to
have a compliance obligation.

Rationale for New Section 95830(d)(2).

The delineation of a new section 95830(d)(2) is necessary to clarify the specific
registration requirements that apply to all opt-in covered entities applying for an
account in the tracking system. The registration must be complete in the same
year the entity was approved to become an opt-in covered entity but in the year
before it begins to acquire a compliance obligation. This deadline will ensure
that the entity is registered before allocation occurs on October 24, and after
the deadline (September 1) by which they can rescind their request to be an
opt-in covered entity.

Summary of New Section 95830(d)(3).
New section 95830(d)(3) is added to explicitly state that voluntarily associated
entities may register for an account in the tracking system at any time.

Rationale for New Section 95830(d)(3).

This new section is necessary to clarify that voluntarily associated entities may
register for an account in the tracking system at any time. This change is
needed to ensure clarity in the regulatory timing and the registration process.

Summary of Section 95830(e).
Section 95830(e) is deleted. The text for section 95830(e) has been moved to
section 95830(c).

Rationale for Section 95830(e).

This deletion and removal to section 95830(c) is necessary to improve clarity of
the registration process by consolidating registration requirements closer within
the section.

Summary of Section 95830(f) [New Section 95830(e)].
Section 95830(f) is renumbered to be new section 95830(e).

Rationale for Section 95830(f) [New Section 95830(e)].
This change is needed to ensure correct numbering. The text remains the
same.
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Summary of Section 95830(f)(1) [New Section 95830(e)(1)].

Section 95830(e)(1) (formerly (f)(1)) is modified to streamline the requirements
for which changes to initial registration information submitted by entities must
be made within 30 calendar days of the change. This includes disclosing
changes or updates to the entity’s identification information, directors and
officers, partners with over 10 percent of control over the partnership, the
business number assigned by a California state agency, changes to a
government issued taxpayer or employer identification number, or changes to
purchase and holding limits within 30 calendar days of the change. This
section is also modified to clarity the existing requirement of updating
information regarding employees with knowledge of market position within one
year of any change. There is no change to the current requirements for
disclosure timing as described in the existing section 95830(e).

All other changes to a registrant’s corporate association and structure
information must be disclosed pursuant to section 95833(e). Requirements
related to entities not registered in the Cap-and-Trade Program, or involved in
the line of corporate associations between two registered entities has been
deleted and consolidated to section 95833.

Rationale for Section 95830(f)(1) [New Section 95830(e)(1)].

This change is needed to clarify the timing for updating registration information
for registered entities. Staff has learned from experience over the past four
years that general entity information and certain corporate association and
structure information used for the determination of direct corporate associations
must be updated within 30 calendar days of the change to ensure adequate
market monitoring. Staff is keeping the current disclosure timing requirements
and considers the frequency of updates to be reasonable and necessary to
ensure adequate market monitoring activities.

The text added to Section 95830(e)(1) is necessary to specify that entity
changes to specific registration information pursuant to section 95830(c)(1)(A)
through (E), and (1) shall be disclosed within 30 calendar days. Changes to
information pursuant to section 95830(c)(1)(J) shall be disclosed within 1 year.
All other changes to an entity’s corporate associations and structure data
should be disclosed pursuant to section 95833(e).

Staff believes that these changes to section 95830 will improve the clarity and
readability for the timing requirements on updating general registration
information, including updates to corporate associations and structure data.

Summary of Section 95830(e)(2).

The section contains an existing requirement that entities update their
corporate disclosures on the schedule now contained in section 95833(e). New
text has been added to address entities that registered as voluntarily
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associated entities to operate offset projects. These entities do not have to
make corporate association disclosures until they make the decision to hold
allowances. Deleted text is no longer needed.

Rationale for New Section 95830(e)(2).

The change is needed to provide a link to updating requirements and to allow
voluntarily associated entities (e.g., offset project operators) the option of filing
the corporate association disclosures only if they decide they want to hold
allowances. The deleted text is no longer needed.

Summary of Section 95830(e)(3).

Section 95830(e)(3) is modified to add the reference to the timing disclosure
requirements for Cap-and-Trade Consultants or Advisors as described in
existing section 95923(c). This is not a new requirement. The text for when a
registration may be revoked or suspended is moved to new section
95830(e)(4).

Rationale for Section 95830(e)(3).

The changes to section 95830(e)(3) are needed to clearly cross-reference new
section 95830(c)(1)(L) and existing section 95923(c) to provide clarity on the
timing for updating registration information as it pertains to Cap-and-Trade
Consultants or Advisors. Staff believes that these changes to section 95830
will improve the clarity and readability for the timing requirements on updating
general registration information, including updates to corporate associations
and structure data. The deleted text has been moved to new section
95830(e)(4) to improve overall clarity of section 95830(e).

Summary of New Section 95830(e)(4).

Staff has added a new section 95830(e)(4) to explicitly state that if an entity
does not meet the registration update requirements, then the entity account
may be restricted or suspended. This is not a new requirement and is text
moved from the existing section 95830(e)(3).

Rationale for New Section 95830(e)(4).

New section 95830(e)(4) is necessary to ensure consistency with the new
numbering format and to clearly identify the consequences for an entity that
does not update its registration information by the applicable deadlines.

Summary of Section 95830(g) [New Section 95830(f)].
Section 95830(g) is renumbered to be new section 95830(f), and a comma is
added after “enforcement.”
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Rationale for Section 95830(0)(1) [New Section 95830(f)].

New section 95830(f) is renumbered to be consistent with the new numbering
format. The text remains the same, except for the addition of a comma after
“enforcement” to improve readability.

Summary of Section 95830(g)(1) [New Section 95830(f)(1)].

Section 95830(f)(1) is modified to retain the existing requirements while
reflecting the reorganization of the section. The requirements are designed to
protect information that is gathered on individuals.

Rationale for Section 95830(g)(1) [New section 95830(f)(1)].
The change is needed to reflect the reorganization of the section as a whole.

Summary of Section 95830(h) [New Section 95830(q)].

This section 95830(h) is renumbered to be new section 95830(g). The text for
describing registration for entities registered to an external GHG ETS system
linked to California is the basis for the more detailed requirements added to
new sections 95830(g)(1) through (5).

Rationale for Section 95830(h) [New Section 95830(q)].

New section 95830(qg) is renumbered from 95830(h) to be consistent with the
new numbering format. The registration requirements for entities registered to
an external GHG ETS system linked to California have been modified to
address entities that may have compliance obligations in other linked
jurisdictions.

Summary of Section 95830(h)(1) [New Section 95830(g)(1)].
The text is modified to retain the specific requirement that an entity located in
California must register with California.

Rationale for Section 95830(h)(1) [New Section 95830(q)(1)].
The change is needed to ensure that entities located in California register with
California.

Summary of Section 95830(h)(2) [New Section 95830(g)(2), (A) and (B)].

The proposed text modifies the registration requirement for entities located in
the United States. These entities may only register in California, except under
those circumstances where these entities do not qualify as a covered entity in
California and where they have a compliance obligation with a linked
jurisdiction. If both of those conditions are met, an entity would register with the
jurisdiction in which it has a compliance obligation, rather than with California.
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Rationale for Section 95830(h)(2) [New Section 95830(q)(2), (A) and (B)].
The change is needed to ensure that entities in the United States register with
California unless their only compliance obligation is with another linked
jurisdiction.

Summary of New Section 95830(h)(3) [New Section 95830(g)(3)].

Section 95830(g)(3) is modified to specify that an entity that is located outside
the United States and that is not located within a jurisdiction with which
California has linked may register with a jurisdiction in which it qualifies as a
covered or opt-in covered entity. An example of this type of entity would be an
importer of electricity that delivers electricity to California but is located in a
Canadian Province that is not linked to California’s Program. This type of entity
would register with California.

Rationale for New Section 95830(q)(3).

The change is needed to address the situation in which an entity that otherwise
is not located in California or a jurisdiction to which California has linked to
register with a jurisdiction where it has emissions that are covered by the
jurisdiction’s regulations.

Summary of New Section 95830(g)(4), (A) and (B).

The proposed new section is added to address situations in which an entity has
a compliance obligation in more than one jurisdiction. The newly added
provisions allow such an entity to register into each jurisdiction where it has an
obligation and to use a streamlined registration process where appropriate by
partially relying on the registration it has made with California (under
subparagraph (A)), or the linked jurisdiction (subparagraph (B). This addition
clarifies that the entity must still comply with other rules that may vary between
jurisdictions.

Rationale for New Section 95830(q)(4), (A) and (B).

The change is needed to address situations in which entities have a
compliance obligation in more than one linked jurisdiction and to ensure that all
jurisdiction-specific requirements are still met. This is necessary because the
entity must surrender compliance instruments to each jurisdiction and comply
with other rules that may vary between jurisdictions. One such difference is the
existence of several California-specific attestations. The proposed text requires
the entity to comply with California-specific requirements even if California can
access some of the registration information through the tracking system or
other means.

Summary of Section 95830(h)(4) [New Section 95830(g)(5)].
The section is renumbered to be consistent with the new numbering format.
The text is identical to text for prior section 95830(h)(3).
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Rationale for Section 95830(h)(4) [New Section 95830(a)(5)].
No changes to the text are made. The change is necessary to ensure
consistent section numbering.

Section 95831. Account Types.

Summary of New Section 95831(a)(3).
Text is added to reference allocation to natural gas suppliers.

Rationale for New Section 95831 (a)(3).

This section specified all types of entities that receive a limited use holding
account. EDUs and natural gas supplier receive such an account because they
are required to consign allocated allowances to auction.

Summary of New Section 95831(a)(5).
The text is updated to reference to the voluntarily associated entity section.

Rationale for New Section 95831 (a)(5).
This change is necessary to ensure accurate cross-reference to the voluntarily
associated entity section.

Summary of New Section 95831(a)(6).
Section 95831(a)(6) is modified to reference all entities that receive direct
allocation by referencing the full subarticle 9, rather than just section 95870.

Rationale for New Section 95831 (a)(6).
The change is necessary to specify all direct allocation methodologies, located
in subatrticle 9, rather than all types of disposition of allowances.

Summary of New Section 95831(a)(6)(D)-(F).

Section 95831(a)(6)(D)-(F) are modified to explicitly reference the name of the
allocation methodology referred to which in each section. This includes
allocation for publicly owned electric utilities and electrical cooperatives
((a)(6)(D)), natural gas suppliers ((a)(6)(E)), and industrial entities, universities,
public service facilities, and legacy contract generators ((a)(6)(F)).

Rationale for New Section 95831 (a)(6)(D)-(F).
These changes are necessary to provide improve clarity within and among
these sections. The meaning of the sections is not changed.

Summary of New Section 95831(a)(6)(G).

This section is added to address the transfer of allowances from public
wholesale water agencies’ allowance allocation holding account to each entity’s
compliance account.
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Rationale for New Section 95831(a)(6)(G).

In general, all allowances are transferred to either limited use holding accounts
or allowance allocation holding accounts. Public water agencies are allocated
all allowances into their allowance allocation holding account. All allowances in
the allowance allocation holding account are transferred by the Executive
Officer to the entity’s compliance account on January 1 of the vintage
allowances in the account. This section is necessary to ensure clarity on which
account will receive an allocation transfer for public water agencies.

Summary of New Section 95831(a)(6)(H).

This section is added to address the transfer of allowances from each waste-to-
energy facility’s allowance allocation holding account to each entity’s
compliance account.

Rationale for New Section 95831 (a)(6)(H).

In general, all allowances are transferred to either limited use holding accounts
or allowance allocation holding accounts. Waste-to-energy facilities are
allocated all allowances into their allowance allocation holding account. All
allowances in the allowance allocation holding account are transferred by the
Executive Officer to the entity’s compliance account on January 1 of the vintage
allowances in the account. This section is necessary to ensure clarity on which
account will receive an allocation transfer for waste-to-energy facilities.

Summary of New Section 95831(a)(6)(1).

This section is added to address the transfer of allowances from each suppliers
of liquefied natural gas allowance allocation holding account to each entity’s
compliance account.

Rationale for New Section 95831 (a)(6)(1).

In general, all allowances are transferred to either limited use holding accounts
or allowance allocation holding accounts. Suppliers of liquefied natural gas are
allocated all allowances into their allowance allocation holding account.
Allowances in the allowance allocation holding account are transferred by the
Executive Officer to either the entity’s compliance account or holding account
(pursuant to section 95852(1)(1) on January 1 of the vintage year of the
allocated allowances. This section is necessary to ensure clarity on which
account will receive an allocation transfer for liquefied natural gas suppliers.

Summary of Section 95831(b)(7), (A) through (D).

The proposed text creates a new type of account under the control of the
Executive Officer. The account, called the External GHG Program Holding
Account, will function as part of a retirement-only linkage that ARB negotiates
with an external GHG Program pursuant to section 95945. (The approved
linkage would be listed pursuant to a Board approved rulemaking specific to the
jurisdiction or jurisdictions with which ARB has entered into a Retirement-Only
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Agreement in section 95943(d).) Under the agreement, ARB would allow
entities registered into the linked program to purchase California compliance
instruments for the purpose of having them retired by ARB. ARB would then
inform the linked program of the retirements, and the linked program would
grant the retiring entities credit in their program for the retirements.

The account will serve two functions. First, the California entity will transfer the
instruments to be retired to the account. The transfer request will include an
identifier for the entity that is registered into the linked program. This gives
ARB the opportunity to determine if the transfer is being conducted in
accordance with the linkage agreement. If it is not, ARB can determine that the
transfer is part of an improper “unilateral linkage” and refuse the request.
Second, transfers into this account, and subsequently to the Retirement
Account, will be recorded into CITSS. When the external program needs an
accounting of the retirements made in California by its entities the data are
easily downloaded from CITSS.

Rationale for Section 95831(b)(7), (A) Through (D).

The proposed text is needed to create a pathway for ARB to link its Cap-and-
Trade Program with other external GHG Programs. (“Program” is, for purposes
here, a broad term that encompasses GHG ETS as well as programs that are
designed to reduce emissions, but may not include trading mechanisms.)
Without the creation of the account, ARB would not have a clear pathway to
permit qualifying “unilateral linkages,” nor would it have an efficient mechanism
to promote linkages between GHG programs that were not bilateral linkages
similar to the one with Québec.

Summary of Section 95831(c)(1)-(4).
The existing text is deleted. The existing requirements have been moved to
section 95835(c) and expanded.

Rationale for Section 95831(c)(1)-(4).

The change is needed as part of an effort to ensure that all requirements
pertaining to changes to registration are moved to section 95835. Section
95835 has been added to provide registered entities with a clear pathway to
changing their registration status, including leaving the program.

Summary of Section 95831(d) [New Section 95831(c)].
This section is renumbered to be new section 95831(c).

Rationale for Section 95831(d) [New Section 95831(c)].
The change is needed to reflect the reorganization of the section.

Section 95832. Designation of Representatives and Agents.

Summary of Section 95832(a).
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The text is modified to add in two commas in the first sentence.

Rationale for Section 95832(a).

Although minor, these changes are necessary to improve clarity in the section
to ensure entities understand they must designate one primary and at least one
(and up to four) alternate account representatives.

Summary of Section 95832(a)(1).
The text is modified to remove an unnecessary comma.

Rationale for Section 95832(a)(1).
This change, although minor, is necessary to improve clarity in the section.

Summary of Section 95832(a)(3).

The text is amended to refer to new section 95803(a). Section 95803(a) allows
electronic submission of the attestation and signature. A period was also
added at the end of the attestation.

Rationale for Section 95832(a)(3).

The amended text refers to a new section that allows electronic submission of
the attestation and signature. Staff believes that electronic submission of
information required by the Regulation will be less burdensome for CITSS
account holders and will streamline the process for account holders and ARB.
The addition of a period at the end of the attestation language is necessary to
ensure proper punctuation.

Summary of Section 95832(a)(4).

The text is amended to add the term “who” at the end of the sentence to help
clarify that the officer signing the attestation must be one of the officers
disclosed pursuant to section 95830(c)(1)(B).

Rationale for Section 95832(a)(4).
The amendment is necessary to ensure clarity in understanding who must sign
the attestation.

Summary of Section 95832(d).

The text is amended to refer to new section 95803(a). Section 95803(a) allows
electronic submission of the attestation and signature. In addition, an
extraneous quotation mark is removed from the attestation language.

Rationale for Section 95832(d).

The amended text refers to a new section that allows electronic submission of
the attestation and signature. Staff believes that electronic submission of
information required by the Regulation will be less burdensome for CITSS
account holders and will streamline the process for account holders and ARB.
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The removal of the quotation mark is necessary to ensure the attestation is
grammatically correct and clear.

Summary of Section 95832(f)(1).

The existing regulation allows the primary account representative to be
changed at any time upon receipt by the accounts administrator of a
superseding complete application for an account under section 95830(c).
Section 95832(f)(1) is modified to allow designated primary account
representatives to be changed at any time upon receipt by the accounts
administrator of a superseding designation of a primary account representative,
rather than a superseding complete application for an account under section
95830(c).

Rationale for Sections 95832(f)(1).

Requiring submittal of a superseding complete application for the change of an
account representative is unnecessarily burdensome on users as a complete
application would include application information potentially not related to the
account representative. Application information potentially not related to the
account representative would include names and addresses of the entity’s
directors and officers, names and contact information for persons controlling
over 10 percent of voting rights, and identification of all other entities with whom
the entity has a direct corporate association. If this application information has
not changed, then it is not necessary to be resubmitted to change an account
representative. The changes are necessary to streamline the process to
change account representatives without losing any information necessary for
efficient and timely market monitoring and operations.

Summary of Section 95832(f)(2).

The existing regulation allows the alternate account representative to be
changed at any time upon receipt by the accounts administrator of a
superseding complete application for an account under section 95830(c).
Section 95832(f)(2) is modified to allow designated alternate account
representatives to be changed at any time upon receipt by the accounts
administrator of a superseding designation of an alternate account
representative, rather than a superseding complete application for an account
under section 95830(c).

Rationale for Section 95832(f)(2).

Requiring submittal of a superseding complete application for the change of an
account representative is unnecessarily burdensome on users as a complete
application would include application information potentially not related to the
account representative. Application information potentially not related to the
account representative would include names and addresses of the entity’s
directors and officers, names and contact information for persons controlling
over 10 percent of voting rights, and identification of all other entities with whom

119



the entity has a direct corporate association. If this application information has
not changed, then it is not necessary to be resubmitted to change an account
representative. The changes are necessary to streamline the process to
change account representatives without losing any information necessary for
efficient and timely market monitoring and operations.

Summary of New Section 95832(f)(3)(A)-(C).

The existing regulation requires representatives to submit an updated
attestation and signature of an officer of the entity when switching roles from a
Primary Account Representative to an Alternate Account Representative
(PAR/AAR Swap). Section 95832(f)(3) is added to allow designated account
representatives to swap roles (PAR/AAR Swap) without submittal of a
subsequent attestation or officer of the entity signature. Subparagraph (A) is
added to specify that existing signatures and designations will remain
applicable. Subparagraph (B) is added to specify that a new attestation by the
account representative that previously submitted an attestation is not required.
Subparagraph (C) is added specifies that a new officer signature is not required
if a signature was previously submitted to designate the account representative.

Rational for New Section 95832(f)(3)(A)-(C).

The Primary Account Representative and Alternate Account Representative
roles have the same authority in CITSS and the attestations to be designated to
either role are identical. Representatives frequently request role changes. The
existing process is unnecessarily burdensome on users. The proposed
modifications streamline the process to perform a role swap by designated
account representatives of the same account. Subparagraphs (A)-(C) are
necessary to specify when existing signatures are valid and the circumstances
in which new signatures are not required.

Summary of New Section 95832(f)(4)(A)-(C).

The text in this section is similar to the prior section, with one important
difference: a swap of the primary account representative and an alternate
account representative can be effected on the receipt of a designation if both
representatives have active status on the account at the time of the request. If
the proposed primary or alternate account representative has been an account
representative for the account at an earlier date but does not have active status
on the account at the time of the request, a complete application is required.
Subparagraph (A) is added to specify that existing attestations and signatures
will remain applicable as long as the designated representative remains
designated as either a PAR or AAR. Subparagraph (B) is added to specify that
a new attestation by the account representative that previously submitted an
attestation is not required. Subparagraph (C) is added specifies that a new
officer signature is not required if a signature was previously submitted to
designate the account representative.
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Rationale for New Section 95832(f)(4).

An account representative may have not have been on an account for some
time. The requirement for a complete application ensures that information on
the proposed account representative is up to date. Subparagraphs (A)-(C) are
necessary to specify when existing attestations and signatures are valid and
the circumstances in which new signatures or attestations are not required.

Section 95833. Disclosure of Corporate Associations.

Summary of Section 95833(a)(1).

The proposed text provides a clearer explanation of what constitutes a
corporate association; namely, when an entity has ownership or control over
another entity.

Rationale for Section 95833(a)(1).

The existing text contains only a list of criteria and indicia that determine for
regulatory purposes what qualifies as a corporate association. The new text is
needed to provide an explanation that the measures are designed to determine
the level of ownership or control by one entity over another.

Summary of Section 95833(a)(1)(A) through (F).

Section 95833(a)(1)(A)-(F) is modified to remove specific percentage levels
from the text in (A), (B), (C), (D), and (F). The summary and rationale for
section 95833(a)(1)(E) are discussed below.

Rationale for Section 95833(a)(1)(A) through (F).

Staff is proposing the change to convert the section to a list of indicia that can
be applied to evaluating any type of corporate association, whether it is an
indirect corporate association or direct corporate association.

Summary of Section 95833(a)(1)(E).

Section 95833(a)(1)(E) is also modified to clarify that control over the general
partner can mean direct control or control over the right to select the general
partner.

Rationale for Section 95833(a)(1)(E).

The change is needed to clarify the application of the indicia of control when
applied to limited partnerships, including both ownership and voting rights
control.

Summary of Section 95833(a)(2).

Section 95833(a)(2) is modified to streamline the description of when direct
corporate association exists, meaning whenever the indicia of control specified
in modified section 95833(a)(1) exceeds 50 percent.
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Rationale for Section 95833(a)(2).

The change is needed to reflect the revisions to section 95833(a)(1) which now
contain explanations of all of the measures of ownership and control. The
change is also needed to enhance clarity and streamline the regulatory
determinations of when a direct corporate association exists.

Summary of Section 95833(a)(2)(A)-(F).
Sections 95833(a)(2)(A)-(F) are deleted.

Rationale for Section 95833(a)(2)(A)-(F).

These sections are no longer needed as revised section 95833(a)(1) now
includes a list of all of the measures of ownership and control. The deleted
sections would duplicate the meaning of the revised 95833(a)(1) and (a)(2).

Summary of Section 95833(a)(3).

Section 95833(a)(3) is modified to clarify another type of direct corporate
association; when two registered entities are connected through a line of more
than one direct corporate association. The modification also removes text that
IS unnecessary.

Rationale for Section 95833(a)(3).

The change is needed to clarify that an entity can have a direct corporate
association with another entity through a line of more than one direct corporate
association. The deleted text was removed because the determination of direct
corporate associations does not necessitate both entities to be registered.

Summary of Section 95833(a)(3)(A).
Section 95833(a)(3)(A) is modified to remove irrelevant text.

Rationale for Section 95833(a)(3)(A).

The change is needed to clarify that an entity can have a direct corporate
association with another entity through having a common parent. The deleted
text was removed because the determination of direct corporate associations
does not depend on whether both entities are registered.

Summary of Section 95833(a)(3)(B).
Section 95833(a)(3)(B) is modified to remove any reference to registered
entities.

Rationale for Section 95833(a)(3)(B).
The change is needed because the determination of direct corporate
associations does not depend on whether both entities are registered.

Summary of Section 95833(a)(4).
Section 95833(a)(4) is modified to remove any reference to registered entities.
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Rationale for Section 95833(a)(4).

The change is needed because the determination of indirect corporate
associations does not depend on whether both entities are registered.
Previously, this provision more closely limited the disclosure of indirect
corporate associations. Proposed modifications to section 95833(b) now more
clearly define when and how any disclosure of indirect corporate associations
must be made, whereas revised section 95833(a)(4) merely clarifies whether
an indirect corporate association exists.

Summary of Section 95833(a)(4)(B).

Section 95833(a)(4)(B) is modified to delete references to sections
95833(a)(1)(A) through (F), which have been deleted. New text is added to
explain that an indirect corporate association exists when the measures of
ownership and control in section 95833(a)(1) are evaluated to be at a level
greater than 20 percent but less than or equal to 50 percent. The new text also
clarifies the procedure for evaluating a line of indirect corporate associations.

Rationale for Section 95833(a)(4)(B).

The revisions are needed to clarify the process for evaluating indirect corporate
associations given the reorganization of section 95833(a). As with all changes
to section 95833, these changes are intended to further streamline and clarify
the determination and any required disclosure of corporate associations.

Summary of Section 95833(a)(4)(C).
Section 95833(a)(4)(C) is deleted.

Rationale for Section 95833(a)(4)(C).

The change is needed to reflect the deletion of section 95833(a)(2)(E) to which
the deleted text refers. In addition, the revisions to section 95833(a)(3) render
the deleted text unnecessary.

Summary of New Section 95833(a)(6).

New section 95833(a)(6) is added to identify a class of individuals that has
access to the market position of more than one entity, and to identify that such
individuals may cause the entities they represent to result in a direct corporate
association. Such individuals are defined to have “shared roles” for those
entities. Account Representatives, Account Viewing Agents, Bidding Advisors,
and all individuals disclosed pursuant to section 95830(c)(1)(J) are defined as
having access to market positions. The proposed text provides that a
registered entity employing a Cap-and-Trade Consultant or Advisor pursuant to
section 95923 must determine whether that individual has access to market
positions. The proposed text requires that entities that employ individuals that
gualify as having shared roles for more than one entity must undertake
specified actions when that entity first registers or within 10 calendar days of
employing or contracting with such an individual.
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Rationale for New Section 95833(a)(6).

The change is needed to identify individuals who qualify as having shared roles
as these individuals could potentially transfer information on registered entities’
market positions to other entities they represent. The section would require the
entity employing such individuals to take actions described in sections
95833(a)(6)(A) and (B).

Summary of New Section 95833(a)(6)(A).

New section 95833(a)(6)(A) is added to require that entities employing
individuals identified as having shared roles for multiple entities document that
they have in place policies and procedures to prevent the individuals from
transferring information on market positions between entities in lieu of declaring
the entities have a direct corporate association pursuant to section 95833(d).

Rationale for New Section 95833(a)(6)(A).

The change is needed to create an affirmative responsibility on the part of the
entity employing individuals with shared roles to prevent the inappropriate
sharing of market position information and avoid having to disclose as direct
corporate associates pursuant to section 95833(d).

Summary of New Section 95833(a)(6)(B).

Section 95833(a)(6)(B) is added to create an alternate compliance method for
the entity employing individuals with shared roles. If an entity cannot meet the
requirements of section 95833(a)(6)(A), the alternate compliance method is to
declare that they and other entities also employing the same individual with a
shared role have a direct corporate association. This requirement is analogous
to the existing requirement contained in existing section 95833(f)(7), which was
specifically limited to account representatives. The new language includes any
employee or consultant that may have access to market position information.
That section has been deleted.

Rationale for New Section 95833(a)(6)(B).

The change is needed to broaden an existing requirement to a wider range of
individuals that employed in a capacity that gives them information on market
position by more than one entity. In the existing text, when entities employ
individuals with shared roles the declaration of a direct corporate association is
required. The addition of section 95833(a)(6)(A) is meant to create a less
burdensome approach to preventing the sharing of market position information.
The existing requirement is retained in section 95833(a)(6)(B) to provide a way
of dealing with entities that are unable to take the appropriate measures to
ensure those individuals do not share information.

Summary of Section 95833(b).
The existing text of section 95833(b) is deleted and replaced with a higher-level
descriptive title of “Disclosure of Corporate Associations.” The existing text,
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which applies to disclosures of direct and indirect corporate associations with
entities in GHG ETS to which California has linked, is moved to several new
subsections of 95833(b).

Rationale for Section 95833(b).

The change is needed to introduce a list of specific instances in which
corporate associations must be disclosed. This reordering of the paragraph is
intended to improve the clarity of the disclosure requirements.

Summary of New Section 95833(b)(1).

Section 95833(b)(1) is added to require entities to disclose their direct and
indirect corporate associations with entities registered into California or linked
GHG ETS. This is an expanded version of the existing requirement in section
95833(d).

Rationale for New Section 95833(b)(1).
The change is needed to make the existing disclosure requirement clearer.

Summary of New Section 95833(b)(2).

Section 95833(b)(2) is added to modify the existing requirement in section
95833(a)(3) to disclose direct corporate associations with entities that control
them, i.e., their parent entities, whether they are registered or not.

Rationale for New Section 95833(b)(2).
The change is needed to make clear an existing disclosure requirement
regarding parent entities.

Summary of New Section 95833(b)(3).

Section 95833(b)(3) is added to ensure the maintenance of the existing
requirement to disclose direct and indirect corporate associations with each
registered or unregistered entity in the line of corporate associations between
them. The existing requirements were in sections 95833(a)(3) and (4).

Rationale for New Section 95833(b)(3).
The change is needed to make clear an existing disclosure requirement and to
consolidate the disclosure requirements into a new, streamlined section.

Summary of New Section 95833(b)(4).

Section 95833(b)(4) is added to streamline the existing requirement found in
existing section 95830(c)(1)(H) (proposed for modification through this
rulemaking) that gave entities the option of limiting the disclosure of direct
corporate associations with unregistered entities to those entities in markets
related to the Cap-and-Trade Program. New section 95833(b)(4) applies to
corporate associates inside the United States or Canada but outside California
and Québec. Staff is proposing to modify the requirements related to
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disclosures of direct corporate associates outside of California and linked
jurisdictions. Specifically, the new provision would maintain the disclosure
requirement, but modify it to only require disclosure upon a request from the
Executive Officer. They will have 30 days to provide the documentation.

This provision does not apply, however, to any disclosures required elsewhere
in 95833. For example, if an entity has a parent company in Europe, that must
be disclosed at the time of registration.

Rationale for New Section 95833(b)(4).

The change is needed to balance the need to have the corporate association
information available to investigate disruptions in related markets with the work
of implementing the disclosures. As ARB staff has implemented the corporate
associations requirements, staff has developed experience with the types of
information that are needed upfront during registration to ensure due diligence
and market monitoring from registration onward, and which information may be
more important at a later time but not necessary at the time of registration. The
intent of this new provision is to streamline the disclosure requirements and
ensure greater ease in implementation.

Summary of New Section 95833(b)(4)(A).

Section 95833(b)(4)(A) is added to specify a list of markets considered related
to the Cap-and-Trade Program. The list is a modified version of the list of
markets considered related to the Cap-and-Trade Program that is contained in
existing section 95830(c)(1)(H)1., which staff is proposing to delete.

Rationale for New Section 95833(b)(4)(A).

The change is needed to retain the list of markets considered related to the
Cap-and-Trade Program. The list of related markets clarifies the corporate
associates that an entity may be called upon to disclose upon request of the
Executive Officer. As described in previous rulemakings, this information is
necessary to ensure ARB is able to monitor the primary Cap-and-Trade market,
as well as other markets that may have a direct relationship to the operations of
California’s program or that California’s program may have on other markets.

Summary of New Section 95833(b)(4)(B).

Section 95833(b)(4)(B) is added to maintain the alternate means of disclosure
that was previously contained in section 95830(c)(1)(H)1., which staff is
proposing to delete in order to better structure the corporate associations
provisions.

Rationale for New Section 95833(b)(4)(B).

The change is needed to maintain a current method by which entities reporting
direct corporate associations outside of California and Québec may use other
documents they already submit to an agency of the U.S. federal government.
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The new placement in section 95833(b)(4)(B) is needed to fit within the
restructuring of the corporate associations provisions to enhance clarity and
streamline the requirements.

Summary of New Section 95833(b)(5).

Section 95833(b)(5) is added to streamline and reorder an existing requirement
currently contained in existing section 95830(c)(1)(H), which gives entities the
option of limiting the disclosure of direct corporate associations with
unregistered entities to those entities in markets related to the Cap-and-Trade
Program. These entities include corporate associates outside the United
States and Canada. Staff is proposing to modify the requirements related to
disclosures of direct corporate associates outside of Canada and the United
States. Staff is proposing that the disclosure requirement be retained, but that
entities do not have to submit the documentation until they receive a request
from the Executive Officer. They will have 30 days to provide the
documentation.

This provision does not apply, however, to any disclosures required elsewhere
in 95833. For example, if an entity has a parent company in Europe, that must
be disclosed at the time of registration.

Rationale for New Section 95833(b)(5).

The change is needed to balance the need to have the corporate association
information available to investigate disruptions in related markets with the work
of implementing the disclosures. As ARB staff has implemented the corporate
associations requirements, staff has developed experience with the types of
information that are needed upfront during registration to ensure due diligence
and market monitoring from registration onward, and which information may be
more important at a later time but not necessary at the time of registration. The
intent of this new provision is to streamline the disclosure requirements and
ensure greater ease in implementation.

Summary of New Section 95833(b)(5)(A).

Section 95833(b)(5)(A) is added to specify a list of markets considered related
to the Cap-and-Trade Program. The list is a modified version of the list of
markets considered related to the Cap-and-Trade Program that is contained in
existing section 95830(c)(1)(H)1., which staff is proposing to delete.

Rationale for New Section 95833(b)(5)(A).

The change is needed to retain the list of markets considered related to the
Cap-and-Trade Program. The list of related markets clarifies the corporate
associates that an entity may be called upon to disclose upon request of the
Executive Officer. As described in previous rulemakings, this information is
necessary to ensure ARB is able to monitor the primary Cap-and-Trade market,
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as well as other markets that may have a direct relationship to the operations of
California’s program or that California’s program may have on other markets.

Summary of New Section 95833(b)(5)(B).

Section 95833(b)(5)(B) is added to maintain the alternate means of disclosure
that was previously contained in section 95830(c)(1)(H)1., which staff is
proposing to delete in order to better structure the corporate associations
provisions.

Rationale for Section 95833(b)(5)(B).

The change is needed to maintain a current method by which entities reporting
direct corporate associations outside of the United States and Canada may use
other documents they already submit to an agency of the U.S. federal
government. The new placement in section 95833(b)(5)(B) is needed to fit
within the restructuring of the corporate associations provisions to enhance
clarity and streamline the requirements.

Summary of Section 95833(c).

Section 95833(c) has been modified to include a title to specify that the section
relates to exemptions from disclosure. Existing text is maintained, but
renumbered as (c)(1).

Rationale for Section 95833(c).
The change is needed to reflect the reorganization of the section.

Summary of Section 95833(c)(1).
The proposed section contains existing text that has been renumbered.

Rationale for Section 95833(c)(1).
The change is needed to reflect the reorganization of the section.

Summary of New Section 95833(c)(2).

Section 95833(c)(2) is added to provide an exemption from corporate
association disclosures for an entity that registers as a voluntarily associated
entity as an offset project operator that will only hold offsets.

Rationale for New Section 95833(c)(2).

The change is needed to provide an exemption from corporate disclosure
requirements for an entity that will only hold offsets. Staff believes offset
project operators that agree not to hold allowances do not need to meet the
same level of corporate association disclosure, as their activities are limited to a
portion of the program that is further limited to the eight percent quantitative
usage limit by offset users and is therefore less apt to market manipulation.
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Summary of Section 95833(d).

Section 95833(d) is revised to delete existing text and replace it with a title that
captures the nature of the provision — disclosure requirements. The existing
text introducing a list of required disclosure fields is moved to existing section
95833(d)(1).

Rationale for Section 95833(d).
The change is needed to reflect the reorganization of the section.

Summary of Section 95833(d)(1).

Section 95833(d)(1) is modified to include text originally contained in section
95833(d) that indicates which entities must disclose information contained in
sections 95833(d)(1)(A)-(E).

Rationale for Section 95833(d)(1).

The change is needed to reflect the reorganization of the section. The list in
this section is composed of factual information. The broader disclosures on
types of relationships remain in section 95833(d)(2).

Summary of Section 95833(d)(1)(B).
The existing text is deleted.

Rationale for Section 95833(d)(1)(B).
The requirement is no longer needed since staff is proposing related changes
in section 95833(d)(2).

Summary of Section 95833(d)(1)(C) [now Section 95833(d)(1)(B)].

The requirement to disclose the holding account number of the associated
entity is replaced with a requirement to disclose a tracking system entity
identification, if applicable, and it is renumbered as (d)(1)(B).

Rationale for Section 95833(d)(1)(C) [now Section 95833(d)(1)(B)].

The change is needed to reflect that CITSS holding account numbers are not
visible, but entity Identification code is. The change is also needed to reflect
the reorganization of the section.

Summary of Section 95833(d)(1)(D).
The requirement to disclose primary account representative is deleted.

Rationale for Section 95833(d)(1)(D).
The requirement is no longer needed as the functionality has been built into
CITSS.
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Summary of Section 95833(d)(1)(E).
The requirement to submit a Data Universal Numbering System (DUNS)
number ID deleted.

Rationale for Section 95833(d)(1)(E).
The change is needed because staff has observed that the number is assigned
less frequently than expected.

Summary of Section 95833(d)(1)(F) [now Section 95833(d)(1)(C)].

Section 95833(d)(1)(F) is renumbered to (d)(1)(C) and the option to submit a
government-issued Taxpayer ldentification Number is added. Submission of an
Employer identification number is no longer restricted to one issued by the U.S.

Rationale for Section 95833(d)(1)(F) [now Section 95833(d)(1)(C)].

The change is needed to broaden the available government-issued
identification numbers that may be disclosed. This has become more important
due to the number of non-U.S. entities that register in California.

Summary of Section 95833(d)(1)(G) [now Section 95833(d)(1)(D)].
The section is renumbered (d)(1)(D).

Rationale for Section 95833(d)(1)(G) [now Section 95833(d)(1)(D).
The change is needed to reflect the reorganization of the section.

Summary of New Section 95833(d)(1)(E).

Section 95833(d)(1)(E) is added to retain the requirement currently in sections
95833(f)(3)(C) that entities with a direct corporate association with registered
entities must provide a distribution of the holding limit and purchase limit
assigned to any associated entity opting out of account consolidation.

Rationale for New Section 95833(d)(1)(E).

The change is needed to retain the existing requirement in section
95833(f)(3)(C) which is being deleted. The distribution of purchase and holding
limits among corporate associations is essential to preventing market
manipulation and ensuring effective market monitoring.

Summary of Section 95833(d)(2).

Section 95833(d)(2) is modified to delete the existing requirement to disclose
the type of corporate association, a brief description of the association, and the
entity’s evaluation of the indicia of control, is deleted. The provision is modified
to replace that requirement with a requirement to identify the associations being
disclosed as either direct or indirect. The other requirements of the existing text
are moved to new section 95833(d)(2)(A) and (B).
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Rationale for Section 95833(d)(2).
The changes are needed to allow a more detailed explanation of the
requirements.

Summary of New Section 95833(d)(2)(A).
Section 95833(d)(2)(A) is added to maintain text originally included in section
95833(d)(2) and to modify it to apply only to indirect corporate associations.

Rationale for Section 95833(d)(2)(A).

The change is needed to reflect the reorganization of the section and to help
streamline the corporate association requirements.

Summary of New Section 95833(d)(2)(B).

Section 95833(d)(2)(B) is added to retain text originally included in section
95833(d)(2), and modifies it to apply only to direct corporate associations. This
provision requires the entity to identify associates as parent, subsidiary, or an
entity with a common parent, but does not require the entity to evaluate the
indicia of control.

Rationale for Section 95833(d)(2)(B).

The change is needed to reflect the reorganization of the section. Removing
the need to evaluate the indicia of control is intended to reduce the effort
required to satisfy this provision.

Summary of Section 95833(d)(3).
Section 95833(d)(3) is added to reference new section 95803(a), which
explains the acceptable methods for submitting information to ARB.

Rationale for Section 95833(d)(3).
The change is needed to provide flexibility in the submission of information,
such as through electronic submission.

Summary of Section 95833(e).
Section 95833(e) is changed to insert a title and to remove a reference to the
Executive Officer.

Rationale for Section 95833(e).
The change is needed to allow submission of the information to staff and not
involve the Executive Officer.

Summary of Section 95833(e)(1).
Section 95833(e)(1) is modified to more explicitly relate the provision to the
time of registering.
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Rationale for Section 95833(e)(1).
The change is needed to clarify when entities must disclose the information
required pursuant to section 95833(d)—at the time of registration.

Summary of Section 95833(e)(2).

The existing text requires disclosure of a corporate association when it is
“created or exists.” The proposed changes replace this with a requirement to
disclose within 30 calendar days the creation of or change in the type of
corporate association. The section also adds references to the disclosure
requirements involved.

Rationale for Section 95833(e)(2).
The change is needed to impose a clear deadline and provides specific
references to what must be reported.

Summary of Section 95833(e)(3).

Section 95833(e)(3) is modified to specify that information related to
unregistered entities disclosed pursuant to sections 95833(b)(4) and (5) must
only be updated within one year of any changes. Text regarding now
substantially modified section 95830(f)(1) has been deleted.

Rationale for Section 95833(e)(3).

This modification is necessary to clarify when information disclosed pursuant to
sections 95833(b)(4) and (5) must be updated, and to remove a requirement
that is no longer needed due to the addition of the requirements in 95833(b)(4)
and (5), which allow the data to be requested by the Executive Officer.

Summary of Section 95833(e)(4).

Section 95833(e)(4) is modified to specify that disclosure prior to auction must
be completed ten days before the auction application deadline instead of by the
auction application deadline. In addition, the deadline applies only if the
changes that must be disclosed apply to registered entities and the disclosing
entity intends to participate in the auction.

Rationale for Section 95833(e)(4).

The change is needed to ensure that ARB has timely information on corporate
associations when processing auction applications. This change is also
needed to align with the similar timing requirement in Québec’s Cap-and-Trade
System. This process does not require information on entities that are not
participating in the auction.

Summary of New Section 95833(e)(5).

Section 95833(e)(5) is added to specify that all other changes not specified in
previous paragraphs must be updated within one year of any changes. This
section contains the requirement originally contained in section 95833(e)(3).
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Rationale for New Section 95833(e)(5).

The change is needed to preserve an existing requirement, to reflect the
addition of other specific disclosure requirements, and to reflect the
reorganization of the section.

Summary of Section 95833(f)(1) through (6).
The sections are deleted, modified, and moved to section 95830 to provide
better consolidation of similar requirements.

Rationale for Section 95833(f).
The change is needed to ensure that all requirements related to registration
and updating of registration information are contained in section 95830.

Section 95834. Know-Your Customer Requirements.

Summary of Section 95834(a)(4).

This modification updates a Know Your Customer (KYC) requirement for
account representatives that reside outside of the United States but represent
California covered entities. The regulation stipulates that individuals with a
felony criminal conviction in the last 5 years in the United States are ineligible
for registration. Section 95834(a)(4) is modified to additionally specify that
individuals with a criminal conviction in any jurisdiction that would constitute the
equivalent of a felony if it were committed in the United States under U.S.
federal law or California law would be ineligible for registration.

Rational for Section 95834(a)(4).

This modification is necessary because some entities registered in the
program, which can include fuel importers and other entities, are located
outside of the United States, and may not have employees residing in the
United States. The modification is needed to ensure equivalent assessment of
conviction status for all individuals (not just those living in the United States)
who apply for a user profile in the tracking system.

Summary for Section 95834(b)(2)(A)-(C).

The existing regulation allows submission of a valid identity card issued by a
U.S. state as an acceptable form of KYC. Section 95834(b)(2)(A) is modified to
allow submission of a valid identity card issued by a recognized government
body as an acceptable form of KYC. Subsection (B) is deleted and subsection
(C) is re-lettered as (B).

Rational for Section 95834(b)(2)(A)-(C).

These modifications are necessary to clarify that valid government-issued
identity cards or other documentation does not have to be issued by a U.S.
State. This is necessary because some entities that are subject to the
California regulation may be located outside of the United States, and may not
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have employees that reside in the United States. The modification to
subsection (A) updates a KYC requirement for account representatives that
reside outside of the United States but represent California covered entities and
allows them to submit government-issued identification from the jurisdiction in
which they reside. Subsection (B) is redundant given the amended text in (A)
and therefore no longer necessary. Subsection (C) is retained but renumbered
given the deletion of (B).

Summary of Section 95834(b)(4).
Section 95834(b)(4), requiring the provision of employer information, is deleted.

Rationale for Section 95834(b)(4).

The modification is made because staff has determined through the
implementation of the KYC requirements over the last several years that this
information is not as useful as other required information in establishing an
applicant’s identity, and that it can therefore be removed.

Summary of Section 95834(b)(5).
Section 95834(b)(5), requiring a passport number or driver’'s license number, is
deleted.

Rationale for Section 95834(b)(5).

As applicants already submit a government-issued identification document,
usually a driver’s license or a passport as photographic evidence of identity,
this separate requirement is redundant and no longer needed.

Summary of Section 95834(b)(6) [New Section 95834(b)(4)].
Section 95834(b)(6) is renumbered and expanded to allow for proof of an open
bank account for applicants representing an entity outside the United States.

Rationale for Section 95834(b)(6) [New Section 95834(b)(4)].

Other amendments to the Regulation allow entities outside the United States to
register for California’s Cap-and-Trade Program if they have a compliance
obligation with California. Such entities may not have employees that reside in
the United States and may not be able to show proof of an open U.S. bank
account. As such, the modifications to this section are necessary to provide
consistency within the Regulation and to ensure those employees can register
and represent their entities.

Summary of New Section 95834(b)(4)(A).

New section 95834(b)(4)(A) maintains the requirement for proof of an open
bank account in the United States. New text requires applicants to submit a
recent bank statement with the applicant’s name on the account and the bank
name and address. Proof of an open bank account in the United States
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ensures that the individual has already undergone a level of know-your-
customer checks with the bank, pursuant to U.S. banking laws.

Rationale for Section 95834(b)(4)(A).

This requirement is necessary to clarify for applicants what they must submit to
demonstrate they have an open bank account in the United States. The
intention of this existing requirement is to provide an extra level of security for
users registering in the tracking system and allows ARB to benefit from any
Patriot Act requirements that had to be demonstrated when the bank account
was established.

Summary of Section 95834(b)(4)(B).

New section 95834(b)(4)(B) is added to allow applicants to provide evidence of
a bank account outside of the United States when the applicant represents a
covered entities outside the United States, along with an attestation from an
officer of the entity that the applicant will be representing that entity and that the
entity has no U.S. employees. The individual must still undergo know-your-
customer checks pursuant to the jurisdiction in which the bank account exists.

Rationale for Section 95834(b)(4)(B).

This provision is necessary to ensure that entities subject to the California
regulation that are located outside of the United States (e.g., some fuel
suppliers) who do not have employees that reside in the United States, are still
able to meet the registration and user requirements of the regulation. This
modification updates a KYC requirement for account representatives that reside
outside of the United States but represent California covered entities.

Summary of Section 95834(b)(7) [New Section 95834(b)(5)].

Section 95834(b)(7) is renumbered 95834(b)(5) given the reordering changes
in this section overall. The provision is amended to add the requirement that
applicants must declare not only existing employment relationships with
registered entities, but also whether they will be employed by a registered entity
if not currently employed.

Rationale for Section 95834(b)(7) [New Section 95834(b)(5)].

The amendment is necessary to provide ARB with information during the user
registration process as to which entity account the user will be associated. This
is needed to clarify that applicants that will be listed on a registered entity’s
account at some future date must identify their status as an employee of that
entity.

Summary of Section 95834(b)(8)(A) [New Section 95834(b)(6)(A)].
Section 95834(b)(8) is amended to renumber the section as 95834(b)(6).
Section 95834(b)(8)(A) is amended to specify that photographic evidence of
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identity can be demonstrated by applicants with the submission of a
government issued identity card or driver’s license.

Rationale for Section 95834(b)(8)(A) [New Section 95834(b)(6)(A)].

The renumbering amendment to section 95834(b)(8) is necessary to fit within
the restructuring of the section as a whole. The amendment to section
95834(b)(6)(A) is necessary for consistency with amended text in section
95834(b)(2) allowing applicants living outside the United States that represent
California covered entities to submit either a government issued identity card or
a driver’s license, including such documents issued by government bodies
outside the United States.

Summary of Section 95834(b)(9) [New Section 95834 (b)(7)].

Section 95834(b)(9) is renumbered section 95834 (b)(7). It is amended to
require applicants to disclose a felony conviction or its equivalent, regardless of
the jurisdiction in which the felony occurred.

Rationale for Section 95834(b)(9) [New Section 95834(b)(7)].

The renumbering change is necessary to fit within the restructuring of the
section as a whole. The amended text in this section is necessary to cover
applicants living outside the United States that represent California covered
entities.

Summary of New Section 95834(c).
New Section 95834(c) is added to allow applicants to submit the documentation
required in section 95834(b) to their employer instead of ARB.

Rationale for New Section 95834(c).

Stakeholders have requested this option in preference of submitting the
required documentation to ARB. This has been accommodated through the
KYC Option 2 process that currently exists, and is being explicitly allowed
through the addition of this section.

Summary of New Section 95834(c)(1)-(3).

Sections 95834(c)(1)-(3) are added to implement employer retention of the
documentation required in section 95834(b). Employers are required to verify
the individual’s identity and ensure the individual has no felony convictions in
any jurisdiction in the last five years, in the same manner as if the individual
submitted registration information directly to ARB. The employer must
designate an authorized representative who will attest to the accuracy of the
documentation submitted to them by the applicant. This section specifies that
ARB retains the authority to review the documentation kept by the entity, and a
review would be initiated upon request from the Executive Officer and the entity
is required to provide the documentation within 5 days of the request.
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Rationale for New Section 95834(c)(1)-(3).

Sections 95834(c)(1)-(3) are necessary to list the criteria that must be met in
order to take advantage of the employer-retention of document registration
option. Employers can accept and review documentation provided to them by
applicants subject to three requirements. These sections are provided to clarify
what those requirements are and to ensure that individuals that represent an
entity, regardless of whether documentation is submitted to ARB or kept by
their employer, are subject to the same requirements for documentation and
review. Employers designate a representative to be responsible for the
documentation and review, just as ARB does via the CITSS Registrar. Finally,
subparagraph (3) is necessary because ARB must have the ability to review
documentation kept by employers to determine if the documentation is accurate
and review by the employer has been sufficient.

Summary of Section 95834(c) [New Section 95834(d)(1)-(4)].

Section 95834(c) has been renumbered section 95834(d)(1)-(4). The
amendments are added to provide additional clarity on the requirements for
notarization of documents submitted pursuant to section 95834(b). New text is
added in section 95834(d)(2) to require information found on a notary public
seal, i.e., notary name, notary’s place of business and commission expiration
date, to be legible. New text is added in section 95834(d)(3) to require an
apostille for notarized documents submitted from a non-U.S. jurisdiction.
Finally, section 95834(d)(2) is renumbered to section 95834(d)(4) as required
by the addition of the other paragraphs, and it is amended to clarify that the
Executive Officer does not have to wait for two years to re-verify required
documentation.

Rationale for Section 95834(c) [New Section 95834(d)(1)-(4)].

The changes are needed to provide additional clarity on the notary
requirements. This includes the necessity of accommodating individuals that
live outside the United States to submit applicant documentation pursuant to
section 95834(b). The changes are also necessary to ensure that notary
information is able to be reviewed by ARB staff during the monitoring of user
applications and ensure the provisions of the regulation are met. The change
to former section 95834(d)(2) (now (d)(4)) is needed to clarify that the
Executive Officer may re-verify submitted documentation on a more frequent
basis than every two years.

Section 95835. Changes to Entity Registration Type and Reassignment
of Facilities Already Registered to Different Entity Accounts.

Summary of Section 95835.

New section 95835 is added to the regulation to consolidate all previous
provisions related to changes of entity registration type (e.g., emissions
thresholds triggers, opt-in status, voluntary entity types). The section is added
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to clarify and streamline the provisions for changing registration type, including
for entities that qualify to no longer be covered by the Cap-and-Trade Program.

Rationale for Section 95835.

This section is necessary to improve clarity of change of ownership, change of
facility ownership, change of entity registration type, and cessation
requirements that were previously included in different sections throughout the
regulation. The section is intended to improve understanding and readability of
how to change registration type and how to exit the program if eligible.

Summary of Section 95835(a).
Section 95835(a) is added to specify the requirements for assigning facilities to
entity accounts.

Rationale for section 95835(a).
This section is necessary to clearly spell out the requirements for assigning
facilities to entity accounts.

Summary of Section 95835(a)(1).
The proposed text introduces a list of requirements that would apply to facilities
that are currently registered and wish to change their registration type.

Rationale for Section 95835(a)(1).
The change is needed to explain how registered facilities may change their
registration.

Summary of Section 95835(a)(1)(A).
The proposed text prohibits a facility from subdividing unless it can demonstrate
a change in ownership and control to one or more of its units.

Rationale for Section 95835(a)(1)(A).
The change is needed to prevent units from arbitrarily splitting into smaller
entities to evade the emissions threshold.

Summary of Section 95835(a)(1)(B).

The proposed text requires that subdividing units must comply with all MRR
requirements before they can be reassigned from their current tracking system
accounts

Rationale for Section 95835(a)(1)(B).

The change is needed because MRR defines the reporting facilities based on
criteria applying to the underlying units composing the facility. Any subdivision
would have to conform to those rules.
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Summary of Section 95835(a)(1)(C).

The proposed text requires the subdivided units to complete the disclosure
process contained in section 95835(b), which is the process governing change
of ownership.

Rationale for Section 95835(a)(1)(C).

The change is needed for ARB to verify the change in ownership and to obtain
the approvals needed from the entities’ management to establish a new
account structure.

Summary of Section 95835(a)(1)(D).

The proposed text requires the entity seeking the subdivision to indicate the
existing accounts to which the facility will be added or arrange for a new
account or closure, if applicable.

Rationale for Section 95835(a)(1)(D).
The change is needed for ARB to obtain the approvals needed to establish a
new account structure.

Summary of Section 95835(a)(2).

The proposed text requires a new facility that has received an MRR facility ID
but has not yet been assigned to an account to register pursuant to section
95830 and request either a new account or assignment to an existing account.

Rationale for Section 95835(a)(2).
The proposed text is needed to construct a pathway for a new facility to enter
the tracking system.

Summary of Section 95835(a)(3).

The proposed text applies to facilities that are members of a direct corporate
association. Members of a direct corporate association have the opportunity to
consolidate more than one facility into an account or to have separate accounts
for individual facilities or groups of facilities.

The proposed text would limit the ability of the members of the direct corporate
association to change the distribution of their facilities within their set of
accounts to once per compliance period. If the request is made by June 30 of
the last year of a compliance period it will become effective by the beginning of
the next compliance period.

Rationale for Section 95835(a)(3).

The proposed text is needed to provide a mechanism for members of a direct
corporate association to adjust their account structure. It replaces the
procedure contained in existing section 95833(f). It also changes the limit on
frequency of changes to the account structure from once per year to once per
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compliance period. This is necessary to streamline the process for requesting
changes, and to ensure it tracks with the changes to compliance period timing
staff is proposing related to the CPP.

Summary of Section 95835(b)(1)-(8).

The proposed text introduces a list of requirements governing the change of
facility ownership. It also retains a requirement to report the change of
ownership to ARB within 30 days of finalization of a change in ownership that
was previously contained in section 95830(i). There are additional minor edits
for clarity and changes in references to reflect the reorganization of Subarticle
5. The requirements in this section were moved to this location from section
95830(i) as part of a staff effort to locate provisions related to changes to
registration in one section. EXxisting section 95830(i) has been deleted.
Information that must be submitted to ARB to reflect changes includes: (1) the
date of acquisition and effective date of change of ownership, (2) information
about the selling entity, (3) information about the purchasing entity, (4) written
direction about how the facility will be consolidated or not by the purchasing
entity, (5) signed documentation from the purchasing entity, (6) corporate
association changes, (7) direction regarding compliance instrument distribution,
and (8) a requirement to transfer compliance instruments.

Rationale for Section 95835(b)(1)-(8).

The changes are needed to reorganize the requirements into a single section
that contains all of the requirements related to changes in registration. This is
necessary to improve the clarity of these requirements. Minor changes have

been made for clarity and references changed to reflect the reorganization of

Subatrticle 5.

Summary of Section 95835(c).
Section 95835(c) is added to specify the eligibility criteria for changing
registration type.

Rationale for Section 95835(c).
This change is necessary to provide clarity as to which entities are eligible to
change their registration type, when this may occur, and how it may occur.

Summary of Section 95835(c)(1).
The new section introduces a list of conditions under which entities may
become eligible for changes in registration.

Rationale for Section 95835(c)(1).

The proposed text is needed to reflect the reorganization of Subarticle 5. Staff
is proposing to put those provisions related to the change in registration type in
new section 95835.
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Summary of Section 95835(c)(1)(A).

The proposed text would provide an opt-in covered entity the option to leave
the Program or change its registration type to become a voluntarily associated
entity after the completion of a compliance period, as long as its emissions
would not require it to register as a covered entity.

Rationale for Section 95835(c)(1)(A).

This section contains some existing provisions currently located in sections
95812(g) that are being relocated to this section to provide a single list of cases
in which an opt-in covered entity may change its registration type. This change
IS necessary to maintain the requirements and to improve clarity by
consolidating these provisions into a single section.

Summary of Section 95835(c)(1)(B).

The proposed text would provide an opt-in covered entity the option to leave
the Program if it has ceased operating and has followed the requirements of
cessation pursuant to MRR. This section contains some existing provisions
currently located in sections 95812(f) that are being relocated to this section to
provide a single list of cases in which an opt-in covered entity may change its
registration type.

Rationale for Section 95835(c)(1)(B).

This section contains some existing provisions currently located in sections
95812(f) that are being relocated to this section to provide a single list of cases
in which an opt-in covered entity may change its registration type. The change
IS necessary to maintain existing requirements and to improve clarity by
consolidating them into a single section.

Summary of Section 95835(c)(2).
The proposed text introduces a list of conditions under which a covered entity
or opt-in covered may be eligible to change its registration.

Rationale for Section 95835(c)(2).
The text is needed to put in one location two existing provisions now contained
in section 95812.

Summary of Section 95835(c)(2)(A).

The proposed text would allow a covered entity whose emissions drop below
the Cap-and-Trade Regulation’s coverage threshold for an entire compliance
period and who does not request approval to be an opt-in covered entity
pursuant to section 95113 to apply to change its registration to become a
voluntarily associated entity or leave the Program. This is a clarified version of
the requirements contained in existing sections 95812(e) and (g).
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Rationale for Section 95835(c)(2)(A).

The proposed text is needed to give a clear definition of when a covered entity
is eligible to change its registration status. This change is necessary to
maintain an existing requirement, and to improve clarity by consolidating these
requirements into a single section.

Summary of Section 95835(c)(2)(B).

The proposed text would allow a covered entity or opt-in covered entity that has
ceased emitting and reporting and has fully met the cessation requirements of
MRR to close its account and leave the Program. This is a clarified version of
the requirements contained in existing section 95812(f).

Rationale for Section 95835(c)(2)(B).

The proposed text is needed to give a clear definition of when a covered entity
or opt-in covered entity is eligible to change its registration status and leave the
Program. This change is necessary to maintain an existing requirement and to
improve clarity by consolidating these requirements into a single section.

Summary of Section 95835(c)(3).
The proposed text allows a voluntarily associated entity to request to leave the
Program at any time.

Rationale for Section 95835(c)(3).
The text is needed to clarify when a voluntarily associated entity may apply to
change its registration and exit the Program.

Summary of Section 95835(c)(4).

The proposed text allows the Executive Officer to close the account of a
voluntarily associated entity if no compliance instruments are transferred in or
out of an account for two years. The text is moved from existing section
95831(c)(2) which is proposed for deletion. The length of time before which an
account can be closed as dormant is shortened to two years.

Rationale for Section 95835(c)(4).

The text is needed to allow the Executive Officer to close dormant accounts
that are no longer active or needed in the administration of the tracking system
and to ensure that ARB has a mechanism to treat compliance instruments in
these accounts. The change to two years reflects a concern for the possibility
of dormant accounts being used to effect a “unilateral linkage.” This change is
necessary to maintain an existing requirement and to improve clarity by
consolidating these requirements into a single section.

Summary of Section 95835(d).
The proposed text introduces a list of options that entities qualifying for a
change of registration may choose based on their initial entity type.

142



Rationale for Section 95835(d).

The change is needed to give a clear menu of choices for change of
registration for entities eligible to apply for changes. The text is also needed to
explain which choice is available to each current registration type. This change
IS necessary to maintain an existing requirement and to improve clarity by
consolidating these requirements into a single section.

Summary of Section 95835(d)(1).
The proposed text would allow a covered entity to remain in the Program as an
opt-in covered entity if it meets the requirements of section 95813.

Rationale for Section 95835(d)(1).
The change is needed to allow entities that qualify as opt-in covered entities to
apply for that entity registration type.

Summary of Section 95835(d)(2).

The proposed text would allow a covered or opt-in covered entity to remain in
the Program as a voluntarily associated entity if it meets the requirements of
section 95814.

Rationale for Section 95835(d)(2).
The change is needed to allow an entity that qualifies as a voluntarily
associated entity to apply for that entity type.

Summary of Section 95835(d)(3).
The proposed text would allow an entity to leave the Program if it is eligible for
exit the program pursuant to section 95835(f).

Rationale for Section 95835(d)(3).
The change is needed to explain that any entity eligible to change its
registration may apply to leave the Program pursuant to section 95835(f).

Summary of Section 95835(e).

The proposed text introduces a list of requirements that a covered or opt-in
covered entity that qualifies for a change in entity type must complete when
applying for a change of registration.

Rationale for Section 95835(e).
The change is needed to introduce the list of requirements.

Summary of Section 95835(e)(1).

The proposed text introduces the first set of requirements, which match
deadlines to each of the ways in which a covered or opt-in covered entity may
change its registration.
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Rationale for Section 95835(e)(1).

The change is needed to reflect the reorganization to Subarticle 5 and to give
entities clear deadlines based on their current registration type and planned
change in type.

Summary of Section 95835(e)(1)(A).

The proposed text requires an entity requesting a change in registration type
following a reduction in emissions pursuant to section 95835(c)(2)(A) to make
the request by September 30 of the first calendar year after the end of a
compliance period.

Rationale for Section 95835(e)(1)(A).
This change is necessary to provide an adequate deadline for entities to make
a request to the Executive Officer to change their entity registration type.

Summary of Section 95835(e)(1)(B).

The proposed text requires an entity requesting a change in registration status
following a cessation of reporting pursuant to section 95835(c)(2)(B) to make
the request within 30 days from completion of the cessation requirements in
MRR to remain in the Program.

Rationale for Section 95835(e)(1)(B).

The proposed text is necessary to set a deadline for covered or opt-in covered
entities requesting a change in registration type based on MRR cessation to
apply to remain in the program. The text is needed to retain requirements in
existing section 95812(f) that are modified to fit the new change of registration
process.

Summary of Section 95835(e)(1)(C).

The proposed text requires an entity requesting a change in registration type
following a reduction in emissions pursuant to section 95835(c)(2)(A) to make
the request to remain in the Program as an opt-in covered entity by September
30 of the first calendar year after the end of a compliance period.

Rationale for Section 95835(e)(1)(C).

The proposed text is necessary to set a deadline for covered entity requesting a
change in registration to opt-in covered entity. The text is needed to retain
requirements in existing section 95812(f) that are modified to fit the new change
of registration process and to provide a path for a covered entity to become an
opt-in covered entity.

Summary of Section 95835(e)(1)(D).

The proposed text sets a deadline for an opt-in covered entity requesting to
leave the program (pursuant to section 95113) to request a change in
registration type by September 30 of the last year of a compliance period.
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Rationale for Section 95835(e)(1)(D).

The change is needed to give a clear deadline by which an opt-in covered
entity that intends to leave the Program must request a change in registration
type.

Summary of Section 95835(e)(2).

The proposed change introduces a list of registration change options that is
available to a covered or opt-in covered entity once it has completed its final
compliance obligations.

Rationale for Section 95835(e)(2).
The proposed text is needed to explain the options available to a covered or
opt-in covered entity that qualifies for a change in registration type.

Summary of Section 95835(e)(2)(A).
The proposed text would allow a qualifying entity to remain in the system as a
voluntarily associated entity.

Rationale for Section 95835(e)(2)(A).
The proposed text is needed to explain the options available to a covered or
opt-in covered entity that qualifies for a change in registration type.

Summary of Section 95835(e)(2)(B).

The proposed text would allow a qualifying entity to remain in the system by
consolidating its account with another entity with which it has a direct corporate
association enabling it to consolidate the accounts.

Rationale for Section 95835(e)(2)(B).
The proposed text is needed to explain the options available to a covered or
opt-in covered entity that qualifies for a change in registration type.

Summary of Section 95835(e)(2)(C).

The proposed text would allow a qualifying entity to leave the program by
requesting closure of its accounts following compliance with the cessation
requirements of MRR.

Rationale for Section 95835(e)(2)(C).
The proposed text is needed to explain the options available to a covered or
opt-in covered entity that qualifies for a change in registration type.

Summary of Section 95835(f).

Section 95835(f) is added to consolidate requirements for closing accounts for
entities eligible to do so. The proposed section includes a list of requirements
that will apply to any entity that is eligible to close its account and leave the
program.
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Rationale for Section 95835(f).

The previous subsections clarified eligibility requirements and options available
to entities to change their registration type and remain in the Program, and the
deadlines they must meet to file a request. The proposed new section is
needed to explain the requirements for any entity that requests to leave the
Program. Even when an entity is eligible for a change in registration type, that
change is not automatic. There must be a process by which the Executive
Officer can approve the steps taken by the entity and make the appropriate
change in the tracking system.

Summary of Section 95835(f)(1).
The text is added to provide requirements for the return of allowances and
potential true-up allocation pending the facility’s eligibility for direct allocation.

Rationale for Section 95835(f)(1).

This section is necessary to describe the requirements of true-up allocation and
potential to ensure that entities are only allocated for years that the entity incurs
a compliance obligation. This is necessary because allowances are distributed
in advance of the calendar year to which they apply and the allocation is trued
up only after data from the year the entity incurred the compliance obligation
are reported to ARB; reporting occurs the year after emissions and production
occur.

Summary of Section 95835(f)(1)(A).
The text is added to require entities to return any direct allocation of a budget
year that the facility does not have a compliance obligation.

Rationale for Section 95835(f)(1)(A).

This addition is necessary because allowances are distributed in advance of
the calendar year to which they apply. This requirement corrects the situation
in which an entity may receive allocation in advance of a year that the entity is
no longer covered.

Summary of Section 95835(f)(1)(B).
The text is added to describe the true-up allocation distributed to an entity for its
final years in the Program.

Rationale for Section 95835(f)(1)(B).

True-up allocation is used to correct previous years’ allowance allocation due to
changes in production, benchmarks, or allocation methodology. This will ensure
that previous allocation for the entity’s final years in the program correctly
matches that facility’s production. In the situation that an entity stops
production of activity in Table 9-1 during a year, the true-up mechanism
effectively prorates allocation to match the correct production. The proposed
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addition of this section is necessary to clarify the steps for true-up that must
occur prior to an entity being able to close its account.

Summary of Section 95835(f)(1)(C).
The text is added to require that any negative allocation is settled prior to
exiting the Program.

Rationale for Section 95835(f)(1)(C).

The section is necessary to ensure the integrity of the Program for entities that
may have incurred a negative allocation by requiring the return of those
allowances before an entity’s account may be closed.

Summary of Section 95835(f)(1)(D).

This section is added to specify how the allowances must be returned, and the
legal result of a failure to comply with this requirement. The section references
ARB'’s authority to take enforcement action in the case that an entity does not
satisfy a negative allocation by returning allowances.

Rationale for Section 95835(f)(1)(D).

This section is necessary to provide entities with clarity as to the steps that will
occur to return allowances, and the enforcement result if those allowances are
not returned. ARB enforcement action against entities that do not return free
allowance allocation when required to do so is an important, necessary
incentive for entities to appropriately return allowances to ARB when required
to do so.

Summary of Section 95835(f)(2)(A)-(B).

The proposed text requires that an entity requesting closure of its accounts
must transfer all instruments from its holding account before it can be closed.
The proposed text also includes provisions to deal with compliance instruments
in a compliance account. Since an entity cannot move instruments out of its
compliance account, the proposed addition specifies that the entity may request
ARB to transfer the allowances to its holding account or to the compliance
account of another registered entity.

Rationale for Section 95835(f)(2)(A)-(B).

The changes are needed to clearly describe the requirement to transfer
compliance instruments and the options available to entities with instruments
still in their compliance accounts. This change is needed to ensure the
accounts of an entity may be closed only upon transferring out all allowances.

Summary of Section 95835(f)(3).
The proposed text would authorize the closure of an account when it no longer
contains compliance instruments. It also authorizes the consignment sale of
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any instruments remaining in the accounts more than 30 days after the request
to close the accounts is approved.

Rationale for Section 95835(f)(3).

The change is needed to ensure that once an entity has met all the
requirements for approval to leave the program its accounts may be closed in a
timely manner. The change is also necessary to ensure that even if an entity
does not transfer its instruments out, ARB may still close the account after
consigning the allowances to auction for sale.

Subarticle 6: California Greenhouse Gas Allowance Budgets
Section 95840. Compliance Periods.

Summary of Section 95840(d).

New text is added that specifies the start and end dates for Cap-and-Trade
Program compliance periods after 2020 if U.S. EPA approves California’s plan
for compliance with the Clean Power Plan.

Rationale for Section 95840(d).

These changes are needed to establish the duration of compliance periods in
the post-2020 Cap-and-Trade Program if U.S. EPA approves California’s plan
for compliance with the Clean Power Plan. The compliance period start and
end dates were chosen to align Cap-and-Trade Program compliance periods
with the compliance periods in the federal Clean Power Plan (CPP) to the
extent feasible.

The third Cap-and-Trade Program compliance period ends December 31,
2020, and the first CPP compliance period begins January 1, 2022 and ends
December 31, 2024, so precise alignment of compliance periods is not possible
beginning January 1, 2022 without a single-year compliance period. ARB staff
believes that a single-year compliance period in the Program would provide
insufficient buffering against annual fluctuations in compliance obligations, so
two two-year bridge compliance periods over the years 2021-2022 and 2023-
2024 are established that do not exactly match the first compliance period for
CPP. The sixth Cap-and-Trade Program compliance periods matches the
second CPP compliance period beginning January 1, 2025, and all subsequent
compliance periods are aligned between the two programs, sharing the same
start and end dates.

Summary of Section 95840(e).

New text is added that specifies the duration of Cap-and-Trade Program
compliance periods after 2020 if U.S. EPA does not approve California’s plan
for compliance with the Clean Power Plan. The compliance period start and
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end dates continue 3-year compliance periods for the Cap-and-Trade Program
beyond 2020.

Rationale for Section 95840(e).

These changes are needed to establish the duration of compliance periods in
the post-2020 Cap-and-Trade Program if U.S. EPA does not approve
California’s plan for compliance with the Clean Power Plan (CPP). If U.S. EPA
does not approve the California plan for compliance with CPP, then there is no
need to align Cap-and-Trade Program compliance periods with CPP
compliance periods. In this case, the compliance period start and end dates
are selected so that future compliance periods for the Cap-and-Trade Program
have a duration of three years. Three-year compliance periods provide
flexibility for addressing the market challenges that can be posed by annual
variability in the economy and annual availability of certain types of power
(hydro).

Section 95841. Annual Allowance Budgets for Calendar Years 2013-2050.

Summary of Section 95841 (Title).
The title “Annual Allowances for Calendar Years 2013-2020" is amended to
“Annual Allowances for Calendar Years 2013-2050.”

Rationale for Section 95841 (Title).

This change is required to extend the annual allowance budgets through
2050. This section is included to recognize the continuation of the Program
and staff expects that the actual annual budgets for a post-2030 program
would be revisited in the context of updates to the Scoping Plan, which must
occur at least once every five years.

Summary of Section 95841(a).
New text is added that references the new Table 6-2, which establishes the
annual California GHG allowance budgets for the years 2021 to 2031.

Rationale for Section 95841(a).
This new text is needed to establish annual California GHG allowance
budgets for the years 2021 to 2031.

Summary of Section 95841(b).
New text is added to establish the annual California GHG allowance budgets
for the years 2032 through 2050.

Rationale for Section 95841(b).

This new text is needed to establish annual California GHG allowance
budgets for the years 2032 through 2050. The allowance budget for 2050 is
set to meet the goal established by Executive Order S-3-05 of reducing
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statewide GHG emissions to 80 percent below the 1990 level by 2050. A
linear emissions decrease is established for the years between 2030 and
2050 so that continuous progress in reducing emissions toward the 2050
target will be made each year. This section is included to recognize the
continuation of the Program and staff expects that the actual annual budgets
for a post-2030 program would be revisited in the context of updates to the
Scoping Plan, which must occur at least once every five years.

Summary of Section 95841, Table 6-1.

The date range “2013-2020" is added to the title of Table 6-1. Also minor text
changes are made to the labels of some columns and rows in the table to make
the formatting consistent with the new Table 6-2.

Rationale for Section 95841, Table 6-1.

The date range “2013-2020" is added to the title of Table 6-1 to distinguish the
allowance budgets presented in this table from those presented in the new
Table 6-2 for the years 2021 through 2031. No substantive changes are
proposed for this table.

Summary of Section 95841, New Table 6-2.
New Table 6-2, which establishes the annual California GHG allowance
budgets for the years 2021 to 2031, is added.

Rationale for Section 95841, New Table 6-2.

New Table 6-2 is needed to establish annual California GHG allowance
budgets for the years 2021 to 2031. The allowance budget for 2030 is set to
meet the goal established by Executive Order B-30-15 of reducing statewide
GHG emissions to 40 percent below the 1990 level by 2030. A linear
emissions decrease is established for the years between 2020 and 2030 so
that continuous progress in reducing emissions toward the 2030 target will be
made each year.

Section 95841.1. Voluntary Renewable Electricity.

Summary of Section 95841.1(a).

Section 95841.1(a) is modified to clarify that all allowances available in the
account are available for potential VRE retirement, and to describe how
allowance retirement will be allocated amongst VRE participants during the
year in which allowances are exhausted.

Rationale for Section 95841.1(a).

The first change is to provide greater clarity in response to past stakeholder
guestions about the scope of allowances available for potential VRE retirement.
The second change removes an incentive for applicants to apply separately for
each generator to avoid having the VRE account run out of allowances.
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Summary of Section 95841.1(a)(1).
New text lists generator eligibility criteria for the VRE program.

Rationale for Section 95841.1(a)(1).

This new text replaces the eligibility criteria that was previously in section
95841.1(b), but which is now deleted. Under the existing Regulation,
renewable generation must come from eligible generators to be considered for
allowance retirement under the VRE Program. A generator must either be
RPS-certified by the California Energy Commission (CEC), or must meet the
CEC guidelines for California’s Solar Initiative (CSI) Programs. For the second
type of generation, participants must document that the generator received a
CSl incentive in order to be eligible. However, several electrical distribution
utilities have exhausted the funds available for providing CSI incentives, which
makes it impossible for new solar generation projects to demonstrate that they
received a CSl incentive. Staff proposes to modify the eligibility requirements
for VRE participation. The changes would permit allowance retirement for
electricity generation from solar installations interconnected with the distribution
system of a California electrical distribution utility (EDU) or for renewable
energy credits (REC), as long as the RECs have not been used for compliance
in any other program, such as the RPS program, and continue to permit
allowance retirement for solar generation that has received an incentive under
the CSI. The proposed changes will allow solar systems that meet EDU
installation requirements that are similar to the CSI requirements to be eligible
for VRE patrticipation.

Summary of Section 95841.1(a)(1)(A).
New section 95841.1(a)(1)(A) makes generators that are certified as RPS
eligible by CEC eligible for the VRE program.

Rationale for Section 95841.1(a)(1)(A).

This section replaces previous eligibility requirements in section 95841.1(b) that
were equivalent. CEC RPS certification means that the generator meets State
renewable energy requirements for the RPS, including all legal requirements for
RPS generators.

Summary of Section 95841.1(a)(1)(B).
New section 95841.1(a)(1) makes generators that have received an incentive
under CSI eligible for the VRE program.

Rationale for Section 95841.1(a)(1)(B).

This section replaces a previous eligibility requirement in section 95841.1(b).
Instead of requiring that generators meet various editions of CEC guidelines,
generators now only need to document that they have received a CSI incentive.
A generator can only receive the CSl incentive if it has met the CEC guidelines.
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Summary of Section 95841.1(a)(1)(C).
New section 95841.1(a)(1)(C) makes generators that are interconnected to an
EDU distribution system eligible for the VRE program.

Rationale for Section 95841.1(a)(1)(C).

Because for certain investor owned utilities the funds for CSI incentives have
been exhausted, this section is necessary to allow solar installations similar to
those that received incentives to participate in the VRE program. The California
Public Utilities Commission and EDUSs require that solar installations use only
high quality equipment listed on the CEC'’s verified equipment list for the Go
Solar California program.

Summary of Section 95841.1(b)(1).
Section 95841.1(b)(1) is modified to clarify that all required documentation for
the VRE program must be received by ARB by July 1.

Rationale for Section 95841.1(b)(1).
This change is needed to ensure that all VRE participants are aware that all
required supporting documentation is due on the same date as the application.

Summary of Section 95841.1(b)(1)(A).

Section 95841.1(b)(1)(A) is modified to clarify that VRE participants must report
quantities of MWh or RECs designated for VRE allowance retirement from each
generator, and the total quantity.

Rationale for Section 95841.1(b)(1)(A).
This change is needed to ensure that all VRE applicants report all data needed
to support a VRE application.

Summary of Section 95841.1(b)(1)(B).

New section 95841.1(b)(1)(B) replaces the deleted earlier version, modifies
requirements for documenting generator eligibility, and consolidates
requirements that were previously repeated in different parts of section
95841.1(b).

Rationale for Section 95841.1(b)(1)(B).

These changes are needed to document the generator eligibility requirements
of section 95841.1(a)(1). The second change allows VRE participants to
provide either a document of incentive payment or an approval of incentive
payment to demonstrate that the generator was approved under California’s
Solar Electric Incentive Program. The third change allows a VRE patrticipant to
use an EDU interconnection approval document to show that the generator
meets the criteria of section 95841.1(a)(1)(c).
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Summary of Section 95841.1(b)(1)(C).

The prior version of section 95841.1(b)(1)(C) is deleted and replaced by the
existing requirement requiring a Western Renewable Energy Generation
Information System (WREGIS) REC retirement report, and an added
requirement to provide the WREGIS identification number.

Rationale for Section 95841.1(b)(1)(C).

The prior version of the section is not needed because a similar and more
specific requirement is now included in section 95841.1(b)(1)(B). New section
95841.1(b)(1)(C) consolidates requirements previously in section
95841.1(b)(1)(D) and (E), and it requires participants to provide WREGIS
identification numbers to ensure that generators meet eligibility requirements.

Summary of Section 95841.1(b)(1)(D).

New section 95841.1(b)(1)(D) replaces previous section 95841.1(b)(1)(E), and
clarifies that, when a tracking system other than WREGIS is used to document
that RECs were not used in any other program, the tracking system must
document the month and year of generation.

Rationale for Section 95841.1(b)(1)(D).

These changes are needed to clarify tracking system requirements and ensure
that staff can verify that MWh claimed by participants have not been used in
another program.

Summary of Section 95841.1(b)(1)(E).
This text is deleted.

Rationale for Section 95841.1(b)(1)(E).
This section is no longer needed because other requirements in section
95841.1(b) are sufficient to determine eligibility for the VRE program.

Summary of Sections 95841.1(b)(2)-(3).
This text is deleted.

Rationale for Section 95841.1(b)(2)-(3).

These sections are no longer needed because their requirements are now
included in section 95841.1(b)(1). The requirements had previously been
separated into those for generating facilities less than or equal to 200 KW and
those greater than 200 KW in nameplate capacity. Experience implementing
the VRE program shows that it is not necessary to treat generators differently
based on their size.

Summary of Section 95841.1(c).
Section 95841.1(c) is modified to improve clarity and conform with usage in
other equations in the regulation. The only substantial change in the equation is
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to specify how rounding (down to the neared metric ton) is performed for retired
allowances.

Rationale for Section 95841.1(c).

These changes improve clarity and consistency with other equations. These
changes do not change the actual calculations for the number of retired
allowances except to specify how rounding in performed. The rounding
convention aligns with other rounding conventions in the Regulation.

Summary of Section 95841.1(d).
This section is deleted.

Rationale for Section 95841.1(d).
This section is not needed because ARB does not plan to develop a voluntary
renewable electricity tracking system.

Subarticle 7: Compliance Requirements for Covered Entities
Section 95851. Phase-in of Compliance Obligation for Covered Entities.

Summary of Section 95851(b).
Compressed natural gas is added to the list of fuels that have a compliance

obligation beginning with the second compliance period.

Rationale for Section 95851(b).
Compressed natural gas (CNG) is added to the list of fuels that have a

compliance obligation beginning with the second compliance period so that
emissions from the combustion of this fuel are treated in the same way under
the Program as other fuel combustion emissions. This change is needed to
maintain consistency with the changes in section 95811, which clarify that
importers of CNG and facilities that make CNG from natural gas received from
interstate pipelines are included in the list of covered entities.

Summary of Section 95851(c).

The word “and” is added, and new language is added to clarify that facilities will
be eligible for the listed limited exemption until the first year in which natural
gas suppliers are required to consign all allowances to auction.

Rationale for Section 95851(c).

The first change corrects a typographical error without changing any meaning.
The second change extends the limited exemption to the year that natural gas
suppliers must consign all allowances to auction, because prior to that year
there will not be full pass-through of carbon costs in natural gas rates, creating
a disadvantage to those facilities that chose to produce both electricity and
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thermal output on-site. Once full consignment is achieved and there will be full
pass-through of the costs of compliance with the Program, there will be no
reason for the exemption and it will cease to be allowed by the Regulation.

Summary of Section 95851(d).
The phase-in of a compliance obligation for emissions from waste-to-energy
facilities is delayed from 2016 to 2018.

Rationale for Section 95851(d).

This change extends a limited exemption from a compliance obligation for
emissions from waste-to-energy facilities for two additional years. One initial
reason for this exemption was to avoid any increases in landfill emissions due
to reduced diversion if the waste-to-energy facilities had a compliance
obligation under the Program. The Draft Short Lived Climate Pollutant Plan
calls for a regulation by 2018 to effectively eliminate organic disposal in landfills
by 2025. As such, landfill emissions are not expected to increase due to lack of
diversion. Staff believes that it is appropriate to extend this limited exemption
for two more years.

Section 95852. Emission Categories Used to Calculate Compliance
Obligations.

Summary of Section 95852(a)(2).

“Liquefied petroleum gas” is substituted for “natural gas liquids” in the list of
fuels not included when calculating an operator’'s compliance obligation
beginning in 2015.

Rationale for Section 95852(a)(2).

This change is needed because under the current Regulation “natural gas
liquids” includes substances, such as butane, that have neither a fuel supplier
compliance obligation upstream nor a compliance obligation from combustion
at a covered entity. “Liquefied petroleum gas” is the only natural gas liquid that
is covered by the upstream fuel supplier and should therefore be excluded from
an operator’'s compliance obligation for combustion.

Summary of Section 95852(b)(1)(B).

This section is modified to include an Energy Imbalance Market (EIM)
adjustment term in the equation for calculating emissions with a compliance
obligation for electricity importers, and to provide an additional equation to
specify the calculation of the EIM adjustment term. The modification also
includes definitions of the terms used in the EIM adjustment term equation.
The section is also modified to remove the qualified export (QE) adjustment
from the imported electricity complication obligation equation and definitions.
Finally, an extra “covered” is deleted from the definition of the variable
“CO2€covered-”

155



Rationale for Section 95852(b)(1)(B).

The inclusion of an EIM adjustment is necessary to ensure that all emissions
associated with electricity dispatched to serve California load through CAISO’s
EIM are included as part of an electricity importer’s compliance obligation. The
proposed text corrects a situation in which dispatches to serve retail load in
California as determined through CAISO’s cost optimization model do not fully
account for emissions from electricity that serves California load. The QE
adjustment is removed from the imported electricity compliance obligation
equation because data reported pursuant to MRR show that the QE adjustment
appears to reflect a change in scheduling and transaction procedures in order
to lower GHG compliance obligations, resulting in emissions leakage. The last
change corrects a typographical error without changing any meaning.

Summary of Section 95852(b)(2)(A)2.
The phrase “public utilities code” is capitalized to ““Public Utilities Code.”

Rationale for Section 95852(b)(2)(A)2.
This change corrects a typographical error without changing any meaning.

Summary of Section 95852(b)(2)(A)10.
This section is amended to remove the resource shuffling exemption for
economic bids or self-schedules that clear the CAISO real-time market.

Rationale for Section 95852(b)(2)(A)10.

This change provides notice that ARB will continue to work with CAISO and
stakeholders to ensure any final accounting method for emissions associated
with load imported to serve California through EIM transactions does not pose a
conflict with prohibitions to resource shuffling, which would result in the
possibility of emissions leakage. AB 32 requires ARB to minimize emissions
leakage to the extent feasible. The final text will be made available through 15-
day changes prior to final board action on the proposed amendments.

Summary of Section 95852(b)(2)(B)2.
The words “directly above” are deleted.

Rationale for Section 95852(b)(2)(B)2.
This change eliminates unnecessary words without changing any meaning.

Summary of Section 95852(b)(3)(B).
The word “and” is added to the end of the sentence.

Rationale for Section 95852(b)(3)(B).
This change preserves the proper flow of the Regulation text after section
95852(b)(3)(D) is deleted.
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Summary of Section 95852(b)(3)(C).
The word “and” is deleted from the end of the sentence.

Rationale for Section 95852(b)(3)(C).
This change preserves the proper flow of the text after section 95852(b)(3)(D)
is deleted.

Summary of Section 95852(b)(3)(D).
This paragraph is deleted.

Rationale for Section 95852(b)(3)(D).

This change removes the requirement that electricity importers report REC
serial numbers and have them verified in order to claim a compliance obligation
for delivered electricity based on a specified source emission factor. This
provision was not meant to be a requirement that must be met to claim a
specific source, but was meant as a requirement that sources reporting
specified sources (as required by MRR) report RECs to provide greater
transparency of REC use. Removal of this section aligns specified source
reporting requirements with MRR.

Summary of Section 95852(b)(4)(C).
Minor changes are made to clarify the text without altering any meaning.

Rationale for Section 95852(b)(4)(C).
Minor text changes are made to make the reference to section 95852 (b)(4)
consistent with other references in the Regulation.

Summary of New Section 95852(b)(4)(E).
This change disallows use of the RPS adjustment after 2020.

Rationale for New Section 95852(b)(4)(E).

This change is necessary to discontinue the RPS adjustment after 2020. The
RPS adjustment was originally included in the Regulation to compensate for the
compliance obligation incurred by electricity importers when procured RPS-
eligible renewable generation that is not directly delivered to California is
replaced by higher emitting electricity generation. This RPS adjustment is
voluntary, and it is only applicable when the importer purchases both electricity
and renewable energy credits (REC) together and can demonstrate that the
electricity was not delivered to California. This provision of the Regulation was
extremely difficult to enforce, in part because the Regulation requires that RPS
adjustments could only be taken in cases in which the electricity associated
with the RECs was not directly delivered to California. This requirement of no
direct delivery was necessary to avoid double counting of zero-emissions
electricity imported into California. It can be difficult for entities to know if the
electricity was directly delivered, and there was also widespread misuse of the
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direct delivery requirement because of misinterpretations of the Regulation
(e.g., that one could choose not to specify a source of imported electricity and
then use the RECs associated with that electricity for an RPS adjustment).
Further, when there are multiple purchasers of electricity and RECs from
renewable resource, it is difficult to determine which RECs are associated with
which electricity.

Summary of Sections 95852(b)(4)(E)-(F) [New Sections 95852(b)(4)(F)-(G)].
These paragraphs are renumbered.

Rationale for Sections 95852(b)(4)(E)-(F) [New Sections 95852(b)(4)(F)-(G)].
This change is needed because new paragraph 95852(b)(E) is added, so the
subsequent sections must be renumbered.

Summary of New Section 95852(b)(5).
This change removes the qualified export (QE) adjustment.

Rationale for New Section 95852(b)(5).

The QE adjustment is removed from the imported electricity compliance
obligation equation because data reported pursuant to MRR show that the QE
adjustment appears to reflect a change in scheduling and transaction
procedures in order to lower GHG compliance obligations, resulting in
emissions leakage. This adjustment applies to an imported electricity
compliance obligation on a megawatt-hour-basis to electricity that is exported
out of California in the same hour as electricity imported into the State by the
same electric power entity. This provision was included in the initial Regulation
in 2010, but staff indicated at that time that it would monitor and analyze the
effects of the QE adjustment to determine if gaming and emissions leakage
were occurring. Over the first compliance period, there was a 50 percent
increase in QE adjustments while imported electricity emissions decreased
over the same period. The QE adjustment was developed in an effort to
calculate a reduction in compliance obligation associated with simultaneous
exchange agreements for electricity that did not actually serve California load;
however, it has been more extensively used than expected and intended. A
broad methodology has been applied based on simply having an import and
export in the same hour, with no determination of whether there was a
simultaneous exchange agreement in place, and with no determination of
whether the combined import and export reasonably represented a wheeling of
electricity. Thus, the QE adjustment may simply reflect a change in scheduling
and transaction procedures in order to lower GHG compliance obligations.
Therefore, staff is proposing to remove the qualified export exemption in the
third compliance period to ensure that emissions leakage is minimized to the
extent feasible as required by AB 32.
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Summary of Section 95852(c)(2).
Text is added to clarify that reconciled reported deliveries of natural gas will be
used to calculate natural gas supplier emissions.

Rationale for Section 95852(c)(2).
This change is needed to clarify that natural gas received data from customers
may be used to calculate natural gas supplier emissions when appropriate.

Summary of Section 95852(e)(2).

The entity that incurs the compliance obligation for emissions associated with
imported liquefied petroleum gas (LPG) is changed from the consignee of the
LPG to the importer of the LPG.

Rationale for Section 95852(e)(2).

This change harmonizes the Cap-and-Trade Regulation with MRR. It makes
the covered entity responsible for emissions associated with imported LPG in
the Cap-and-Trade Program the same as the entity responsible for reporting
the emissions associated with imported LPG under MRR. The current disparity
between the Cap-and-Trade Program covered entity and the MRR reporting
entity for emissions associated with imported LPG may lead to inequitable
treatment of LPG importers under the Cap-and-Trade Program, and this
change is intended to bring equal treatment to all LPG importers.

Summary of Section 95852(q).

A missing quotation mark is added, and text is added to clarify that the
referenced carbon capture and geological sequestration quantification
methodology (CCGS QM) must be added to the Cap-and-Trade Regulation
before a CO, supplier’'s compliance obligation can be reduced by geologic
sequestration.

Rationale for Section 95852(q).

The quotation mark change corrects a typographical error without changing any
meaning. The clarification about the CCGS QM is required to ensure that the
changes to the Regulation are made to align the QM with Cap-and-Trade
Program-specific policy issues like emissions releases before the CCGS QM is
able to be used to reduce a compliance obligation under the Regulation.

Summary of Section 95852(j).

The limited exemption of emissions from the production of qualified thermal
output is extended from the first three compliance periods until the last year
before which natural gas suppliers are required to consign all allocated
allowances to auction.
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Rationale for Section 95852()).

This change extends the limited exemption to the year that natural gas
suppliers must consign all allowances to auction because, prior to that year,
there will not be full pass-through of carbon costs in natural gas rates, creating
a disadvantage to those facilities that chose to produce both electricity and
thermal output on-site. Once full consignment is achieved and there will be full
pass-through of the costs of compliance with the Program, there will be no
reason for the exemption and it will cease to be allowed by the Regulation.
These changes align with the changes in section 95851(c).

Summary of Section 95852(k).

The limited exemption from a compliance obligation for emissions from the
direct combustion of municipal solid waste in a waste-to-energy facility is
extended through the second compliance period. Text is added so that ARB
can provide true-up allowance allocation to waste-to-energy facilities in order to
implement the limited exemption.

Rationale for Section 95852(k).

This change extends a limited exemption from a compliance obligation for
emissions from waste-to-energy facilities for two additional years. One initial
reason for this exemption was to avoid any increases in landfill emissions due
to reduced diversion if the waste-to-energy facilities had a compliance
obligation under the Program. The Draft Short Lived Climate Pollutant Plan
calls for a regulation by 2018 to effectively eliminate organic disposal in landfills
by 2025. As such, landfill emissions are not expected to increase due to lack of
diversion. Staff believes that it is appropriate to extend this limited exemption
for two more years.

Summary of Section 95852(k)(1).
Capitalization is removed from the phrase “Waste-to-Energy Facilities.”

Rationale for Section 95852(k)(1).
This change corrects a typographical error without changing any meaning.

Summary of Section 95852(k)(5).
This paragraph is deleted.

Rationale for Section 95852(k)(5).

This paragraph describes the allocation of true-up allowances to waste-to-
energy facilities in years prior to 2017. Because this paragraph only deals with
allocation in the past, it is no longer needed and can be eliminated.

Summary of Section 95852(1).
The word “on” is changed to “of” to correct a typographical error. The proposed
text is also modified to clarify that this section applies to suppliers of
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compressed natural gas (CNG), which are currently mentioned in the existing
requirements in one instance, but not others. Changes also clarify that the
compliance obligation for these suppliers includes emissions from the in-State
production of liquefied natural gas (LNG) and CNG from natural gas obtained
from an intrastate pipeline, and excludes emissions from fuel supplied out-of-
State; and clarifies that, when LNG is supplied to a covered entity, the supplier
has no compliance obligation.

Rationale for Section 95852(]).

The first change corrects a typographical error without changing the meaning of
any text. All other changes clarify that this section is meant to include
compressed natural gas suppliers throughout, and aligns LNG and CNG fuel
supplier reporting with reporting required of other fuel suppliers.

Summary of New Section 95852(1)(1).

New text is added to provide a limited exemption from a compliance obligation
for emissions from supplied liquefied natural gas (LNG) during the second
compliance period. The limited exemption is provided through allocation of
true-up allowances in an amount equal to the second compliance period
emissions from supplying LNG.

Rationale for New Section 95852(1)(1).

Because of a disparity between the Cap-and-Trade Program covered entity and
the MRR reporting entity for emissions associated with supplying LNG,
compliance obligations among LNG suppliers are not equally incurred during
the second compliance period. This change eliminates the second compliance
period compliance obligation associated with supplying LNG. The limited
exemption is provided by allocating true-up allowances to reimburse for any
second compliance period compliance obligations that were incurred owing to
emissions from supplying LNG.

Summary of Section 95852(1)(1)(A)-(C).

New text in these paragraphs establishes the minimum requirements for LNG
suppliers to receive true-up allowances that are intended to meet the supplier’s
compliance obligation in the second compliance period. To receive these true-
up allowances, it is required that an entity be registered in the tracking system,
report and verify emissions, and, during the second compliance period, be the
California consignee for imported LNG and also be the operator of an LNG
production facility that makes LNG products by liquefying natural gas received
from interstate pipelines.

Rationale for Section 95852(1)(1)(A)-(C).

ARB staff has determined that there is leakage risk for LNG suppliers in the
second compliance period, and that a limited exemption of these emissions
from the Program is appropriate. True-up allowance allocation to appropriate
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LNG suppliers is the best means to apply this limited exemption to the second
compliance period, which is already underway.

Section 95852.1. Compliance Obligations for Biomass-Derived Fuels.
Summary of Section 95852.1(b).

The text is modified to clarify that the resource shuffling prohibitions in section
95852.1.1 only apply to fuels sources from outside of California.

Rationale for Section 95852.1(b).

Although the requirements for resource shuffling seem self-explanatory, this
change is necessary because a limited number of stakeholders have expressed
confusion about the applicability of the biomass-derived fuel resource shuffling
prohibitions found in section 95852.1.1 of the Regulation. As is the case with
electricity, no potential exists for shuffling within the State.

Section 95852.2. Emissions without a Compliance Obligation.

Summary of Section 95852.2(b)(2).
This paragraph is deleted.

Rationale for Section 95852.2(b)(2).

This change removes emissions from natural gas hydrogen fuel cells from the
list of emissions without a compliance obligation. The GHG emissions from
natural gas hydrogen fuel cells have the same climate change impacts as
emissions from other electricity generation methods, and all of these generation
methods should be treated equally under the Program. Emissions from natural
gas hydrogen fuel cells will begin incurring a compliance obligation in the third
compliance period.

Summary of Section 95852.2(b)(3)-(13) [New Section 95852.2(b)(2)-(12)].
These paragraphs are renumbered.

Rationale for Section 95852.2(b)(3)-(13) [New Section 95852.2(b)(2)-(12)].
This change is needed because paragraphs 95852.2(b)(2) is deleted, so the
subsequent sections must be renumbered.

Summary of Section 95852.2(b)(7) [New Section 95852.2(b)(5)].

This paragraph is changed to remove emissions from low-bleed pneumatic
devices from the list of emissions without a compliance obligation beginning in
2019.

Rationale for Section 95852.2(b)(7) [New Section 95852.2(b)(5)].
The original exemption for low-bleed pneumatic devices was put in place to
incentivize their use over high-bleed pneumatic devices. ARB’s Regulation for
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Greenhouse Gas Emission Standards for Crude Oil and Natural Gas Facilities
(Oil and Gas Regulation), if and when it is adopted, will require the use of no-
bleed pneumatic devices, and it will allow low-bleed devices that were installed
before January 1, 2015 to recognize the investment made in response to the
Cap-and-Trade Program exemption. The requirement to use no-bleed devices
by the Oil and Gas Regulation obviates the need to incentivize low-bleed
devices.

Summary of Section 95852.2(b)(8) [New Section 95852.2(b)(6)].

This change removes emissions from high-bleed pneumatic devices from the
list of emissions without a compliance obligation. It also adds emissions from
intermittent-bleed pneumatic devices to the list of emissions without a
compliance obligation beginning January 1, 2019.

Rationale for Section 95852.2(b)(8) [New Section 95852.2(b)(6)].

Emissions from high-bleed pneumatic devices began incurring a compliance
obligation at the start of the second compliance period, and these emissions
will continue to incur a compliance obligation in future compliance periods.
Emissions from continuous low-bleed pneumatic devices will incur a
compliance obligation beginning 2019. The emissions exemption for
intermediate low-bleed pneumatic devices is added because these emissions
cannot be quantified with the accuracy needed for inclusion in the Program.

Summary of New Section 95852.2(b)(12).

Emissions of carbon dioxide from fermentation during the production of food
and beverages are added to the list of emissions without a compliance
obligation.

Rationale for New Section 95852.2(b)(12).

This new paragraph clarifies that carbon dioxide produced by fermentation
during the production of food and beverages does not incur a compliance
obligation, as those emissions are considered to be biogenic.

Section 95853. Calculation of Covered Entity’s Triennial Compliance
Obligation.

Summary of Section 95853.
The word “triennial” is changed to “full compliance period” in the heading of this
section.

Rationale for Section 95853.

This change is needed because some future compliance periods may have
durations that are different than three years in order to align compliance period
start and end dates in the Cap-and-Trade Program with those established in
the federal Clean Power Plan.
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Summary of Section 95853(a).
The word “triennial” is changed to “full compliance period.”

Rationale for Section 95853(a).

This change is needed because some future compliance periods may have
durations different than three years in order to align compliance period start and
end dates in the Cap-and-Trade Program with those established in the federal
Clean Power Plan.

Summary of Section 95853(b).
Text that refers to three-year compliance period is made more general in order
to accommodate compliance periods that are not triennial.

Rationale for Section 95853(b).

These changes are needed because some future compliance periods may
have durations different than three years in order to align compliance period
start and end dates in the Cap-and-Trade Program with those established in
the federal Clean Power Plan.

Summary of Section 95853(c).

The word “triennial” is changed to “full compliance period.” Text is further
modified to accommodate compliance periods with durations different than
three years.

Rationale for Section 95853(c).
These changes is needed because some future and end dates in the Cap-and-
Trade Program with those established in the federal Clean Power Plan.

Summary of Section 95853(d).

Existing text referring only to the first compliance period is removed. A
reference to the third year of a compliance period is changed to refer to the final
year of a compliance period. In two instances, the word “triennial” is changed
to “full compliance period.”

Rationale for Section 95853(d).

Existing text referring to the first compliance period is outdated and is removed
for clarity. The change from “third” to “final” is needed to preserve the existing
treatment of new emitters given the change to variable compliance period
length.

The changes from “triennial” to “full compliance period” are needed because
some future compliance periods may have durations different than three years
in order to align compliance period start and end dates in the Cap-and-Trade
Program with those established in the federal Clean Power Plan.
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Summary of Section 95853(e).
This section is deleted.

Rationale for Section 95853(e).
This section only deals with allocation prior to 2017, so it is no longer needed.

Section 95856. Timely Surrender of Compliance Instruments by a
Covered Entity.

Summary of Section 95856(a).
The word “triennial” is changed to “full compliance period.”

Rationale for Section 95856(a).

This change is needed because some future compliance periods may have
durations different than three years in order to align compliance period start and
end dates in the Cap-and-Trade Program with those established in the federal
Clean Power Plan.

Summary of Section 95856(b)(2).
The word “triennial” is changed to “full compliance period.”

Rationale for Section 95856(b)(2).

This change is needed because some future compliance periods may have
durations different than three years in order to align compliance period start and
end dates in the Cap-and-Trade Program with those established in the federal
Clean Power Plan.

Summary of Section 95856(b)(2)(A).

The list of allowances exempt from the vintage restriction on the use of
allowances for compliance is modified to include non-vintage compliance
instruments from California or by any external GHG ETS to which California
has linked pursuant to subarticle 12. The specific list replaces in part a
reference to section 95821(a).

Rationale for Section 95856(b)(2)(A).

The changes are needed to clarify the list of instruments to which the vintage
restriction does not apply, especially when additional such instruments are
available due to linkage. Replacing the reference to section 95821 (a) with an
explicit list should clarify the application of the vintage restriction.

Summary of Section 95856(d)(3).
The word “triennial” is changed to “full compliance period.”
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Rationale for Section 95856(d)(3).

This change is needed because some future compliance periods may have
durations different than three years in order to align compliance period start and
end dates in the Cap-and-Trade Program with those established in the federal
Clean Power Plan.

Summary of Section 95856(e).
The word “triennial” is changed to “full compliance period.”

Rationale for Section 95856(e).

This change is needed because some future compliance periods may have
durations different than three years in order to align compliance period start and
end dates in the Cap-and-Trade Program with those established in the federal
Clean Power Plan.

Summary of Section 95856(e)(1).
The word “triennial” is changed to “full compliance period.”

Rationale for Section 95856(1)(1).

This change is needed because some future compliance periods may have
durations different than three years in order to align compliance period start and
end dates in the Cap-and-Trade Program with those established in the federal
Clean Power Plan.

Summary of Section 95856(f).
The word “triennial” is changed to “full compliance period.”

Rationale for Section 95856(f).

This change is needed because some future compliance periods may have
durations different than three years in order to align compliance period start and
end dates in the Cap-and-Trade Program with those established in the federal
Clean Power Plan.

Summary of Section 95856(f)(1).
In two instances, the word “triennial” is changed to “full compliance period.”

Rationale for Section 95856(f)(1).

These changes are needed because some future compliance periods may
have durations different than three years in order to align compliance period
start and end dates in the Cap-and-Trade Program with those established in
the federal Clean Power Plan.

Summary of Section 95856(f)(2).
The word “triennial” is changed to “full compliance period.”
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Rationale for Section 95856(f)(2).

This change is needed because some future compliance periods may have
durations different than three years in order to align compliance period start and
end dates in the Cap-and-Trade Program with those established in the federal
Clean Power Plan.

Summary of Section 95856(f)(3).
The word “triennial” is changed to “full compliance period.”

Rationale for Section 95856(f)(3).

This change is needed because some future compliance periods may have
durations different than three years in order to align compliance period start and
end dates in the Cap-and-Trade Program with those established in the federal
Clean Power Plan.

Summary of Section 95856(g)(1).
In two instances, the word “triennial” is changed to “full compliance period.”

Rationale for Section 95856(qg)(1).

These changes are needed because some future compliance periods may
have durations different than three years in order to align compliance period
start and end dates in the Cap-and-Trade Program with those established in
the federal Clean Power Plan.

Summary of Section 95856(h).
The word “Triennial” is changed to “Full Compliance Period.”

Rationale for Section 95856(h).

This change is needed because some future compliance periods may have
durations different than three years in order to align compliance period start and
end dates in the Cap-and-Trade Program with those established in the federal
Clean Power Plan.

Summary of Section 95856(h)(1)(A).
The reference to “section 95855” is changed to “section 95854.”

Rationale for Section 95856(h)(1)(A).
This change is made because the previous reference was incorrect. Section
95854 describes the usage limits for offset credits.

Summary of Section 95856(h)(1)(D).
References to other sections of the Regulation are modified or eliminated.

167



Rationale for Section 95856(h)(1)(D).

This change is needed because sections 95891(c)(2), 95891(d), 95891(e)(1),
and 95894(d) have been deleted, so references to these sections must be
eliminated. Sections subsequent to the deleted sections must be renumbered,
so references to those subsequent sections must be updated.

Summary of Section 95856(h)(2).
The word “triennial” is changed to “full compliance period.”

Rationale for Section 95856(h)(2).

This change is needed because some future compliance periods may have
durations different than three years in order to align compliance period start and
end dates in the Cap-and-Trade Program with those established in the federal
Clean Power Plan.

Summary of Section 95856(h)(2)(D).
The word “triennial” is changed to “full compliance period.” Also, references to
other sections of the Regulation are modified or eliminated.

Rationale for Section 95856(h)(2)(D).

The word “triennial” is changed because some future compliance periods may
have durations different than three years in order to align compliance period
start and end dates in the Cap-and-Trade Program with those established in
the federal Clean Power Plan. References to other sections of the Regulation
are modified because sections 95891(c)(2), 95891(d), 95891(e)(1), and
95894(d) have been deleted, so references to these sections must be
eliminated. Sections subsequent to the deleted sections must be renumbered,
so references to those subsequent sections must be updated.

Summary of Section 95856(h)(3).
References to other sections of the Regulation are modified or eliminated.

Rationale for Section 95856(h)(3).

This change is needed because sections 95891(c)(2), 95891(d), 95891(e)(1),
and 95894(d) have been deleted, so references to these sections must be
eliminated. Sections subsequent to the deleted sections must be renumbered,
so references to those subsequent sections must be updated.

Section 95857. Untimely Surrender of Compliance Instruments by a
Covered Entity.

Summary of Section 95857(a)(1).
The word “triennial” is changed to “full compliance period.”
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Rationale for Section 95857(a)(1).

This change is needed because some future compliance periods may have
durations different than three years in order to align compliance period start and
end dates in the Cap-and-Trade Program with those established in the federal
Clean Power Plan.

Summary of Section 95857(b).

New text provides a definition of the untimely surrender obligation and explains
that the untimely surrender obligation replaces any unfulfilled part of the entity’s
annual or full compliance period obligations.

Rationale for Section 95857(b).

The change is needed because section 95857(b) provided a method of
calculating the untimely surrender obligation, but it did not provide an
explanation of the process.

Summary of Section 95857(b)(5).

Existing text explaining the application of the offset use limit to the untimely
surrender obligation is eliminated. The proposed text gives an explanation of
how the use limit is calculated when there is an untimely surrender obligation.
The proposed text requires that the sum of the offsets submitted prior to the
original compliance deadline, plus any offsets submitted as part of the untimely
surrender obligation, must be less than or equal to the number of offsets that
can be submitted when the limit is applied to the entity’s compliance period
obligation.

Rationale for Section 95857(b)(5).

The change is needed to clarify that the offset use limit is calculated based on
the entity’s compliance period obligation but applies to all offsets submitted for
the timely and untimely surrender obligations.

Summary of Section 95857(c)(3).
The proposed change removes the explanation that an untimely surrender
obligation only applies once for each untimely surrender occurrence.

Rationale for Section 95857(c)(3).

The change is needed to be consistent with the calculation of a new untimely
surrender obligation in section 95857(c)(2). After that calculation no further
untimely surrender obligation is made.

Section 95858. Compliance Obligation for Under-Reporting in a Previous
Compliance Period.
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Summary of Section 95858.

The proposed change broadens the meaning of the section. The existing text
appears to make section 95858 apply only after the entity surrenders
compliance instruments pursuant to section 95856, which governs timely
surrender. The proposed change would make section 95858 apply after the
requirements of section 95856 or section 95857 are completed.

Rationale for Section 95858.
The change is needed to determine the timing for application of the provisions
for under-reporting.

Summary of Section 95858(a).
Two references to section 95855 are added.

Rationale for Section 95858(a).
The change is needed to clarify that the provisions on under-reporting
emissions apply to both the annual and compliance period obligations.

Summary of Section 95858(b).
Two references to section 95855 are added. Single quotation marks around
the defined variables are replaces with double quotation marks.

Rationale for Section 95858(b).

The added reference to section 95855 is needed to clarify that the provisions
on under-reporting apply to both the annual and compliance period obligations.
The quotation marks are changed so the formatting of these variable definitions
Is consistent with the formatting in other sections of the Regulation.

Summary of Section 95858(c).

The proposed modification changes the deadline by which an entity must
surrender additional compliance instruments after it has been notified that it has
under-reported. The existing deadline is six months after the entity has been
notified by the Executive Officer of the deficiency. The proposed text would
require the additional compliance instruments to be surrendered at the next
scheduled compliance event, and that the provisions of section 95857 and
96014 governing noncompliance would not apply until after that date.

In addition, the compliance instruments surrendered would be governed under
the existing rules that determine which types and vintages of instruments may
be surrendered at the event.

The proposed change would remove the ability of an entity to apply any future
vintage allowances towards its compliance obligation. However, since the
entity can now use compliance instruments valid at the surrender event, the
entity could use compliance instruments from a vintage later than the years
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during which it created the compliance obligation. These vintages would not
have been allowed if the entity had reported correctly. This would allow the
entity to use the allowances sold at the Current Auction in the year when the
under-reporting obligation is due.

Rationale for Section 95858(c).

The modification would allow the additional surrender obligation to be achieved
the next time the activity is scheduled to occur in CITSS, rather than add an
extra event. The change is also needed to clarify which compliance
instruments can be surrendered by applying the provisions of section 95856.
Finally, the use of any future vintage for compliance with an under-reporting
obligation should be dropped because it constitutes a form of borrowing. The
replacement provision, which allows the use of allowances available to the
entity at the Current Auction, should provide a reasonable supply without
constituting borrowing.

Summary of Section 95858(d).

The proposed modification would remove a reference to compliance periods
from the determination of under-reported emissions. The effect of the change
is to extend the provisions to under-reporting of emissions that count towards
the annual compliance obligation.

Rationale for Section 95858(d).
The change is needed to clarify that the under-reporting provision applies to
annual as well as full compliance period obligations.

Section 95859. Federal Clean Power Plan Requirements.

Summary of New Section 95859.

This new section establishes new requirements for electricity generating units
so that the Cap-and-Trade Program can serve as the mechanism for the
State’s compliance with the federal Clean Power Plan (CPP).

Rationale New for Section 95859.

California proposes to use a “State measures” approach with mass-based
emissions limits on electricity generating units affected by CPP (affected EGUS)
to demonstrate the State’s compliance with CPP. New section 95859 meets
the requirements of CPP by making clear that Cap-and-Trade Program
compliance is required for affected EGUs, including compliance with relevant
reporting and verification requirements, setting an emissions glidepath for
aggregate CPP EGU emissions, and establishing a federally enforceable
backstop.
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Summary of New Section 95859(a).
This new paragraph defines the federal Clean Power Plan (CPP) and provides
the reference to CPP in the Code of Federal Regulations.

Rationale for New Section 95859(a).

This paragraph provides reference to CPP, which establishes all of the
requirements placed on the State by the federal Clean Power Plan. Among
other requirements, CPP defines affected EGUSs, establishes a statewide
aggregate emissions target for all affected EGUs for the eight-year period 2022
through 2029, establishes a statewide aggregate emissions target for all
affected EGUs for the two-year period 2030 through 2031 and for each two-
year period thereafter, and defines the requirements that states must meet to
comply with CPP.

Summary of New Section 95859(b).

This new paragraph defines the general requirements for affected EGUs
located in California. By January 1, 2021, all affected EGUs must register in
the Cap-and-Trade Program, report and verify emissions, and meet their
compliance obligations in the Program by the timely surrender of sufficient
allowances.

Rationale for New Section 95859(b).

Compliance with the Cap-and-Trade Program is the standard that must be met
by affected EGUs in California under CPP. Affected EGUs with emissions
below the Cap-and-Trade Program applicability threshold of 25,000 MMTCO-e
must register and participate in the Program.

Summary of New Section 95859(c).

This new paragraph requires the Executive Officer to compare aggregate
emissions for all affected EGUs for a compliance period to the established
backstop trigger threshold for the compliance period and to notify U.S. EPA if
the aggregate emissions exceed the backstop trigger. The comparison and
notification must be done within six months of the end of the compliance period.

Rationale for New Section 95859(c).

This new paragraph satisfies the requirements of 40 C.F.R. section 60.5870(b)
of CPP that, no later than July 1 of the year following a compliance period, each
State provide a report to U.S. EPA that includes a comparison of the actual
affected EGU emission performance to the emission goal for the compliance
period that is identified in the State plan.

Summary of New Section 95859(d).
This new paragraph describes a triggering event that activates a backstop
provision for affected EGUs if aggregate emissions for all affected EGUs for a
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compliance period exceed the interim emission target identified in the State
plan more than ten percent.

Rationale for New Section 95859(d).

This new paragraph satisfies the requirement of 40 C.F.R. section
60.5740(a)(3)(i) of CPP that a CPP compliance plan relying on a “State
measures” approach include a federally enforceable backstop with emission
standards consistent with CPP target levels for affected EGUs that includes a
trigger that initiates the backstop going into effect.

Summary of New Section 95859(e).

This new section establishes a backstop provision with emissions standards for
affected EGUs if aggregate emissions for all affected EGUs for a compliance
period exceed the interim emission target identified in the State plan more than
ten percent.

Rationale for New Section 95859(e).

This new paragraph satisfies the requirement of 40 C.F.R. section
60.5740(a)(3) of CPP that a CPP compliance plan relying on a “State
measures” approach include a federally enforceable backstop with emission
standards for affected EGUs that will be put in place if aggregate affected EGU
emissions exceed the interim emission target identified in the State plan more
than ten percent.

Summary of New Section 95859(e)(1).

This new paragraph establishes a new holding account, the Clean Power Plan
Backstop (CPPB) Account, under the control of the Executive Officer, and it
provides authority to transfer CPP allowances to and from the account as
needed.

Rationale for New Section 95859(e)(1).

The new CPPB Account is needed to execute the CPP backstop in the event
that the backstop is triggered. It is a holding account under the control of the
Executive Officer that is only created if the CPP backstop is triggered. Only
CPPB allowances may be held in the CPPB Account.

Summary of New Section 95859(e)(2).

This new paragraph allows the Executive Officer to create CPP allowances that
are needed to execute the CPP backstop in the event that the backstop is
triggered. CPP allowance availability is limited to entities with at least one
affected EGU located in California.

Rationale for New Section 95859(e)(2).
The newly created CPP allowances are compliance instruments that are only
created if the CPP backstop is activated for a compliance period. CPP
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allowances are available only to entities with at least one affected EGU located
in California because these are the only entities that are subject to CPP and
potentially subject to the CPP backstop.

Summary of New Section 95859(e)(3).

This new paragraph establishes a compliance obligation for each metric ton of
emissions from each affected EGU during a backstop compliance period, which
is a compliance period immediately following a triggering compliance period in
which the aggregate affected EGU sector emissions exceeded the CPP
backstop trigger.

Rationale for New Section 95859(e)(3).

The new CPPB backstop compliance obligations are needed to execute the
CPP backstop in the event that the backstop is triggered. The CPP backstop
compliance obligation applies only to affected EGUs, and it is separate and
distinct from the compliance obligation established by California’s Cap-and-
Trade Program.

Summary of New Section 95859(e)(4).

This new paragraph provides equations that establish the quantity of CPP
allowances to be created by the Executive Officer for the backstop compliance
period if the CPP backstop is activated by a triggering compliance period. The
quantity of CPP allowances created is set equal to the original interim target for
the backstop compliance period that is identified in the State plan minus the
amount by which aggregate emissions exceeded the original target in the
triggering compliance period. The CPP allowances are created by October 24
of the year following the triggering compliance period.

Rationale for New Section 95859(e)(4).

The quantity of CPP allowances created establishes the level of the CPP
backstop; this is the emission standard that is put in place if the CPP backstop
is triggered. The quantity of CPP allowances is set at a level that ensures
aggregate emissions from affected EGUs during the backstop compliance
period will be below the interim emission target identified in the State plan by an
amount that is equal to the emission exceedance in the triggering compliance
period. The quantity is set at this level to meet the CPP 40 C.F.R. section
60.5740(a)(3) requirement that affected EGU emissions standards be restored
to federal target levels, as adjusted to make up for prior emissions performance
shortfalls. The quantity of CPP allowances created is set so that the emissions
performance shortfall during the triggering compliance is entirely made up in
the backstop compliance period in order to meet the CPP 40 C.F.R. section
60.5740(a)(3) requirement that the shortfall be restored with 18 months of the
July 1 notification to U.S. EPA that the aggregate emissions exceed the
backstop trigger in the triggering compliance period. The CPP allowances are

174



created by October 24 of the year following the triggering compliance period so
that they are available for allocation to affected EGUs by that date.

Summary of New Section 95859(e)(5).

This new paragraph provides the equation used to calculate the number of CPP
allowances allocated to each affected EGU for the backstop compliance period.
The CPP allowance allocation to each affected EGU is directly proportional to
the emissions level of that affected EGU during the triggering compliance
period. Allocation of CPP allowances occurs by October 24 of the year
following the triggering compliance period.

Rationale for New Section 95859(e)(5).

The level of CPP allowance allocation to each affected EGU is directly
proportional to the emissions level of that affected EGU during the triggering
compliance period to ensure that the level of CPP allowances provided to each
affected EGU are sufficient to reflect operating conditions at the time of
allocation, based on previous years’ performance. The CPP allowances are
allocated to each affected EGU by October 24 of the year following the
triggering compliance period, a date that is at least two years prior to the
deadline for timely surrender of the CPP allowances in order to meet the CPP
backstop compliance obligation.

Summary of New Section 95859(e)(6).

This new paragraph allows for the trading of CPP allowances among entities
that own or operate affected EGUs located in California and that are registered
in the Program. Trading of CPP allowances is subject to the same
requirements and restrictions as the trading of compliance instruments in
California’s Cap-and-Trade Program.

Rationale for New Section 95859(e)(6).

Trading of CPP allowances among affected EGUs provides these entities some
flexibility in meeting their CPP backstop compliance obligations and recognizes
that the need to dispatch EGUs to address electricity demand may lead future
performance to diverge from past unit behavior Affected EGUs that are able to
reduce emissions during the backstop compliance period will require less CPP
allowances to meet their CPP backstop compliance obligation, and they may
sell CPP allowances to affected EGUs that are less able to reduce emissions.
Trading of CPP allowances is restricted to affected EGUs because CPP
allowances are only available to entities that own or operate affected EGUs
located in California. The same requirements and restrictions for the trading of
compliance instruments in California’s Cap-and-Trade Program are applied to
the trading of CPP allowances because these rules have proven to provide for
a fair and well-functioning market for trading allowances in the Cap-and-Trade
Program.
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Summary of New Section 95859(e)(7).

This new paragraph establishes the requirements for each entity that owns or
operates at least one affected EGU to meet its CPP backstop compliance
obligation by surrendering CPP allowances to its compliance account. One
CPP allowance must be surrendered for each metric ton of emissions in the
backstop compliance period. The CPP allowances must be surrendered by
November 1 of the calendar year following the final year of the backstop
compliance period.

Rationale for New Section 95859(e)(7).

By requiring one CPP allowance must be surrendered for each metric ton of
emissions in the backstop compliance period, this requirement connects the
number of CPP allowances created for the backstop compliance period to the
aggregate emissions from affected EGUs in the backstop compliance period.
Activation of the CPP backstop will reduce aggregate emissions from affected
EGUs in the backstop compliance period to a level that is sufficiently below the
interim emissions target so that the prior emissions performance shortfall will be
completely made up in the backstop compliance period. The compliance
deadline of November 1 in the calendar year following the final year of the
backstop compliance period aligns with the deadline for meeting full compliance
period compliance obligations in the Cap-and-Trade Program.

Summary of New Section 95859(e)(8).

This new paragraph gives the Executive Officer the authority to retire any CPP
allowances that are not used by affected EGUs to meet a CPP backstop
compliance obligation after the deadline for compliance has passed.

Rationale for New Section 95859(e)(8).

This new paragraph is needed to provide a mechanism for retiring unused CPP
allowances in the event that the actual aggregate emissions from affected
EGUs during the backstop compliance period are less than the number of
allowances transferred to the CPPB Account for the backstop compliance
period. And, ARB does not intend for unused CPP allowances to be available
for trading or banking as these allowances are to serve a specific purpose and
are not a necessary part of the economy-wide Cap-and-Trade Program.

Subarticle 8: Disposition of Allowances
Section 95870. Disposition of Allowances.
Summary of Section 95870.

The heading of this section is changed to indicate that this section applies to
only the years 2013 through 2020.
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Rationale for Section 95870.

New section 95871 will cover the disposition of vintage 2021-2031 allowances,
so the heading of this section needs to be changed to distinguish this section
and to indicate that it applies only to vintage 2013-2020 allowances.

Summary of Section 95870(d)(1).

The text is changed to allow the Executive Officer to allocate allowances to
electrical distribution utilities on or before October 24 of each year, and not only
on October 24. The phrase “or the first business day thereafter” is deleted.
The text is modified to specify to which accounts the Executive Officer transfers
allowances and references the appropriate section of the EDU allocation.

Rationale for Section 95870(d)(1).

These changes provide greater flexibility in the date on which allowance
allocation to electrical distribution utilities can occur, and to align with the timing
of almost all other types of allocation. The phrase “or the first business day
thereafter” is deleted because scenarios where specific dates fall on non-
business days is covered by general text in the California Health and Safety
Code.

In general, all allocated allowances are transferred to either limited use holding
accounts or allowance allocation holding accounts. Investor owned utilities
receive all allocated allowances into their limited use holding account. Publicly
owned electric utilities and electrical cooperatives receive all allocated
allowances into their allowance allocation holding account and/or limited use
holding account. All allowances in the allowance allocation holding account are
transferred to the entity’s compliance account by the Executive Officer on
January 1 of the vintage year of the allowances. Each publicly owned electric
utility and electrical cooperative must inform the Executive Officer by
September 1 of the accounts into which the Executive Officer shall allocate
allowances, or by default the allowances are transferred to their limited use
holding account.

Summary of Section 95870(d)(2).

Some text is changed from “on or before” to “by,” and the phrase “or the first
business day thereafter” is deleted. The text is also modified to state that the
Executive Officer shall allocate allowance into the entity’s annual allocation
holding account.

Rationale for Section 95870(d)(2).

The first change simplifies the language without changing the meaning. The
phrase “or the first business day thereafter” is deleted because scenarios
where specific dates fall on non-business days is covered by general text in the
California Health and Safety Code.
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In general, all allowances are transferred to either limited use holding accounts
or allowance allocation holding accounts. Public wholesale water agencies
receive all allocated allowances into their allowance allocation holding account.
All allowances in the allowance allocation holding account are transferred to the
entity’s compliance account by the Executive Officer on January 1 of the
vintage year of the allowances.

Summary of Section 95870(e)(1).
Some text is changed from “on or before” to “by,” and the phrase “or the first
business day thereafter” is deleted. Also some redundant text is deleted.

Rationale for Section 95870(e)(1).

The first change simplifies the language without changing the meaning. The
phrase “or the first business day thereafter” is deleted because scenarios
where specific dates fall on non-business days is covered by general text in the
California Health and Safety Code. Some text is deleted because it
inadvertently appears twice in the same sentence and is redundant.

Summary of Section 95870(e)(2)(A).
A reference to new Table 8-3 is added.

Rationale for Section 95870(e)(2)(A).

New Table 8-3 lists the industrial activities that are eligible for free industrial
allowance allocation after 2020. New Table 8-3 will also provide the assistance
factors used to calculate allowance allocation for these industrial activities after
2020. New Table 8-3 will provide industrial activities and assistance factors for
allowance allocation in the post-2020 Program in the same way that Table 8-1
provides that information for the years 2013 through 2020.

Summary of Section 95870(e)(2)(A).
This paragraph is deleted.

Rationale for Section 95870(e)(2)(A).

This paragraph describes allowance allocation to the refining sector in the first
compliance period. Because this paragraph only deals with allocation in the
past, it is no longer needed and can be eliminated.

Summary of Section 95870(e)(2)(B).
This paragraph is deleted.

Rationale for Section 95870(e)(2)(B).

This text can be deleted because it is redundant. Allowance allocation to the
refining sector in the second and third compliance periods is covered by
paragraph 95870(e)(2), which specifies that sectors with an industrial activity
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listed in Table 8-1 use the methodology set forth in section 95891. This is the
same general approach as for all other industrial sector listed in Table 8-1.

Summary of Section 95870(e)(3).

The text is modified to include references to university covered entities and
public service facilities allocation and to natural gas supplier allocation in
sections 95870(f) and (h).

Rationale for Section 95870(e)(3).

Total industrial allowance allocation shall not exceed the available allowances
remaining after allowance allocations for ratepayer benefit are distributed. to
Allocation to university covered entities and public service facilities and to
natural gas suppliers were inadvertently omitted from the list of other allowance
allocations that should be considered when evaluating the available amount of
allowances. The new text aligns the Regulation with the intent that allocation
that is distributed for ratepayer benefit shall occur first, and if not enough
allowances are available to allocate to the full extent of industrial allocation
calculated pursuant to section 95891, industrial allowance allocation shall be
prorated.

Summary of Section 95870(e)(4).
The reference to section 95891(f) is changed to section 95891 (e).

Rationale for Section 95870(e)(4).
This change is needed because section 95891(d) has been deleted, and the
subsequent sections have been renumbered.

Summary of Section 95870(e)(5).
This paragraph is deleted.

Rationale for Section 95870(e)(5).

The deleted text describes true-up allowance allocation to producers of
qualified thermal output in the first compliance period. Text only dealing with
allocation in the past is no longer needed and can be eliminated. Text dealing
with true-up allowance allocation for the second and third compliance periods is
covered by text in section 95852()).

Summary of Section 95870(e)(6).
This paragraph is deleted.

Rationale for Section 95870(e)(6).

This paragraph describes true-up allowance allocation producers of qualified
thermal output in the first compliance period. Because this text only deals with
allocation in the past, it is no longer needed and can be eliminated.
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Summary of Section 95870(f).

Text describing true-up allowance allocation to university covered entities and
public service facilities in the first compliance period is deleted. Some text is
changed from “on or before” to “by,” and the phrase “or the first business day
thereafter” is deleted. The reference to section 95891(f) is changed to section
95891(e). Also, the hyphen is removed from the word “publicly-owned.”

Rationale for Section 95870(f).

Text that describes true-up allowance allocation to university covered entities
and public service facilities in the first compliance period only deals with
allocation in the past, so it is no longer needed and can be eliminated. The
change of “on or before” to “by” simplifies the language without changing the
meaning. The phrase “or the first business day thereafter” is deleted because
scenarios where specific dates fall on non-business days is covered by general
text in the California Health and Safety Code. The change in the reference to
section 95891(f) is needed because section 95891(d) has been deleted, and
the subsequent sections have been renumbered. The hyphen is removed from
the word “publicly-owned” to make it consistent with other usage in the
Regulation.

Summary of Section 95870(g)(1).
This paragraph is deleted.

Rationale for Section 95870(g)(1).

This paragraph describes true-up allowance allocation to legacy contract
generators prior to 2017. Because this text only deals with allocation in the
past, it is no longer needed and can be eliminated.

Summary of Section 95870(g)(2) [New Section 95870(q)].
Words that were unintentionally omitted in the previous version of the
Regulation are inserted into the text.

Rationale for Section 95870(g)(2) [New Section 95870(q)].
This change is needed to correct typographical errors without changing the
meaning of the text.

Summary of Section 95870(h).

The text is changed to allow the Executive Officer to allocate allowances to
natural gas suppliers on or before October 24 of each year, and not only on
October 24. The phrase “or the first business day thereafter” is deleted.

The text is modified to specify to which accounts the Executive Officer transfers
allowances and references the appropriate section of the natural gas supplier
allocation.
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Rationale for Section 95870(h).

These changes provide greater flexibility in the date on which allowance
allocation to natural gas suppliers can occur, and aligns this date for natural
gas supplier allocation with almost all other allocation dates. The phrase “or
the first business day thereafter” is deleted because scenarios where specific
dates fall on non-business days is covered by general text in the California
Health and Safety Code.

In general, all allowances are transferred to either limited use holding accounts
or allowance allocation holding accounts. Natural gas suppliers receive all
allocated allowances into their allowance allocation holding account and/or
limited use holding account. All allowances in the allowance allocation holding
account are transferred to the entity’s compliance account by the Executive
Officer on January 1 of the vintage year of the allowances. Each natural gas
supplier must inform the Executive Officer by September 1 of the accounts into
which the Executive Officer shall allocate allowances, or by default they are all
placed into their limited use holding account.

Summary of Section 95870(]).
This paragraph is deleted and moved to section 95890.

Rationale for Section 95870()).
This section is moved to section 95890 because that is a more appropriate part
of the Regulation to discuss negative allocation.

Summary of Section 95870, Table 8-1.

The activities “Other Food Crops Grown Under Cover” (NAICS code 111419),
“Wet Corn Milling” (NAICS code (311221), “Cyclic Crude, Intermediate, and
Gum and Wood Chemical Manufacturing” (NAICS code 325194), and
“Automobile Manufacturing” (NAICS code 336111) are added to Table 8-1.
Assistance factors for new manufacturing activities (i.e., have NAICS codes
that start with a “3”) are set equal to 100 percent for the first and second
compliance periods. Assistance factors for all new non-manufacturing activities
are listed as “tbd” for the first two compliance periods. In the absence of
complete information on leakage risk, the newly added activities are listed
without a leakage risk category, and the third compliance period assistance
factors for these activities are listed as “tbd.” A footnote is added to the table
that states that staff may propose a change to leakage risk classification and
assistance factors listed as “tbd” as part of this rulemaking process, and that
any change that is proposed will be circulated for a 15-day public comment
period.

The title of Table 8-1 is changed to include the dates 2013-2020, and the word
“Industry” is deleted from the heading of the final columns.
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Rationale for Section 95870, Table 8-1.

New activities are added to Table 8-1 because facilities that are newly covered
by the Program operate in these sectors, and assistance factors are needed to
provide allowance allocation to covered sectors which are at risk of emissions
leakage. Assistance factors for the new manufacturing activities (i.e., have
NAICS codes that start with a “3”) are assigned assistance factors equal to 100
percent for the first and second compliance periods in accordance with other
industrial sectors. First and second compliance period assistance factors for
“Other Food Crops Grown Under Cover” (NAICS code 111419) are not
proposed because this sector is not clearly industrial and an emissions leakage
risk assessment is needed before staff can determine if allowance allocation is
necessary. The “tbd” entries in Table 8-1 indicate that leakage risk
classifications and assistance factors for these sectors are yet to be
determined; when complete information is available, staff will follow the leakage
assessment method described in Appendix K to the 2010 Regulation (ARB
2010c) to determine the assistance factors for these sectors. Any proposed
revision will be circulated for a 15-day comment period during this rulemaking
and prior to final consideration of the amendments by the Board.

The title of Table 8-1 is changed to distinguish it from new Table 8-3. Table 8-1
provides assistance factors by industrial activity for the years 2013 through
2020, and new Table 8-3 will provide the same information for the post-2020
Program.

New Section 95871. Disposition of Vintage 2021-2031 Allowances.

Summary of New Section 95871(a).

New text establishes the number of the allowances from budget years 2021-
2031 that will be allocated the Allowance Price Containment Reserve (APCR).
New Table 8-2 specifies the number of allowances allocated to the APCR for
each budget year from 2021 through 2031.

Rationale for New Section 95871(a).

The APCR is extended for the post-2020 Program. The amount of allowances
placed into the APCR for each budget year is set at a level that aims to be large
enough to provide effective cost-containment and small enough to avoid
constraining the availability of allowances in the market

Summary of New Section 95871(b)(1)-(3).

New text continues current provisions to make ten percent of allowances from
each budget year available for advance auction for budget years 2021-2031,
and describes how auctions not sold at the Advance Auction will be auctioned.
New text also continues current provisions that require the proceeds from the
sale of these allowances in advance auctions will be deposited into the
Greenhouse Gas Reduction Fund.
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Rationale for New Section 95871 (b)(1)-(3).

This new text continues the advanced auction provisions that are in place for
budget years through 2020 to the future budget years 2021-2031. Staff does
not have a compelling reason to change these provisions for future budget
years, so the provisions remain the same.

Summary of New Section 95871(c)(1).

New text continues current general provisions that describe the account types
and dates for annual allowance allocation to electrical distribution utilities for the
budget year 2021 and beyond.

Rationale for New Section 95871(c)(1).

This new text continues provisions for the annual allocation of allowances to
electrical distribution utilities that are in place for budget years through 2020 to
future budget years after 2020. Staff does not have a compelling reason to
change these provisions for future budget years, so the provisions remain the
same.

Summary of New Section 95871(c)(2).
New text continues current provisions for annual allocation of allowances to
public wholesale water agency for the budget year 2021 and beyond.

Rationale for New Section 95871(c)(2).

This new text continues provisions for the annual allocation of allowances to
public wholesale water agencies that are in place for budget years through
2020 to future budget years after 2020. Staff does not have a compelling
reason to change these provisions for future budget years, so the provisions
remain the same.

Summary of New Section 95871(d)(1)-(4).
New text continues current provisions for annual allocation of allowances to
industrial covered entities for the budget year 2021 and beyond.

Rationale for New Section 95871(d)(1)-(4).

This new text continues the general provisions for the annual allocation of
allowances to industrial covered entities that are in place for budget years
through 2020 to future budget years after 2020. Staff does not have a
compelling reason to change these general provisions for future budget years,
so the provisions remain the same.

Summary of New Section 95871(e).

New text continues current provisions for annual allocation of allowances to
university covered entities and public service facilities for the budget year 2021
and beyond.
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Rationale for New Section 95871(e).

This new text continues the general provisions for the annual allocation of
allowances to university covered entities and public service facilities that are in
place for budget years through 2020 to future budget years after 2020. Staff
does not have a compelling reason to change these general provisions for
future budget years, so the provisions remain the same.

Summary of New Section 95871(f).
New text continues current and proposed provisions for annual allocation of
allowances to legacy contract generators for the budget year 2021 and beyond.

Rationale for New Section 95871(f).

This new text continues the general and newly proposed provisions for the
annual allocation of allowances to legacy contract generators that are in place
for budget years through 2020 to future budget years after 2020. Staff does not
have a compelling reason to change these general provisions for future budget
years, so the provisions remain the same.

Summary of New Section 95871(q).
New text continues current provisions for annual allocation of allowances to
natural gas suppliers for the budget year 2021 and beyond.

Rationale for New Section 95871(Q).

This new text continues the general provisions for the annual allocation of
allowances to natural gas suppliers that are in place for budget years through
2020 to future budget years after 2020. Staff does not have a compelling
reason to change these general provisions for future budget years, so the
provisions remain the same.

Summary of New Section 95871(h)(1).

New text continues the current provision that ten percent of allowances from
each budget year that remain after allocation of allowances to the APCR are
eligible to be sold at a specified Reserve sale if the number of accepted bids
exceeds the number of allowances in the Reserve.

Rationale for New Section 95871(h)(1).

This new text continues the provision that is in place for budget years 2013-
2020 that some allowances that remain after allocation to the APCR is
complete for a budget year are eligible to be sold in a specified Reserve sale
pursuant to section 95913(f)(5). Staff does not have a compelling reason to
change this general provision for future budget years, so the provision remains
the same.
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Summary of New Section 95871(h)(2).

New text continues the current provisions that are in place for budget years
2013-2020 that all remaining allowances not allocated for specified uses are
designated for sale at auction and that the proceeds from the sale of these
allowances are deposited into the Greenhouse Gas Reduction Fund.

Rationale for New Section 95871(h)(2).

This new text continues the current provisions that are in place for budget years
2013-2020 for the designation of allowances for sale at auction and the
designation of auction proceeds to future budget years after 2020. Staff does
not have a compelling reason to change these general provisions for future
budget years, so the provisions remain the same.

Summary of New Section 95871, New Table 8-2.
New Table 8-2 sets the number of allowances allocated to the Allowance Price
Containment Reserve (APCR) for budget years 2021 to 2031.

Rationale for New Section 95871, New Table 8-2.

The number of allowances allocated to the APCR from each budget year from
2021 to 2030 is calculated as the difference between the annual budgets for
that year set by two different linear paths to the 2030 cap of 200.5 MMTCO.e.
The first emissions path charts a linear decline from 334.2 MMTCOe in 2020;
this is the path of the allowance budgets in Table 6-2 of the Regulation. The
second emissions path charts a linear decline from 322.6 MMTCOe in 2020.
The annual number of allowances allocated to the APCR decreases each year
from 2021 to 2030, and no allowances are allocated to the APCR as the linear
paths meet at 200.5 MMTCO.e in 2030. No allowances are allocated to the
APCR from the 2031 budget year.

A total of 54.5 million allowances are proposed to be allocated to the APCR
from 2021 to 2031. Staff expects the APCR to hold over 120 million allowances
from the first three compliance periods at the start of 2021, and staff believes
that this quantity, along with the additional 54.5 million allowances allocated to
the APCR from 2021 to 2031, is sufficient to meet the cost containment needs
of the Program over this time.

Summary of New Section 95871, New Table 8-3.

New Table 8-3 is added to establish the industrial activities that are eligible to
receive allowance allocation for industrial leakage protection in the post-2020
Program. Specific assistance factors for each activity are not currently
proposed, but notice is given that staff may propose assistance factors at a
later time as part of this rulemaking process and that any proposed change will
be circulated for a 15-day public comment period.
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Rationale for New Section 95871, New Table 8-3.

The activities listed in new Table 8-3 are needed to define the industrial
activities that facilities must conduct in order to be eligible for industrial
allowance allocation in the post-2020 Program. The activities listed in Table 8-
3 for the post-2020 Program are the same as the activities listed in Table 8-1
for the years 2013 through 2020.

The assistance factors in Table 8-3 will be needed to calculate industrial
allowance allocation for the post-2020 Program. The notice that staff may
propose assistance factors at a later time as part of this rulemaking process
and that any proposed change will be circulated for a 15-day public comment
period permits future modifications to these assistance factors when complete
information becomes available during 15-day regulatory changes.

Subarticle 9: Direct Allocations of California GHG Allowances
Section 95890. General Provisions for Direct Allocations.

Summary of Section 95890(a).
A reference to the new Table 8-3 is added.

Rationale for Section 95890(a).

To be eligible for industrial allowance allocation under the current Regulation, a
covered entity must conduct an activity listed in Table 8-1. This change
extends the existing eligibility requirements to the post-2020 Program by
requiring that a covered entity must conduct an activity listed in Table 8-3 in
order to be eligible for industrial allowance allocation after 2020.

Summary of Section 95890(c).
References to Table 9-3A and new Table 9-4 are added.

Rationale for Section 95890(c).

These changes are needed to continue the current requirements for electrical
distribution utilities to receive allowance allocation both for the period 2016-
2020 (Table 9-3A) and the post-2020 period (Table 9-A).

Summary of Section 95890(d).
The term “University Covered Entity” is changed to “university covered entity.”
The text that specifies eligibility is modified, and its location is moved.

Rationale for Section 95890(d).

Unnecessary capitalization is removed without changing the meaning of the
paragraph. The text is also modified for clarity without changing any
requirements.
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Summary of Section 95890(e).
This section is amended to remove provisions relating to legacy contract
generators without industrial counterparties.

Rationale for Section 95890(e).

Provisions relating to other legacy contract generators without industrial
counterparties are no longer needed since they addressed allowance allocation
for budget years 2017 and earlier.

Summary of Section 95890(h).

This section is amended to prevent a facility from receiving allocation both as a
university or public service facility and as a legacy contract generator for post-
2020 allocation.

Rationale for Section 95890(h).

This change extends the current prohibition on receiving allowance allocation
as both a university or public service facility and a legacy contract transition
assistance past 2020.

Summary of Section 95890(i).
This section is amended to add a reference to section 95871.

Rationale for Section 95890(i).
This change extends the existing provisions to allocations in 2021 and beyond,
as described in section 95871.

Summary of Section 95890(]).

This paragraph is deleted from section 95870 and added here. The original
text from section 95870 is also modified to include corporate associated entities
in the application of a negative allocation to entity.

Rationale for Section 95890()).

This section is moved from section 95870 and added here because section
95890 is a more appropriate part of the Regulation to discuss negative
allocation. This modification also allows ARB to deduct allowances from a
direct corporate associated entity if an entity’s allowance allocation is
negative. Treating entities that have a direct corporate association as one unit
is consistent with the treatment of direct corporate associations elsewhere in
the regulation. For instance, entities with direct corporate associations must
share auction purchase limits and compliance instrument holding limits with
each other. Similar to how these provisions treat direct corporate associated
entities as a single unit, allowance deduction is also shared across direct
corporate associations. ARB considers these provisions appropriate because
the level of control associated with direct corporate associations is high
enough that ARB presumes the entities coordinate market activities.
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Section 95891. Allocation for Industry Assistance.

Summary of Section 95891(a).
This paragraph is amended to add a reference to the new Table 8-3 in two
places.

Rationale for Section 95891(a).

This change extends the existing provisions for determining industrial
allowance allocation to 2021 and beyond. Table 8-3 lists eligible industrial
activities and assistance factors for the post-2020 Program. Table 8-3 includes
the same industrial activities as listed in Table 8-1 for the third compliance
period, but Table 8-1 only applies to the years 2013 through 2020.

Summary of Section 95891(a)(1).
This paragraph is deleted.

Rationale for Section 95891(a)(1).

This paragraph describes allowance allocation to the refining sector in the first
compliance period. Because this paragraph only deals with allocation in the
past, it is no longer needed and can be eliminated.

Summary of Section 95891(a)(2).
This paragraph is deleted.

Rationale for Section 95891 (a)(2).

This paragraph can be deleted because it is redundant and not needed.
Petroleum refining appears in both Table 8-1 and Table 9-1, so allowance
allocation to the refining sector in the second and third compliance periods (and
subsequent compliance periods) is calculated by the product-based allocation
methodology in section 95891(b).

Summary of Section 95891(a)(3) [New Section 95891 (a)(1)].

This paragraph is amended to remove the requirement that emissions be below
the threshold prior to 2012. References to Table 8-3 are added and the
reference to 95891(c)(3) is change to 95891(c)(2). The leakage risk
classification described is changed from low to the lowest assistance factor
above zero.

Rationale for Section 95891(a)(3) [New Section 95891(a)(1)].

The requirement that emissions be below the threshold prior to 2012 is
removed so that this section can fill the need to define a leakage risk category
for new entrants that do not meet that requirement. References to Table 8-3
extend the existing provisions to 2021 and beyond. Changing the reference to
95891(c)(2) is necessary to update the reference to the new entrant energy-
based allocation methodology. Changing the leakage risk classification is
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necessary to accommodate changes to the leakage risk definitions, which no
longer includes the category of “low.”

Summary of Section 95891(b).

Changes are made to clarify the overall product-based allowance allocation
methodology without changing the methodology or calculation except for
adding references to Table 8-3 and Table 9-2. Minor changes are made to
clarify text and to correct typographical errors. A reference to the first
compliance period refinery allowance allocation calculation in section 95891(d)
is deleted from the definition of the variable “true-up;”. The proposed
amendments also clarify that entities must plan to perform activity “a” in the
budget year for which they are being allocated to be eligible for allocation from
that budget year.

Rationale for Section 95891(b).

The variable “InitialAllocation;” is added and defined to clarify the overall
product-based allowance allocation equation. Explicitly defining the initial
allocation is not a substantive change; it only clarifies the portion of industrial
allowance allocation that is provided in advance of the budget year and
simplifies the overall product-based allowance allocation equation. References
to Table 8-3 and Table 9-2 are needed to extend the product-based allowance
allocation methodology to the post-2020 Program.

Because the first compliance period allowance allocation calculation for
refineries is deleted from the Regulation, the reference to this section is deleted
from the definition of the variable “true-up;.”

Clarification of the use of activity “a” in the InitialAllocation; equation is needed
to ensure that, if an entity will not be performing an activity listed in Table 8-1 or
8-3 (as applicable) in year “t,” ARB cannot allocate allowances. This is
because industrial allocation is distributed for leakage protection on the basis of
performance of the listed activities.

Summary of Section 95891(b), Table 9-1.

Several changes to the product-based benchmarks in Table 9-1 are proposed.
Some benchmarks are deleted from Table-9-1, some are being considered for
re-calculation, some are consolidated, and one is added.

Product-based benchmarks are eliminated from Table 9-1 for the following
industrial activities:

e Cream Processing (NAICS code 31151)
Dairy Product Solids for Animal Feed Processing (NAICS code 31151)
Pistachio Processing (NAICS code 311911)
Almond Processing (NAICS code 311911)
Bathroom Tissue Manufacturing (NAICS code 322121)
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e Facial Tissue Manufacturing (NAICS code 322121)
e Delicate Task Wipers Manufacturing (NAICS code 322121)
e Paper Towel Manufacturing (NAICS code 322121)

Product-based benchmarks in Table 9-1 are being considered for re-calculation
for the following industrial activities:

e Mining and Manufacturing of Soda Ash and Related Products (NAICS
code 212391)
Freshwater Diatomite Filter Aids Manufacturing (NAICS code 212399)
Butter Processing (NAICS code 31151)
Condensed Milk Processing (NAICS code 31151)
Nonfat Dry Milk and Skimmed Milk Powder (Low Heat) Processing
(NAICS code 31151)
Nonfat Dry Milk and Skimmed Milk Powder (Medium Heat and High Heat)
Processing (NAICS code 31151)
Buttermilk Powder Processing (NAICS code 31151)
Intermediate Dairy Ingredients Processing (NAICS code 31151)
Nitric Acid Production (NAICS code 325311)
Calcium Ammonium Nitrate Solution Production (NAICS code 325311)
Lead Acid Battery Recycling (NAICS code 331492)
Seamless Rolled Ring (NAICS code 332122)

Staff is reviewing the benchmarks for the products listed in Table 9-1 and may
propose revisions to these benchmarks as a result. Any proposed revision
would be circulated for a 15-day comment period during this rulemaking and
prior to final consideration of the amendments by the Board.

The benchmarks for Milk, Buttermilk, Skim Milk, and Ultrafiltered Milk
Processing and Cream Processing that are under NAICS code 31151 will be
consolidated into a single benchmark for Fluid Milk Product Processing.

Also, new entries are added to Table 9-1 for the activity sulfuric acid
regeneration under NAICS code 325188, and the activity anhydrous milkfat
processing under NAICS code 31151.

Rationale for Section 95891(b), Table 9-1.

The benchmarks for dairy product manufacturing (NAICS code 31511) are
eliminated, consolidated, and under consideration for re-calculation in order to
streamline product data reporting and verification in this sector and to simplify
the allocation process. Staff is working with industry to structure these
benchmarks in a way that better reflects the emissions and production at
California facilities. The fluid milk sector has also asked staff to calculate a
benchmark for production of anhydrous milkfat.
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The benchmarks for pistachio production and almond production are eliminated
because emissions per unit of product are highly variable. The 311911 NAICS
code benchmarks are proposed to be eliminated because the water content of
the roasted nuts varies so greatly year-to-year, and the resultant energy
required to roast the nuts varies so greatly, that staff are not able to calculate
product benchmarks that accurately reflect the energy required to process the
nuts. Requiring the nuts processors to calculate the initial water content of their
processed nuts would administratively burdensome. Further, there are no
longer any covered entities that conduct this activity. In the future, covered
entities that conduct this activity will receive allowance allocation under the
energy-based methodology.

The benchmarks for bathroom tissue manufacturing, facial tissue
manufacturing, delicate task wipers manufacturing, and paper towel
manufacturing are being proposed for elimination because of technical
challenges to developing product-based benchmarks. In this context, staff
believes that an energy-based benchmark is preferable because of challenges
in the continued validation of the relationship between the water absorbency
factors in the current Regulation and the amount of product per use using
available data specific to the products manufactured by California covered
entities. Allowance allocation for the entities conducting these activities will be
calculated under the energy-based allocation methodology beginning in the
third compliance period.

The benchmarks for calcium ammonium nitrate solution and nitric acid
production are considered for re-calculation because emissions are highly
variable for these processes and staff questions the reliability and accuracy of
the data used to calculate the current benchmarks.

The benchmarks for seamless rolled ring and lead acid battery recycling are
considered for re-calculation to reflect changes in the facility makeup of these
sectors.

In general, several proposed amendments note that benchmarks may be
modified later during the rulemaking process. Staff is considering changes to
these benchmarks, but staff does not yet have complete data to re-calculate
and propose new benchmarks for these sectors. The proposed amendments
flag these benchmarks for possible 15-day changes if needed.

The new sulfuric acid regeneration benchmark is added because some non-
refineries perform this activity and receive allowance allocation using an
energy-based methodology, and refineries performing this same activity receive
allowance allocation using a product-based methodology with the CWB
benchmark for petroleum refining. The new sulfuric acid regeneration
benchmark is set so that it provides the same level of allowance allocation to
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non-refineries operating under NAICS Code 325188 as would be provided
under the CWB benchmark for petroleum refining (i.e., it is set equal to the
product of the CWB factor for sulfuric acid regeneration (0.0378 CWB per short
ton of sulfuric acid produced) and the CWB benchmark for petroleum refining
(3.89 allowances per CWB)).

Summary of Section 95891(c).
A reference to the new Table 8-3 is added.

Rationale for Section 95891(c).

This change provides for using assistance factors from Table 8-3 to calculate
energy-based allowance allocation. This change effectively extends the current
energy-based allowance allocation method to the post-2020 Program because
Table 8-3 lists eligible industrial activities and will list assistance factors for the
post-2020 Program. Table 8-3 includes the same industrial activities as listed
in the updated Table 8-1, but Table 8-1 only applies to the years 2013 through
2020.

Summary of Section 95891(c)(2).
This paragraph is deleted.

Rationale for Section 95891(c)(2).
This section is removed because it presents a restriction for a situation that
could not occur.

Summary of Section 95891(c)(3) [New Section 95891(c)(2)].
Section 95891(c)(3) is renumbered to section 95891(2). Also, the new entrant
energy-based allocation methodology is redefined.

Rationale for Section 95891(c)(3) [New Section 95891(c)(2)].

This change is necessary to clarify the situations in which an entity would
receive new entrant energy-based allocation methodology. This methodology is
only used for facilities eligible to received energy-based allocation.
Furthermore, two situations exist in which an entity receives energy-based
allowance allocation under this methodology: (1) the entity was not allocated
any initial allocation in the previous year, or (2) the entity was allocated using
this methodology in the previous year.

Section 95891(c)(3) is renumbered to section 95891(2) because the previous
section 95891(c)(2) is deleted.

Summary of Section 95891(c)(3)(A) [New Section 95891(c)(2)(A)].

The variable “Belect” Is changed to “Belectricity” in the allocation equation for opt-in
covered entities with no historical emissions data. A reference to the new
Table 8-3 is added. The phrase “a given facility” is changed to “the facility.”
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Rationale for Section 95891(c)(3)(A) [New Section 95891(c)(2)(A)].

The variable “Beect” In the allocation equation for opt-in covered entities with no
historical emissions data is changed to “Belectricity” SO that it agrees with the
variable that is later defined in the paragraph. The reference to Table 8-3
effectively extends the current new entrant energy-based allowance allocation
method to the post-2020 Program because Table 8-3 lists eligible industrial
activities and assistance factors for the post-2020 Program. Table 8-3 includes
the same industrial activities as listed in Table 8-1 for the third compliance
period, but Table 8-1 only applies to the years 2013 through 2020. The phrase
“a given facility” is changed to “the facility” to clarify that the fuel information
used in the equation must be from the facility for which the allocation is being
calculated.

Summary of Section 95891(c)(3)(B) [New Section 95891(c)(2)(B)].

The overall allowance allocation equation for new entrants with transitional
emissions data is clarified and simplified without making any changes to the
calculation except for adding references to Table 8-3. The new variable
“InitialAllocation;” is added and defined. Minor changes are made to clarify the
text and to correct typographical errors. The reference to section
95891(c)(3)(D) is changed to section 95891(c)(2)(D). The subscript “t-2” is
added to the definition of “F,” and the definition clarified to state that the fuel
combustion used in the equation shall be from year t-2. A minor change is
made to the capitalization of “trueup;” as noted in its definition. The phrase “a
given facility” is changed to “the facility.”

Rationale for Section 95891(c)(3)(B) [New Section 95891(c)(2)(B)].

The variable “InitialAllocation;” is added and defined to clarify the overall
allowance allocation equation for new entrants with transitional emissions.
Explicitly defining the initial allocation is not a substantive change; it only
clarifies the portion of industrial allowance allocation that is provided in advance
of the budget year and simplifies the overall product-based allowance allocation
equation. References to Table 8-3 are needed to extend the allowance
allocation methodology to the post-2020 Program. The reference to section
95891(c)(3)(D) is needed because that section is renumbered. The subscript
“t-2” is added to the definition of “F,” and the definition clarified to state that that
the fuel combustion used in the equation shall be from year t-2; both changes
align the definition with the variable used in the equation. A minor change is
made to the capitalization of “trueup;” in its definition to match the capitalization
utilized in the equation in which it is used. The phrase “a given facility” is
changed to “the facility” to clarify that the fuel information used in the equation
must be from the facility for which the allocation is being calculated.

Summary of Section 95891(c)(3)(C) [New Section 95891(c)(2)(C)].
The reference to 95891(c)(3) is changed to 95891(c)(2).
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Rationale for Section 95891(c)(3)(C) [New Section 95891(c)(2)(C)].
This change is necessary to update the reference to the new entrant energy-
based allocation methodology.

Summary of Section 95891(c)(3)(C)(1) [New Section 95891(c)(2)(C)(1)].
The paragraph number is changed from “(1)” to “1.”

Rationale for Section 95891(c)(3)(C)(1) [New Section 95891(c)(2)(C)(1)].
The paragraph number is changed from “(1)” to “1.” to be consistent with the
numbering format in the rest of the Regulation.

Summary of Section 95891(c)(3)(D) [New Section 95891(c)(2)(D)].

This section is modified to state that the baseline annual greenhouse gas
emissions data should be zero if the facility was not covered for that reporting
year. The phrase “in year ‘t” is added to the definition of variable “F.” The
phrase “a given facility” is changed to “the facility.”

Rationale for Section 95891(c)(3)(D) [New Section 95891(c)(2)(D)].

This change is necessary to explicitly define the intent of this methodology,
which is to only use Mandatory Reporting Regulation data for which the entity
was covered for that reporting year.

The phrase “in year ‘t"” is added to the definition of variable “F;" to clearly define
the subscript “t” and to maintain consistency with definitions of other variables
in the baseline annual emissions equation.

The phrase “a given facility” is changed to “the facility” to clarify that the fuel
information used in the equation must be from the facility for which the
allocation is being calculated.

Summary of Section 95891(c)(4).
This paragraph is deleted.

Rationale for Section 95891(c)(4).

This paragraph is no longer needed because treatment of facilities that are no
longer subject to the Cap-and-Trade Program due to reduced emissions or
facility closure is covered by new text in new section 95835 of the Regulation.

Summary of New Section 95891(c)(3).
This paragraph defines return of allowances upon the shutdown of a facility that
received allowance allocation pursuant to section 95891(c).

Rationale for Section 95891(c)(3).
Allowance allocation provided under the energy-based allocation methodology
in section 95891(c) is for the purposes of transition assistance and leakage
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prevention, and is provided on the basis of the operation under a specific
activity “a” listed in Table 8-1 or Table 8-3. If a facility has shut down, it no
longer needs allowances for these purposes, and allowances must be returned
in proportion to the part of the year for which the entity is no longer operating
under activity “a.”

Summary of Section 95891 (d).
This section is deleted.

Rationale for Section 95891(d).

This section describes allowance allocation to the refining sector in the first
compliance period. Because this paragraph only deals with allocation in the
past, it is no longer needed and can be eliminated.

Summary of Section 95891(e) [New Section 95891(d)].

Section 95891 (e) is renumbered to section 95891(d). The term “University” is
changed to “university covered entity,” and the term “formulas” is changed to
“methods.”

Rationale for Section 95891(e) [New Section 95891(d)].

This change is needed because section 95891(d) has been deleted, so the
subsequent sections must be renumbered. The term “University” is changed to
“university covered entity” to maintain terminology that is consistent with other
Regulation text. The term “formulas” is changed to “methods” because not all
requirements in subsections of 95891(e) are formulas.

Summary of Section 95891(e)(1).
This paragraph is deleted.

Rationale for Section 95891 (e)(1).

This section describes allowance allocation to university covered entities and
public service facilities for budget year 2015. Because this paragraph only
deals with allocation in the past, it is no longer needed and can be eliminated.

Summary of Section 95891(e)(2) [New Section 95891(d)(1)].

Section 95891(e)(2) is renumbered to section 95891(d)(1). The definitions for
“Fconsumed,” “BFueI,” “qurchaseda” “Qsold,” “eSOld!” “BEIectricity,” and “Ct” are COpied
from deleted section 95891(e), and the allocation equation is modified to add
steam purchases.

Rationale for Section 95891(e)(2) [New Section 95891(d)(1)].

This section is renumbered because sections 95891(d) and 95891(e)(1) have
been deleted, so the subsequent sections must be renumbered. The
definitions for “Fconsumed," “BFueI,” “qurchased,” “Qsold,” “esold,” “BEIectricity,” and “Ct"
are copied from deleted section 95891(e) to this section to ensure that the
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appropriate definitions are still included in the university and public service
facility part of the Regulation. Emissions associated with steam purchases are
moved from the previous definition for “Fconsumed” t0 the allocation equation to
provide more transparency in the allocation equation; this change does not
change for university and public service facility allocation is calculated.

Summary of New Section 95891(d)(2).

New section 95891(d)(2) is added as a placeholder for potential regulatory text
covering annual allowance allocation to university covered entities and public
service facilities for budget years after 2020. Notice is provided that staff may
propose post-2020 allocation as part of this rulemaking process and that any
proposed change will be circulated for a 15-day public comment period.

Rationale for New Section 95891(d)(2).

This change is needed to permit the future inclusion of regulatory text covering
allowance allocation to university covered entities and public service facilities
after budget year 2020.

Summary of Section 95891(f) [New Section 95891(e)].
Section 95891(f) is renumbered to section 95891(e). In four instances, the text
“sections 95891(b) through 95891(d)” is changed to “sections 95891(b) or (c).”

Rationale for Section 95891(f) [New Section 95891(e)].

This change is needed because sections 95891(d) and 95891(e)(1) have been
deleted, so the subsequent sections must be renumbered. The text “sections
95891 (b) through 95891(d)” is changed to “sections 95891 (b) or (c)” because
section 95891(d) has been deleted, so the internal references need to be
changed to be consistent.

Summary of Section 95891(f)(1).
This paragraph is deleted.

Rationale for Section 95891(f)(1).

This section describes allowance allocation adjustment to legacy contract
generators with an industrial counterparty in the first compliance period.
Because this paragraph only deals with allowance allocation in the past, it is no
longer needed and can be eliminated.

Summary of Section 95891(f)(2) [New Section 95891 (e)(1)].

Section 95891(f)(2) is renumbered to section 95891(e)(1). Also, an extraneous
comma is deleted from the equation “Adj: = Aic:.” A couple non-substantive
changes are included.
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Rationale for Section 95891(f)(2) [New Section 95891 (e)(1)].

This change is needed because sections 95891(d) and 95891(f)(1) have been
deleted, so the subsequent sections must be renumbered. Deletion of the
comma is done to correct a typographical error and to make the variable in the
equation consistent with the variable that is defined in the text. The text is also
modified for clarity without changing any requirements.

Summary of Section 95891(f)(3) [New Section 95891(e)(2)].

Section 95891(f)(3) is renumbered to section 95891(e)(2). This section was
amended to clarify the language on how a legacy contract counterparty or its
corporate associates will receive a negative allowance allocation.

Rationale for Section 95891(f)(3) [New Section 95891 (e)(2)].

The section numbering change is needed because sections 95891(d) and
95891(f)(1) have been deleted, so subsequent sections must be renumbered.
Other changes simplify the language on negative allocation and allowance
accounting.

Summary of Section 95891, Table 9-2.

Table 9-2 is modified to add placeholders for cap adjustment factors for the
years 2021 through 2030. Notice is provided that staff may propose cap
adjustment factors for 2021 to 2030 as part of this rulemaking process, and that
any proposed change will be circulated for a 15-day public comment period.

Rationale for Section 95891, Table 9-2.

The 2021-2030 cap adjustment factors will be needed so that allowance
allocation for various facilities can be calculated for those budget years. This
change is needed to permit the future inclusion of cap adjustment factors for
budget years after 2020.

Section 95892. Allocation to Electrical Distribution Utilities for Protection
of Electricity Ratepayers.

Summary of New Section 95892(a)(1).

Section 95892(a)(1) is modified to clarify the budget years (i.e., 2013-2020)
covered by Table 9-3 and Table 9-3A for allowance allocation to EDUs. Text
on the allowed use of allocated allowance value is deleted.

Rationale for New Section 95892(a)(1).

The first change clarifies the budget years (i.e, first three compliance periods)
covered by Table 9-3 and Table 9-3A for allowance allocation to EDUs. Text
on the allowed use of allocated allowance value is deleted because use of
allowance value requirements are already specified in section 95892(d).
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Summary of New Section 95892(a)(2).

New section 95892(a)(2) specifies that the amount of allowances allocated to
each EDU from budget years 2021-2026 shall be the amount shown in new
Table 9-4.

Rationale for New Section 95892(a)(2).

This section is needed to specify allowance allocations to individual EDUs from
budget years 2021-2026. A description of the calculations that staff proposes
to use to determine these allocation amounts is found in Chapter Il of this Staff
Report. Notice is provided that staff may propose the amount of allowances
allocated to each EDU from budget years 2021 to 2026 in Table 9-4 as part of
this rulemaking process and that any proposed change will be circulated for a
15-day public comment period.

Summary of New Section 95892(a)(3).

New section 95892(a)(3) is added as a placeholder for potential regulatory text
covering annual allowance allocation to each individual EDU from budget year
2027 and subsequent years. Notice is provided that staff may propose such
regulatory text as part of this rulemaking process and that any proposed
change will be circulated for a 15-day public comment period.

Rationale for New Section 95892(a)(3).

This change is needed to permit the future inclusion of regulatory text covering
allowance allocation to each individual EDU from budget year 2027 and
subsequent years.

Summary of Section 95892(b)(2).
The phrase “into the accounts below” is added.

Rationale for Section 95892(b)(2).
This changes helps to clarify the meaning of the section.

Summary of Section 95892(b)(2)(A).
Text is added to clarify the accounts between which the Executive Officer shall
transfer allowances.

Rationale for Section 95892(b)(2)(A).

In general, all allowances are transferred to either limited use holding accounts
or allowance allocation holding accounts. Publicly owned electric utilities and
electrical cooperatives receive all allowances into their allowance allocation
holding account and/or limited use holding account. All allowances in the
allowance allocation holding account are transferred to the entity’s compliance
account by the Executive Officer on January 1 of the vintage year of the
allowances. Each publicly owned electric utility and electrical cooperative must
inform the Executive Officer by September 1 of the accounts into which the
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Executive Officer shall allocate allowances, or by default the allowances are
transferred to the limited use holding account.

Summary of Section 95892(b)(3).
The phrase “or the first business day thereafter” is deleted.

Rationale for Section 95892(b)(3).

The phrase “or the first business day thereafter” is deleted because scenarios
where specific dates fall on non-business days is covered by general text in the
California Health and Safety Code.

Summary of Section 95892(c)(1).
This paragraph is deleted.

Rationale for Section 95892(c)(1).

This section addresses the treatment of allowances placed in the limited use
holding account of electrical distribution utilities in 2012 for sale at the auction
scheduled for 2012. Because this paragraph only deals with the sale of
allowance at the 2012 auction, it is no longer needed and can be eliminated.

Summary of Section 95892(c)(2) [New Section 95892(c)].
Section 95892(c)(2) is renumbered to section 95892(c). Also, the phrase “after
2012 is deleted.

Rationale for Section 95892(c)(2) [New Section 95892(c)].

Section 95892(c)(1) is deleted, so the content in section 95892(c)(2) is merged
into 95892(c) without changing any meaning. The phrase “after 2012” is
deleted because it is not needed.

Summary of Section 95892(c)(2)(A) [New Section 95892(c)(1)].
Section 95892(c)(2)(A) is renumbered to section 95892(c)(1).

Rationale for Section 95892(c)(2)(A) [New Section 95892(c)(1)].

This change is needed because sections 95891(c)(1) is deleted and section
95891(c)(2) is merged into section 95892(c), so the subsequent sections must
be renumbered.

Summary of Section 95892(c)(2)(B) [New Section 95892(c)(2)].
Section 95892(c)(2)(B) is renumbered to section 95892(c)(2).

Rationale for Section 95892(c)(2)(B) [New Section 95892(c)(2)].

This change is needed because sections 95891(c)(1) is deleted and section
95891(c)(2) is merged into section 95892(c), so the subsequent sections must
be renumbered.
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Summary of Section 95892(d)(1).
The reference to “sections 95892(d)(3-5)" is changed to “sections 95892(d)(3)-

(5).”

Rationale for Section 95892(d)(1).
This change makes the formatting of this reference consistent with the
formatting of other references in the Regulation.

Summary of Section 95892(d)(2).
The reference to “sections 95892(d)(3-5)" is changed to “sections 95892(d)(3)-

(5).”

Rationale for Section 95892(d)(2).
This change makes the formatting of this reference consistent with the
formatting of other references in the Regulation.

Summary of Section 95892(d)(3).

This section was amended to specify that EDUs may use auction proceeds
from allocated allowances to reduce greenhouse gas emissions or return them
to ratepayers, and that any revenue returned to ratepayers must be done in a
non-volumetric manner.

Rationale for Section 95892(d)(3).

This change reduces ambiguity regarding allowed uses of allowances allocated
to EDUs and increases consistency with allowed uses of allowances allocated
to natural gas suppliers. The specified allowed uses are consistent with the
purposes of this allocation, which are to support retail ratepayers and further
the goals of AB 32. The requirement that any allocated allowance auction
proceeds must be returned to ratepayers in a hon-volumetric manner makes it
such that there is equal treatment of allocated allowance value for EDUs and
natural gas suppliers (natural gas suppliers are already prohibited from
returning allocated allowance value in a non-volumetric manner), and also
ensures equal carbon cost impacts for electricity and natural gas customers.

Summary of Section 95892(d)(5).

This section was amended to specify that EDUs are prohibited from using
allowance proceeds for activities that increase greenhouse gas emissions and
for costs of complying with the Mandatory Reporting and AB 32 Cost of
Implementation Fee Regulations. Returning allowance value to ratepayers in a
volumetric manner—that is, in proportion to KWh of consumption during a
period of time—is prohibited.

Rationale for Section 95892(d)(5).
This change reduces ambiguity regarding allowed uses of allowances allocated
to EDUs. The specified prohibitions are consistent with the purposes of the
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allocation, which are to support retail ratepayers and further the goals of AB 32.
If not furthering these purposes, allowance allocation is not meant to pay for
regulatory costs. GHG verification and reporting and Cost of Implementation
fees are examples of regulatory costs which allowance allocation is not
intended to counteract. Similarly, volumetric revenue return is prohibited
because it counteracts the price signal created by the Cap-and-Trade Program.

Summary of New Section 95892(d)(6).

This section is added to require that EDUs spend allocated allowance auction
proceeds within ten years after the vintage year of the allocated allowance
value, or the proceeds must be returned to ratepayers in a non-volumetric
manner by the end of the 11™ year.

Rationale for New Section 95892(d)(6).

The proposed amendments create a deadline for spending allocated allowance
auction proceeds to ensure that this value is put to use in a timely manner—
that is, within ten years of the vintage of the allowances. Because these
allowances are allocated for ratepayer benefit and GHG emissions reductions,
they should be used within a reasonable period or returned to ratepayers. In
drafting this amendment, staff considered several periods by which EDUs must
have used the allocated allowance auction proceeds, and decided that ten
years was sufficient time to have either saved up proceeds to use for a capital
project, or return the value to ratepayers.

Summary of Section 95892(e).

This section was amended to specify that EDUs must report on allocated
allowance auction proceeds spent during the previous calendar year, rather
than allowance value received in the previous budget year.

Rationale for Section 95892(e).

This change will enable ARB to track the use of all allowances allocated to
EDUs, while avoiding redundant reporting that currently occurs when an EDU
reports on how many allowances each EDU deposits into its compliance
account, which ARB already knows because it allocates allowances to EDUS’
allowance allocation holding accounts and then to the EDUs’ compliance
accounts. The reporting change to focus on allocated allowance auction
proceeds spent during the previous year, instead of requiring (as is done under
the current Regulation) reporting of the previous vintage year’s allocated
allowance value, will ensure that staff has a complete picture of uses of all
allocated allowance value. The current reporting structure does not require the
reporting of allocated allowance auction proceeds that are not spent in the year
of their vintage, which means that if EDUs are banking proceeds, ARB may be
missing the complete picture of proceeds uses.
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Summary of Section 95892(e)(1)

This section was amended to apply to auction proceeds for allowances of the
previous year’s vintage and any other allocated allowance auction proceeds not
previously reported as spent.

Rationale for Section 95892(e)(1)
This change causes the reporting in a given year to cover all allocated
allowance auction proceeds spent in that year.

Summary of Section 95892(e)(2).
This section was amended to refer to allocated allowance auction proceeds
spent during the previous calendar year, rather than “such auction proceeds.”

Rationale for Section 95892(e)(2).
This change clarifies which expenditures are covered by this section, consistent
with amendments to section 95892(e)(1).

Summary of Section 95892(e)(3).
This paragraph is deleted.

Rationale for Section 95892(e)(3).
The reporting required by this section is unnecessary because ARB already
has all information that is required to be reported by this section.

Summary of Section 95892(e)(4).
This paragraph is deleted.

Rationale for Section 95892(e)(4).

The reporting formerly required by this section is unnecessary because it does
not provide ARB with any allowance disposition information that ARB will not
already have or that is not already required by section 95892 (e)(2).

Summary of New Section 95892(e)(3).

This section requires EDUSs to report on the use of any allocated allowance
auction proceeds spent prior to December 31, 2016 and not previously reported
to ARB as spent.

Rationale for New Section 95892(e)(3).

This requirement provides ARB with information covering the disposition of
EDU allocated allowance auction proceeds, which was not previously provided
to ARB because the proceeds were unspent by earlier applicable reporting
deadlines. This information will enable ARB to have a complete picture of all
EDU allocated allowance auction proceeds spent to date.
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Summary of Section 95892, Table 9-3.

Table 9-3 is modified delete the percentage of allowances allocated to Hercules
and increase the percentage allocated to PG&E by the same percentage.

Minor changes are made to the table heading and the main column heading in
the table.

Rationale for Section 95892, Table 9-3.

The City of Hercules sold its electrical distribution system to PG&E. PG&E now
has the emissions cost burden for supplying electricity to customers previously
supplied by Hercules. This change is necessary to ensure that the EDU
allocation remains equitable. Changes to the table heading and the main
column heading are made to clarify the contents of Table 9-3.

Summary of Section 95892, Table 9-3A.
In the Table 9-3A title, the misspelled word “Utiltiy” is corrected to “Utility.” Also
a footnote is added to the table that defines the acronym “POU.”

Rationale for Section 95892, Table 9-3A.
These change correct a typographical error and add a missing footnote.

Summary of Section 95892, New Table 9-4.

New Table 9-4 is added as a placeholder where the amount of allowances
allocated to each EDU from budget years 2021 to 2026 will be specified.

Notice is provided that staff may propose the amount of allowances allocated to
each EDU from budget years 2021 to 2026 as part of this rulemaking process
and that any proposed change will be circulated for a 15-day public comment
period.

Rationale for Section 95892, New Table 9-4.
New Table 9-4 will be needed to specify the amount of allowances allocated to
each EDU from budget years 2021 to 2026.

Section 95893. Allocation to Natural Gas Suppliers for Protection of
Natural Gas Ratepayers.

Summary of Section 95893(a).

In two instances, the subscript “a” is removed from the variable “c,:.” The
phrase “for natural gas suppliers” is added to the definition of the variable “c;.”
Also the word “and” is moved so that it is appropriately placed.

Rationale for Section 95893(a).

The text changes clarify that the variable “c;” is the cap adjustment factor that is
listed in Table 9-2 for standard activities. The subscript “a” is removed because
natural gas supplier allocation is not provided for any industrial activity.
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Summary of Section 95893(b)(1)(A).

This section was amended to add a reference to Tables 9-5 and 9-6, which
contain minimum percentage consignment requirements for allowances
allocated to natural gas suppliers.

Rationale for Section 95893(b)(1)(A).

This change accommodates the minimum consignment requirements for
allocated allowances for natural gas suppliers in the post-2020 Program, and
updated the table number (9-5) for 2015-2020 allocation consignment because
of the addition of Table 9-4.

Summary of Section 95893(b)(1)(B).
Text is added to clarify the accounts between which the Executive Officer shall
transfer allowances.

Rationale for Section 95893(b)(1)(B).

Natural gas suppliers receive all allowances in their allowance allocation
holding account and/or limited use holding account. All allowances in the
allowance allocation holding account are transferred to the entity’s compliance
account by the Executive Officer on January 1 of the vintage year of the
allowances.

Summary of Section 95893(d)(3).

This section was amended to specify that natural gas suppliers may use
auction proceeds and allowance value from allocated allowances to reduce
greenhouse gas emissions or return them to ratepayers. Other text was
changed to clarify that the prohibition on volumetric revenue return applies only
to allocated allowance auction proceeds.

Rationale for Section 95893(d)(3).

This change reduces ambiguity regarding allowed uses of allowances allocated
to natural gas suppliers. The specified allowed uses are consistent with the
purposes of this allocation, which are to support retail ratepayers and further
the goals of AB 32. The clarification regarding revenue return reduces possible
confusion about whether the prohibition against volumetric revenue return
would apply to allowances deposited into compliance accounts.

Summary of Section 95893(d)(5).

This section was amended to specify that natural gas suppliers are prohibited
from using allowance proceeds for costs of complying with the Mandatory
Reporting and AB 32 Cost of Implementation Fee Regulations. GHG reporting
and verification costs and payment of AB 32 Cost of Implementation fees are
among the prohibited uses for costs of complying with regulations. The
prohibition that is already included in section 95893(d)(3) was also added to
this section.
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Rationale for Section 95893(d)(5).

This change reduces ambiguity regarding allowed uses of allowances allocated
to natural gas suppliers. The specified prohibitions are consistent with the
purposes of the allocation, which are to support retail ratepayers and further the
goals of AB 32. If not furthering these purposes, allowance allocation is not
meant to pay for regulatory costs. GHG verification and reporting and Cost of
Implementation fees are examples of regulatory costs which allowance
allocation is not intended to counteract. The prohibition of using allocated
allowance auction proceeds for non-volumetric return of value to ratepayers
was included in this section because it belongs with other prohibited uses of
allocation allowance auction proceeds.

Summary of New Section 95893(d)(6).

This section is added to require that natural gas suppliers spend allocated
allowance auction proceeds within ten years after the vintage year of the
allocated allowances, or the proceeds must be returned to ratepayers in a non-
volumetric manner by the end of the 11" year.

Rationale for New Section 95893(d)(6).

The proposed amendments create a deadline for spending allocated allowance
auction proceeds to ensure that this value is put to use in a timely manner—
that is, within ten years of the vintage of the allowances. Because these
allowances are allocated for ratepayer benefit and GHG emissions reductions,
they should be used within a reasonable period or returned to ratepayers. In
drafting this amendment, staff considered several periods by which natural gas
suppliers must have used the allocated allowance auction proceeds, and
decided that ten years was sufficient time to have either saved up proceeds to
use for a capital project, or return the value to ratepayers.

Summary of Section 95893(e).

This section was amended to specify that natural gas suppliers must report on
allocated allowance auction proceeds spent during the previous calendar year,
rather than allowance value received in the previous budget year.

Rationale for Section 95893(e).

This change will enable ARB to track the use of all allowances allocated to
natural gas suppliers, while avoiding redundant reporting that currently occurs
when a natural gas suppliers reports on how many allowances each EDU
deposits into its compliance account, which ARB already knows because it
allocates allowances to natural gas suppliers’ allowance allocation holding
accounts and then to the natural gas suppliers’ compliance accounts. The
reporting change to focus on allocated allowance auction proceeds spent
during the previous year, instead of requiring (as is done under the current
Regulation) reporting of the previous vintage year’s allocated allowance value,
will ensure that staff has a complete picture of uses of all allocated allowance
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value. The current reporting structure does not require the reporting of
allocated allowance auction proceeds that are not spent in the year of their
vintage, which means that if natural gas suppliers are banking proceeds, ARB
may be missing the complete picture of proceeds uses.

Summary of Section 95893(e)(1).

This section was amended to apply to auction proceeds for allowances of the
previous year’s vintage and any other allocated allowance auction proceeds not
previously reported as spent.

This section was also amended to remove the requirement to use the average
market clearing price of the four auctions held in the allowances’ budget year
when calculating the value of natural gas supplier allocated allowances. As a
result, the monetary value of auction proceeds received by the natural gas
supplier must be reported as such.

Rationale for Section 95893(e)(1).

The first change causes the reporting in a given year to cover all allocated
allowance auction proceeds spent in that year, and any proceeds remaining
from previous years.

The second change increases reporting accuracy by requiring that the amount
reported match the amount received by the natural gas supplier. By using the
same phrasing already applied to EDU reporting, it increases consistency
between the reporting requirements for natural gas suppliers and for EDUs and
avoids confusion about how any difference between actual and calculated
proceeds should be reported.

Summary of Section 95893(e)(2).
This section was amended to refer to allocated allowance auction proceeds
spent during the previous calendar year, rather than “such auction proceeds.”

Rationale for Section 95893(e)(2).
This change clarifies which expenditures are covered by this section, consistent
with amendments to section 95893(e).

Summary of Section 95893(e)(3).
This paragraph is deleted.

Rationale for Section 95893(e)(3).
The reporting formerly required by this section is unnecessary because ARB
already has all information that is required to be reported by the section.

Summary of Section 95893(e)(4).
This paragraph is deleted.
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Rationale for Section 95893(e)(4).

The reporting formerly required by this section is unnecessary because it does
not provide ARB with any allowance disposition information which ARB will not
already have or which is not already required by section 95893(e)(2).

Summary of New Section 95893(e)(3).

This section requires natural gas suppliers to report on the use of any allocated
allowance auction proceeds spent prior to December 31, 2016 and not
previously reported as spent.

Rationale for New Section 95893(e)(3).

This requirement provides ARB with information covering the disposition of
natural gas supplier allocated allowance auction proceeds, which was not
previously provided to ARB because the proceeds were unspent by earlier
applicable reporting deadlines. This information will enable ARB to have a
complete picture of all natural gas supplier allocated allowance auction
proceeds spent to date.

Summary of Section 95893, Table 9-4 [New Table 9-5].
The title and row headings of the table are modified.

Rationale for Section 95893, Table 9-4 [New Table 9-5].

The table title is changed to distinguish this table, which applies to budget years
2015 through 2020, from new Table 9-6, which applies to budget years 2021
through 2030. The row heading is changed to clarify that the values in the table
are minimum percentage consignment requirements, and row designating the
compliance period is eliminated because it is not needed.

Summary of Section 95893, New Table 9-6.

This table will provide natural gas supplier minimum consignment requirements
for allowances allocated from budget years 2021 to 2030. Notice is provided
that staff may propose natural gas supplier minimum consignment
requirements for allowances allocated from budget years 2021 to 2030 as part
of this rulemaking process and that any proposed change will be circulated for
a 15-day public comment period.

Rationale for Section 95893, New Table 9-6.

This change is needed to permit the future inclusion of natural gas supplier
minimum consignment requirements for allowances allocated from budget
years 2021 to 2030.

Section 95894. Allocation to Legacy Contract Generators for Transition
Assistance.
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Summary of Section 95894(a).

This section was amended to change the deadline for legacy contract transition
assistance applications from September 1 to June 1 and to remove the mention
of a legacy contract generator without an industrial counterparty.

Rationale for Section 95894(a).

The September 2 to June 1 deadline change will make the legacy contract
transition assistance application deadline several months earlier than the
Mandatory Reporting Regulation verification deadline. This change will enable
ARB to inform verifiers which entities are subject to the legacy contract
reporting and verification requirements of MRR. The term “legacy contract
generator without an industrial counterparty” is removed from the Regulation
because this allocation type ends with the allocation of vintage 2017
allowances, which will have occurred before this proposed Regulation is in
effect.

Summary of Section 95894(a)(1)(A).
The word “and” is deleted.

Rationale for Section 95894 (a)(1)(A).
With the removal of section 95894(a)(1)(B), the word “and” is no longer needed.

Summary of Section 95894(a)(1)(B).
This paragraph is deleted.

Rationale for Section 95894 (a)(1)(B).

The information required by this paragraph is no longer needed because it was
used only for legacy contract transition assistance, which was allocated for
legacy contract applicants without industrial counterparties, which will no longer
be eligible for allocation starting at the end of 2017.

Summary of Section 95894(a)(3)(B).
The word “and” is added.

Rationale for Section 95894(a)(3)(B).
The word “and” is added to preserve the flow of the text.

Summary of Section 95894(a)(3)(C).
The term “legacy contract generator without an industrial counterparty” is
removed from the Regulation.

The proposed text changes “unable to renegotiate” to “failed to renegotiate” and
establishes a time period in which renegotiations must begin—within a year of
attestation but not later than 60 days before attestation—to qualify for legacy
contract transition assistance.
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Rationale for Section 95894(a)(3)(C).

The term “legacy contract generator without an industrial counterparty” is
removed from the Regulation because this allocation type ends with the
allocation of vintage 2017 allowances, which will have occurred before this
proposed Regulation is in effect.

The change from “unable to renegotiate” to “failed to renegotiate” is necessary
to clarify that ongoing efforts to renegotiate after the attestation date do not
meet this section’s requirements. The amendment providing that
renegotiations must begin within a year of the attestation date, but no later than
60 days before the attestation date, is necessary to provide a clear timetable to
applicants for when renegotiations must begin. Sixty days was chosen as a
reasonable period to align with the California Public Utilities Commission’s
“Decision on System Track | and Rules Track Il of the Long-Term Procurement
Plan Proceeding and Approving Settlement” (California Public Utilities
Commission 2012), which found that period to be an appropriate minimum
timeline for contract renegotiation.

Summary of Section 95894(b).
This section is amended to remove the reference to 95894(d).

Rationale for Section 95894(b).
Section 95894(d) is deleted, so the reference to section 95894(d) is removed.

Summary of Section 95894(c).
This section is amended to specify that industrial counterparties are limited to
those conducting an activity listed in either Table 8-1 or Table 8-3.

Rationale for Section 95894(c).

This change updates the tables that define which entities may receive
allocation as an industrial entity based on the relevant compliance period. New
Table 8-3 lists the industrial activities that are eligible to receive allowance
allocation for industrial leakage protection in the post-2020 Program.

Summary of Section 95894(c)(1).

This section is amended to clarify definitions of the variables used to calculate

legacy contract transition assistance. This section is also amended to require

that a legacy contract generator be a covered entity during the relevant budget
year rather than during the second compliance period.

A reference to section 94894(a) is changed to section 95894(a). Text
describing allowance allocation prior to 2016 is deleted.
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Rationale for Section 95894(c)(1).

The change in the requirement that a legacy contract generator be a covered
entity during the relevant period rather than during the second compliance
period is needed to make the allocation equation more generally applicable to
time periods other than the second compliance period. As noted in the current
Regulation, the time period for which legacy contract transition assistance to a
legacy contract generator with an industrial counterparty extends beyond the
second compliance period. New text clarifies the meaning of the subscript “a”
in the cap adjustment factor. This clarification aligns with the definition of “a” as
presented in section 95891.

The change in the reference from section 94894(a) to section 95894(a) corrects
a typographical error. Text describing allowance allocation prior to 2016 was
removed because it only describes allocation in the past is no longer needed.

Summary of Section 95894(c)(2).

Text describing allowance allocation prior to 2016 is deleted. This section is
also amended to require that a legacy contract generator be a covered entity
during the relevant budget year rather than only during the second compliance
period. Minor changes are made to preserve the flow of the text.

Rationale for Section 95894(c)(2).

The change in the requirement that a legacy contract generator be a covered
entity during the relevant period rather than during the second compliance
period is needed to make the allocation equation more generally applicable to
time periods other than the second compliance period. As noted in the current
Regulation, the time period for which legacy contract transition assistance to a
legacy contract generator with an industrial counterparty extends beyond the
second compliance period.

Text describing allowance allocation prior to 2016 was removed because it only
describes allocation in the past is no longer needed. Minor changes are made
to preserve the flow of the text without changing its meaning.

Summary of Section 95894(d).
This section is deleted.

Rationale for Section 95894(d).
This section is no longer needed since it describes allowance allocation for
2017 and earlier.

Summary of Section 95894(e) [New Section 95894(d)].

Section 95894(e) is renumbered to section 95894(d). This section is also
amended to remove a reference to paragraph 95894(d) and to remove the
mention of a “legacy contract generator without an industrial counterparty.”
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Rationale for Section 95894 (e) [New Section 95894(d)].

This section is renumbered because existing section 95894(d) is deleted, so
the subsequent sections must be renumbered. References to legacy contract
generators without industrial counterparties and the earlier version of 95894(d)
are no longer needed since they only addressed allowance allocation for 2017
and earlier.

Summary of Section 95894(f) [New Section 95894(e)].
Section 95894(f) is renumbered to section 95892(e), and the mention of a
“legacy contract generator without an industrial counterparty” is removed.

Rationale for Section 95894(f) [New Section 95894(e)].

The renumbering change is needed because section 95894(d) is deleted, so
the subsequent sections must be renumbered. Reference to legacy contract
generators without industrial counterparties is no longer needed since these
entities are no longer eligible for allowance allocation starting in 2017.

Section 95895. Allocation to Public Wholesale Water Agencies for
Protection of Water Ratepayers.

Summary of Section 95895(a).

The reference to “Table 9-5" is changed to “Table 9-7.” Text is added to clarify
the accounts into and between which the Executive Officer shall transfer
allowances.

Rationale for Section 95895(a).
This change is needed because new tables were added to previous sections in
Subarticle 9, so the subsequent tables must be renumbered.

In general, all allowances are transferred to either limited use holding accounts
or allowance allocation holding accounts. Public wholesale water agencies are
allocated all allowances into their allowance allocation holding account. All
allowances in the allowance allocation holding account are transferred by the
Executive Officer to the entity’s compliance account on January 1 of the vintage
allowances in the account.

Summary of New Section 95895(b).

New section 95891(d)(2) is added as a placeholder for potential regulatory text
covering annual allowance allocation to each public wholesale water agency for
budget years after 2020. Notice is provided that staff may propose post-2020
allocation as part of this rulemaking process and that any proposed change will
be circulated for a 15-day public comment period.
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Rationale for New Section 95894(b).

This change is needed to permit the future inclusion of regulatory text covering
allowance allocation to each public wholesale water agency after budget year
2020.

Summary of Section 95894, Table 9-5 [New Table 9-7].
Table 9-5 is renumbered to be Table 9-7.

Rationale for Section 95894, Table 9-5. [New Table 9-7].
This change is needed because new tables were added to previous sections in
Subatrticle 9, so the subsequent tables must be renumbered.

Subarticle 10: Auction and Sale of California Greenhouse Gas Allowances
Section 95910. Auction of California GHG Allowances.

Summary of Section 95910(a).

Section 95910(a) is modified to remove provisions that are no longer
applicable. All auctions are now scheduled according to Appendix C of the
Regulation.

Rationale for Section 95910(a).

The change is needed to remove earlier dates specified in the existing text that
are no longer relevant. Staff concluded that rather than a general explanation
of how dates are set, the modifications are necessary to clarify that the dates
are in Appendix C of the Regulation.

Summary of Section 95910(b) and (b)(1).
Section 95910(b) and (b)(1) are modified to remove a title, and to remove a
provision that is no longer necessary.

Rationale for Section 95910(b) and (b)(1).
The deleted text is no longer needed as section 95910(c) has been modified to
specify how allowances from a number of sources will be sent to auction.

Summary of Section 95910(b)(2).
Section 95910(b)(2) is retained and subsumed into the higher level section
95910(b).

Rationale for Section 95910(b)(2).
The change is needed to reflect the reorganization of the section.

Summary of Section 95910(c)(1)(B).
Section 95910(c)(1)(B) is modified to delete an outdated date reference and to
remove a reference to section 95911(f)(3)(D).
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Rationale for Section 95910(c)(1)(B).

The change is needed for clarity and to remove a reference that is no longer
needed. The provision now clearly states that each auction will include one
quarter of the allowances allocated from the current calendar year’s budget.

Summary of Section 95910(c)(1)(C).

Section 95910(c)(1)(C) is modified to explain that the Current Auction may
include allowances consigned to auction pursuant to section 95910(d) only
when their vintages are equal to or prior to vintage sold at the Current Auction.

Rationale for Section 95910(c)(1)(C).

The change is needed to account for allowances that may be consigned from
closed accounts. These may include future vintages that cannot be sold at the
Current Auction until they match the Current Auction vintage.

Summary of Section 95910(c)(1)(D).

Section 95910(c)(1)(D) is modified to remove a phrase that is not needed. The
section is already clear that current and previous budget year allowances
unsold at previous auctions would be offered for sale at the Current Auction.

Rationale for Section 95910(c)(1)(D).
The change is needed for clarity and to remove an unnecessary introductory
phrase.

Summary of Section 95910(c)(2)(B).
Section 95910(c)(2)(B) is modified to remove outdated text referring to a 2012
auction.

Rationale for Section 95910(c)(2)(B).
The change is needed to remove outdated text.

Summary of Section 95910(c)(2)(C).
Section 95910(c)(2)(C) is modified to remove outdated text and is renumbered
as section 95910(c)(2)(B).

Rationale for Section 95910(c)(2)(C).
The change is needed to remove outdated text and to reflect the reorganization
of the section.

Summary of Section 95910(c)(2)(D).
Section 95910(c)(2)(D) is modified to change the word “will” to “may” and the
text is renumbered as section 95910(c)(2)(C).
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Rationale for Section 95910(c)(2)(D).

The change from “will” to “may” is necessary to reflect the fact that the
presence of previously unsold allowances at the Advance Auction is not certain.
The change is also needed to reflect the reorganization of the section.

Summary of Section 95910(d)(2).

Section 95910(d) is modified to further clarify the actions that will be taken with
allowances withdrawn from accounts closed pursuant to new section 95835,
accounts containing allowances in excess of the holding limit pursuant to
section 95920(b)(5), and allowances from accounts that were suspended or
revoked pursuant to section 95921(g)(3). The reference to 95835 is modified to
reflect the reorganization of Subarticle 5.

Rationale for Section 95910(d)(2).

These changes are needed to clarify the management of allowances and
offsets withdrawn by the Executive Officer from accounts as provided for in
other regulatory sections. The change addresses the full range of allowance
types and offsets that can potentially be held by a California entity due to
linkage with other jurisdictions. This change is consistent with the requirements
for auction of allowances. The change is also needed to reflect the
reorganization of Subarticle 5.

Summary of Section 95910(d)(2)(A).

Section 95910(d)(2)(A) is modified to clarify that allowances sent to auction
pursuant to section 95910(b) will only go to the next current auction if their
vintage is equal to or prior to the vintage sold at the Current Auction.

Rationale for Section 95910(d)(2)(A).
The change is needed to clarify which allowances will go to the next Current
Auction.

Summary of Section 95910(d)(2)(B).

Section 95910(d)(2)(B) is modified to expand the current provision to specify
that offsets withdrawn from accounts would include any that come from a GHG
ETS to which California has linked pursuant to Subarticle 12. Since the linking
agreements specify that ARB will accept offsets from linked jurisdictions, these
offsets will be processed in the same manner as offsets issued by ARB. The
proposed text also contains edits for to more clearly describe the process by
which these offsets will be retired, and allowances in the Auction Holding
Account of the current budget year vintage will be consigned at the next
Current Auction.
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Rationale for Section 95910(d)(2)(B).

The change is needed to explain that offsets issued by linked jurisdiction will be
treated like ARB-issued offsets. The change is also needed to improve the
clarity of how replacement allowances will be processed.

Summary of Section 95910(d)(2)(C).

Section 95910(d)(2)(C) is modified to create a procedure to retire vintageless
allowances withdrawn from accounts, whether ARB issued or issued by a
linked jurisdiction, and to consign current vintage allowances from the Auction
Holding Account in their place the next Current Auction. Since this would
otherwise create a delay in payment for the consigned allowances, ARB will
offer a similar number of current vintage allowances at the next Current
Auction.

Rationale for Section 95910(d)(2)(C).

The change is needed to ensure that the process of consigning allowances on
behalf of entities from whose accounts they are retired is clear for vintageless
allowances. The change is needed to ensure that prompt payment can be
made when consigned allowances are sold in a timely manner. This also
prevents the withdrawal of allowances from tightening the market.

Summary of Section 95910(d)(2)(D).

Section 95910(d)(2)(D) is modified to creates a process for dealing with future
vintage allowances that are withdrawn from accounts. These will be held in the
Auction Holding Account until their vintage equals the current vintage. Since
this would otherwise create a delay in payment for the consigned allowances,
ARB will offer a similar number of current vintage allowances at the next
Current Auction.

Rationale for Section 95910(d)(2)(D).

The change is needed to ensure that the process of consigning allowances on
behalf of entities from whose accounts they are retired is clear for future vintage
allowances. The change is needed to ensure that prompt payment can be
made when consigned allowances are sold in a timely manner. This also
prevents the withdrawal of allowances from tightening the market.

Summary of Section 95910(d)(4)(A)-(C).

Section 95910(d)(4)(A) through (C) is modified to delete sections (A) and (B)
which contain outdated requirements. In addition, section (C) is renumbered to
be part of 95910(d)(4).

Rationale for Section 95910(d)(4)(A)-(C).
The changes are needed to remove outdated requirements and to reflect the
reorganization of the section.
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Summary of Section 95910(e).

Section 95910(e) is modified to introduce a process by which ARB can auction
allowances used to fulfill an untimely surrender organization after the Executive
Officer transfers them to the Auction Holding Account.

Rationale for Section 95910(e).

The proposed text is needed to create a process to sell these types of
allowances at auction and to ensure the process is clear. The regulation
already specifies that these allowances will be sold at auction. However, there
was not a specific process defined by which this would happen.

Summary of Section 95910(e)(1).

Section 95910(e)(1) is added to clarify an existing requirement that designates
current vintage allowances that were surrendered as part of an untimely
surrender obligation to the Current Auction.

Rationale for Section 95910(e)(1).
The text is needed to ensure ARB can immediately auction allowances already
eligible for auction and thereby avoids having the untimely surrender obligation
unnecessarily tighten the market.

Summary of Section 95910(e)(2).

Section 95910(e)(2) is added to describe that allowances with a vintage three
years subsequent to the current budget year that were surrendered as part of
an untimely surrender obligation will be designated to the Advance Auction.

Rationale for Section 95910(e)(2).

The text is needed to ensure ARB can immediately auction allowances already
eligible for auction and thereby avoids having the untimely surrender obligation
unnecessarily tighten the market.

Summary of Section 95910(e)(3).

Section 95910(e)(3) is modified to designate future vintage allowances with a
vintage less than three years subsequent to the current budget year that were
surrendered as part of an untimely surrender obligation to be held until they
may be sold in the Current Auction.

Rationale for Section 95910(e)(3).

The text is needed to provide a pathway to consign future vintage allowances
with a vintage less than three years subsequent to the current budget year that
were surrendered as part of an untimely surrender obligation to auction.
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Summary of Section 95910(e)(4).

Section 95910(e)(4) is added to specify that the Executive Officer will retire
allowances that were surrendered as part of an untimely surrender obligation
that have no vintage.

Rationale for Section 95910(e)(4).
The proposed text is needed because ARB has no way to send this type of
allowance to auction.

Section 95911. Format for Auction of California GHG Allowances.

Summary of Section 95911(c)(3)(C).

Section 95911(c)(3)(C) is amended to use the closing exchange rate posted by
the Bank of Canada as the auction exchange rate rather than the noon daily
buying rate.

Rationale for Section 95911(c)(3)(C).

This change is necessary because the Bank of Canada has announced that it
will cease publication of the noon daily buying rate in early 2017, but will
continue to publish the closing exchange rate. Thus, the section must be
amended to use the rate that the Bank of Canada will continue to publish.

Summary of Section 95911(c)(4).

Section 95911(c)(4) is amended to delete language regarding the delay or
pause of an auction bidding window due to technical systems failures. This
language is proposed to be moved to a new section 95911(h), and expanded to
provide authority to delay, reschedule, or cancel a scheduled auction bidding
window due to technical system failures.

Rationale for Section 95911(c)(4).

The conduct of auctions is dependent on fully functioning and secure online
systems. The current language addresses only one option that is available to
jurisdictions to address a failure in technical systems. Based on experience in
the conduct of auctions to date, if technical issues develop, jurisdictions require
additional options to reschedule or cancel an auction. Additional detail in the
new Section 95911(h) will provide clarity to program participants regarding
these options. Since the provision is being moved to section 95911(h), it is no
longer needed in section 95911(c).

Summary of Section 95911(d).
Section 95911(d) is amended to improve the clarity of the auction purchase
limit requirements.
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Rationale for Section 95911(d).
The changes are needed to remove outdated text and enhance overall clarity of
how purchase limits apply.

Summary of Section 95911(d)(1).
Section 95911(d)(1) is modified to replace the word “auction” with “Current and
Advance Auction” and the phrase “pursuant to section 95833” is deleted.

Rationale for Section 95911(d)(1).

The changes are necessary to clarify that the requirements apply to both
auctions, meaning there is a purchase limit for the Current Auction and a
purchase limit for the Advance Auction. The deleted text is not necessary to
the clarity of the provision.

Summary of Section 95911(d)(2).

Former sections 95911(d)(2) and (3) have been deleted. New sections
95911(d)(2)(A) an (B) is added to specify that the purchase limits in effect for
Current and Advance Auctions since 2015 are retained in the amended
regulation. Voluntary entities retain their purchase limit of 4 percent in the
Current Auction and are being granted a larger purchase limit in the Advance
Auction, from 4 percent to 25 percent.

Rationale for Section 95911(d)(2).

Earlier calendar years specified in the existing text are no longer relevant, thus
those sections are deleted and replaced with new text that retains the same
provisions with respect to the amount of the purchase limit. The change to
increase the Advance Auction purchase limit for voluntarily associated entities
that provide market liquidity an opportunity to acquire more future vintage
allowances if they are so inclined. At the same time, given that at most 10
percent of an annual allowance budget is sent to Advance Auction, the
voluntarily associated entities could still only purchase at the Advance Auction
the equivalent of 2.5 percent of the supply. This is still less than what they can
access through the Current Auction under the 4 percent limit.

Summary of Section 95911(d)(3)(A).

Former section 95911(d)(3) has been deleted, and new section 95911(d)(3)(A)
Is added to retain the existing requirement that entities that are part of a direct
corporate association must allocate among themselves shares of the purchase
limit. The text is moved from existing section 95914(d)(2) and edited for clarity.

Rationale for Section 95911(d)(3)(A).

The change is necessary to consolidate related participation rules into a single
section. It is also intended to improve clarity of the purchase limit requirements
applicable to direct corporate associations.
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Summary of Section 95911(d)(3)(B).

Section 95911(d)(3)(B) is added to maintain an existing requirement that for
entities that are part of a direct corporate association that is composed of
multiple entity types, including voluntarily associated entities, then the
voluntarily associated entities in the group must collectively have a purchase
limit of no more than four percent for the Current Auction. The text is moved
from existing section 95914(d)(2) and edited for clarity.

Rationale for Section 95911(d)(3)(B).

The change is necessary to consolidate related participation rules into a single
section. Itis also intended to improve clarity of the purchase limit requirements
applicable to direct corporate associations which have voluntarily associated
entities in the group.

Summary of Sections 95911(d)(4)-(6).
Sections 95911(d)(4)-(6) have been deleted.

Rationale for Sections 95911(d)(4)-(6).

The amendments made to clarify and consolidate purchase limit requirements
into sections 95911(d)(1)-(3) maintain the requirements formerly contained in
subparagraphs (4)-(6). As such, these sections are no longer needed.

Summary of Section 95911(f)(1).

Section 95911(f)(1)(C) and (D) are modified to change the order of in which
different allowance consignment and designation types will be sold to winning
bids in the event of an undersubscribed auction. Allowances previously
designated by ARB for auction that remain unsold from previous auctions will
be last in line for fulfilling winning bids.

Rationale for Section 95911 (f)(1).

These changes are necessary to correspond to new section 95911(g). That
section would move allowances designated pursuant to section 95911(f)(3) that
remain unsold at auction for more than 24 months to the Allowance Price
Containment Reserve.

Summary of Section 95911(f)(2).
Section 95911(f)(2) is modified to replace the term “operator” with
“administrator” and to tie into new sub-requirements.

Rationale for Section 95911(f)(2).

This change is necessary to reflect a term in use throughout the Regulation and
to improve clarity by adding a more specific process by which the provision will
be carried out.
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Summary of New Sections 95911(f)(2)(A)-(B)

Sections 95911(f)(2)(A)-(B) are added to explain the determination of the sale
of allowances sold on behalf of each consigning entity when an auction is
undersubscribed and not all consigned allowances are sold. These new
sections specify that the auction administrator will calculate the number sold
proportionately, rounding down to the nearest whole number and to utilize a
mechanism similar to the tie-breaker provisions for any remaining allowances
sold left after the initial proportional calculation.

Rationale for New Sections 95911 (f)(2)(A)-(B).
These new sections are necessary to provide clarity to consignors about the
method used to sell consigned allowances when an auction is undersubscribed.

Summary of Section 95911(f)(4).
Section 95911(f)(4) is modified to delete the text referring to the “next auction”
and to substitute “sold” in its place.

Rationale for Section 95911(f)(4).

The change is needed to clarify that consigned allowances not sold at the
auction where initially designated for sale will be held in the auction account
until sold. This clarifies that these allowances will be made available at each
subsequent auction until sold.

Summary of Section 95911(q).

New section 95911(g) is added to allow ARB to transfer unsold allowances
from the Current auction, if unsold for 24 months after their initial sale date, to
be transferred to the Allowance Price Containment Reserve and made
available via a Reserve sale. This process would come into effect on January
1, 2018. The new section clarifies that it does not apply to allowances
consigned to auction pursuant to section 95910(d).

Rationale for Section 95911(q).

This new section is necessary to allow ARB to remove allowances that remain
unsold after 2 years from immediate availability and to supplement the
Allowance Price Containment Reserve when the market is depressed for a
lengthy period of time. Staff views this as a potentially valuable way to improve
cost containment provisions in the Regulation.

Summary of Section 95911(h)(1)-(3).

Section 95911(h) is added to move language currently in subsection(c)(4) and
expand the description of options to delay (subparagraph (1)), reschedule
(subparagraph (2)), or cancel a scheduled auction bidding window due to
technical system failures (subparagraph (3)).
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Rationale for Section 95911(h)(1)-(3).

The conduct of auctions is dependent on fully functioning and secure online
systems. Any technical service is subject to error or malfunction. In addition,
as services rely on internet accessibility, issues which impact internet access
can limit entities’ ability to participate in a scheduled three-hour auction bidding
window. This section is necessary to provide additional clarity as to which
options the Executive Officer has available to address any system or access
issue to ensure that all eligible parties have equal ability to participate in an
auction while ensuring that all requirements for proper conduct of an auction,
including the ability to draw on a bid guarantee in a form other than cash, are
maintained.

Section 95912. Auction Administration and Participant Application.

Summary of Section 95912(d)(4)(D).
Section 95912(d)(4)(D) is modified with the addition of the word “and.”

Rationale for Section 95912(d)(4)(D).
The change is needed because the section contains a list that does not end
with section 95912(d)(4)(D).

Summary of Section 95912(d)(4)(E).

Section 95912(d)(4)(E) is modified to remove the attestation requirement as it
would relate to indirect corporate associations and to only apply it to those
entities with whom the applicant has a direct corporate association.

Rationale for Section 95912(d)(4)(E).

Staff experience to date with attestations shows the most valuable information
provided in the attestation is either for the applicant or direct corporate
associates. The modification is needed to streamline the attestation
requirement.

Summary of Section 95912(d)(4)(F).
Section 95912(d)(4)(F) is deleted.

Rationale for Section 95912(d)(4)(F).
ARB is in the process of integrating some tracking system capabilities and no
longer needs to have the applicant provide this information.

Summary of Section 95912(j)(1).

Section 95912(j)(1) is modified to make minor corrections to the forms of bid
guarantee, which can be submitted for an auction. Subsection (1)(D) is being
deleted, as experience in the conduct of auctions has shown that surety bonds
are not a feasible form of bid guarantee for this purpose as they are not
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commonly available with an ability to meet the requirement to be payable within
three business days of payment request.

Rationale for Section 95912(j)(1).

This change is needed to clarify the forms of bid guarantee that may be
submitted by an applicant for an auction. The change reduces confusion for
participants and allows the financial services administrator supporting auction
and reserve sale services to efficiently design, budget, and implement services.

Summary of Section 95912(j)(10).

Section 95912(j)(10) is modified to make minor corrections to clarify that an
auction applicant submits one bid guarantee that will be applied first to bids
submitted in the Current Auction and any remaining balance will be applied to
bids submitted in the Advance Auction.

Rationale for Section 95912(])(10).

The modification to section 95912(j) clarifies language and removes any conflict
with related requirements described in section 95912(j)(5)(C). The modification
provides clarity for auction participants.

Summary of Section 95912(k)(2)-(3).

Section 95912(k) is modified to make minor additions to the actions taken
following an auction. The modifications clarify that the Executive Officer directs
the auction administrator to complete specific actions and the financial services
administrator to complete specific actions. Section 95912(k) is renumbered to
incorporate additional language. Section 95912(k)(2) is modified to move
existing language into the higher-level paragraph. Section 95912(k)(3) is
added to further clarify steps the financial services administrator will take.
Subparagraphs (B)-(F) are renumbered (A)-(E) to reflect this restructuring.
New sections 95912(k)(2)(F)-(G) are added to distinguish return procedures for
cash bid guarantees and bid guarantees in a form other than cash, and to
remove the requirement that a bid guarantee in a form other than cash must be
returned after each auction. This modification will allow an entity, if it chooses,
to submit a bid guarantee in a form other than cash to the financial services
administrator that will be held and available for use as a bid guarantee in
multiple auctions. Sections 95912(k)(3)-(5) are renumbered (4)-(6) to
correspond to the overall restructuring of the section.

Rationale for Section 95912(k).

The changes make minor corrections to the actions taken following an auction.
The modifications are necessary to improve clarity of the section and to
designate the appropriate service provider that is responsible for providing
entity specific results to bidders after an auction and the appropriate service
provider that is responsible for completing financial settlement including
accepting cash payment, using bid guarantees to cover payment by entities
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that fail to make cash payment, returning bid guarantees, and distributing
auction proceeds. New language in section 95912(k)(2)(F)-(G) is necessary to
respond to numerous stakeholder requests to allow bid guarantees in a form
other than cash to remain with the financial services administrator for multiple
auctions, which increases efficiency and security, and will reduce the risk of
entities missing the deadline for submitting a bid guarantee. Numbering
changes are necessary to reflect the overall restructuring of the section.

Section 95913. Sale of Allowances from the Allowance Price Containment
Reserve.

Summary of Section 95913(c)(1)-(2).

Sections 95913(c)(1)-(2) are modified to delete two requirements and add a
new requirement that relate to information that must be supplied by account
representatives intending to bid at a Reserve sale. The original requirements
were written before the tracking system was developed. An individual must
now meet these requirements before becoming an account representative. The
second is rewritten to require the account representatives to supply additional
information required by the financial services administrator.

Rationale for Section 95913(c)(1)-(2).

The two requirements in sections 95913(c)(1) and (2) are deleted because an
individual must now complete them within the tracking system before becoming
an account representative. As such, these requirements are no longer
necessary in this section. The new provision requires the account
representatives to supply information required by the financial services
administrator but not already required by the process of becoming an account
representative.

Summary of Section 95913(d).

Sections 95913(d)(1), 95913(d)(2), 95913(d)(5) and 95913(d)(6) that discuss
the scheduling of Reserve sales are deleted. Reserve sales are scheduled,
going forward, as shown in Appendix C of the Regulation. Section 95913(d)(1)
to retain the reference to Appendix C.

Rationale for Section 95913(d).
The calendar years referenced in these sections are no longer relevant as the
schedule is included in Appendix C of the Regulation.

Summary of Section 95913(d)(3) [New Section 95913(d)(1)].

Section 95913(d)(3) is modified to renumber it as section 95913(d)(1) and
subparagraph (1)(A) is added to provide clear, understandable criteria under
which the Executive Officer may determine in advance that a Reserve sale will
not be offered. The criteria are based on the settlement price of the auction
held in the prior quarter, to reflect whether current market conditions indicate
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need for a Reserve sale. If the settlement price is high enough to equal 60
percent of the lowest Reserve tier price, then the Reserve sale will be held. To
ensure stakeholders always have access to allowances in the Allowance Price
Containment Reserve, regardless of market conditions, the Reserve sale
scheduled immediately prior to a compliance deadline will always be
conducted.

Rationale for Section 95913(d)(3) [New Section 95913(d)(1)].

Reserve sales provide a cost containment strategy and access to the
Allowance Price Containment Reserve allowances for covered entities.
Requiring that all scheduled Reserve sales be conducted has been inefficient
as market conditions currently do not result in a need for Reserve sales to be
regularly held. No Reserve sales to date have been held as there have been
no qualified applicants. However, all of the infrastructure and preparation must
be in place as if the Reserve sales were going to occur. Providing a market
indication that will require Reserve sales to be held only in the quarters in which
there is more likely demand, while providing at least annual access to obtain
Allowance Price Containment Reserve allowances achieves, the intent of the
cost containment elements of the Regulation while providing resource
efficiencies for staff and Contractors.

Summary of Section 95913(d)(4) [New Section 95913(d)(2)].

Section 95913(d)(4) has been renumbered section 95913(d)(2). The existing
language is modified to make minor corrections for consistency with changes in
new section 95913(d)(1). This section reflects the requirements for providing
Notice of only those Reserve sales which will be offered based on the criteria in
section 95913(d)(1).

Rationale for Section 95913(d)(4) [New Section 95913(d)(2)].

Consistent with new section 95913(d)(1), the requirements to provide
information to eligible participants prior to a Reserve sale is modified to reflect
that information will be provided only for those Reserve sales which will be
offered.

Summary of Sections 95913(d)(5)-(6).
Sections 95913(d)(5)-(6) are deleted.

Rationale for Sections 95913(d)(5)-(6).
These sections are no longer needed, given the changes made to section
95913(d) as a whole.

Summary of Section 95913(e)(1) and (2).

Sections 95913(e)(1)-(2) are modified to delete obsolete eligibility
requirements. The numbering is removed so as to retain the intent to bid
notification requirement.
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Rationale for Section 95913(e)(1) and (2)).

The requirements that an entity must be registered to participate in the Reserve
sale is obsolete. It was written before the tracking system was created. An
entity cannot be registered without being in the tracking system. The
information ARB needs to verify the entity’s status is now located in the tracking
system, such that subparagraph (e)(2) is no longer needed.

Summary of Section 95913(f).

Section 95913(f) is modified to amend the title to clarify that this section relates
to Reserve tiers in the years 2013-2020. New section 95913(k) has been
added clarify the creation and operational requirements of the Reserve after
2020.

Rationale for Section 95913(f).
This change is needed to clearly delineate the Reserve tiers through 2020 from
the new section 95913(k) that addresses Reserve sales after 2020.

Summary of Section 95913(f)(1).

Section 95913(f)(1) is modified to add language that specifies allowances that
were unsold at previous auctions would be transferred to the Reserve, pursuant
to section 95911(g), and that these would be offered at the highest priced tier.

Rationale for Section 95913(f)(1).

The modification is necessary to clarify which tier allowances moved to the
Reserve pursuant to section 95911(g) will be sold at. Unsold allowances
transferred to the Reserve are intended to be the last backstop in the Reserve.
This transfer to the highest price tier is consistent with ARB’s other cost
containment provision of making additional allowances available, pursuant to
section 95870(a), at the highest price tier at the Reserve sale prior to the
compliance deadline.

Summary of Section 95913(f)(5).

Section 95913(f)(5) is modified to specify that the same process for pre-2020
allowances to be made available at the highest price tier of the Allowance Price
Containment Reserve if the amount of accepted bids at the highest price tier
exceeds the number of allowances would also apply post-2020, pursuant to
new section 95871(h)(1).

Rationale for Section 95913(f)(5).
This change is needed to continue making allowances available for specific
Reserve sales in budget years after 2020.

Summary of Section 95913(f)(5)(A)-(F).
Sections 95913(f)(5)(A)-(F) is modified to remove outdated dates in former
subparagraph (A), and to renumber the other paragraphs to reflect this deletion.
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Rationale for Section 95913(f)(5)(A)-(F).
The changes were necessary because the calendar year referenced in section
95913(f)(5)(A) is no longer relevant.

Summary of Section 95913(g)(2)(D).

Section 95913(g)(2)(D) is modified to make minor corrections to the forms of
bid guarantee which can be submitted for a reserve sale, consistent with
proposed changes to the forms of bid guarantee which can be submitted for an
auction. Subsection (2)(D) is being deleted as it is not a feasible form of
physical guarantee for this purpose as they are not commonly available with an
ability to meet the requirement to be payable within three business days of
payment request.

Rationale for Section 95913(q)(2)(D).

This change is needed to clarify the forms of bid guarantee that may be
submitted by an applicant for a reserve sale. The change reduces confusion
for participants and allows the financial services administrator supporting
auction and reserve sale services to efficiently design, budget, and implement
services.

Summary of Section 95913(h)(1)(A).

Section 95913(h)(1)(A) is added to include the sale of unsold Current Auction
allowances made available pursuant to section 95911(g), as well as post-2020
allowance price containment reserve allowances pursuant to new section
95871(a).

Rationale for Section 95913(h)(1)(A).
This change is necessary to clarify which additional allowances are available in
the Reserve sale.

Summary of Section 95913(h)(5).

Section 95913(h)(5) is updated to add in the title “Filling Accepted Bids.”
Section 95913(h)(5)(C) is added to further describe the methodology for
determining distribution of allowances when the sum of bids accepted by the
reserve sale administrator for a tier is greater than the number of allowances in
the tier. This addition addresses the distribution of any allowances that may
remain as a result of rounding when the reserve sale administrator determines
the number of allowances to distribute to each bidding entity using the entity’s
share of total bids. The calculation using a random number allocation is
consistent with the tiebreaker methodology used in auctions and described in
Section 95911(e)(5)(C).

Rationale for Section 95913(h)(5).
The addition of the title is necessary to improve clarity of the overall section.
The addition of section 95913(h)(5)(C) is necessary to provide clarity in the
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methodology used to determine distribution of allowances when the sum of bids
accepted by the reserve sale administrator for a tier is greater than the number
of allowances in the tier. If, due to rounding, there are remaining allowances
when determinations are made, Section 95913(h)(5) provides that a random
number allocation similar to that used in auction settlement will be employed.
The addition addresses a scenario not previously described.

Summary of Section 95913(i).

Section 95913(i) is modified to make minor corrections and additions to the
actions taken following a reserve sale. Section 95913(i)(2) is modified to
specify that the Executive Officer directs the reserve sale administrator to
complete specific actions and the financial services administrator to complete
specific actions. Section 95913(i)(3) is added to further clarify the separate
steps that the financial services administrator will be directed to take, and
subparagraphs are renumbered to reflect this new structure. New sections
95913(i)(3)(D) and (E) are added to distinguish return procedures for cash bid
guarantees and bid guarantees in a form other than cash, and to remove the
requirement that a bid guarantee in a form other than cash must be returned
after each auction or reserve sale. This modification will allow an entity, if they
choose, to submit a bid guarantee in a form other than cash to the financial
services administrator that will be held and available for use as a bid guarantee
in multiple auctions and/or reserve sales.

Rationale for Section 95913(i).

The changes are necessary to improve clarity on the actions taken following a
reserve sale. The modifications clarify the appropriate service provider that is
responsible for providing entity specific results to bidders after a reserve sale
and the appropriate service provider that is responsible for completing financial
settlement including accepting cash payment, using bid guarantees to cover
payment by entities that fail to make cash payment, returning bid guarantees,
and distributing proceeds. New language in section 95913(i)(3)(E) is necessary
to address numerous stakeholder requests to allow bid guarantees in a form
other than cash to remain with the financial services administrator for multiple
auctions or reserve sales, which increases efficiency and security, and will
reduce the risk of entities missing the deadline for submitting a bid guarantee.
The modifications to renumber provisions are needed to reflect the restructuring
of the section.

Summary of New Section 95913(k).

Section 95913(k) is added to outline the operation of the Allowance Price
Containment Reserve after 2020. The two new provisions of this section are
section 95913(k)(1) and section 95913(k)(2).
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Rationale for New Section 95913(K).

The addition of section 95913(k) is necessary to ensure that the Allowance
Price Containment Reserve continues beyond 2020 and to ensure clarity in the
requirements of the Allowance Price Containment Reserve.

Summary of New Section 95913(k)(1).
Section 95913(k)(1) is added to specify that allowances remaining in the
Reserve after 2020 are carried over to 2021 and collapsed into a single tier.

Rationale for New Section 95913(k)(1).

This new section is needed to provide certainty that allowances remaining in
the Reserve after 2020 will be carried over into the post-2020 Reserve. This
section is also needed to specify that the Reserve will be collapsed into a single
tier. The change to a single tier is necessary to A post 2020 single tier Reserve
is expected to make the administrative operation of Reserve sales and
determining how many allowances to award to entities simpler for ARB and its
contractors, as well as making it easier for Reserve sale participants to
formulate a bidding strategy.

Summary of New Section 95913(k)(2)(A)-(C).

Sections 95913(k)(2)(A)-(C) are added to specify how a Reserve Sale Price for
the single tier is determined. The Reserve Sale Price would be set equal to the
2021 auction reserve price plus $60 and that Reserve Sale Price would
escalate thereafter at the Consumer Price Index for all Urban Consumers. In
addition, Canadian jurisdictions that have linked with California would convert
their Reserve Sale Price using the most recently available (prior to the Reserve
sale) Bank of Canada daily closing exchange rate. The Reserve price used in
California’s Reserve Sale Price will be the higher of the California Reserve Sale
Price and the Canadian jurisdiction price(s).

Rationale for Section 95913(k)(2).

These additions are necessary to ensure a clear understanding of how the
Reserve Sale Price is determined. This approach is intended to ensure that the
Reserve Sale Price escalates somewhat more slowly than the California
auction reserve price, narrowing the difference between the two prices. The
Emissions Market Advisory Committee suggested this concept because it will
reduce the economic incentives and the payoff to entities that are accumulating
allowances beyond what they need for compliance, with an objective of
withholding allowances from the market and driving market prices upwards. In
addition, this change is needed to more closely align the California Reserve
Sale Price with Canadian jurisdictions’ Reserve Sale Prices, which may be
escalate faster or slower than California’s due to differences in the rate of
inflation in Canada and the United States. The jurisdictions will maintain
separate Reserve sales for their registered entities but that leaves open the
possibility of arbitrage between California registered entities and Canadian
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registered entities following a Reserve sale in one or both jurisdictions. Using
the higher of the California Reserve price or the Canadian Reserve price (in
U.S. dollars) limits the benefits of arbitrage, as all jurisdictions will be using the
same Reserve Sale Price if Reserve sales are held on approximately the same
date.

Summary of New Section 95913(k)(3).

New section 95913(k)(3) is added to specify that previous procedures for the
pre-2020 Allowance Price Containment Reserve in sections 95913(f), (g), and
(h) will be replaced by new procedures specified in sections 95913(l), (m), and
(n) starting on January 1, 2021.

Rationale for New Section 95913(k)(3).
This new section is needed to clarify that previously used procedures will be
replaced starting in 2021.

Summary of New Section 95913(]).

New section 95913(l) is added to closely follow the Reserve sale provisions in
section 95913(f). The new section only applies to the Reserve sale
immediately preceding the surrender deadline of November 1. Allowances will
be made available pursuant to section 95871(h)(1) if the accepted bids exceed
the amount of allowances in the Reserve.

Rationale for New Section 95913(l).

This new section is necessary to treat post 2020 allowances and the Reserve
sale preceding the November 1 surrender deadline in the same manner as pre-
2020 allowances.

Summary of New Section 95913(1)(1).

New section 95913(1)(1) specifies that if the total amount of allowances
allocated to the APCR is equal to or greater than the quantity of accepted bids,
then all the accepted bids will be filled.

Rationale for New Section 95913(1)(1).
This new section is necessary to clarify the circumstances in which all accepted
bids would be filled.

Summary of New Section 95913(1)(2).

New section 95913(1)(2) specifies that if accepted bids exceed allowances
available for sale then allowances sold will follow the process in section
95913(n)(3).

Rationale for New Section 95913()(2).
The new section is necessary to clarify the process in which allowances will be
sold when bids exceed available allowances supply. Section 95913(n)(3)
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includes a clear set of steps and a process to cover any potential bids to
allowances scenario.

Summary of New Section 95913(1)(3).
New section 95913(I)(3) is added to specify the first allowances that will be
used to fill accepted bids.

Rationale for New Section 95913()(3).
This new section is necessary to clarify the order to be used to fill accepted
bids.

Summary of New Section 95913(1)(4).

New section 95913(1)(4) is added to specify the order in which allowances
available for sale pursuant to sections 95870(i)(1) and 95871(h)(1) are sold,
from latest to earliest vintage.

Rationale for New Section 95913(1)(4).
This new section is needed to further clarify the order in which allowances sold
at a Reserve sale are to be sold.

Summary of New Section 95913(1)(5).

New section 95913(1)(5) is added to specify that any allowances sold in a
Reserve sale immediately preceding a November 1 surrender deadline may be
used to satisfy the November 1 compliance obligation, regardless of vintage.

Rationale for New Section 95913()(5).

This new section is needed to make clear that an entity that purchases
allowances at the Reserve sale immediately preceding a November 1 surrender
deadline may use those allowances (regardless of their actual vintage)
immediately to meet any compliance obligation. This is important to ensure
that the cost-containment purpose of the Reserve sale, and the timing of the
Reserve sale, allows entities who need to access those allowances to
immediately meet a surrender deadline may do so.

Summary of New Section 95913(m)(1)-(7).

New section 95913(m) is added to specify the requirements for participating in
a Reserve sale. Entities intending to participate would have to submit a bid
guarantee to the financial services administrator to cover the sum of the
maximum bids submitted by the entity. Section 95913(m)(1) specifies that the
maximum value would be the quantity of bids multiplied by the Reserve Sale
Price. Section 95913(m)(2) specifies the acceptable forms of bid guarantee,
including (A) cash in the form of a wire transfer, (B) an irrevocable letter of
credit, and (C), a bond from a financial institution. Sections 95913(m)(3)-(5)
further specify requirements for these bid guarantees, such that they must be
payable to the financial services administrator and they can expire no sooner
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than 26 days after a sale. Sections 95913(m)(6) specifies that the financial
services administrator will evaluate the bid guarantee and inform the Reserve
sale administrator of the value. Section 95913(m)(7) allows the Executive
Officer to revise the timing of a Reserve sale notification requirements and bid
guarantee submittal requirements to ensure a minimum of four business days is
available between the notice and submittal due dates.

Rationale for New Section 95913(m)(1)-(7).

These changes are necessary to ensure consistent treatment of bid guarantee
submittal requirements pre- and post-2020. The requirements are needed to
set clear timing requirements, specify the acceptable bid guarantee forms, and
ensure the Executive Officer has a window of flexibility to ensure Reserve sales
can occur. These provisions, along with the change to a single tier, are
necessary to clarify and simplify the Reserve sale post-2020.

Summary of New Section 95913(n)(1)-(3).

New section 95913(n) is added to clearly specify how Reserve sales will
operate starting January 1, 2021. These requirements mirror those for pre-
2021 sales. Subparagraph (1) specifies the Reserve sale bid window, which
would be a three-hour window in which bids of allowances in multiples of 1,000
would be submitted. Subparagraph (2) specifies that only bids in multiples of
1,000 will be accepted if the acceptance of the bid would not violate the holding
limit or if acceptable would not result in acceptance of total bids that exceed an
entity’s bid guarantee. Subparagraph (3) clarifies the process for filling
accepted bids. This would include (A) for Reserve sales not immediately
preceding the November 1 surrender deadline, continuing the Reserve sale
until all allowances available are sold, or all accepted bids are filled; (B) for the
sale immediately preceding the November 1 surrender deadline, continuing the
Reserve sale until all bids are filled or allowances available pursuant to sections
95870(a) and 95870(i)(1) are sold; and (C) a tie-breaker process to sell
allowances proportionately if accepted bids exceed allowances in the Reserve.

Rationale for New Section 95913(n)(1)-(3).

These changes are necessary to ensure consistent treatment of bid guarantee
submittal requirements pre- and post-2020 between sections 95913(h) and
95913(n). The primary difference is results from the collapse of the three tier
structure into a single tier, so allowances won are not accumulated across tiers,
at different prices, and no roll-down procedure is required from a higher tier to
the next lower tier when sales in a tier are undersubscribed. This revised
structure is necessary to clarify and simplify the Reserve sale post-2020.

Section 95914. Auction Participation and Limitations.
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Summary of Section 95914(c).
Section 95914(c) is amended to change the title of the section to better
describe what the overall section addresses.

Rationale for Section 95914(c).
This change is necessary to clarify that the section is not solely about non-
disclosure of bidding information, but also about other disclosure rules.

Summary of Section 95914(c)(1).
Section 95914(c)(1) is amended to replace the “or” before consultants with
“and” and to correct capitalization.

Rationale for Section 95914(c)(1).

These changes are necessary to improve the clarity of the section as to the list
of entities and individuals that must not disclose information on auction or
Reserve sale participation.

Summary of Section 95914(c)(1)(A).
Section 95914(c)(1)(A) is amended to remove the phrase “maintenance of
continued auction approval.”

Rationale for Section 95914(c)(1)(A).

The modification is necessary to remove text that is not necessary for the
understanding of the prohibition. Entities are prohibited from disclosing their
intent to participate or not at auction, as well as their auction approval status.
This prohibition is intended to avoid disclosures about past, current, and future
auction approval status and participation so as to avoid creating expectations of
specific entity participation patterns. ARB releases an auction results report
with a list of qualified bidders list that provides information for market
participants about past auctions. This list does not indicate whether an entity
was actually in an auction; merely that the entities on the list qualified for
participation.

Summary of Section 95914(c)(1)(B).

Section 95914(c)(1)(B) is modified to provide a more detailed explanation of an
existing prohibition on the disclosure of bidding strategy. The prohibition would
apply to past as well as future auctions. The modification extends the meaning
of bidding strategy to include specifying an auction settlement price or range of
prices at which an entity is willing to buy or sell allowances. Entities doing this
could signal their bidding strategy at auction or arrange for proxy bidding. This
prohibition does not apply to frequently-observed contracts in which entities
agree to pay an auction settlement price (or other price index) plus a margin.
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Rationale for Section 95914(c)(1)(B).

The change is needed to provide a more detailed explanation of the
requirement. Staff intends the requirement to apply to all auctions because a
discussion of past auction bid strategy could inform other participants of the
entity’s ongoing strategy.

The change involving specifying an auction settlement price at which an entity
is willing to purchase allowances is needed to reduce the opportunities for
collusion. Without the prohibition, entities could use contracts with that
specification to signal the price at which they intend to bid at auction or to
arrange for proxy bidding at an auction. Staff has explained this to
stakeholders in the past that the existing prohibition covered this instance and
the addition of the language clarifies that interpretation in regulation.

Summary of Section 95914(c)(1)(C).
Section 95914(c)(1)(C) is modified to specify the prohibition applies to future
and past auctions.

Rationale for Section 95914(c)(1)(C).
The change is needed to clarify the application of an existing requirement.

Summary of Section 95914(c)(1)(D).
Section 95914(c)(1)(D) is modified to specify the prohibition applies to the
amount of a bid guarantee submitted by a participant.

Rationale for Section 95914(c)(1)(D).

The change is needed to clarify the application of an existing requirement. The
prohibition prevents disclosures of the amount of an entity’s bid guarantee. If
other participants were aware of the amount they may be able to estimate the
entity’s bidding strategy. The original text would also have prohibited
discussion of the type of guarantee submitted, disclosure of which does not
pose the same level of risk.

Summary of Section 95914(c)(2)(D).

Section 95914(c)(2)(D) is modified to add the provision that in the event of a
disclosure of auction information by a private utility to a regulatory agency with
jurisdiction over that utility, the private utility must provide ARB with the
statutory or regulatory reference governing such disclosure only upon request
by ARB’s Executive Officer. This modifies the previous requirement that the
entity had to automatically submit the disclosure to ARB within 10 business
days of the disclosure.

Rationale for Section 95914(c)(2)(D).
This modification is necessary to simplify the disclosure requirement. Private
utilities must provide the statutory or regulatory reference for certain disclosures
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only in response to a request by ARB’s Executive Officer. Changing from the
automatic disclosure that is currently required to a requirement to disclose only
upon request is expected to simplify the disclosure requirement and reduce
workload.

Summary of Section 95914(c)(3)(A).

Section 95914(c)(3)(A) is amended to indicate that entities are to ensure that
consultants and advisors employed by the entity are to avoid disclosure of the
entity’s auction information, in addition to not coordinating bidding strategy
among participants.

Rationale for Section 95914(c)(3)(A).

The amended text is necessary to clarify that the entity is responsible for
prohibiting disclosures by consultants and advisors only of the entity’s auction
participation information.

Summary for Section 95914(c)(3)(D).
Section 95914(c)(3)(D) is modified to remove the term “physically.”

Rationale for Section 95914(c)(3)(D).

This change is needed to correspond to new section 95803(a), which allows for
submittal of required information electronically, in hardcopy form, or in another
means other than hardcopy, approved by the Executive Officer. This would
allow entities and Cap-and-Trade Consultants or Advisors to electronically
submit the required information to ARB by the deadline specified in the section.

Summary of Section 95914(d).
Section 95914(d) is removed in its entirety, since auction purchase limits for
corporate associations are already covered in section 95911(d).

Rationale for Section 95914(d).
Auction purchase limits for corporate associations are covered in section
95911(d), and thus the text in this section is duplicative and unnecessary.

Subarticle 11: Trading and Banking
Section 95920. Trading.

Summary of Section 95920(b)(3).

The section is modified to clarify that the holding limit will not be calculated to
include allowances held in Annual Allocation Holding Accounts. Text related to
Exchange Clearing Holding Accounts has been deleted.
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Rationale for Section 95920(b)(3).

The change is needed to clarify application of the holding limit and to remove
text that is no longer needed. The Exchange Clearing Holding Account
language is no longer needed because allowances transferred out of an
Exchange Clearing Holding Account to an entity’s general holding account
already count toward the Holding Limit.

Summary of Section 95920(b)(5).

The section is modified to clarify what constitutes a violation of the holding limit
when an exceedance of the holding limit is not discovered until after a transfer
is recorded into the tracking system or when the exceedance occurs at the
beginning of a new calendar year. The existing text provided a five-day grace
period for the correction of holding limit violations at any time other than the
start of a new calendar because the original tracking system implementation did
not allow for the detection of holding limit violations. Staff had no way of
stopping the transfer before it was recorded. The existing regulation therefore
had a grace period to correct violations after the transfer was recorded.

The current version of the tracking system can determine if a transfer would
violate the holding limit before a transfer is completed. It informs the
destination account of the problem and will not complete the transfer until the
problem is corrected, so there can be no inadvertent completion of a transfer
that violates the holding limit. Since any potential violation would be detected
before the transfer is recorded into the system, no one would qualify for the
grace period. There is no longer a need for the grace period in this case and
staff is proposing to eliminate it.

The modified text retains and clarifies the grace period available at the start of a
new calendar year. The holding limit calculation for current vintage allowances
is based on the calendar year. Prior to the start of a new calendar year,
allowances with a vintage equal to the next calendar year are classified as
“future vintages.” A separate holding limit is calculated for holdings of each
future vintage. When a new calendar year starts, the allowances that have the
same vintage as the new calendar year are reclassified as “current vintage,”
and are included in the calculation of the current vintage holding limit.

Rationale for Section 95920(b)(5).

The modifications are needed in part to reflect development of the tracking
system functionality. Since CITSS can detect and flag potential violations of
the holding limit before a transfer is completed and warn the account
representative of the destination account, the account representative can take
the appropriate steps to avoid a holding limit violation prior to taking delivery of
the transfer. Since there is an instant warning, account representatives can
clean up mathematical or typographical errors. There would be no chance for
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inadvertent errors to become violations. There is therefore no longer a need for
a general grace period.

Staff is proposing to retain the 5 business day grace period at the beginning of
a calendar year because the original rationale for the grace period still exists.
Staff’s original concern was that entities may not have sufficiently reviewed
their holdings to prevent an inadvertent violation of the holding limit. Staff has
modified the text to make it clear that to qualify for the grace period, the entity
must be in compliance with the holding limit on December 31 of each year, and
that it is only the reclassification of current vintages that causes the violation.

Summary of Section 95920(b)(5)(A).

Staff is proposing a minor modification to clarify that an entity would receive
notification of any potential holding limit exceedance due to the reclassification
of future vintage allowances as current vintage allowances on January 1.

Rationale for Section 95920(b)(5)(A).
The change is needed to clarify whether a holding limit exceedance has
occurred.

Summary of Section 95920(b)(5)(B).

The section is modified to clarify that an entity qualifying for the grace period is
not yet in violation of the holding limit. In addition, text describing actions taken
by the Executive Officer after expiration of the grace period is moved to
proposed new section 95920(b)(6) which covers penalties for holding limit
violations.

Rationale for Section 95920(b)(5)(B).
The changes are needed for clarity and to reflect the repurposing of the section.

Summary of Section 95920(b)(6).

Staff proposes to modify this section to further clarify existing provisions
applying penalties for two cases resulting in holding limit violations. Existing
text is deleted to reflect the changes in definition of holding limit violations
contained in section 95920(b)(5).

Rationale for Section 95920(b)(6).
The changes are needed for clarity and to reflect the reorganization of the
section.

Summary of Section 95920(b)(6)(A).

This section replaces the original text in section 95920(b)(6) and clarifies the
application for penalties (1) applying at the expiration of the five-day grace
period contained in section 95920(b)(5)(B), and (2) applying at all other times.
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Rationale for Section 95920(b)(6)(A).

The changes are needed for clarity and to reflect the reorganization of the
section. The changes are necessary to ensure entities understand there are
penalties that can result for exceeding the holding limit.

Summary of Section 95920(b)(6)(B).

Staff is proposing new text that would maintain the application of penalties for
situations in which a violation of the holding limit is discovered after a transfer is
recorded into the tracking system.

Rationale for Section 95920(b)(6)(B).

The change is needed to reflect improvements to the tracking system. In the
new version of CITSS it is not possible for an account representative to
accidently violate the holding limit because CITSS provides warnings to the
account representative of the destination account on the transfer request. The
only way there can be a discovery, after recording, of a transfer request that
violates the holding limit is when some other violation has occurred.

For example, suppose an entity fails to disclose the existence of a direct
corporate association with other registered entities. CITSS applies the holding
limit jointly to all members of a direct corporate association, so if they make a
proper disclosure they could not inadvertently exceed the limit. If the members
of a direct corporate association fail to make the proper disclosure, then CITSS
cannot prevent a violation of the holding limit. Staff could not detect the
violation until staff uncovers the correct direct corporate association.

Summary of Section 95920(c)(1).
Staff proposes to add a title introductory text specifying that the first category is
for current vintage allowances.

Rationale for Section 95920(c)(1).
The change is proposed for clarity and to reflect the reorganization of the
section.

Summary of Section 95920(c)(2).

Staff proposes to add a title introductory text specifying that the first category is
for future vintage allowances. The existing text defining a future vintage
allowance is deleted and placed in new section 95920(c)(2)(A).

Rationale for Section 95920(c)(2).
The change is proposed for clarity and to reflect the reorganization of the
section.

Summary of Section 95920(c)(2)(A).
This proposed section contains text moved from existing section 95920(c)(2).
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Rationale for Section 95920(c)(2)(A).
The change is proposed to clarify and to reflect the reorganization of the
section.

Summary of Section 95920(c)(2)(B).

This section adds allowances with a vintage year greater than the current
calendar year that were obtained through allocation true-up to the category of
future vintage allowance.

Rationale for Section 95920(c)(2)(B)).
The change is needed so that allowances obtained through allocation true-up
will be properly included in holding limit calculations.

Summary of Section 95920(d)(2)(A).

Staff is proposing to modify the text and add a clarification that the limited
exemption is available to covered and opt-in covered entities but not to
voluntarily associated entities.

Rationale for Section 95920(d)(2)(A).

The change is needed to clarify when allowances may be covered by the
limited exemption and to clarify the types of entities that can use the limited
exemption.

Summary of Section 95920(d)(2)(B).

The section is modified to set the limited exemption for covered or opt-in
covered entities that are registered as of January 1, 2017. The value of the
limited exemption is set as the sum of the three most recent annual emissions
data reports received by ARB that have received a positive or qualified positive
emissions data verification statement for emissions that generated a
compliance obligation pursuant to section 95851.

If the entity has not filed three reports because it is a newer emitter, or if the
entity was not a covered or opt-in covered entity all three years so it does not
have three reports that generated a compliance obligation, then the limited
exemption would be calculated on fewer than three reports. If an entity has
only filed two reports then the most recent report is counted twice. If an entity
has only filed one such report the emissions contained in the report will be
tripled.

The section is also modified to remove outdated text.

Rationale for Section 95920(d)(2)(B).

The existing text determining the value of the limited exemption contained past
dates that are no longer relevant. The new text eliminates these by specifying
the value of the limited exemption on January 1, 2017. The design of the

238



limited exemption has always required that an entity that has been an emitter
throughout a compliance period would enter the third year of a compliance
period with a limited exemption equal to three years’ worth of emissions. This
would allow the entity to include within its limited exemption the allowances
accumulated for the first two years of the compliance period as well as the
allowances it would accumulate in 2017 for the third year of the compliance
period. The new text maintains this approach.

For example, consider an entity that has its initial compliance obligation for its
2015 emissions. ARB will receive the verified report for these emissions in
2016 and the entity will be required to register as a covered entity that year. On
January 1, 2017, the entity’s limited exemption will equal three times the
emissions contained in the report ARB received in 2016.

An entity that was an emitter in the first compliance period would have its
limited exemption calculated on three years’ worth of actual reported data.

Summary of Section 95920(d)(2)(C).

Existing text is deleted. The replacement text defines the method of calculating
the limited exemption for entities registering after January 1, 2017. Covered
entities are required to register in the same year as ARB receives their first
verified emissions data report. This report covers emissions from the previous
year. By the time these entities register they are in the middle of their second
year of accumulating a compliance obligation. Since the limited exemption is
designed to allow covered entities to accumulate the allowances they need in
the same year as they emit, the limited exemption must cover two years of
emissions. Since ARB will have only one report at the time of registration, the
reported covered emissions contained in the report must be doubled.

Rationale for Section 95920(d)(2)(C).

The change is needed because the original text is outdated. The replacement
text is needed to provide a calculation of the limited exemption of entities that
register after January 1, 2017.

Summary of Section 95920(d)(2)(D).
The text is modified to remove a past date.

Rationale for Section 95920(d)(2)(D).
The modification is needed for clarity.

Summary of Section 95920(d)(2)(E).
The text is modified to remove the capitalization from the term “limited
exemption.”
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Rationale for Section 95920(d)(2)(E).
The modification is needed for clarity.

Summary of Section 95920(d)(2)(F).

In addition to the removal of a past date, the text is modified to change the
method by which the limited exemption is reduced following a compliance
event.

The limited exemption is increased each year to allow for the accumulation of
additional allowances to cover another year’'s emissions. The limited
exemption is reduced when an entity completes an end-of-compliance period
surrender event. In the existing text this reduction is set equal to the number of
compliance instruments surrendered.

In the proposed text, the reduction would be accomplished by reducing the
limited exemption by the amount of emissions contained in the oldest annual
emissions reports used to calculate the limited exemption. The number of
report years’ worth of reports removed would equal the number of years in the
compliance period. For example, consider an entity that first registered in
2013. When the entity enters 2018, the year of the compliance event for the
second compliance period, the entity’s limited exemption will be based on
emissions data reports received from 2013 through 2016. After the surrender
event, the limited exemption would be reduced by the amount of covered
emissions contained in the 2013, 2014 and 2015 reports. It would then be
increased by the amount of the covered emissions in the report received in
2018. Since 2018 is the first year of the next compliance period, the entity will
enter the second year of the compliance period with a limited exemption based
on two years’ worth of reported emissions.

Staff is also proposing to adopt the compliance period definitions contained in
the U.S. EPA’s Clean Power Plan. The proposed calculation of the limited
exemption also reflects the variable number of years in the CPP’s compliance
periods. The number of years of emissions to be removed from the limited
exemption calculation will be the lesser of the number of years in the
compliance period just concluded for which the entity had a compliance
obligation and the number of years in the compliance period.

Rationale for Section 95920(d)(2)(F).

The change is needed to ensure the calculation of the limited exemption
reflects the changing level of an entity’s emissions over time. The existing
calculation method reduced the limited exemption by the amount of the entity’s
compliance period emissions. This had the effect of determining each post-
surrender calculation entirely from the entity’s oldest emissions reports. This
would be a constant over time. This method was chosen because the value
would be known in advance, which would help the entity plan its future
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holdings. The new method would reflect an entity’s actual emissions over time,
which may increase or decrease.

The change is also needed to reflect the proposed variable number of years in
future compliance periods and the fact that an entity may not have a
compliance obligation for every year in the compliance period.

Summary of Section 95920(f).
The text is modified to clarify a title, by removing the words “the” and
“disclosure.”

Rationale for Section 95920(f).
The modification is needed to clarify that the entire subparagraph (f)(2) relates
to direct corporate associations.

Summary of Section 95920(f)(2).

The existing text is deleted and replaced with a title, Calculation of Limited
Exemption for a Direct Corporate Association. The existing text is moved to
proposed section 95920(f)(2)(A).

Rationale for Section 95920(f)(2).
The modification is needed to reflect reorganization of the section.

Summary of Section 95920(f)(2)(A).
The proposed text contains existing text moved from section 95920(f)(2).

Rationale for Section 95920(f)(2)(A).
The modification is needed for clarity to reflect reorganization of the limited
exemption section.

Summary of Section 95920(f)(2)(B).

The proposed section clarifies that when multiple entities are included into a
consolidated entity account, the limited exemption for the account is calculated
as the sum of the limited exemption calculation for the entities in the account.

Rationale for Section 95920(f)(2)(B).
The modification is needed to explain how to calculate the limited exemption for
a consolidated entity account that contains multiple emitters.

Summary of Section 95920(f)(3).

The existing text is modified to correct a reference that has changed and to
clarify that the distribution of the holding limit among members of a direct
corporate association that are not part of a consolidated entity account must
sum to one hundred percent.
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Rationale for Section 95920(f)(3).
The modification is needed to reflect the reorganization of subarticle 5 and to
clarify an existing calculation.

Section 95921. Conduct of Trade.

Summary of Section 95921 (a)(3).
The existing text is deleted. Existing section 95921(a)(4) is renumbered to
95921(a)(3).

Rationale for Section 95921(a)(3).
The modification removes outdated text.

Summary of Section 95921 (a)(4).
The section is renumbered 95921(a)(3) and an outdated date reference is
removed.

Rationale for Section 95921 (a)(4).
The change is needed to remove outdated text and to reflect the reorganization
of the section.

Summary of Section 95921 (a)(5).

The section is renumbered. The existing requirement that a transfer request
cannot be submitted without an existing oral or written contract is modified to
allow an exemption for transfers between members of a disclosed direct
corporate association.

Rationale for Section 95921(a)(5).

The change is needed to allow members of a direct corporate association to
use their existing procedures to distribute compliance instruments among
themselves without requiring additional procedures or documentation.

Summary of Section 95921(b).

An existing requirement that parties to a transfer request agree to submit
documentation on the transaction agreement underlying the transfer request
upon request of the Executive Officer is deleted.

Rationale for Section 95921 (b).
The text is no longer needed because the requirement has been moved to
section 95921(c) and expanded.

Summary of Section 95921(b)(4)(G).

The current text requires entities to provide a description of the pricing method
used in the transaction agreement if it does not match any of the other options
listed in sections 95921(b)(4)(A) through (F). The modification clarifies the
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requirement, and adds the requirement that the account representative enter
the resulting price.

Rationale for Section 95921 (b)(4)(G).

The change is needed to clarify that in addition to a description of the method
for determining the price the account representative must enter the resulting
price as well.

Summary of Section 95921(b)(6)(F).

The text is modified to clarify that the account representative may enter a price
of zero into a transfer request when the underlying transfer agreement specifies
a total cost for deliveries of multiple products but does not include a price or
cost basis specifically for transfers of compliance instruments.

Rationale for Section 95921 (b)(6)(F).

Section 95921(b)(6) contains a list of instances in which an account
representative may enter a zero into the price field of the transfer request.
These exemptions reflect the wide variety of transaction agreements currently
in use. In some cases, the transaction agreements involve other products than
just compliance instruments. Sometimes these agreements include prices
specific to the compliance instruments. The revision addresses the case in
which multiple products are involved, but there is no specific price attached to
the compliance instruments.

The general idea behind section 95921(b)(6) is to recognize that while the
account representative must enter a price when once exists or can be
calculated, there are cases when that is not possible and an exemption must be
granted. To qualify for an exemption, the account representative must identify
the exact reason a price cannot be determined.

Summary of Section 95921(c).
There are two paragraphs numbered 95921(c). The second paragraph
numbered 95921(c) is deleted.

In addition, the existing text in the first paragraph (c) is modified to remove an
outdated time reference and to remove text that introduced a list of
requirements that is no longer needed. It requires that documentation
requested by the Executive Officer for the transaction agreement that underlies
a transfer must be submitted within five days of a request.

Rationale for Section 95921(c).
The deleted paragraph is not needed and can be deleted.
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Staff has been relying on ARB’s statutory authority to enforce a five-day
deadline for the submission of documents related to transfer requests. The
change makes this explicit.

The remaining changes are needed for clarity and to reflect the reorganization
of the section.

Summary of Section 95921(c)(1).
The existing text is deleted as it was part of the list of requirements that would
be dropped as of January 1, 2015.

The proposed section clarifies that the documentation submitted by the parties
about the transaction agreement must contain the information needed by staff
to verify the information submitted in the transfer request.

Rationale for Section 95921(c)(1).
The deletion is necessary to remove outdated requirements.

The proposed text is needed because account representatives must be able to
identify the documents to submit in response to a request by the Executive
Officer. In some cases, there is a simple sales contract that contains all of the
information entered into the transfer request. In some cases, the transactions
agreements are more complicated, and the documentation may include not just
an initial agreement but letters confirming transfers or other documentation
specific to individual transfers made under a master agreement. The account
representative has the responsibility to ensure that each entry made in the
transfer request is documented in the materials sent to ARB on request.

Summary of Section 95921(c)(2).
The existing text is deleted as it was part of the list of requirements that would
be dropped as of January 1, 2015.

The proposed text contains a requirement that the Executive Officer will treat
documentation on transactions agreements that is supplied by the account
representative as confidential business information to the extent permitted by
law.

Rationale for Section 95921(c)(2).
The deletion is necessary to remove outdated requirements.

The text is needed to ensure that information provided by account
representatives on the transaction agreements is protected from release to the
extent possible under law. Staff has developed internal procedures to prevent
accidental releases and ARB has authority to collect and hold such information.
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Summary of Sections 95921(c)(3) Through Section 95921(c)(6).
The existing text is deleted as it was part of the list of requirements that would
be dropped as of January 1, 2015.

Rationale for Section 95921(c)(3) Through Section 95921(c)(6).
The deletion is necessary to remove outdated requirements.

Summary of Section 95921(d)(3).

The proposed text imposes the requirement that transfers from an exchange
clearing holding account require the same confirmation from an account
representative of the destination account as do regular transfers.

Rationale for Section 95921(d)(3).

The change is needed so that all transfers between registered entities are
completed only by having the approval of an account representative from the
destination account. Staff expects this requirement to have minimal impact
because these types of accounts are not actively transferring.

Summary of Section 95921(d)(4).
The existing text is deleted.

Rationale for Section 95921(d)(4).
The existing text is no longer needed as the modifications to section
95920(d)(3) replace it.

Summary of Section 95921(e)(3).

The proposed text clarifies the provision requiring the Executive Officer to
protect data on compliance instruments held in holding accounts as confidential
refers to information on holdings in individual entity holding accounts.

Rationale for Section 95921(e)(3).

The change is needed to clarify that the protection of confidential information
covers individual holdings of compliance instruments, not aggregated holdings.
ARB has committed to releasing information on aggregate holdings to enable
market participants to understand market trends and to plan their market
activities. The existing text was not specific enough to reflect the intent to
protect individual holding account balances while allowing staff to publish
aggregate data needed by market participants.

Summary of Section 95921(e)(4).

The proposed text clarifies that the Executive Officer will release information on
the aggregate quantity of compliance instruments in compliance accounts in a
manner that protects the confidentiality of the identity of account holders.
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Rationale for Section 95921(e)(4).

The modification is necessary to clarify that while aggregate account holding
information will be released in a timely manner, ARB considers the identify of
account holders to be confidential and will treat it as such.

Summary of Section 95921(q)(3)(A).

The proposed text would prohibit a registered entity that has had its holding
account revoked or suspended from holding compliance instruments or
registering for a replacement set of accounts.

Rationale for Section 95921(g)(3)(A).

The change is needed to ensure that entities do not find a way around
sanctions imposed by ARB on registered entities that violate market rules. One
of the most important enforcement procedures contained in the regulation is the
ability of the Executive Officer to revoke or suspend the accounts held by
voluntarily associated entities, or to impose restrictions on the accounts of
covered and opt-in covered entities. These provisions allow ARB to take quick
and effective action to prevent damage to the market by entities that have
violated market rules. These actions would be ineffective if an entity could
simply acquire another set of accounts.

Summary of Section 95921(h)(1).

The proposed text clarifies a requirement that the operators of an exchange
clearing holding account must provide transaction records on transfer requests
available to the Executive Officer within ten calendar days of a request.

Rationale for Section 95921(h)(1).
The change is needed to clarify which records the operators of an exchange
clearing holding account must make available.

Summary of Section 95921(h)(3).
The proposed change removes references to outdated requirements that are
being proposed for deletion in this rulemaking.

Rationale for Section 95921(h)(3).
The change is needed to remove outdated requirements.

Summary of Section 95921(i)(2)(D).

The proposed new text would clarify that even if parties to a deficient transfer
request can rectify the deficiency within five business days, the Executive
Officer retains the ability to apply penalties for the underlying violations.

Rationale for Section 95921(i)(2)(D).
The change is needed for clarity. The existing text states only that if an entity
fails to remedy the deficiency within five business days that the Executive
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Officer can order the transfer reversed. This created confusion over whether
reversal was the only sanction available. This provision was never intended to
limit sanctions solely to the reversal of a transfer request. The modification
makes the intent of the provision explicit.

Section 95922. Banking, Expiration, and Voluntary Retirement.

Summary of Section 95922(d)(2).

The proposed modification removes an outdated explanation of the voluntary
retirement process. The proposed new text also allows the transfer to the
Retirement Account to be the result of a transaction agreement with an entity
that is not registered into the tracking system.

Rationale for Section 95922(d)(2).

The change is needed because recent developments in the tracking system
have simplified the process for voluntary retirement so some of the existing
requirement is obsolete. The new text is also needed to allow entities to
voluntarily retire allowances for entities that are not registered.

Summary of Section 95922(d)(2)(A).

The new proposed text would allow unregistered entities to contract with
registered entities to conduct the voluntary retirement process. This would
facilitate contributions to voluntary reductions by private persons to cover their
own emissions. Entities registered into an external GHG ETS or Program with
whom ARB has a Retirement-Only Agreement would not be able to use this
option.

Rationale for Section 95922(d)(2)(A).

The prohibition on the use of the option by an entity that is registered into an
external GHG program or ETS is needed to prevent “unilateral” linkage access
to California compliance instruments, meaning that California has to take some
affirmative action to approve this type of linkage. Entities registered into a
jurisdiction that has an approved Retirement-Only Agreement with ARB should
be using the process specified in those Agreements, rather than the option in
section 95922(d)(A).

Summary of Section 95922(d)(2)(B).

The proposed text imposes a quantitative limit on the amount of allowances a
registered entity may transfer to the Retirement Account based on agreements
with a single unregistered entity. The limit would be set at 10,000 allowances
per year.

Rationale for Section 95922(d)(2)(B).
The proposed text is needed to further prevent non-Board approved “unilateral”
linkages to California’s Cap-and-Trade Program. Staff intends the quantitative
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limit to be higher than what individuals would want to cover their emissions. At
the same time, the limit should be much lower than what compliance entities
would need for compliance, since most GHG ETS and programs have minimum
emissions thresholds above 10,000 tons per year.

Summary of Section 95922(d)(2)(C).

The proposed text states that registered entities would have a pathway to
conducting voluntary retirement transactions with unregistered entities without
violating the prohibitions on beneficial holding contained in section 95921(f)(1).
This pathway would require the transaction agreement and transfer request to
move from the registered entity’s account directly into the Retirement Account.

Rationale for Section 95922(d)(2)(C).

The proposed text is needed to provide registered entities with a way to
conduct authorized voluntary retirement transactions without violating existing
trade prohibitions.

Subarticle 12: Linkage to External Greenhouse Gas Emissions Trading Systems
Section 95941. Procedures for Approval of External GHG ETS.

Summary of Section 95941.

The proposed amendment adds in language indicating that the Governor of
California has to make findings pursuant to Government Code section 12894(f)
prior to the Board approving a linkage to an external GHG ETS. The proposed
amendment has been added to ensure that the statutory linkage findings
required by Government Code section 12894(f) are clearly referenced in the
regulation. Government Code section 12894(f) specifies that the Governor
must find the following before a linkage is approved: (1) the external GHG
Program has adopted program requirements for greenhouse gas reductions,
including, but not limited to, requirements for offsets, that are equivalent to or
stricter than those required by AB 32; (2) the State of California is able to
enforce AB 32 and related statutes, against any entity subject to regulation
under those statutes, and against any entity located within the linking
jurisdiction to the maximum extent permitted under the United States and
California Constitutions; (3) the proposed linkage provides for enforcement of
applicable laws by the linking jurisdiction of program requirements that are
equivalent to or stricter than those required by AB 32; and (4) the proposed
linkage shall not impose any significant liability on the state or any state agency
for any failure associated with the linkage.

Rationale for Section 95941.
The proposed amendment is necessary to ensure a clear understanding of the
steps and process which must occur prior to a linkage being approved between
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California’s Cap-and-Trade Program and another jurisdiction’s GHG emission
trading system.

Section 95943. Procedures for Approval of External GHG ETS.

Summary of Section 95943.
The title of the section is modified to include the term “External GHG Program.”

Rationale for Section 95943.

The change is necessary to reflect a new type of linkage between California’s
Cap-and-Trade Program with external GHG Programs that are not full GHG
emissions trading systems (ETS). Some jurisdictions are planning GHG
programs and are exploring the use of emissions credits that originate in an
ETS like California’s. Before this use could occur, California would have to
approve a linkage to or another type of arrangement with the program. The
current Regulation does not provide for this type of linkage arrangement.

Summary of Section 95943(a).

The change adds a reference to section 95941, which in turn has been
modified to reflect the need for the Governor of California to make the findings
specified by Government Code section 12894(f) before any linkage can occur.
In addition, the section is modified to include linkage with the program proposed
by the Government of Ontario, effective January 1, 2018. Addition of Ontario to
the list of approved programs allows California covered and opt-in covered
entities to use compliance instruments issued by the Government of Ontario.

Rationale for Section 95943(a).

This change is necessary to ensure the statutory linkage findings referenced in
section 95941 are understood as a precondition to any ARB approved linkage.
Addition of the Government of Ontario to the list of programs is needed to allow
California covered and opt-in covered entities to use compliance instruments
issued by the Government of Ontario starting January 1, 2018.

Summary of New Section 95943(b).

Proposed new section 95943(b) creates a new type of connection between
California’s Cap-and-Trade program and an approved external GHG ETS.
Instead of the full interchangeability of compliance instruments between
jurisdictions that characterizes linkage under section 95943(a), the proposed
section would allow California covered and opt-in covered entities to retire
compliance instruments issued by the approved external GHG ETS without
granting reciprocal retirement of California compliance instruments to the
covered entities in the approved external GHG ETS.
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Rationale for New Section 95943(b).

As ARB considers new types of linkages with other GHG ETS, a potential type
of linkage would be one which does not require entities registered with either
ETS to be full participants in the other ETS. This type of arrangement would
only create the ability for California registered entities to purchase and retire
instruments in the other system in order to meet their California compliance
obligations. This type of arrangement is needed to allow limited linkage with an
external GHG ETS that has operating rules that are not fully compatible with
California’s. The arrangement could still allow limited trade between the
systems without full integration. The arrangements would have to meet the
requirements of proposed section 95944,

ARB has not established any such arrangement with any external GHG ETS
and is not proposing to do so in this rulemaking.

Summary of New Section 95943(c).

Proposed new section 95943(c) would allow for a new type of connection
between California’s Cap-and-Trade Program and an approved external GHG
program. This section would allow entities registered into an approved external
GHG program to retire California compliance instruments for compliance with
their own GHG program’s requirements. The arrangement would have to meet
the requirements of proposed section 95945.

Rationale for New Section 95943(c).

The proposed section is needed to allow limited connection with an external
GHG program that may not be a full-fledged GHG ETS. The arrangement
could allow limited trade between the systems without full integration by
allowing entities registered into the approved external GHG program to retire
California compliance instruments for compliance with their own program’s
requirements. The arrangements would have to meet the requirements of
proposed section 95945.

ARB has not established any such arrangement with any external GHG
program and is not proposing to do so in this rulemaking.

New Section 95944. Retirement-Only Limited Linkage.

Summary of New Section 95944(a).

The proposed section creates a new type of linkage with an external GHG ETS
to be known as a “Retirement-Only Limited Linkage.” ARB already has one
form of linkage with the Province of Québec pursuant to existing section
95943(a). In this existing form of linkage, entities registered into one
jurisdiction are allowed to purchase and hold compliance instruments issued by
the other jurisdiction. Entities from both jurisdictions are registered into one
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tracking system. This form of linkage requires a common set of operational
rules.

ARB is contemplating other forms of linkage in which entities can access the
compliance instruments issued by a GHG ETS with very different operating
rules. One form of linkage is the proposed “Retirement-Only Limited Linkage,”
in which California registered entities could purchase and retire compliance
instruments in another system and apply these retirements to their California
obligations. The proposed section specifies that the Board would be needed to
approve such a linkage.

Rationale for New Section 95944(a).

The proposed section is needed to authorize a new type of linkage and to
ensure that any such linkages conform to important rules governing California’s
system, including restrictions on the types of compliance instruments and the
quantitative limit on offset use.

Summary of New Section 95944(a)(1).

The proposed text authorizes California covered or opt-in covered entities to
arrange for the retirement of compliance instruments in approved GHG ETS for
credit towards their compliance obligation in California.

Rationale for New Section 95944(a)(1).

The proposed section is needed to authorize a new type of linkage. The
provision is also needed to require Executive Officer approval of the retirements
for compliance.

Summary of New Section 95944(a)(2).

The proposed section requires Board approval of the types of compliance
instruments issued by the linked GHG ETS that may be retired and applied
towards a California compliance obligation.

Rationale for New Section 95944(a)(2).

The proposed text is needed clarify how compliance instruments issued by a
linked GHG ETS may be applied towards a California compliance obligation.
Specifically, the Board would have to approve the types of eligible instruments
for any linked GHG ETS.

Summary of New Section 95944(a)(3).
The proposed text gives the Board the option of specifying restrictions on the
use of compliance instruments from the linked GHG ETS.
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Rationale for New Section 95944(a)(3).

The proposed text is needed to provide a mechanism for the Board to ensure
that the types of compliance instruments retired through this type of linkage
meet the environmental objectives of the California Cap-and-Trade Program.

Summary of New Section 95944(b)(1).

The proposed text requires California entities that seek to purchase, transfer, or
retire compliance instruments in the linked GHG ETS to follow the rules
established by the linked GHG ETS concerning access of California registered
entities to that system.

Rationale for New Section 95944(b)(1).

The change is needed to clarify that California does not seek a “unilateral”
linkage with any external GHG ETS. Rather, the linkage agreement and
California regulations will ensure that the linked system may control access to
the system by California registered entities. The proposed text imposes only
minimal prerequisites for how the external GHG ETS grants access to
California registered entities. The external GHG ETS could impose
requirements ranging from a simple reciprocation of California’s retirement-only
approach to a system that may require registration by California entities in the
other system or involve additional rules.

Summary of New Section 95944(b)(2).

The proposed text would specify that the linkage agreement would need to
ensure that the external GHG ETS provides the California accounts
administrator with documentation on the compliance instruments retired by
California entities on the linked system in time for California to use the
information to determine compliance in California’s program.

Rationale for New Section 95944(b)(2).
The new text is necessary to establish a process by which allowances retired in
a linked GHG ETS may be applied to California entities’ compliance obligations.

New Section 95945. Retirement-Only Agreements With External GHG
Program.

Summary of New Section 95945(a).

The proposed section creates a new type of connection with an external GHG
program to be known as a “Retirement-Only Agreement,” in which entities from
approved external GHG programs may retire California compliance instruments
that could then be applied to their own program obligations. The term
“program” is meant to include any type of program requiring reductions in
greenhouse gas emissions, so a GHG ETS could be one kind of GHG program.
Another kind might set individual entity targets for reductions with an option to
retire another jurisdiction’s compliance instruments.
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ARB already has one form of linkage with the Province of Québec pursuant to
existing section 95943(a). In this existing form of linkage, entities registered
into one jurisdiction are allowed to purchase and hold compliance instruments
issued by the other jurisdiction. Entities from both jurisdictions are registered
into one tracking system. This form of linkage requires a common set of
operational rules.

ARB is contemplating other forms of relationships in which entities can access
the compliance instruments issued by California. One form of linkage is the
proposed “Retirement-Only Agreement,” in which registered entities from an
external GHG program could purchase and retire compliance instruments in
California and apply these retirements to their program’s obligations. The
proposed section specifies that the Board would need to approve such an
agreement.

Rationale for New Section 95945(a).

The proposed section is needed to authorize a new type of agreement and to
ensure that any such linkages conform to important rules governing California’s
system, including restrictions on the types of compliance instruments and the
quantitative limit on offset use.

Summary of New Section 95945(a)(1).

The proposed text authorizes entities registered into approved external GHG
programs to arrange for the retirement of California compliance instruments for
credit towards their compliance obligation in their program.

Rationale for New Section 95945(a)(1).
The proposed section is needed to authorize a new type of agreement. The
provision is also needed to specify the structure for this type of arrangement.

Summary of New Section 95945(a)(2).

The proposed section specifies that the Retirement-Only Agreement will specify
the types of compliance instruments issued by California that may be retired
and applied towards a compliance obligation in an approved external GHG
program.

Rationale for New Section 95945(a)(2).

The proposed text is needed to ensure that this type of agreement must occur

through a Board-approved Retirement-Only Agreement. This text is needed to
ensure entities understand the approval process that must occur before such a
Retirement-Only Agreement can be approved.
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Summary of New Section 95945(a)(3).

The proposed text provides for ARB to place limits on the retirements of
California compliance instruments by entities registered into approved external
GHG programs.

Rationale for New Section 95945(a)(3).

The proposed text is needed to provide a mechanism for ARB to ensure that
the types of compliance instruments retired through this type of agreement
meet the environmental objectives of the California Cap-and-Trade Program.

Summary of New Section 95945(b)(1).

The proposed text requires creation of an External GHG Program Holding
Account under the control of the Executive Officer. California entities seeking
to retire California compliance instruments for entities registered into approved
external GHG programs would have to transfer compliance instruments to this
account before ARB would retire them.

Rationale for New Section 95945(b)(1).
The change is needed to create a pathway to conduct this new type of transfer
in a manner consistent with the agreement.

Summary of New Section 95945(b)(2).

The proposed text prohibits entities registered with an external GHG program
from registering with ARB for the purpose of retiring California compliance
instruments.

Rationale for New Section 95945(b)(2).

The new text is necessary to prevent retirements for purposes of compliance
with an external GHG program which California has not approved and to
ensure proper accounting for retirements of California compliance instruments
under a Retirement-Only Agreement.

Summary of New Section 95945(c)(1).

The proposed text would allow an entity registered with an approved external
GHG program to contract with a California-registered entity to retire California
compliance instruments on behalf of the unregistered entity.

Rationale for New Section 95945(c)(1).

The proposed text would create a pathway to implement transactions under the
new type of linkage agreement without violating the prohibition on holding
instruments on behalf of another entity contained in section 95921(f)(1).

Summary of New Section 95945(c)(2).
The proposed text requires the California registered entity retiring California
compliance instruments on behalf of an entity registered into an approved
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external GHG program to include an identifier in the transfer request containing
the entity identification number assigned by the approved external GHG
program to the entity registered into an approved external GHG program.

Rationale for New Section 95945(c)(2).

The proposed text is needed to create a mechanism for ARB to maintain an
accounting record of retirements made on behalf of entities registered into
approved external GHG program.

Summary of New Section 95945(c)(3).

The proposed text requires the Executive Officer to review retirement transfer
requests for conformance with the Cap-and-Trade Regulation. When
conformance is established the instruments will be transferred to the
Retirement Account and the entity identification assigned by the approved
external GHG program to the entity registered into an approved external GHG
program will be entered into the transfer request.

Rationale for New Section 95945(c)(3).

The proposed text is needed to ensure all retirements conform to the Cap-and-
Trade Regulation requirements and to ensure an accounting of all retirements
made on behalf of an entity registered into an approved external GHG program.

Summary of New Section 95945(c)(4).

The proposed text would authorize the accounts administrator to provide the
administrator of the approved external GHG program an accounting of the
retirements made by California on behalf of the entities registered into the
approved external GHG program.

Rationale for New Section 95945(c)(4).

The proposed text is needed to provide the administrator of the approved
external GHG program with an accounting of the retirements made on behalf of
its entities in the California Cap-and-Trade Program.

Subarticle 13: ARB Offset Credits and Registry Offset Credits
Section 95972. Requirements for Compliance Offset Protocols.
Summary of Section 95972(c).

Section 95972(c) is amended to delete Canada and Mexico from geographic
applicability of compliance offset projects.

Rationale for Section 95972(c).
This amendment is appropriate because all of the current Board-approved
compliance offset protocols limit the geographic location of offset projects to
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within the United States or the United States and its territories. Any future
offsets from regions outside the United States would be authorized via linkage.

Section 95973. Requirements for Offset Projects Using ARB Compliance
Offset Protocols.

Summary of Section 95973(a)(2)(D).
Section 95973(a)(2)(D) is amended to change the word “report” to “Report.”

Rationale for Section 95973(a)(2)(D).
This change is necessary to correct a typographical error.

Summary of Section 95973(a)(2)(G).

Section 95973(a)(2)(G) is added to clarify that if a new law, regulation, or
legally binding mandate comes into effect, a project may continue to receive
ARB offset credits for the reminder of the crediting period, but may not renew a
crediting period.

Rationale for Section 95973(a)(2)(G).
This amendment is necessary to assure the additionality of projects in the

offsets program. If a law, regulation or legally binding mandate requires an
activity that results in GHG emission reductions or GHG removal
enhancements a project cannot receive credit for those GHG emission
reductions or removal enhancements. However, if a project lists prior to the
law, regulation or legally binding mandate going into effect, the project may
continue to receive ARB offset credits for the remainder of their crediting
period. This will help ensure the anticipated financial return on a project
investment is realized.

Summary of Section 95973(a)(3).

Section 95973(a)(3) is amended to remove Canada and Mexico from applicable
locations under general requirements for compliance offset projects. And any
future offsets from regions outside the United States would come in via linkage.

Rationale for Section 95973(a)(3).

This amendment is necessary because all of the current Board-approved
compliance offset protocols limit the geographic location of offset projects to
within the United States or the United States and its territories.

Summary of Section 95973(b).

Section 95973(b) is amended to clarify that state laws and regulations are also

included in the Regulatory Compliance requirements and that a project may be

out of regulatory compliance even if it has not subject to an enforcement action.
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Rationale for Section 95973(b).

This modification is necessary to make it explicit that state laws and regulations
were also included in the regulatory compliance requirement. Previously, state
requirements were included under regional requirements, but now they will be
explicitly identified. Additionally, the modification clarifies that ARB has
discretion to find regulatory noncompliance where noncompliance exists but
has not been subject to enforcement action by a regulatory oversight body.

Summary of Section 95973(b)(1).

Section 95973(b)(1) is added to specify a project using the Livestock Projects
and Mine Methane Capture Projects Compliance Offset Protocols is not eligible
to receive ARB offset credits for only the time period the offset project is out of
regulatory compliance. The Offset Project Operator or Authorized Project
Designee must submit information, subject to ARB review, identifying the start
and end dates of the period the offset project is out of regulatory compliance.

Rationale for Section 95973(b)(1).

This addition is necessary to limit the time period projects using the Livestock
Projects and Mine Methane Capture Projects Compliance Offset Protocols are
ineligible to receive ARB offset credits. In the current version of the Regulation,
if the offset project was out of regulatory compliance during any part of a
reporting period, the offset project was not eligible to receive ARB offset credits
for the entire reporting period. ARB staff determined it is appropriate, when
possible, to limit the period of ineligibility to the period the project was out of
regulatory compliance. The period of time the offset project is out of regulatory
compliance must be substantiated by the Offset Project Operator or Authorized
Project Designee to the satisfaction of ARB.

Summary of Section 95973(b)(1)(A).

Section 95973(b)(1)(A) was added to describe how the start date for the offset
project being out of regulatory compliance is determined, and what must be
provided by the Offset Project Operator or Authorized Project Designee to
justify the start date.

Rationale for Section 95973(b)(1)(A).

This addition is necessary since the time period for the offset project being
ineligible to receive ARB offset credits is tied to the period the offset project is
out of regulatory compliance, the time period for which the offset project is not
in regulatory compliance must be accurately determined. The time period for
which the project is out of regulatory compliance does not always begin when
the violation is first observed by a regulatory oversight body; it may begin
earlier. It is possible the violation could have been occurring prior to the first
observation, so ARB must be assured that the date used for the start of the
project being out of regulatory compliance truly reflects the date the
noncompliant activity cited in the enforcement action actually started.
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Summary of Section 95973(b)(1)(A)(1).

Section 95973(b)(1)(A)3. is added to include documentation from the regulatory
oversight body that initiated the enforcement action as one option for identifying
the start date the offset project is out of regulatory compliance.

Rationale for Section 95973(b)(1)(A)(1).

This addition is necessary since evidence may be present from a variety of real
time monitoring equipment or other sources indicating the precise date of the
offset project going out of regulatory compliance. The same regulatory
oversight body issuing the enforcement action must review the evidence and
agree with the determination of the start date.

Summary of Section 95973(b)(1)(A)(2).

Section 95973(b)(1)(A)(2) is added to allow the date of the last inspection that
did not indicate the offset project was out of regulatory compliance for the
activity in question as one option for identifying the start date the offset project
is out of regulatory compliance.

Rationale for Section 95973(b)(1)(A)(2).

This addition is necessary because it is unlikely the activity that caused the
offset project to be out of regulatory compliance began simultaneously with the
inspection noting the noncompliance or other identification of the activity. If the
activity cited in the enforcement action was not observed at a previous
inspection by the same regulatory oversight body issuing the enforcement
action, then it is likely, but not necessarily conclusive, the activity was in
regulatory compliance at that time.

Summary of Section 95973(b)(1)(A)(3).

Section 95973(b)(1)(A)2. is added to allow the beginning of the Reporting
Period as one option for identifying the start date the offset project is out of
regulatory compliance.

Rationale for Section 95973(b)(1)(A)(3).

This addition is necessary since each Offset Project Data Report contains GHG
emission reduction and removal enhancements for one Reporting Period only.
Even if the offset project was out of regulatory compliance prior to the
beginning of the Reporting Period it is not relevant to calculation GHG emission
reductions and removal enhancements for the current Reporting Period.
However, it may have consequences for previous Reporting Periods.

Summary of Section 95973(b)(1)(B).

Section 95973(b)(1)(B) was added to describe how the end date for the offset
project being out of regulatory compliance is determined, and what must be
provided by the Offset Project Operator or Authorized Project Designee to
substantiate the end date.
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Rationale for Section 95973(b)(1)(B).

This addition is necessary since the time period for the offset project being
ineligible to receive ARB offset credits is tied to the period the offset project is
out of regulatory compliance, and therefore the time period the offset project is
out of regulatory compliance must be accurately determined. The time period
the offset project is out of regulatory compliance does not automatically end
when the violation is addressed by the Offset Project Operator or Authorized
Project Designee. Rather, it ends when the regulatory oversight body issuing
the enforcement action determines that all substantive and procedural
requirements have been met to bring the offset project back into regulatory
compliance.

Summary of Section 95973(b)(1)(C).

Section 95973(b)(1)(B) was added to clarify that the period that the offset
project is out of regulatory compliance is not limited to just the current
Reporting Period, and the period the offset project is out of regulatory
compliance could extend to previous or subsequent Reporting Periods.

Rationale for Section 95973(b)(1)(C).

This addition is necessary because the Offset Project Operator or Authorized
Project Designee is allowed to use the beginning and ending of the current
Reporting Period for calculating eligible emission reductions for the current
Reporting Periods. However, this does not necessarily limit the period the
offset project is out of regulatory conformance to the current Reporting Period.

Summary of Section 95973(b)(1)(D).

Section 95973(b)(1)(D) was added to clarify that ARB’s written determination
and any supporting documents from the regulatory oversight body relating to
the offset project being out of regulatory compliance and the timeframe
identified for removal from the Reporting Period will be made public.

Rationale for Section 95973(b)(1)(D).

This addition is necessary to maintain the public transparency of the
compliance offset program. Since a portion of the Reporting Period tied to the
offset project being out of regulatory compliance will be removed, the manner in
which the dates were determined should be transparent to the public.

Summary of Section 95973(b)(1)(E).

Section 95973(b)(1)(E) was added to explain how the GHG emission
reductions and removal enhancements for the period of time the offset project
is ineligible to receive ARB offset credits are removed from the offset project
accounting.
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Rationale for Section 95973(b)(1)(E).

This addition is necessary since the baseline for Livestock Projects and Mine
Methane Capture Projects is calculated based on the number of days in the
Reporting Period, or based on at least daily meter readings. In this situation, it
Is possible to remove the precise dates covered by the time period the offset
project is out of regulatory compliance.

Summary of Section 95973(b)(2).

Section 95973(b)(2) was added to clarify that all other project types, except
Livestock Projects and Mine Methane Capture Projects, are ineligible to receive
ARB offset credits for the entire Reporting Period when the offset project is not
in regulatory compliance.

Rationale for Section 95973(b)(2).

This section is necessary since none of the other protocol types have methods
in the Board-adopted Compliance Offset Protocol that allow for the removal of a
specific time period from the Reporting Period. This section also preserves the
status quo in the existing regulation, which does not allow for the removal of
specific time periods from the reporting period.

Summary of Section 95973(b)(3).
Section 95973(b)(3) is added to refer the reader to Appendix E for more
information on what are considered project activities.

Rationale for Section 95973(b)(3).
This section is necessary because Appendix E defines the scope of project
activities for each of the six Board-adopted Compliance Offset Protocols.

Summary of Section 95973(c).

Section 95973(c) is amended to change the word “transition” to “transitioned”
and to replace the reference to section 95990(k) with “the Program for
Recognition of Early Action Offset Credits.”

Rationale for Section 95973(c).

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015, or February 28, 2016, depending on the offset
project type. As of August 31, 2016, ARB will no longer issue ARB offset
credits to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.

Section 95974. Authorized Project Designee.
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Summary of Section 95974(a)(2).

Section 95974(a)(2) is amended to add the term “Director or Officer of the” prior
to Offset Project Operator, referring to who may delegate responsibility to the
Authorized Project Designee and to replace the reference to section 95990 with
“the Program for Recognition of Early Action Offset Credits.”

Rationale for Section 95974(a)(2).
Currently, Authorized Project Designees are able to designate themselves as

such once they are made an authorized account representative on the Offset
Project Operator’'s Compliance Instrument Tracking System Service account.
Therefore, this amendment is necessary to limit authority to designate an
Authorized Project Designee to the Director or Officer of the Offset Project
Operator. Also, this amendment is necessary because all early action offset
projects that transitioned to a Compliance Offset Protocol were required to do
so no later than either February 28, 2015 or February 28, 2016, depending on
the offset project type. As of August 31, 2016 ARB will no longer issue ARB
offset credits to early action offset projects. Therefore, the majority of section
95990 containing the early action requirements was removed.

Section 95975. Listing of Offset Projects Using ARB Compliance Offset
Protocols.

Summary of Section 95975(h).
Section 95975(h) is amended to require all projects to list no later than one year
after of Offset Project Commencement.

Rationale for Section 95975(h).

This amendment is needed to limit the timeframe between project
commencement and listing which adds another feature to the program to
ensure offset projects are developed for purposes of reducing GHG’s above a
conservative business-as-usual scenario. Now that a significant amount of time
has passed since the original adoption of the Regulation, it is not necessary to
have the exception for projects with an Offset Project Commencement prior to
January 1, 2015. Also a minor clarification to specify that projects can list more
than one year prior to commencement or waiver requirements being met, but
can only list up to one year after Offset Project Commencement or waiver
requirements being met.

Summary of Section 95975(0).
Section 95975(0) is amended to provide a path to transition offset projects to or
from ARB.
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Rationale for Section 95975(0).

Currently, ARB does not offer registry services; however, the regulation does
allow for the potential of projects registering with ARB. In the case that ARB
does allow project listing in the future, projects need the ability to transfer to
and from ARB just like projects can transfer between registries.

Summary of Section 95975(0)(1).
Section 95975(0)(1) is amended to provide a path to transition offset projects to
or from ARB.

Rationale for Section 95975(0)(1).

Currently ARB does not offer registry services; however, the regulation does
allow for the potential of projects registering with ARB. In the case that ARB
does allow project listing in the future, projects need the ability to transfer to
and from ARB just like projects can transfer between registries.

Summary of Section 95975(0)(1)(A).
Section 95975(0)(1)(A) is amended to provide a path to transition offset
projects to or from ARB.

Rationale for Section 95975(0)(1)(A).

Currently ARB does not offer registry services; however, the regulation does
allow for the potential of projects registering with ARB. In the case that ARB
does allow project listing in the future, projects need the ability to transfer to
and from ARB just like projects can transfer between registries.

Summary of Section 95975(0)(1)(B).
Section 95975(0)(1)(B) is amended to provide a path to transition offset
projects to or from ARB.

Rationale for Section 95975(0)(1)(B).

Currently ARB does not offer registry services; however, the regulation does
allow for the potential of projects registering with ARB. In the case that ARB
does allow project listing in the future, projects need the ability to transfer to
and from ARB just like projects can transfer between registries.

Summary of Section 95975(0)(1)(C).
Section 95975(0)(1)(C) is amended to provide a path to transition offset
projects to or from ARB.

Rationale for Section 95975(0)(1)(C).

Currently ARB does not offer registry services; however, the regulation does
allow for the potential of projects registering with ARB. In the case that ARB
does allow project listing in the future, projects need the ability to transfer to
and from ARB just like projects can transfer between registries.
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Summary of Section 95975(0)(2).
Section 95975(0)(2) is amended to provide a path to transition offset projects to
or from ARB.

Rationale for Section 95975(0)(2).

Currently ARB does not offer registry services; however, the regulation does
allow for the potential of projects registering with ARB. In the case that ARB
does allow project listing in the future, projects need the ability to transfer to
and from ARB just like projects can transfer between registries.

Summary of Section 95975(0)(3).
Section 95975(0)(3) is amended to provide a path to transition offset projects to
or from ARB.

Rationale for Section 95975(0)(3).

Currently ARB does not offer registry services; however, the regulation does
allow for the potential of projects registering with ARB. In the case that ARB
does allow project listing in the future, projects need the ability to transfer to
and from ARB just like projects can transfer between registries.

Summary of New Section 95975(p).

New section 95975(p) is added to state that once a forest offset project has
been issued registry offset credits, the project may not relist within the same
geographic boundaries unless the previous offset project was terminated due to
an unintentional reversal.

Rationale for New Section 95975(p).

This amendment is necessary to more clearly limit the circumstances under
which a forest offset project may relist within the same geographic boundary
once it has been issued registry offset credits. This language exists in the
current version of the Regulation in section 95983(d)(4), and repeating it in the
listing section makes the limitation more apparent.

Section 95976. Monitoring, Reporting, and Record Retention
Requirements for Offset Projects.

Summary of Section 95976(d).

Section 95976(d) is amended to identify that project termination is the
consequence for not submitting the required Offset Project Data Report, to
allow 28 months between listing and reporting and specify that if an Offset
Project Operator or Authorized Project Designee does not submit the initial
Offset Project Data Report within 28 months of listing, the project must be
relisted using the most recent version of a Compliance Offset Protocol in order
to remain eligible to be issued ARB offset credits.
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Rationale for Section 95976(d).

This amendment is necessary because there was not an expressly apparent
consequence for not submitting the required Offset Project Data Report, which
is needed to ensure permanence of the issued ARB offset credits. Projects
have the option of submitting a report reflecting zero GHG emission reductions
or removal enhancements (which is not required to be verified) if necessary.
The timeframe to submit an Offset Project Data Report after listing was
increased to 28 months to allow for a 24 month reporting period and 4 months
to complete and submit the Offset Project Data Report. The requirement to
update the project listing to the most recent version of the Compliance Offset
Protocol was necessary to clarify the consequence of not meeting the 28 month
reporting deadline. Projects that have not reported in a reasonable amount of
time should be required to use the latest version of the Compliance Offset
Protocol to ensure fairness to other program and market participants, and to
ensure the most accurate accounting possible. Additional language was added
to clarify that there are other deadlines within the Regulation that must also be
met.

Summary of Section 95976(d)(7).

Section 95976(d)(7) is amended to state that the Offset Project Operator or
Authorized Project Designee is required to submit the required attestations with
each version of the Offset Project Data Report.

Rationale for Section 95976(d)(7).

This amendment is necessary to clarify that required attestations must be
submitted with each version of the Offset Project Data Report, to avoid possible
interpretation that attestations are only required for certain version(s) of the
Offset Project Data Report.

Summary of New Section 95976(d)(10).
New section 95976(d)(10) is added to require that each version of the Offset
Project Data Report contain a version number and date submitted.

Rationale for New Section 95976(d)(10).
This amendment is necessary to ensure clarity regarding document versions
when multiple versions of an Offset Project Data Report are submitted.

Summary of Section 95976(f).

Section 95976(f) is amended to expand the applicability of interim data
collection to data collection systems other than gas or fuel analytical monitoring
equipment.

Rationale for Section 95976(f).
This amendment is necessary to allow ARB staff additional flexibility in
determining when interim data collection methods may be used when data is
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missing due to an unforeseen breakdown of data collection systems, in order to
allow an offset project to continue operating during a reasonable timeframe
while the monitoring equipment is undergoing repair, when ARB staff determine
that the interim data collection would be reasonably equivalent to data collected
from properly functioning monitoring equipment.

Summary of Section 95976(f)(1)(A).

Section 95976(f)(1)(A) is amended to expand the applicability of interim data
collection to data collection systems other than gas or fuel analytical monitoring
equipment.

Rationale for Section 95976(f)(1)(A).

This amendment is necessary to allow ARB staff additional flexibility in
determining when interim data collection methods may be used when data is
missing due to an unforeseen breakdown of data collection systems, in order to
allow an offset project to continue operating during a reasonable timeframe
while the monitoring equipment is undergoing repair, when ARB staff determine
that the interim data collection would be reasonably equivalent to data collected
from properly functioning monitoring equipment.

Summary of Section 95976(f)(1)(B).

Section 95976(f)(1)(B) is amended to expand the applicability of interim data
collection to data collection systems other than gas or fuel analytical monitoring
equipment.

Rationale for Section 95976(f)(1)(B).

This amendment is necessary to allow ARB staff additional flexibility in
determining when interim data collection methods may be used when data is
missing due to an unforeseen breakdown of data collection systems, in order to
allow an offset project to continue operating during a reasonable timeframe
while the monitoring equipment is undergoing repair, when ARB staff determine
that the interim data collection would be reasonably equivalent to data collected
from properly functioning monitoring equipment.

Summary of Section 95976(f)(1)(C).

Section 95976(f)(1)(C) is amended to expand the applicability of interim data
collection to data collection systems other than gas or fuel analytical monitoring
equipment.

Rationale for Section 95976(f)(1)(C).

This amendment is necessary to allow ARB staff additional flexibility in
determining when interim data collection methods may be used when data is
missing due to an unforeseen breakdown of data collection systems, in order to
allow an offset project to continue operating during a reasonable timeframe
while the monitoring equipment is undergoing repair, when ARB staff determine
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that the interim data collection would be reasonably equivalent to data collected
from properly functioning monitoring equipment.

Summary of Section 95976(f)(1)(D).

Section 95976(f)(1)(D) is amended to expand the applicability of interim data
collection to data collection systems other than gas or fuel analytical monitoring
equipment.

Rationale for Section 95976(f)(1)(D).

This amendment is necessary to allow ARB staff additional flexibility in
determining when interim data collection methods may be used when data is
missing due to an unforeseen breakdown of data collection systems, in order to
allow an offset project to continue operating during a reasonable timeframe
while the monitoring equipment is undergoing repair, when ARB staff determine
that the interim data collection would be reasonably equivalent to data collected
from properly functioning monitoring equipment.

Section 95977. Verification of GHG Emission Reductions and GHG
Removal Enhancements from Offset Projects.

Summary of Section 95977(b).
Section 95977(b) is amended to change “12-month rolling” to “Reporting
Period.”

Rationale for Section 95977(b).

This amendment is necessary for consistency with previous Regulation
amendments that changed offset project reporting from an annual or 12-month
rolling basis to a Reporting Period basis.

Summary of Section 95977(c).

Section 95977(c) is amended to allow for more time between required full offset
verifications for forest projects with high carbon stocks after the end of their
final crediting period.

Rationale for Section 95977(c).

This amendment is necessary to acknowledge that if a forest project’'s carbon
stocks continue to grow after the end of the last crediting period, there is
reduced need for more frequent verifications to ensure permanence.
Increasing the time between full offset verifications for highly stocked projects
also provides an additional incentive for projects to sequester and maintain
additional carbon after the end of their crediting period(s).

Summary of Section 95977(d).
Section 95977(d) is amended to state that the eleven-month deadline for ARB
or the Offset Project Registry to receive an Offset Verification Statement after
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the conclusion of a Reporting Period does not apply when verification is
deferred in accordance with the Regulation.

Rationale for Section 95977(d).
This amendment is required to clarify the circumstances under which the
eleven-month verification deadline applies.

Section 95977.1. Requirements for Offset Verification Services.

Summary of Section 95977.1(a).

Section 95977.1(a) is amended to allow the same verification body or
verification team member to verify any six of nine consecutive Reporting
Periods. This section is also amended to specify that for Ozone Depleting
Substances projects, the same verification body or verification team member
may verify any six of nine offset projects. The amendments specify that the
order of consecutive projects will be determined by project commencement
date.

Rationale for Section 95977.1(a).

This amendment is necessary to clarify criteria establishing the order of
consecutive projects for purposes of determining verifier rotation, and, in
response to stakeholder feedback, provides reasonable flexibility for the
verification bodies and offset project developers to contract for multiple
verifications.

Summary of Section 95977.1(a)(1).

Section 95977.1(a)(1) is amended to allow the same verification body or
verification team member to verify any six of nine consecutive Reporting
Periods for Ozone Depleting Substances projects. The amendments specify
that the order of consecutive projects will be determined by project
commencement date.

Rationale for Section 95977.1(a)(1).
This amendment is necessary for consistency with the amended language in
section 95977.1(a).

Summary of Section 95977.1(a)(3).
Section 95977.1(a)(3) is amended to replace the reference to section 95990(k)
with “the Program for Recognition of Early Action Offset Credits.”

Rationale for Section 95977.1(a)(3).

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
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to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.

Summary of Section 95977.1(b)(1).

Section 95977.1(b)(1) is amended to require that the Offset Project Operator or
Authorized Project Designee submit the Offset Project Data Report prior to the
verifier beginning offset verification services, and to change the requirement for
the verification body to submit a Notice of Offset Verification Services from 30
calendar days prior to beginning offset verification services to 10 calendar days
prior to beginning offset verification services (subject to ARB or Offset Project
Registry approval of the conflict of interest self-evaluation) and 30 calendar
days prior to the scheduled site visit.

Rationale for Section 95977.1(b)(1).

The amendments to section 9597731(b)(1) clarify that the Offset Project
Operator or Authorized Project Designee is required to complete and submit
the Offset Project Data Report, which is the basis for the verification, before the
verification services commence to allow the verification body to begin offset
verification services promptly, while still allowing ARB staff sufficient notice to
plan for conducting audits.

Summary of Section 95977.1(b)(3)(A)1.
Section 95977.1(b)(3)(A)1. is amended to replace the word annual with
Reporting Period.

Rationale for Section 95977.1(b)(3)(A)1.

This amendment is necessary because all verification services are conducted
based on the Offset Project Data Report which covers a single Reporting
Period and is not necessarily annual.

Summary of Section 95977.1(b)(3)(D).

Section 95977.1(b)(3)(D) is amended to state that the listed elements of offset
verification services may be conducted either during the site visit or as part of a
desk review.

Rationale for Section 95977.1(b)(3)(D).

This amendment allows for the verifier to use their professional judgment in
determining which of the listed elements of verification should be completed
during the site visit and which elements are better suited for desk review, while
still maintaining all of the required elements of offset verification services.

Summary of Section 95977.1(b)(3)(D)1.

Section 95977.1(b)(3)(D)1. is amended to state that the listed elements of
offset verification services may be conducted either during the site visit or as
part of a desk review.
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Rationale for Section 95977.1(b)(3)(D)1.

This amendment allows for the verifier to use their professional judgment in
determining which of the listed elements of verification should be completed
during the site visit and which elements are better suited for desk review, while
still maintaining all of the required elements of offset verification services.

Summary of Section 95977.1(b)(3)(D)2.

Section 95977.1(b)(3)(D)2. is amended to state that the listed elements of
offset verification services may be conducted either during the site visit or as
part of a desk review.

Rationale for Section 95977.1(b)(3)(D)2.

This amendment allows for the verifier to use their professional judgment in
determining which of the listed elements of verification should be completed
during the site visit and which elements are better suited for desk review, while
still maintaining all of the required elements of offset verification services.

Summary of Section 95977.1(b)(3)(D)2.h.

Section 95977.1(b)(3)(D)2.h. is modified to state that “some or all” of the GHG
emission reduction or removal enhancements may be ineligible to receive ARB
offset credits.

Rationale for Section 95977.1(b)(3)(D)2.h.

This modification is necessary to be consistent with modifications to section
95973(b) which in certain situations limits the period ineligible to receive ARB
offset credit to less than the full Reporting Period.

Summary of Section 95977.1(b)(3)(D)2.i.
Section 95977.1(b)(3)(D)2.i. is deleted.

Rationale for Section 95977.1(b)(3)(D)2.1.
This section is deleted because the language overlaps with the amendment to
section 95977.1(b)(3)(D)2.

Summary of Section 95977.1(b)(3)(L)1.
Section 95977.1(b)(3)(L)1. is amended to replace the word “annual” with
“Reporting Period”.

Rationale for Section 95977.1(b)(3)(L)1.

This amendment is necessary because all verification services are conducted
based on the Offset Project Data Report, which covers a single Reporting
Period and is not necessarily annual.
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Summary of Section 95977.1(b)(3)(M).

Section 95977.1(b)(3)(M) is amended to state that a revised Offset Project Data
Report must include the attestations required in accordance with section
95976(d)(7).

Rationale for Section 95977.1(b)(3)(M).

This amendment is necessary to clarify that all revised Offset Project Data
Reports must include the required attestations. The attestations are essential
to ensuring the integrity of the reported data.

Summary of Section 95977.1(b)(3)(R).

Section 95977.1(b)(3)(R) is amended to state that offset verification services
are not complete until ARB issues offset credits for the Offset Project Data
Report.

Rationale for Section 95977.1(b)(3)(R).

This amendment is necessary to clarify when offset verification services are
complete. ARB often requests revisions of the Offset Verification Report prior
to issuance of ARB offset credits.

Summary of Section 95977.1(b)(3)(R)1.
Section 95977.1(b)(3)(R)1. is amended to replace the word “upon” with the
phrase “prior to” in reference to the completion of offset verification services.

Rationale for Section 95977.1(b)(3)(R)1.

This amendment is necessary to clarify that the verification body must complete
and submit an Offset Verification Statement prior to completion of offset
verification services.

Summary of Section 95977.1(b)(3)(R)8.

Section 95977.1(b)(3)(R)8. is added to state that if ARB or the Offset Project
Registry determines that a verification report is insufficient, the verification body
must submit a revised report and Offset Verification Statement within 15
calendar days.

Rationale for Section 95977.1(b)(3)(R)8.
This amendment is necessary to ensure that revisions to the offset verification
report and Offset Verification Statement are made in a timely matter.

Summary of Section 95977.1(b)(3)(S).

Section 95977.1(b)(3)(S) is amended to replace the term “verification body”
with “Offset Project Operator or Authorized Project Designee” in reference to
who may make changes to the Offset Project Data Report after submittal.
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Rationale for Section 95977.1(b)(3)(S).

This amendment is necessary because only the Offset Project Operator or
Authorized Project Designee can make changes to the Offset Project Data
Report. The verifier can never make changes to the Offset Project Data
Report.

Summary of Section 95977.1(b)(3)(T).
Section 95977.1(b)(3)(T) is amended to change the reference from section
95979(b)(3) to 95979(b)(4), and the reference from 95979(b)(4) to 95979(b)(5).

Rationale for Section 95977.1(b)(3)(T).
This amendment is necessary because section 95979(b)(3) is amended to
95979(b)(4) and section 95979(b)(4) is amended to 95979(b)(5).

Section 95978. Offset Verifier and Verification Body Accreditation.

Summary of Section 95978(e).
Section 95978(e) is amended to state that the direct supervision requirement
only applies to a technical expert during a site visit.

Rationale for Section 95978(e).

This amendment is needed to clarify that the direct supervision requirement is
only applicable during a site visit, to remove uncertainty regarding when a
verifier, acting as a supervisor to a technical expert, must be available to
respond to the needs of the technical expert.

Section 95979. Conflict of Interest Requirements for Verification Bodies
and Offset Verifiers for Verification of Offset Project Data Reports.

Summary of Section 95979(b).
Section 95979(b) is modified to move the definitions of Member and related
entity from the middle of the section to the top.

Rationale for section 95979(b).

The modification is necessary to make it more apparent that the definitions
apply to the whole section, and to conform to a more conventional regulatory
format.

Summary of Section 95979(b)(2)(R).
Section 95979(b)(2)(R) is amended to add the word “and.”

Rationale for Section 95979(b)(2)(R).
This amendment is a grammatical correction resulting from the deletion of
section 95979(b)(2)(T).
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Summary of Section 95979(b)(2)(S).
Section 95979(b)(2)(S) is amended to delete the word “and” and related
punctuation changes.

Rationale for Section 95979(b)(2)(S).
This amendment is a grammatical correction resulting from the deletion of
section 95979(b)(2)(S).

Summary of Section 95979(b)(2)(T).
Section 95979(b)(2)(T) is deleted.

Rationale for Section 95979(b)(2)(T).

This deletion is necessary because section 95979(b)(2)(T) is not in the
appropriate place in the Regulation. Section 95979(b)(2)(T) identifies a
potential conflict of interest between a verification body or verifier(s) and an
ozone depleting substances destruction facility, however, it is in section
95979(b)(2) which refers to potential conflict of interest activities between the
verification body or verifier(s) and the Offset Project Operator, Authorized
Project Designee, or their technical consultants. This section has been moved
to section 95979(b)(3).

Summary of New Section 95979(b)(3).

New section 95979(b)(3) is added to include the scenario that within the
previous three years any staff member of the verification body has provided a
third-party TEAP certification to an ozone depleting substances destruction
facility.

Rationale for New Section 95979(b)(3).

The language in this new section was formerly in section 95979(b)(2)(T), which
is amended as described above. As described above, section 95979(b)(2)(T)
was inappropriately under section 95979(b)(2) and needed to be moved. The
timeframe has been changed from five years to three since the TEAP
certification is only valid for three years.

Summary of Section 95979(b)(3).
Section 95973(b)(3) is renumbered to 95973(b)(4).

Rationale for Section 95979(b)(3).
This change is needed due to the addition of new section 95973(b)(3).

Summary of Section 95979(b)(4).
Section 95973(b)(4) is renumbered to 95973(b)(5).

Rationale for Section 95979(b)(4).
This change is needed due to the addition of new section 95973(b)(3).
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Summary of Section 95979(c).

Section 95979(d) is amended to add employment relationships as reason for
medium conflict of interest. This change is needed to maintain consistency with
the addition of employment relationships as a reason for medium conflict of
interest in section 95979(d)

Rationale for Section 95979(c).

This amendment is necessary since in addition to personal and family
relationships, employment relationships can also influence our interactions with
others.

Summary of Section 95979(d).

Section 95979(d) is amended to add employment relationships as a reason for
medium conflict of interest. Text defining the term “employment” for the
purposes of section 95979 is added.

Rationale for Section 95979(d).

Employment relationships are added as a reason for medium conflict of interest
since, in addition to personal and family relationships, employment
relationships can also influence interactions with others. The text defining
“employment” is needed to clearly define the term as it is applied in section
95979.

Summary of Section 95979(e)(3)(D).

Employment relationships are added to the types of relationships that
potentially represent a conflict of interest for staff that would perform offset
verification services.

Rationale for Section 95979(e)(3)(D).

Employment relationships are added as a reason for potential conflict of
interest since, in addition to personal and family relationships, employment
relationships can also influence interactions with others.

Section 95980. Issuance of Registry Offset Credits.

Summary of Section 95980(c).

Section 95980(c) is amended to change the word “transition” to “transitioned”
and to add language to support the deleting of section 95990(k) including
language formerly found in 95990(k)(2) describing the initial crediting period.

Rationale for Section 95980(c).

The amendment to change the word “transition” to “transitioned” is necessary
because all early action offset projects that transitioned to a Compliance Offset
Protocol were required to do so no later than either February 28, 2015, or
February 28, 2016, depending on the offset project type. The reference change
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from section 95990(k) to Program for Recognition of Early Action Offset Credits
is necessary because 95990(K) is deleted in the proposed amendments. And
the initial crediting period language was included to replace similar language
from deleted section 95990(k)(2).

Section 95980.1 Process for Issuance of Registry Offset Credits.

Summary of Section 95980.1(a).

Section 95980.1(a) is amended to add the phrase “or Authorized Project
Designee” in reference to parties able to authorized the issuance of registry
offset credits.

Rationale for Section 95980.1(a).

This amendment is necessary to allow Authorized Project Designees to
authorize the issuance of registry offset credits. The Offset Project Operator
has assigned significant rights and responsibilities to the Authorized Project
Designee so it is logical it should also include the right to request issuance of
offset credits. Section 95980.1 is identified in section 95974(a)(2) of the current
regulation as containing requirements the Offset Project Operator can delegate
to the Authorized Project Designee.

Section 95981. Issuance of ARB Offset Credits.

Summary of Section 95981 (a).

Section 95981(a) is amended to expressly state that ARB offset credits will only
be issued for a GHG emission reduction or removal enhancement that occurs
during a Reporting Period.

Rationale for Section 95981(a).

This amendment is necessary to limit the issuance of ARB offset credits to
GHG emission reductions and removal enhancements, which occur during a
Reporting Period. Emission reductions that occur outside a Reporting Period
cannot be included in an Offset Project Data report, which only covers one
Reporting Period and therefore cannot be verified. This is consistent with the
definition of Reporting Period in the current version of the Regulation.

Summary of Section 95981(a)(2).
Section 95981(a)(2) is amended to delete the word “and.”

Rationale for Section 95981(a)(2).
This amendment is a grammatical correction resulting from the addition of new
section 95981 (a)(4).
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Summary of Section 95981(a)(3).
Section 95981(a)(3) is amended to add the word “and” and related punctuation
changes.

Rationale for Section 95981(a)(3).
This amendment is a grammatical correction resulting from the addition of new
section 95981 (a)(4).

Summary of New Section 95981(a)(4).

New section 95981 (a)(4) is added to specify that ARB offset credits will only be
issued if the criteria for invalidation of ARB offset credits has not been
triggered.

Rationale for New Section 95981 (a)(4).

This new section is necessary to preclude issuance of ARB offset credits
resulting from projects where ARB is aware, prior to issuance that the offset
credits would immediately be subject to invalidation.

Summary of Section 95981 (b)(5).
Section 95981(b)(5) is modified to delete the final period to allow the sentence
to continue with language from section 95981(b)(5)(B)

Rationale for Section 95981(b)(5).

Modifications to this section are necessary to allow either the Offset Project
Operator or Authorized Project Designee to request that ARB offset credits are
placed into the Holding Account of the Offset Project Operator, Authorized
Project Designee, or another third party. The Offset Project Operator has
assigned significant rights and responsibilities to the Authorized Project
Designee so it is logical it should also include the right to request issuance of
offset credits. Section 95981 is identified in the current version of the regulation
as a section the Offset Project Operator can delegate to the Authorized Project
Designee.

Summary of Section 95981 (b)(5)(A).
Section 95981(b)(5)(A) is deleted.

Rationale for Section 95981(b)(5)(A).

It is necessary to delete this section because there is no longer a difference in
whether the Offset Project Operator and the Authorized Project Designee can
request the issuance of ARB offset credits to.

Summary of Section 95981(b)(5)(B).

Section 95981(b)(5)(B) is deleted and the majority of the language appended to
section 95981 (b)(5) to allow either the Offset Project Operator or Authorized
Project Designee to request that ARB offset credits are placed into the Holding
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Account of the Offset Project Operator, Authorized Project Designee, or
another third party.

Rationale for Section 95981 (b)(5)(B).

This amendment is necessary to allow the Authorized Project Designee to
request that ARB offset credits be placed into its Holding Account or that of the
Offset Project Operator or another third party.

Summary of Section 95981(c).

This section is amended to replace the text “section 95981 (a)” with “this article
and the applicable Compliance Offset Protocol,” in reference to the
requirements that GHG emission reductions and removal enhancements must
meet.

Rationale for Section 95981(c).

This amendment is necessary to clarify that GHG emission reductions and
removal enhancements must meet all the requirements of the Regulation and
the applicable Compliance Offset Protocol, rather than only the requirement
stated in section 95981(a).

Summary of Section 95981(e).

Section 95981 (e) is amended to change the word “transition” to “transitioned”
and to add language to support the deleting of section 95990(k) including
language formerly found in 95990(k)(2) describing the initial crediting period.

Rationale for Section 95981(e).

The amendment to change the word “transition” to “transitioned” is necessary
because all early action offset projects that transitioned to a Compliance Offset
Protocol were required to do so no later than either February 28, 2015, or
February 28, 2016, depending on the offset project type. The reference change
from section 95990(k) to Program for Recognition of Early Action Offset Credits
is necessary because section 95990(k) is deleted in the proposed
amendments, and the initial crediting period language was included to replace
similar language from deleted section 95990(k)(2).

Section 95981.1. Process for Issuance of ARB Offset Credits.

Summary of Section 95981.1(e).

Section 95981.1(e) is amended to state that a registry offset credit must be
removed or canceled within 10 calendar days after ARB issues an ARB offset
credit, and to delete the requirement that registry offset credits be removed or
canceled before ARB issues an ARB offset credit.
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Rationale for Section 95981.1(e).

This amendment is necessary to clarify that registry offset credits may be
canceled after, and do not need to be canceled prior to ARB offset credit
issuance. Allowing the Offset Project Registry to cancel registry offset credits
after ARB offset credit issuance is necessary to ensure that market sensitive
issuance information is not released prior to the time when ARB offset credit
iIssuances are publicly announced.

Section 95983. Forestry Offset Reversals.

Summary of Section 95983(b)(1).

Section 95983(b)(1) is amended to change the timeframe for which a verified
estimate of current carbon stocks must be completed after an unintentional
reversal from one year to 23 months, to replace the word “regulatory” with the
word “offset” in reference to the required full offset verification, and to state that
after an unintentional reversal, the Offset Project Operator or Authorized
Project Designee does not need to submit an Offset Project Data Report until
the required estimate of carbon stocks is completed.

Rationale for Section 95983(b)(1).

The amendment to the timeframe for submittal of a verified estimate of current
carbon stocks is necessary to allow for sufficient time for generation and
verification of the carbon stock inventory after an unintentional reversal occurs.
The replacement of the word “regulatory” with the word “offset” is necessary for
consistency with the term “full offset verification,” which is defined in section
95802(a). The amendment to state that the Offset Project Data Report does
not need to be submitted until the required estimate of carbon stocks is
completed is required because until there is an updated inventory of carbon
stocks, there is less value in submitting an Offset Project Data Report using
data from prior to the unintentional reversal which no longer accurately reflects
onsite carbon stocks.

Summary of Section 95983(b)(2)(A).
Section 95983(b)(2)(A) is amended to change the term “each Reporting Period”
to “all Reporting Periods.”

Rationale for Section 95983(b)(2)(A).

This amendment is necessary to clarify that after an unintentional reversal of a
forest project that came into the program directly under a Compliance Offset
Protocol, ARB offset credits will be retired from the Forest Buffer Account in an
amount based on the metric tons of CO»e reversed for all Reporting Periods. It
is sufficient to calculate the reversal based on the total number of offset credits
issued rather than for each individual Reporting Period.
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Summary of Section 95983(b)(2)(B).
Section 95983(b)(2)(B) is amended to change five instances of the term “each
Reporting Period” to “all Reporting Periods.”

Rationale for Section 95983(b)(2)(B).

This amendment is necessary to clarify that after an unintentional reversal of a
forest project that transitioned to the program from an Early Action Offset
Program, ARB offset credits will be retired from the Forest Buffer Account in an
amount calculated based on all Reporting Periods, and the terms in the
equation are amended for consistency.

Summary of Section 95983(c)(2).
Section 95983(c)(2) is amended to replace the word “regulatory” with the word
“offset” in reference to the required full offset verification.

Rationale for Section 95983(c)(2).

The replacement of the word “regulatory” with the word “offset” is necessary for
consistency with the term “full offset verification,” which is defined in section
95802(a).

Summary of Section 95983(c)(3).

Section 95983(c)(3) was modified to identify the that current, or most recent (in
the case of an offset project after the final crediting period), forest owner(s) are
responsible for submitting ARB compliance instruments in the case of an
intentional reversal.

Rationale for Section 95983(c)(3).

This amendment is necessary to clarify which forest owner(s) are responsible
for submitting ARB compliance instruments in the case of an intentional
reversal. Itis possible that the project area or parts of it may have been
transitioned to new owner(s) during the project, and this makes clear which
forest owner(s) are responsible.

Summary of Section 95983(c)(3)(A).
Section 95983(c)(3)(A) is amended to change the term “each Reporting Period”
to “all Reporting Periods.”

Rationale for Section 95983(c)(3)(A).

This amendment is necessary to clarify that after an intentional reversal of a
forest project that came into the program directly under a Compliance Offset
Protocol, the forest owner must turn in valid compliance instruments in an
amount based on the metric tons of COe reversed for all Reporting Periods. It
is sufficient to calculate the reversal based on the total number of offset credits
issued rather than for each individual Reporting Period.
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Summary of Section 95983(c)(3)(B).

Section 95983(c)(3)(B) is amended to change five instances of the term “each
Reporting Period” to “all Reporting Periods” and to replace the term “Offset
Project Data Report” with “all Reporting Periods,” in reference to the total metric
tons of COe reversed.

Rationale for Section 95983(c)(3)(B).

This amendment is necessary to clarify that after an intentional reversal of a
forest project that transitioned to the program from an Early Action Offset
Program, the forest owner must turn in valid compliance instruments in an
amount calculated based on all Reporting Periods, and the terms in the
eguation are amended for consistency.

Summary of Section 95983(c)(4).

Section 95983(c)(4) is amended to state that for an early project termination,
the current, or most recent (in the case of an offset project after the final
crediting period), forest owner(s) must submit valid compliance instruments in
an amount equal to the number of ARB offset credits issued to the project for
each Reporting Period, except for improved forest management projects, for
which the amount must be multiplied by the compensation rate specified in the
Compliance Offset Protocol and the early termination applied to both projects
that used a Compliance Offset Protocol and projects that used an early action
quantification methodology whether or not they transition to a Compliance
Offset Protocol.

Rationale for Section 95983(c)(4).

This amendment is necessary because in the event of an early termination
there is not a need for a verified estimate to calculate the reversal and all GHG
emission reductions or removal enhancements credited to the project will be
considered reversed. The amendment also clarified that no matter the origin of
the ARB offset credits, Compliance Offset Protocol or early action quantification
method, all ARB offset credits issued to the project will be terminated. This
should have already been assumed because once a project terminates it is not
possible to assure the permanence of the previously issued ARB offset credits,
but the amendment makes this clear in express regulatory text. Additionally, it
is necessary to clarify which forest owner(s) are responsible for submitting ARB
compliance instruments in the case of an intentional reversal. It is possible that
the project area or parts of it may have been transitioned to new owner(s)
during the project, and this makes it clear which forest owner(s) have the
responsibility.

Summary of Section 95983(c)(4)(A).
Section 95983(c)(4)(A) is deleted.
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Rationale for Section 95983(c)(4)(A).
This amendment is necessary for consistency with the amendments to section
95983(c)(4).

Summary of Section 95983(c)(4)(B).
Section 95983(c)(4)(B) is deleted.

Rationale for Section 95983(c)(4)(B).
This amendment is necessary for consistency with the amendments to section
95983(c)(4).

Summary of Section 95983(c)(4)(C).
Section 95983(c)(4)(C) is deleted.

Rationale for Section 95983(c)(4)(C).
This amendment is necessary for consistency with the amendments to section
95983(c)(4).

Summary of Section 95983(c)(4)(D).
Section 95983(c)(4)(D) is amended to 95983(c)(4)(A).

Rationale for Section 95983(c)(4)(D).
This amendment is necessary due to the deletion of sections 95983(c)(4)(A),
95983(c)(4)(B) and 95983(c)(4)(C) in the proposed amendments.

Summary of Section 95983(c)(4)(E).
Section 95983(c)(4)(E) is amended to 95983(c)(4)(B).

Rationale for Section 95983(c)(4)(E).
This amendment is necessary due to the deletion of sections 95983(c)(4)(A),
95983(c)(4)(B) and 95983(c)(4)(C) in the proposed amendments.

Summary of Section 95983(c)(4)(F).
Section 95983(c)(4)(F) is amended to 95983(c)(4)(C). The two references to
“sections 95983(c)(4)(A) or (B)” are amended to “section 95983(c)(4).”

Rationale for Section 95983(c)(4)(F).

These amendments are necessary due to the deletion of sections
95983(c)(4)(A), 95983(c)(4)(B) and 95983(c)(4)(C) in the proposed
amendments.

Summary of Section 95983(d)(1).
Section 95983(d)(1) is amended to replace the reference to section 95990(Kk)
with “the Program for Recognition of Early Action Offset Credits.”
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Rationale for Section 95983(d)(1).

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.

Section 95985. Invalidation of ARB Offset Credits.

Summary of Section 95985(b)(1).
Section 95985(b)(1) is amended to replace the reference to section 95990(k)
with “the Program for Recognition of Early Action Offset Credits.”

Rationale for Section 95985(b)(1).

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.

Summary of Section 95985(b)(1)(A).

Section 95985(b)(1)(A) is amended to change the reference to section
95990(c)(5) to the Program for Recognition of Early Action Offset Credits and to
insert the phrase “all of” in reference to the requirements in the subsequent
subsections.

Rationale for Section 95985(b)(1)(A).

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed. The insertion of the
phrase “all of” clarifies that all of the requirements in the subsequent
subsections must be met in order to reduce the invalidation timeframe for the
specified project type.

Summary of Section 95985(b)(1)(A)1.

Section 95985(b)(1)(A)1. is amended to change all references to section
95990(I) to 95990(a) and to state that if minor correctable errors that do not
result in an offset material misstatement are found during the full offset
verification conducted to reduce the invalidation timeframe, a Qualified Positive
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Offset Verification Statement must be issued and the correctable errors must
be identified on the Offset Verification Statement.

Rationale for Section 95985(b)(1)(A)1.

This amendment is necessary to fix an internal reference as a result of
removing the majority of section 95990 and to describe how a verifier should
evaluate an offset project, undergoing an invalidation verification, with minor
errors that should have been corrected during the initial verification. This
amendment is necessary because the Offset Project Data Report cannot be
edited as a result of findings from the invalidation verification.

Summary of Section 95985(b)(1)(A)2.
Section 95985(b)(1)(A)2. is amended to change all references to section
95990(l) to 95990(a).

Rationale for Section 95985(b)(1)(A)2.
This amendment is necessary to fix an internal reference as a result of
removing the majority of section 95990.

Summary of Section 95985(b)(1)(A)3.b.
Section 95985(b)(1)(A)3.b._is amended to replace the reference to section
95990(k) with “the Program for Recognition of Early Action Offset Credits.”

Rationale for Section 95985(b)(1)(A)3.b.

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.

Summary of Section 95985(b)(1)(B)1.
Section 95985(b)(1)(B)1. is amended to change all references to section
95990(l) to 95990(a).

Rationale for Section 95985(b)(1)(B)1.
This amendment is necessary to fix an internal reference as a result of
removing the majority of section 95990.

Summary of Section 95985(b)(1)(B)2.
Section 95985(b)(1)(B)2. is amended to change all references to section
95990(l) to 95990(a).
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Rationale for Section 95985(b)(1)(B)2.
This amendment is necessary to fix an internal reference as a result of
removing the majority of section 95990.

Summary of Section 95985(b)(1)(B)3.

Section 95985(b)(1)(B)3. is amended to insert the phrase “pursuant to section
95981" in reference to ARB offset credits issued, and to state that the
invalidation timeframe for ARB offset credits issued for any number of Early
Action Reporting Periods may be reduced for the specified project types if the
subsequent Offset Project Data Report was verified by a different verification
body.

Rationale for Section 95985(b)(1)(B)3.

This amendment is necessary to clarify that the invalidation timeframe for ARB
offset credits issued for Early Action Reporting Periods may be reduced for
more than three Reporting Periods, to differentiate the requirement from that
which applies to ARB offset credits issued under a Compliance Offset Protocol,
for which the invalidation timeframe may only be reduced for three Reporting
Periods preceding the verification of an Offset Project Data Report by a
different verification body.

Summary of Section 95985(b)(1)(B)3.b.
Section 95985(b)(1)(B)3.b. is amended to replace the reference to section
95990(k) with “the Program for Recognition of Early Action Offset Credits.”

Rationale for Section 95985(b)(1)(B)3.b.

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.

Summary of Section 95985(b)(1)(B)4.

Section 95985(b)(1)(B)4. is amended to replace the word “year” with “Reporting
Period” and to state that the invalidation timeframe for the specified project type
may be reduced for the last Reporting Period and, under certain circumstances,
previous Reporting Periods, of a crediting period for a project that will not have
a renewed crediting period.

Rationale for Section 95985(b)(1)(B)4.

This amendment is necessary for consistency with prior Regulation
amendments which changed reporting from an annual to a Reporting Period
basis. This amendment is also necessary to provide a mechanism to allow the
reverification of the final Reporting Period to shorten the invalidation timeframe
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of specific prior Reporting Periods similar to the verification of a subsequent
Reporting Period shortening the invalidation timeframe of previous Reporting
Periods.

Summary of Section 95985(b)(1)(B)4.a.

Section 95985(b)(1)(B)4.a. is amended to allow the invalidation timeframe of
additional Reporting Periods to be shortened by reverifying the final Reporting
Period the for crediting period.

Rationale for Section 95985(b)(1)(B)4.a.

This amendment is necessary to support the amendments in section
95985(b)(1)(B)4. allowing the invalidation timeframe of addition reporting
periods to be shortened by the final reverification.

Summary of Section 95985(b)(1)(B)5.

Section 95985(b)(1)(B)5. is amended to change the reference to 95990(c)(5) to
the Program for Recognitions of early Action Offset Credits and to fix an
internal reference as a result of removing the majority of section 95990.

Rationale for Section 95985(b)(1)(B)5.

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.

Summary of Section 95985(c)(1)(B).
Section 95985(c)(1)(B) is amended to change the reference to 95990(c)(5) to
the Program for Recognitions of early Action Offset Credits.

Rationale for Section 95985(c)(1)(B).

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.

Summary of Section 95985(c)(2).
Section 95985(c)(2) is amended to harmonize the language with section
95973(b) and include a reference to 95973(b).
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Rationale for Section 95985(c)(2).

This amendment is necessary because amendments were made to section
95973(b) to allow certain offset project types under specific situation to limit the
period of ineligibility for ARB offset credits, and the same limitations would
apply to invalidation.

Summary of Section 95985(c)(2)(A).

Section 95985(c)(2)(A) is added to require that for Livestock and Mine Methane
Capture projects that are out of regulatory compliance, the Offset Project
Operator, Authorized Project Designee, and verifier must provide information
requested by ARB.

Rationale for Section 95985(c)(2)(A).

This section is necessary so that ARB staff can, in a reasonable amount of
time, collect the information necessary to determine how many ARB offset
credits may be invalidated. Currently, where offset credits are subject to
invalidation during a given reporting period, all ARB offset credits issued to the
offset project for that entire Reporting Period are subject to invalidation.
Therefore, there has been no need to calculate the number of offset credits that
may be invalidated during that reporting period. In certain instances, the
proposed revisions allow the ARB offset credits from less than a full reporting
period to be invalidated, so ARB staff must have enough information to make
the determination. This section is modeled after existing section 95985(c)(1)(A)
for an overstatement of greater than 5.00 percent.

Summary of Section 95985(c)(2)(A)1.

Section 95985(c)(2)(A)1. is added to identify information ARB staff may review
in determining the number of ARB offset credits that should have been issued
to the project.

Rationale for Section 95985(c)(2)(A)1.

This section is necessary so that ARB staff can determine how many ARB
offset credits may be invalidated. Currently, where offset credits are subject to
invalidation during a given reporting period, all ARB offset credits issued to the
offset project for that entire Reporting Period are subject to invalidation.
Therefore, there has been no need to calculate the number of offset credits that
may be invalidated during that reporting period. In certain instances, the
proposed revisions allow the ARB offset credits from less than a full reporting
period to be invalidated, so ARB staff must have enough information to make
the determination. This section is modeled after existing section 95985(c)(1)(A)
for an overstatement of greater than 5.00 percent.
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Summary of Section 95985(c)(2)(A)1.a.

Section 95985(c)(2)(A)1.a. is added to identify examples of what information
ARB staff can review in determining the number of ARB offset credits that
should have been issued to the project.

Rationale for Section 95985(c)(2)(A)1.a.

This section is necessary so that ARB staff can determine how many ARB
offset credits will be invalidated. Currently, where offset credits are subject to
invalidation during a given reporting period, all ARB offset credits issued to the
offset project for that entire Reporting Period are subject to invalidation.
Therefore, there has been no need to calculate the number of offset credits that
may be invalidated during that reporting period. In certain instances, the
proposed revisions allow the ARB offset credits from less than a full reporting
period to be invalidated, so ARB staff must have enough information to make
the determination. This section is modeled after existing section 95985(c)(1)(A)
for an overstatement of greater than 5.00 percent.

Summary of Section 95985(c)(2)(A)1.b.

Section 95985(c)(2)(A)1.b. is added to identify examples of what information
ARB staff can review in determining the number of ARB offset credits that
should have been issued to the project.

Rationale for Section 95985(c)(2)(A)1.b.

This section is necessary so that ARB staff can determine how many ARB
offset credits will be invalidated. Currently, all the ARB offset credits issued to
the offset project for the entire Reporting Period are invalidated so there is no
need to review or calculate anything. The proposed revisions allow only a
portion of the ARB offset credits to be invalidated, so ARB staff must have
enough information to make the determination. This section is identical to
existing section 95985(c)(1)(A)1.b. for an overstatement of greater than 5.00
percent.

Summary of Section 95985(c)(2)(A)1.c.

Section 95985(c)(2)(A)1.c. is added to identify examples of what information
ARB staff can review in determining the number of ARB offset credits that
should have been issued to the project.

Rationale for Section 95985(c)(2)(A)1.c.

This section is necessary so that ARB staff can determine how many ARB
offset credits will be invalidated. Currently, where offset credits are subject to
invalidation during a given reporting period, all ARB offset credits issued to the
offset project for that entire Reporting Period are subject to invalidation.
Therefore, there has been no need to calculate the number of offset credits that
may be invalidated during that reporting period. In certain instances, the
proposed revisions allow the ARB offset credits from less than a full reporting
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period to be invalidated, so ARB staff must have enough information to make
the determination. This section is modeled after existing section 95985(c)(1)(A)
for an overstatement of greater than 5.00 percent.

Summary of Section 95985(c)(2)(A)2.

Section 95985(c)(2)(A)2. is added to identify examples of what methods ARB
staff can review in determining the number of ARB offset credits that should
have been issued to the project.

Rationale for Section 95985(c)(2)(A)2.

This section is necessary so that ARB staff can determine how many ARB
offset credits will be invalidated. Currently, where offset credits are subject to
invalidation during a given reporting period, all ARB offset credits issued to the
offset project for that entire Reporting Period are subject to invalidation.
Therefore, there has been no need to calculate the number of offset credits that
may be invalidated during that reporting period. In certain instances, the
proposed revisions allow the ARB offset credits from less than a full reporting
period to be invalidated, so ARB staff must have enough information to make
the determination. This section is modeled after existing section 95985(c)(1)(A)
for an overstatement of greater than 5.00 percent.

Summary of Section 95985(c)(2)(A)2.a.

Section 95985(c)(2)(A)2.a. is added to identify examples of what methods ARB
staff can review in determining the number of ARB offset credits that should
have been issued to the project.

Rationale for Section 95985(c)(2)(A)2.a.

This section is necessary so that ARB staff can determine how many ARB
offset credits will be invalidated. Currently, where offset credits are subject to
invalidation during a given reporting period, all ARB offset credits issued to the
offset project for that entire Reporting Period are subject to invalidation.
Therefore, there has been no need to calculate the number of offset credits that
may be invalidated during that reporting period. In certain instances, the
proposed revisions allow the ARB offset credits from less than a full reporting
period to be invalidated, so ARB staff must have enough information to make
the determination. This section is modeled after existing section 95985(c)(1)(A)
for an overstatement of greater than 5.00 percent.

Summary of Section 95985(c)(2)(A)2.b.

Section 95985(c)(2)(A)2.b. is added to identify examples of what methods ARB
staff can review in determining the number of ARB offset credits that should
have been issued to the project.

Rationale for Section 95985(c)(2)(A)2.b.
This section is necessary so that ARB staff can determine how many ARB
offset credits will be invalidated. Currently, where offset credits are subject to
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invalidation during a given reporting period, all ARB offset credits issued to the
offset project for that entire Reporting Period are subject to invalidation.
Therefore, there has been no need to calculate the number of offset credits that
may be invalidated during that reporting period. In certain instances, the
proposed revisions allow the ARB offset credits from less than a full reporting
period to be invalidated, so ARB staff must have enough information to make
the determination. This section is modeled after existing section 95985(c)(1)(A)
for an overstatement of greater than 5.00 percent.

Summary of Section 95985(c)(2)(A)2.c.

Section 95985(c)(2)(A)2.c. is added to identify examples of what methods ARB
staff can review in determining the number of ARB offset credits that should
have been issued to the project.

Rationale for Section 95985(c)(2)(A)2.c.

This section is necessary so that ARB staff can determine how many ARB
offset credits will be invalidated. Currently, where offset credits are subject to
invalidation during a given reporting period, all ARB offset credits issued to the
offset project for that entire Reporting Period are subject to invalidation.
Therefore, there has been no need to calculate the number of offset credits that
may be invalidated during that reporting period. In certain instances, the
proposed revisions allow the ARB offset credits from less than a full reporting
period to be invalidated, so ARB staff must have enough information to make
the determination. This section is modeled after existing section 95985(c)(1)(A)
for an overstatement of greater than 5.00 percent.

Summary of Section 95985(c)(2)(A)3.

Section 95985(c)(2)(A)3. is added to identify that ARB staff will determine the
number of ARB offset credits that should have been issued to the project with
the information gathered in section 95985(c)(2)(A)1. and the methods from
95985(c)(2)(A)2.

Rationale for Section 95985(c)(2)(A)3.

This section is necessary so that ARB staff can determine how many ARB
offset credits will be invalidated. Currently, where offset credits are subject to
invalidation during a given reporting period, all ARB offset credits issued to the
offset project for that entire Reporting Period are subject to invalidation.
Therefore, there has been no need to calculate the number of offset credits that
may be invalidated during that reporting period. In certain instances, the
proposed revisions allow the ARB offset credits from less than a full reporting
period to be invalidated, so ARB staff must have enough information to make
the determination. This section is modeled after existing section 95985(c)(1)(A)
for an overstatement of greater than 5.00 percent.
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Summary of Section 95985(c)(2)(A)4.

Section 95985(c)(2)(A)4. is added to identify that ARB staff will determine the
number of ARB offset credits that should have been issued to the project once
ARB has determined that the project is out of regulatory compliance.

Rationale for Section 95985(c)(2)(A)4.

This section is necessary so that ARB staff can determine how many ARB
offset credits will be invalidated. Currently, where offset credits are subject to
invalidation during a given reporting period, all ARB offset credits issued to the
offset project for that entire Reporting Period are subject to invalidation.
Therefore, there has been no need to calculate the number of offset credits that
may be invalidated during that reporting period. In certain instances, the
proposed revisions allow the ARB offset credits from less than a full reporting
period to be invalidated, so ARB staff must have enough information to make
the determination. This section is modeled after existing section 95985(c)(1)(A)
for an overstatement of greater than 5.00 percent.

Summary of Section 95985(c)(2)(B).

Section 95975(c)(2)(B) is necessary because for all project types other than
Livestock and Mine Methane Capture which are out of regulatory compliance
during a Reporting Period, the entire Reporting Period’s ARB offset credits will
remain subject to invalidation.

Rationale for Section 95985(c)(2)(B).

This section is necessary because these project types do not have a
mechanism to remove part of a Reporting Period. This is not change from the
current version of the Regulation for these project types.

Summary of Section 95985(e)(3).

Section 95985(e)(3) is modified to specify the current or most recent, in the
case of an offset project after the final crediting period, Offset Project Operator
and Authorized Project Designee, and, for forest offset projects the current or
most recent, in the case of an offset project after the final crediting period,
Forest Owner(s) will be identified after the initial determination of invalidation
has been made.

Rationale for Section 95985(e)(3).

This amendment is necessary to identify which Offset Project Operator,
Authorized Project Designee, or forest owner(s) will be identified in cases
where the Offset Project Operator, Authorized Project Designee, or forest
owner(s) may have changed during the project crediting period.

Summary of Section 95985(q).
Section 95985(g) is amended to add the Forest Buffer Account.
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Rationale for Section 95985(q).

This amendment is necessary to account for how an invalidation will affect
credits issued for an Offset Project Data Report that were placed in the ARB
Forest Buffer Account.

Summary of Section 95985(q)(1).
Section 95985(g)(1) is amended to add the Forest Buffer Account.

Rationale for Section 95985(g)(1).

This amendment is necessary to account for how an invalidation will affect
credits issued for an Offset Project Data Report that were placed in the ARB
Forest Buffer Account.

Summary of Section 95985(q)(1)(A).
Section 95985(g)(1)(A) is amended to add a reference to section
95985(c)(2)(A).

Rationale for Section 95985(q)(1)(A).

This amendment is necessary because amendments were made to section
95973(b) to allow certain offset project types under specific situations to limit
the period of ineligibility for ARB offset credits, and the same limitations would
apply to invalidation described in 95985(c)(2)(A). This modification assists with
determining how the invalidated ARB offset credits will be removed from the
Compliance and Holding Accounts.

Summary of Section 95985(g)(1)(A)1.

Section 95985(g)(1)(A)1. is amended to add a reference to 95985(c)(2)(A) and
to change the reference to 95990(c)(5) to the Program for Recognitions of early
Action Offset Credits.

Rationale for Section 95985(g)(1)(A)1.

This amendment is necessary because amendments were made to section
95973(b) to allow certain offset project types under specific situation to limit the
period of ineligibility for ARB offset credits, and the same limitations would
apply to invalidation described in 95985(c)(2)(A). This modification assists with
determining how the invalidated ARB offset credits will be removed from the
Compliance and Holding Accounts. This amendment is also necessary
because all early action offset projects that transitioned to a Compliance Offset
Protocol were required to do so no later than either February 28, 2015 or
February 28, 2016, depending on the offset project type. As of August 31,
2016 ARB will no longer issue ARB offset credits to early action offset projects.
Therefore, the majority of section 95990 containing the early action
requirements was removed.
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Summary of Section 95985(g)(1)(A)3.

Section 95985(g)(1)(A)3. is added to add calculate how many ARB offset
credits will be removed from the Forest Buffer Account as a result of an
invalidation.

Rationale for Section 95985(q)(1)(A)3.

This amendment is necessary to account for how an invalidation will affect
credits issued for an Offset Project Data Report that were placed in the ARB
Forest Buffer Account.

Summary of Section 95985(9)(1)(B).
Section 95985(g)(1)(B) is amended to change a reference to section
95985(c)(2)(B) and to add the Forest Buffer Account.

Rationale for Section 95985(g)(1)(B).

This amendment is necessary because amendments were made to section
95973(b) to allow certain offset project types under specific situations to limit
the period of ineligibility for ARB offset credits, and the same limitations would
apply to invalidation described in 95985(c)(2)(A), but not 95985(c)(2)(B) so the
applicability of section 95985(g)(1)(B) must be limited to 95985(c)(2)(B). The
amendment to add the Forest Buffer Account is necessary to account for how
an invalidation will affect credits issued for an Offset Project Data Report were
placed in the ARB Forest Buffer Account.

Summary of Section 95985(9)(2).
Section 95985(g)(2) is amended to add the Forest Buffer Account.

Rationale for Section 95985(0)(2).
This amendment is necessary to notify the affected parties that credits in the
Forest Buffer Account were invalidated.

Summary of Section 95985(q)(3).
Section 95985(g)(3) is amended to add the Forest Buffer Account.

Rationale for Section 95985(qg)(3).
This amendment is necessary to notify linked programs that credits in the
Forest Buffer Account were invalidated.

Summary of Section 95985(h)(1).
Section 95985(h)(1) is amended to add a reference to section 95985(c)(2)(A).

Rationale for Section 95985(h)(1).

This amendment is necessary because amendments were made to section
95973(b) to allow certain offset project types under specific situation to limit the
period of ineligibility for ARB offset credits, and the same limitations would

291



apply to invalidation described in 95985(c)(2)(A). This modification assists with
determining how the invalidated ARB offset credits will be replaced when in a
Retirement Account.

Summary of Section 95985(h)(1)(A).

Section 95985(h)(1)(A) is amended to change the reference to 95990(c)(5) to
the Program for Recognitions of early Action Offset Credits and to add a
reference to 95985(c)(2)(A).

Rationale for Section 95985(h)(1)(A).

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed. This amendment is
also necessary because amendments were made to section 95973(b) to allow
certain offset project types under specific situation to limit the period of
ineligibility for ARB offset credits, and the same limitations would apply to
invalidation described in 95985(c)(2)(A). This modification assists with
determining how the invalidated ARB offset credits will be replaced when in a
Retirement Account.

Summary of Section 95985(h)(1)(C)1.

Section 95985(h)(1)(C)1. is modified to clarify the Offset Project Operator
required to replace the invalidated ARB offset credit is the Offset Project
Operator identified in section 95985(e)(3).

Rationale for Section 95985(h)(1)(C)1.

This amendment is necessary to identify which Offset Project Operator is
responsible for replacing the invalidated ARB offset credits when the Offset
Project Operator may have changed during the project crediting period.

Summary of Section 95985(h)(2).
Section 95985(h)(2) is amended to change a reference to section
95985(c)(2)(B).

Rationale for Section 95985(h)(2).

This amendment is necessary because amendments were made to section
95973(b) to allow certain offset project types under specific situations to limit
the period of ineligibility for ARB offset credits, and the same limitations would
apply to invalidation described in 95985(c)(2)(A), but not 95985(c)(2)(B) so the
applicability of section 95985(h)(2) must be limited to 95985(c)(2)(B).
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Summary of Section 95985(h)(3).

Section 95985(h)(3) is added to add calculate how many ARB offset credits
must be replaced by the Offset Project Operator as a result of an invalidation of
credits in the Forest Buffer Account.

Rationale for Section 95985(h)(3).

This amendment is necessary to compensate the Forest Buffer Account for the
invalidation. Since the Forest Buffer Account protects forest projects as a
whole and the ARB offset credits in the Forest Buffer Account are not used only
to compensate an unintentional reversal for the project that generated the offset
credits, it is not appropriate to tie the replacement of the ARB offset credits
exclusively to whether they have been retired from the Forest Buffer Account or
not. Replacement of 50 percent of the invalidated ARB offset credits is a
reasonable approach.

Summary of Section 95985(i)(1)(A).
Section 95985(i)(1)(A) is amended to change the reference to 95990(c)(5) to
the Program for Recognitions of early Action Offset Credits.

Rationale for Section 95985(i)(1)(A).

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.

Summary of Section 95985(i)(2).
Section 95985(i)(2) is amended to change a reference to section
95985(c)(2)(B).

Rationale for Section 95985(i)(2).

This amendment is necessary because amendments were made to section
95973(b) to allow certain offset project types under specific situation to limit the
period of ineligibility for ARB offset credits, and the same limitations would
apply to invalidation described in 95985(c)(2)(A), but not 95985(c)(2)(B) so the
applicability of section 95985(i)(2) must be limited to 95985(c)(2)(B).

Summary of Section 95985(1)(2)(A).

Section 95985(i)(2)(A) is modified to clarify the forest owners(s) required to
replace the invalidated ARB offset credit is the Offset Project Operator
identified in section 95985(¢e)(3).
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Rationale for Section 95985(i)(2)(A).

This amendment is necessary to identify which forest owner(s) is responsible
for replacing the invalidated ARB offset credits when the forest owner(s) may
have changed during the project crediting period.

Summary of Section 95985(i)(3).

Section 95985(i)(3) is added to add calculate how many ARB offset credits
must be replaced by the Offset Project Operator as a result of the invalidation
of ARB offset credits from the Forest Buffer Account.

Rationale for Section 95985(i)(3).

This amendment is necessary to compensate the Forest Buffer Account for the
invalidation. Since the Forest Buffer Account protects forest projects as a
whole and the ARB offset credits in the Forest Buffer Account are not used only
to compensate an unintentional reversal for the project that generated the offset
credits, it is not appropriate the tie the replacement of the ARB offset credits
exclusively to whether they have been retired from the Forest Buffer Account or
not. Replacement of 50 percent of the invalidated ARB offset credits is a
reasonable approach.

Section 95987. Offset Project Registry Requirements

Summary of Section 95987(b)(2)(A).
Section 95987(b)(2)(A) is amended to replace the word annual with Reporting
Period.

Rationale for Section 95987(b)(2)(A).
This amendment is necessary because the Offset Project Data Report covers a
single Reporting Period and is not necessarily annual.

Summary of Section 95987(b)(2)(B).
Section 95987(b)(2)(B) is amended to replace the word annual with Reporting
Period.

Rationale for Section 95987(b)(2)(B).
This amendment is necessary because the Offset Project Data Report covers a
single Reporting Period and is not necessarily annual.

Subarticle 14: Auction and Sale of California Greenhouse Gas Allowances
Section 95990. Recognition of Early Action Offset Credits.

Summary of Sections 95990(a)-(k).
These sections are deleted
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Rationale for Section 95990(a)-(k).

This amendment is necessary because the final ARB offset credits resulting
from early action projects will be issued no later than December 31, 2016.
Therefore, the criteria in these sections for approving early action offset credits
for the purpose of issuing ARB offset credits will no longer be relevant after
December 31, 2016.

Summary of Section 95990(l) [New Section 95990(a)].
Section 95990(]) is renumbered to section 95990(a)

Rationale for Section 95990(1). [New Section 95990(a)].
This amendment is necessary to account for the deletion of section 95990(a)-

(k)

Summary of Section 95990()(1)(A). [New Section 95990(a)(1)(A)].
Section 95990(1)(1)(A) is amended to change the reference to 95990(i) to the
Program for Recognitions of early Action Offset Credits.

Rationale for Section 95990(1)(1)(A). [New Section 95990(a)(1)(A)].

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.

Summary of Section 95990()(1)(B). [New Section 95990(a)(1)(B)].
Section 95990(1)(1)(B) is amended to change the reference to 95990(i) to the
Program for Recognitions of early Action Offset Credits.

Rationale for Section 95990(1)(1)(B). [New Section 95990(a)(1)(B)].

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.

Summary of Section 95990(1)(3). [New Section 95990(a)(3)].

Section 95990(1)(3) is amended to change the reference to 95990(c) to the
Program for Recognitions of early Action Offset Credits and to change the term
“statute of limitations” to “invalidation timeframe.”

Rationale for Section 95990(1)(3). [New Section 95990(a)(3)].
This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
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than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed. This amendment was
also necessary because “statute of limitations” was not the most appropriate
term and “invalidation timeframe” is the correct term used throughout the
Regulation.

Summary of Section 95990()(3)(A). [New Section 95990(a)(3)(A)].
Section 95990(1)(3)(A) is amended to change the reference to 95990(k) to the
Program for Recognitions of early Action Offset Credits.

Rationale for Section 95990(1)(3)(A). [New Section 95990(a)(3)(A)].

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.

Summary of Section 95990(1)(3)(B). [New Section 95990(a)(3)(B)].

Section 95990()(3)(B) is amended to change the references to 95990(k) to the
Program for Recognitions of early Action Offset Credits and change the
reference to 95990(1)(3)(A) to 95990(a)(3)(A).

Rationale for Section 95990(1)(3)(B). [New Section 95990(a)(3)(B)].

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.

Summary of Section 95990()(3)(B)2. [New Section 95990(a)(3)(B)2.].
Section 95990(1)(3)(B)2. is amended to change the references to 95990(f) to
the Program for Recognitions of early Action Offset Credits.

Rationale for Section 95990()(3)(B)2. [New Section 95990(a)(3)(B)2.].

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.
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Summary of Section 95990()(3)(B)3. [New Section 95990(a)(3)(B)3.].
Section 95990(1)(3)(B)3. is amended to change the references to 95990(f) to
the Program for Recognitions of early Action Offset Credits.

Rationale for Section 95990()(3)(B)3. [New Section 95990(a)(3)(B)3.].

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.

Summary of Section 95990(1)(3)(B)4. [New Section 95990(a)(3)(B)4.].
Section 95990(1)(3)(B)4. is amended to change the reference to 95990(1)(3)(B)
and (B)3. to 95990(a)(3)(B) and (a)(3)(B)3.

Rationale for Section 95990()(3)(B)4. [New Section 95990(a)(3)(B)4.].

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.

Summary of Section 95990(1)(4). [New Section 95990(a)(4)].

Section 95990(1)(4) is amended to change the reference to 95990(c)(5)(C) to
the Program for Recognitions of early Action Offset Credits and to change the
term “statute of limitations” to “invalidation timeframe.”

Rationale for Section 95990(1)(4). [New Section 95990(a)(4)].

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed. This amendment was
also necessary because “statute of limitations” was not the most appropriate
term and “invalidation timeframe” is the correct term used throughout the
Regulation.

Summary of Section 95990(1)(4)(B). [New Section 95990(a)(4)(B)].
Section 95990(1)(4)(B) is amended to change the references to 95990(f) to the
Program for Recognitions of early Action Offset Credits.
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Rationale for Section 95990(1)(4)(B). [New Section 95990(a)(4)(B)].

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.

Summary of Section 95990()(4)(C). [New Section 95990(a)(4)(C)].
Section 95990(1)(4)(C) is amended to change the references to 95990(f) to the
Program for Recognitions of early Action Offset Credits.

Rationale for Section 95990(1)(4)(C). [New Section 95990(a)(4)(C)].

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.

Summary of Section 95990(1)(4)(D). [New Section 95990(a)(4)(D)].
Section 95990(1)(4)(D) is amended to change the reference to 95990(1)(4) and
(N(4)(C) to 95990(1)(4) and (I)(4)(C).

Rationale for Section 95990(1)(4)(D). [New Section 95990(a)(4)(D)].

This amendment is necessary because all early action offset projects that
transitioned to a Compliance Offset Protocol were required to do so no later
than either February 28, 2015 or February 28, 2016, depending on the offset
project type. As of August 31, 2016 ARB will no longer issue ARB offset credits
to early action offset projects. Therefore, the majority of section 95990
containing the early action requirements was removed.

Subarticle 15: Enforcement and Penalties

Summary of New Section 96014(c).

New section 96014(c) is added to specify that there is a separate violation for
each allowance that an entity eligible to exit the Cap-and-Trade Program
pursuant to section 95835(f)(1) fails to return to the Executive Officer as
specified in section 95835(f)(1)(D)1. Section 95835(f)(1)(D) requires an entity
exiting the Cap-and-Trade Program to place the appropriate number of
allowances it must return pursuant to section 95835(f)(1)(A)-(D) into its
compliance account and to notify the Executive Officer of this placement, and
section 95835(f)(1)(D)1. specifies that the failure to return allowances will result
in violations pursuant to section 96014.
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Rationale for New Section 96014(c).

This new section is necessary to specify how violations will be calculated for
the failure to return allowances when required. This new section ensures
consistent treatment of the failure to return allowances when existing the
program as when surrendering allowances to meet a compliance obligation.
The provision is needed to ensure compliance with the Program requirements.
ARB enforcement action against entities that do not return free allowance
allocation when required to do so is an important, necessary incentive for
entities to appropriately return allowances to ARB when required to do so.

Summary of Section 96014(c) [renumbered Section 96014(d)].
Former section 96014(c) is renumbered section 96014(d).

Rationale for Section 96014(c) [renumbered Section 96014(d)].
This change is necessary to reflect the renumbering of section 96014 with the
addition of new section 96014(c).

Summary of Section 96014(d) [renumbered Section 96014(e)].
Former section 96014(d) is renumbered section 96014(e).

Rationale for Section 96014(d) [renumbered Section 96014(e)].
This change is necessary to reflect the renumbering of section 96014 with the
addition of new section 96014(c).

Appendix C
Appendix C. Quarterly Auction and Reserve Sale Dates
Summary of Appendix C.

Appendix C is modified to add new tables that provide the dates when quarterly
auctions and reserve sales will be held in the years 2021 through 2031.

Rationale for Appendix C.

Dates when quarterly auctions and reserve sales will be held in the years 2021
through 2031 need to be established so that entities that wish to participate in
these auctions can plan appropriately. Future dates for quarterly auctions and
reserve sales are set to maintain the same quarterly schedule that is currently
in use.

Appendix D

Appendix D. CPP Glidepath Targets and Backstop Triggers from 2021 to
2031.
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Summary of New Appendix D.

The new Appendix D provides a table that establishes the glidepath targets and
backstop triggers for compliance with the federal Clean Power Plan (CPP) for
each compliance period during the time from 2021 to 2031. The glidepath
targets are aggregate emissions levels for each compliance period for all
electricity generation units that are covered by CPP (CPP EGUSs). The
backstop trigger for each compliance period is the aggregate CPP EGU
emissions threshold that, if exceeded, activates the CPP backstop.

Rationale for New Appendix D.

New Appendix D is needed to establish the glidepath targets and backstop
triggers for CPP for each compliance period during the period from 2021 to
2031. These targets and triggers must be established for the State to comply
with CPP.

Appendix E

Appendix E: Offset Project Activities Considered To Be Within the Scope
of Regulatory Compliance Evaluation.

Summary of New Appendix E.
Appendix E is added to identify the specific project activities considered for
regulatory conformance for all Board-approved Compliance Offset Protocols.

Rationale for New Appendix E.

Appendix E is necessary to provide clarity on the scope of project activities that
must be in regulatory compliance for an offset project to be eligible to receive
ARB offset credits.
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.  AIR QUALITY

This chapter describes the expected GHG and criteria pollutant emissions benefits
associated with the proposed amendments. The proposed amendments are designed
to reduce statewide GHG emissions from 2021 through 2050, and these emissions
reductions are considered to be an environmental benefit.

A. GHG Emissions

Executive Orders S-3-05 and B-30-15 set GHG emissions limits for California of 40
percent below 1990 emissions by 2030 and 80 percent below 2050, respectively. GHG
emission reductions are needed throughout the entire economy to reach these goals,
and the portion of overall emissions reductions attributable to the Proposed Project
depends upon, among other factors, the GHG reductions achieved through other
policies. The fewer the emissions reductions delivered by complementary policies, the
greater the demand placed on the Cap-and-Trade Program to deliver emissions
reductions.

As noted earlier, the Cap-and-Trade Program would be required to provide cumulative
GHG reductions in the range of 100 to 200 MMTCOe from 2021 to 2030. This range
depends on the emissions reductions achieved through complementary policies and on
the uncertainty related to technology development and deployment, legal challenges,
and reduction mandates at the national level.

B. Criteria Pollutant Emissions

The proposed amendments are designed to reduce greenhouse gas (GHG) emissions,
but criteria pollutants and air toxics are “co-pollutants” that are often associated with
GHG emissions from combustion processes. Measures that reduce GHG emissions
are also expected to provide co-benefits through reductions of criteria air pollutants and
toxic air contaminants. Statewide, emissions of criteria pollutants and air toxics are
expected to be reduced along with GHGs as a result of extending the Program beyond
2020. AB 32 requires ARB to consider the co-pollutant benefits of reducing GHGs, and
these reductions are acknowledged as an overall beneficial effect of the proposed
amendments.

California’s air pollution control programs for criteria and toxic pollutants will continue to
significantly reduce emissions and health risk into the future. Technology improvements
and enhanced energy efficiency resulting from extending the Cap-and-Trade Program
beyond 2020 can further reduce these co-pollutant emissions, providing environmental
and public health benefits on both a regional and local basis in addition to the benefits
of reducing GHG emissions. Based on the available data, current law and policies that
control localized air pollution, and expected compliance responses to the Cap-and-
Trade Regulation, ARB concludes that increases in localized air pollution, including
toxic air contaminants and criteria air pollutants, attributable to the Program are
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extremely unlikely. However, since the potential for localized increases cannot be
entirely dismissed, the Draft Environmental Analysis ultimately concludes that impacts
to air quality associated with extension of the cap post-2020, incorporation of results of
leakage studies for third compliance period allowance allocation, and compliance with
the CPP would be potentially significant and unavoidable, related to construction-related
activities and operations that may be reasonably foreseeable compliance responses for
covered entities.

Further, in 2011, the Board approved an Adaptive Management (AM) Plan aimed to
track and identify any increases in emissions due to the implementation of the Cap-and-
Trade Program. ARB continues to consider the Program unlikely to contribute to
increased localized emission impacts, but is committed to tracking this issue as the
Program continues to be implemented. The development of the process to implement
the AM Plan is currently under way and being conducted in collaboration with the air
districts. The final process to implement the AM Plan is expected to be completed later
this year and proposed for adoption at a Board hearing. More information about the AM
Plan can be found at ARB’s Adaptive Management website.?’

The process to review and adjust programs as warranted is already part of ARB’s
existing practices in implementing its adopted regulations. The AM Plan will formalize
this existing practice while seeking public input on how best to implement the plan. As
currently proposed, the AM Plan will include key steps for data collection and screening,
data analysis, review, and decision making in response to any identified changes in
emissions at facilities covered by the Cap-and-Trade Program where implementation of
the Program has been identified as the underlying cause for those increases. The
proposed analysis will include reviewing data at the individual facility and community
levels, and a multi-year trend analysis. The proposed analysis will use changes in GHG
emissions as a screening criterion to make decisions on the need for a more in-depth
analysis for any potential changes in criteria and toxic pollutants, as those are directly
related to health impacts.

27 http://www.arb.ca.gov/cc/capandtrade/adaptivemanagement/adaptivemanagement.htm
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IV. ENVIRONMENTAL ANALYSIS

The Air Resources Board (ARB), as the lead agency for the proposed amendments to
the Cap-and-Trade Regulation (Proposed Project), has prepared an environmental
analysis under its certified regulatory program (Cal. Code Regs., tit. 17, 8§ 60000
through 60008) to comply with the requirements of the California Environmental Quality
Act (CEQA). ARB'’s regulatory program, which involves the adoption, approval,
amendment, or repeal of standards, rules, regulations, or plans for the protection and
enhancement of the State’s ambient air quality has been certified by the California
Secretary for Natural Resources under Public Resources Code section 21080.5 of
CEQA (Cal. Code Regs., tit. 14, § 15251(d)). ARB, as a lead agency, prepares a
substitute environmental document (referred to as an “Environmental Analysis” or “EA”)
as part of the Staff Report to comply with CEQA (Cal. Code Regs., tit. 17, 860005).

The Draft Environmental Analysis (Draft EA) for the Proposed Project is included in
Appendix B to this Staff Report. The Draft EA provides a programmatic analysis of the
reasonably foreseeable compliance responses that could result from implementation of
the proposed amendments to the Cap-and-Trade Regulation and Clean Power Plan
(CPP) Compliance Plan. The proposed amendments to the Cap-and-Trade Regulation
and CPP Compliance Plan have two separate notices and staff reports and will be
considered by the Board in separate proceedings. This approach is consistent with
CEQA's requirement that an agency consider the whole of an action when it assesses a
project’s environmental effects, even if the project consists of separate approvals (Cal.
Code Regs., tit. 14, § 15378(a)).

The Draft EA provides an environmental analysis which focuses on reasonably
foreseeable potentially significant adverse and beneficial impacts on the physical
environment resulting from reasonably foreseeable compliance responses taken in
response to implementation of the Proposed Project. The Draft EA is intended to
disclose potential adverse impacts and identify potential mitigation specific to the
Proposed Project. The Draft EA states that implementation of the Proposed Project
would continue to result in beneficial impacts to GHGs through continued reductions in
emissions from capped sectors in California from 2020 through 2030 and beyond. It
also concludes that the Proposed Project would result in overall long-term beneficial
impacts to air quality through reductions in criteria pollutants and beneficial impacts to
energy demand.

For the purpose of determining whether the Proposed Project would have a potential
adverse effect on the environment, ARB evaluated the potential physical changes to the
environment resulting from reasonably foreseeable compliance responses for the
Proposed Project. Approval of the Proposed Project would result in the continuation of
the Cap-and-Trade Program beyond 2020, Program linkage with Ontario, Canada, and
compliance with the federal Clean Power Plan, among other changes. The
environmental effects of the continuation of the Cap-and-Trade Program would build
upon the compliance responses of the existing Cap-and-Trade Program. Environmental
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effects of linkage with Ontario, Canada would be based on the compliance responses of
the entities covered under Ontario’s program,® which Staff expects would be similar to
compliance responses by California’s covered entities and offset project developers
utilizing Ontario’s offset protocols similar to California’s compliance offset protocols for
mine methane capture projects and ozone depleting substances projects. Staff expects
environmental effects of Ontario’s implementation of a landfill gas protocol similar to
Québec’s would be similar to environmental effects from compliance responses to
California’s Landfills Regulation. For CPP, since nearly all California entities subject to
CPP are already covered entities under the Cap-and-Trade Program, Staff does not
anticipate compliance responses beyond those expected for continuation of the Cap-
and-Trade Program post-2020. Staff expects the few entities subject to CPP that are
not currently covered entities under the Cap-and-Trade Program, but which are included
in the Program as a result of the CPP and the proposed amendments, to implement
similar compliance responses to reduce their GHG emissions.

While many impacts associated with the Proposed Project could be reduced to a
less-than-significant level through conditions of approval applied to project-specific
development, the authority to require and implement that mitigation lies with land use
agencies or other agencies approving the development projects, not with ARB.
Consequently, the EA takes the conservative approach in its significance conclusions
and discloses, for CEQA compliance purposes, that impacts from the development of
new facilities or modification of existing facilities associated with reasonably foreseeable
compliance responses to the Proposed Project could be potentially significant and
unavoidable under several resource areas. Please see the EA, which is included in
Appendix B to this Staff Report, for additional information regarding the Proposed
Project’s environmental impact analysis.

Written comments on the Draft EA will be accepted starting July 29, 2016 through 5:00
p.m. on September 19, 2016. The Board will consider the final EA and responses to
comments received on the Draft EA before considering adoption of the proposed
amendments to the Cap-and-Trade Regulation and CPP Compliance Plan.

% The Proposed Project does not authorize implementation of Ontario’s Cap-and-Trade Program, and
ARB lacks jurisdiction to implement any part of Ontario’s Cap-and-Trade Program beyond the linkage
included as part of the Proposed Project. ARB also lacks jurisdiction to require mitigation measures to
address any identified environmental impacts in Ontario resulting from Ontario’s Cap-and-Trade Program.
Therefore, compliance obligations under Ontario’s Cap-and-Trade Program exist independently of the
Proposed Project. Any environmental effects resulting from implementation of Ontario’s Cap-and-Trade
Program are therefore not attributable to the Proposed Project. However, for purposes of disclosure,
ARB provides in the Draft EA information regarding what is currently known about potential environmental
impacts that may result from implementation of Ontario’'s Cap-and-Trade Program.
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V. ENVIRONMENTAL JUSTICE

Government Code section 65040.12(e) defines environmental justice as the fair
treatment of people of all races, cultures, and incomes with respect to the development,
adoption, implementation, and enforcement of environmental laws, regulations, and
policies. ARB is committed to making environmental justice an integral part of its
activities. The Board adopted its Environmental Justice Policies and Actions in
December 2001 to establish a framework for incorporating environmental justice into
ARB's programs consistent with the directives of State law (ARB 2001). Although these
environmental justice policies apply to all communities in California, they recognize that
environmental justice issues have been raised more often for low-income and minority
communities.

As part of the economic, emissions, and environmental evaluation of the Cap-and-Trade
Regulation for its initial adoption in 2011, staff assessed the emissions reduction
opportunities available to California sources covered by the Regulation. This evaluation
considered the potential for the incentives and flexibility inherent in the Program to
result in direct, indirect, and cumulative emission impacts, including localized impacts in
communities that are already adversely affected by air pollution. Based on the available
data, the current law and policies that control localized air pollution, and the expected
compliance responses to the Regulation, ARB concluded that increases in localized air
pollution, including toxic air contaminants and criteria air pollutants, attributable to the
Program are extremely unlikely. The proposed amendments would extend the core
elements of the Program beyond 2020, and the compliance responses resulting from
the proposed amendments are expected to be similar to those in the initial evaluation
(ARB 2010d); thus staff anticipates that the impacts and benefits will also be similar.
The Proposed Project would not relieve any entity subject to local air permitting
requirements from the obligation to obtain a permit from the local air permitting agency.

ARB seeks to ensure that the Cap-and-Trade Program, as it operates over time, avoids
and minimizes all instances of localized air quality impacts. As part of its Adaptive
Management Plan, ARB has committed to use information collected through the
Regulation, MRR, and other sources to evaluate how facilities are complying with the
Program at least once each compliance period (ARB 2011b). As noted in Section Il
the process to implement the Adaptive Management Plan will be proposed to the Board
for adoption later this year. ARB will also solicit information from local air districts
regarding permit modifications and new permit applications for covered sources. This
information will be used to identify compliance activities that could potentially lead to
increased emissions and to determine whether further investigation of potential criteria
pollutant and toxic emissions is warranted. If unanticipated adverse localized air quality
impacts are identified during this periodic review, ARB is committed to promptly
developing and implementing appropriate responses. However, these potential future
responses are not known at this time since ARB has not yet seen evidence of adverse
localized air quality impacts. Moving forward with more targeted measures to address
such unanticipated impacts is therefore not warranted based on currently available
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information. Furthermore, moving forward with such measures at this time would
unnecessarily conflict with other objectives of AB32.

As noted in the Executive Summary, some of the monies collected from the sale of Cap-
and-Trade Program allowances at the quarterly auctions are allocated for programs that
benefit disadvantaged communities. These investments yield GHG and air pollutant co-
benefits. The list below includes some of the programs being funded by the Cap-and-
Trade Program auction monies that are benefitting disadvantaged communities:

e Low-Income Weatherization Program/Renewable Energy

e Urban forestry

e Zero and near-zero emission passenger vehicle rebates

e Heavy duty hybrid/ZEV trucks and buses

e Pilot programs (car sharing financing, etc.) in disadvantaged communities

¢ Intermodal affordable housing

e Transit-oriented development
Further, on December 3, 2015, Governor Brown issued a directive for the Office of
Environmental Health Hazard Assessment (OEHHA) to prepare by December 1, 2016,
a report analyzing the benefits and impacts of the greenhouse gas emissions limits
adopted by the Board. The report will be updated at least every three years. The
report, at minimum, will track and evaluate (a) greenhouse gas emissions, criteria air
pollutants, toxic air contaminants, short-lived climate pollutants, and other pollutant
emission levels in disadvantaged communities; and (b) public health and other
environmental health exposure indicators related to air pollutants in disadvantaged

communities. Benefits are expected to include the investment of Cap-and-Trade
Program auction monies in programs that benefit these communities.
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VI. ECONOMIC IMPACTS ANALYSIS
A. Legal Requirements

Sections 11346.3 and 11346.5 of the Government Code require State agencies to
assess the potential for adverse economic impacts on California business enterprises
and individuals when proposing to adopt or amend any administrative regulation. The
assessment shall include consideration of the impact of the proposed regulation on
California jobs, business expansion, elimination, or creation, and the ability of California
businesses to compete. State agencies are also required to estimate the cost or
savings to any State or local agency and school districts in accordance with instruction
adopted by the Department of Finance. This estimate is to include any nondiscretionary
costs or savings to local agencies and the costs or savings in federal funding to the
State.

This chapter presents results from analyses that estimate the impacts of a 2021-2031
Cap-and-Trade Program on the California economy. An economic analysis of the
proposed linkage with Ontario and continued linkage with Québec is also included.

B. Cap-and-Trade Program Design Elements
1. Regional Coverage

The Cap-and-Trade Program is a multi-jurisdictional program to reduce greenhouse gas
emissions that currently includes the State of California and the Canadian province of
Québec. The proposed amendments to the Regulation would add the Canadian
province of Ontario in 2018, at the start of the Program’s third compliance period. Table
VI-1 presents the GHG emissions targets adopted by each jurisdiction in the linked Cap-
and-Trade Program in terms of 1990 emissions levels.

Table VI-1. Jurisdictional Greenhouse Gas Emissions Targets.

Target Year California Québec Ontario
2020 Equal to 1990 20% below 1990% 15% below 1990%
2030 40% below 1990 37.5% below 1990 | 37% below 1990%*

Linkage with other jurisdictions can provide additional options for emissions reductions
within the Program, reduce the potential for market participants to exercise power, as
well as increase liquidity and potentially reduce volatility in the allowance market.

2 http://www.mddelcc.gouv.gc.ca/communiques _en/2009/c20091123-cibleges.htm

% http://news.ontario.ca/ene/en/2015/05/ontario-first-province-in-canada-to-set-2030-greenhouse-gas-
pollution-reduction-target.html

3 http://www.mddelcc.gouv.gc.ca/changementsclimatiques/consultations/cible2030/index-en.htm

32 http://news.ontario.ca/ene/en/2015/05/ontario-first-province-in-canada-to-set-2030-greenhouse-gas-
pollution-reduction-target.html
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2. Directly Covered Facilities

Approximately 450 facilities across 18 different economic sectors are directly covered

by the Regulation. Directly covered facilities include electricity generators and
importers, energy intensive industrial facilities, and suppliers of natural gas, gasoline,
diesel, and other fossil fuels. Table VI-2 shows the reported 2014 emissions for
facilities covered in the Program by two-digit NAICS code.®

Table VI-2. Number of Covered Facilities and Reported 2014 Emissions by
Economic Sector.

Number of | 2014 Reported

'\éﬁ)lges Sector Coye_r_ed Emisslijons

Facilities (MMTCO.e)
11 Agriculture, Forestry, Fishing, and Hunting 3 151,262
21 Mining, Quarrying, and Oil and Gas Extraction 39 18,524,736
22 Utilities 197 98,135,880
31-33 | Manufacturing 129 81,775,052
42 \S/\lljgcr))llcia:rasl)e Trade (including transportation fuel o5 116,668,837
44-45 | Retail Trade 6 2,582,589
48-49 | Transportation and Warehousing 16 21,841,443
52 Finance and Insurance 5 1,648,143
54 Professional, Scientific, and Technical Services 2 58,037
55 Management of Companies and Enterprises 1 115,329
56 | Management and Remedlation Senvces 3 262,349
61 Educational Services 11 845,973
62 Health Care and Social Assistance 1 61,686
92 Public Administration 3 138,057
Total 441 342,809,374

A covered entity in the Program may be an aggregation of multiple facilities that span
multiple economic sectors. The approximately 450 facilities covered by the Program

translate to about 250 separate business entities through their corporate associations in

the Program.

Entities that are covered by the Cap-and Trade Program are required to acquire and
surrender allowances and/or offset credits (up to the eight percent offset usage limit)
equal to their annual emissions.

33 http://www.arb.ca.qgov/cc/reporting/ghg-rep/reported-data/2014-ghg-emissions-2015-11-04.xIsx
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The sectors that have the largest obligations, based on the 2014 emissions in Table V-
2, include wholesale trade (i.e., transportation fuel providers), utilities (i.e., electric
power generation, transmission and distribution) and manufacturing. The covered
businesses in these sectors will have costs associated with acquiring and surrendering
compliance instruments to satisfy their emissions obligation. Based on 2014 emissions
and an allowance price equal to the Auction Reserve Price, covered entity GHG
emissions obligations could range from about $25,000 up to almost $900 million in 2021
depending on the entity’'s GHG emissions. Many sectors receive an allocation of
allowances in the first three compliance periods, as detailed in Section 4 below, which
could reduce the estimated cost of compliance. It is anticipated that allocation for the
purposes of leakage prevention will continue in the post-2020 program, which will
continue to reduce compliance costs for many entities.

3. Cap Decline

Table 6-2 of the amended Regulation presents the 2021-2031 California GHG
Allowances Budgets. The budgets decline from 320.9 MMTCOe in 2020 to 193.8
MMTCO.e in 2031. As presented in Table VI-1, California has set a goal to reduce
GHG emissions to 40 percent below 1990 levels by 2030. In addition to the Cap-and-
Trade Program, the State has adopted complementary GHG reduction measures, such
as standards for cleaner vehicles, low-carbon fuels, renewable electricity, and energy
efficiency, which will achieve some of these emissions reductions. The amended
Regulation is expected to achieve the emissions reductions that remain between the
reductions achieved by the complementary measures and the 2030 GHG emission
target.

4. Free Allocation of Allowances to Industrial Producers

Free allowance allocation to industrial producers is based on product- or energy-based
benchmarks, emissions leakage risk, and the cap adjustment factor. Assistance factors
range from zero to 100 percent, and they are used to scale free allowance allocation
based on the emissions leakage risk of industrial entities. Table 8-1 of the amended
Regulation provides assistance factors for each industrial sector for third compliance
period (2018-2020).

As post-2020 assistance factors have not yet been specified in the 45-day draft and
may be added in Table 8-3 as part of a 15-day comment period, this analysis does not
include any free allocation of allowances to any industrial producer from 2021 through
2031. For a proposed post-2020 Program, ARB proposes to retain the same general
approach to calculating industrial allowance allocation for the purposes leakage
prevention used during the first three compliance periods of the Program.

Under the current Regulation, industrial covered entities receive allocations to help them

transition to the Cap-and-Trade Program and to minimize potential emissions leakage.
Over time, the level of allocation provided for transition assistance declines, while the
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allocation of allowances for emissions leakage prevention persists until the leakage risk
is removed, for example, by adoption of comparable GHG emissions pricing in other
jurisdictions.

For this economic analysis, the third compliance period assistance factors remain so
there is no impact to covered sectors because of allocation decisions in the third
compliance period.

5. Use of Allowance Value

Currently, the value generated through the sale of State-owned allowances at auction is
directed to the Greenhouse Gas Reduction Fund (GGRF) and must be used to further
the reduction of GHG emissions. The types of projects that have received
appropriations from the GGRF include high-speed rall, intercity rail, energy efficiency
and weatherization, wetlands and forest health, and waste diversion (ARB 2016d).
Under the current Regulation, the investor-owned electric and natural gas utilities are
provided free allowances, and the utilities must use the value of these allowances on
behalf of their ratepayers.®* As the amended Regulation does not specify allowance
allocation for electricity and natural gas utilities or industrial entities post-2020, this
analysis does not include any free allocation of allowances to these entities from 2021
through 2031.

Similar to industrial allocation, the number of allowances to be provided to electric and
natural gas utilities will continue to be part of the public process, and changes may be
proposed to Table 9-4 and section 95893 in a 15-day comment period. For the post-
2020 program, ARB is also proposing to retain the same general approach to
calculating utility allowance allocation used during the first three compliance periods of
the Program. In this analysis, any allowance value over what is directed to the GGRF
(Table VI-6) is returned to household sector.

C. Potential Emissions Reductions from the Cap-and-Trade Program

The initial AB 32 Scoping Plan outlined a range of GHG emission reduction actions,
including direct regulations, alternative compliance mechanisms, monetary and non-
monetary incentives, voluntary actions, market-based mechanisms, and an AB 32
program implementation fee regulation to fund the program. This approach was
recommended by the Market Advisory Committee as multiple approaches including a
cap-and-trade program and direct, technology-oriented policies are needed to address
multiple market failures (Market Advisory Committee 2007). California’s climate policy,
therefore, is a portfolio of measures, including the Renewables Portfolio Standard, the
Low Carbon Fuel Standard, aggressive energy efficiency programs, the Cap-and-Trade

% At this time, natural gas utilities can use a significant portion of the freely allocated allowances for direct
compliance. Staff is proposing to escalate the rate for consignment to allow for 100 percent consignment
sooner. This would result in the natural gas utilities being unable to use the freely allocated allowances
for direct compliance sooner.
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Program, and other GHG reduction strategies. Post-2020, California’s climate policy
will continue to include complementary market and direct regulatory policies to address
the multiple market failures associated with GHG emissions.

To meet the 2030 emissions target, the sum of GHG emissions under the post-2020
Cap-and-Trade Program and GHG emissions from facilities not covered by the Program
must not exceed the established statewide target. Thus, every ton of GHG emissions
reductions accomplished by complementary regulations shrinks the share of reductions
that must be achieved through the Cap-and-Trade Program. For example, tailpipe GHG
standards for new vehicles and the Low Carbon Fuel Standard result in reduced GHG
emissions in the transportation sector, lessening the emissions reductions that will be
required to be achieved by the Cap-and-Trade Program to meet the statewide target.
Determining the share of post-2020 emissions reductions that must be achieved by the
Cap-and-Trade Program, therefore, requires generating forecasts of California GHG
emissions that include potential reductions from anticipated post-2020 complementary
policies.

For this analysis, the California GHG emissions forecast is based on results from the
2014 California State Agencies' PATHWAYS Project: Long-term Greenhouse Gas
Reduction Scenarios (PATHWAYS; Energy and Environmental Economics, Inc.
2015a).*> PATHWAYS is a California economy-wide, infrastructure-based GHG and
cost analysis tool that was designed by Energy & Environmental Economics with
support from Lawrence Berkeley National Laboratory to evaluate the feasibility and
costs of a range of post-2020 GHG reduction scenarios for California. PATHWAYS is
currently being updated for the 2030 Target Scoping Plan to reflect more recent input
data as well as an updated portfolio of climate change policies.

PATHWAYS forecasts California GHG emissions through 2030 under a variety of
scenarios that differ in terms of the timing and type of technology that might be adopted
in the future. All PATHWAYS scenarios rely on existing technologies and assume a
continuation of current lifestyles and economic growth as projected by California
economic, energy, and fuel demand forecasts. The source data for the PATHWAYS
scenarios includes California Department of Finance population projections and the
California Energy Commission’s Integrated Energy Policy Report (IEPR) and Energy
Demand Forecast.

All PATHWAYS scenarios assume current GHG policies are continued through 2020,
and then outline combinations of technologies that represent different post-2020
complementary policies that can be implemented to achieve GHG reductions through
2030. Common to all scenarios are technologies related to efficiency and conservation,
fuel switching, decarbonizing electricity, and decarbonizing liquid and gaseous fuels.
For this report, the Straight Line and Early Deployment scenarios are used to represent

* The State agency collaborators on the project include California Air Resources Board, the California
Independent System Operator, the California Public Utilities Commission, and the California Energy
Commission.
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the range of potential post-2020 complementary policies (Energy and Environmental
Economics, Inc. 2015b). PATHWAYS scenarios do not include the Cap-and-Trade
Program; therefore, these scenarios provide information on reductions that may be
achieved through complementary measures and the remaining emissions reductions
that may be required to be achieved through the post-2020 Cap-and-Trade Program.
The Straight Line and Early Deployment scenarios represent policies that by 2030 will
achieve:

Doubling of current energy efficiency goals and reduced vehicle miles traveled
Greater reliance on electricity in buildings and zero emission vehicles

Renewables accounting for 50-60 percent of annual energy use by 2030
Increased use of biofuels for liquid transportation fuels

a s wbdh ke

Reductions of non-energy, non-CO, GHG emissions including emissions of F-
gases and agricultural emissions

Senate Bill 350 (De Leodn, Chapter 547, Statues of 2015) requires 50 percent of
electricity generation from renewable sources and doubling the energy efficiency of
buildings, all by 2030. The additional policies that are needed to reach the 2030 target
will be determined through the 2030 Target Scoping Plan*® and other plans currently
under development such as the Short Lived Climate Pollutant Reduction Strategy (ARB
2016a), which outlines targets for methane, black carbon, and F-gases. As the post-
2020 policy mix is under development, no policies outlined in this report should be taken
as final. The policies analyzed in this report represent approximations of California’s
post-2020 climate change portfolio.

Table VI-3 presents the PATHWAYS emissions forecast through 2030 under two
scenarios. The “existing policies” forecast includes all policies in place as of 2014 (the
time of the PATHWAYS analysis). The “additional complementary policies” scenario
includes the GHG emissions forecasts for the PATHWAYS Straight Line and Early
Deployment scenario and represents the current approximation of emissions reductions
that will be achieved through complementary regulations and measures, excluding the
Cap-and-Trade Program, through 2030.

Table VI-3. PATHWAYS Emissions Forecasts (MMTCOe).

Forecast Scenario 2020 2025 2030 A\{ergge Annual
Emissions Growth
Existing Policies 419 416 398 -0.5%
fadrional Complementary | 376381 | 330351 | 268-289 -3.0t0 -3.7%

38 http://www.arb.ca.gov/cc/scopingplan/scopingplan.htm
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The PATHWAYS scenarios shown in Table VI-3 do not reach the statewide GHG target
of a 40 percent reduction below 1990 levels by 2030. Based on these forecasts,
reaching the 2030 target could require cumulative reductions of about 900 MMTCOe
between 2021 and 2030. As estimated through the Straight Line and Early Deployment
scenarios, complementary policies could achieve approximately 700 to 800 MMTCOe
of the cumulative reductions from 2021 to 2030. To reach the goal of 40 percent below
1990 levels, the Cap-and-Trade Program could be required to provide GHG reductions
in the range of 100 to 200 MMTCOe from 2021 to 2030 (i.e., about 10 to 20 percent).
This range is conditional on the emissions reductions that will be achieved through
complementary policies and uncertainties related to technology development and
deployment, legal challenges, and reduction mandates at the national level.

The lower the emissions reductions delivered by complementary policies, the greater
the demand placed on the Cap-and-Trade Program to deliver emissions reductions. By
motivating investments in emissions reductions that would not be undertaken in
response to price alone, complementary policies reduce the demand for allowances,
thereby lowering their market price. This effect is true regardless of whether individual
complementary policies generate net savings or have positive per-ton abatement costs
that exceed the allowance price.

D. Method for Determining Economic Impacts

Changes as a result of implementing the proposed amendments are reflected
throughout the California economy. Regional Economic Models, Inc., Policy Insight
Plus Version 1.7.2 (REMI) is used to estimate the macroeconomic impacts of the
proposed amendments on the California economy (Regional Economic Models, Inc.
2015). REMI is a structural economic forecasting and policy analysis model that
integrates input-output, computable general equilibrium, econometric and economic
geography methodologies.

REMI Policy Insight Plus provides year-by-year estimates of the total impacts of the
amended Regulation, pursuant to the requirements of Senate Bill 617 (Chapter 496,
Statutes of 2011) and the California Department of Finance.*” ARB uses the REMI
single-region, 160-sector model with the model Reference case adjusted to reflect the
Department of Finance Conforming Forecast dated June 2015.%®

The amended Regulation is simulated in REMI by adjusting the Production Cost policy
variable for covered sectors to reflect the purchase of Cap-and-Trade Program
allowances, the distribution of free allowances in the third compliance period, and the
transfer of proceeds from the quarterly auction of allowances to sectors that have been
identified to receive legislative appropriation of these funds. Potential changes in

3" More information is available on the California Department of Finance website at:
http://www.dof.ca.gov/Forecasting/Economics/Major Requlations/SB 617 Rulemaking Documents/
3 http://www.dof.ca.gov/Forecasting/Demographics/Projections/
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energy expenditures are estimated using consumption data from the U.S. Energy
Information Administration along with assumed Cap-and-Trade Program price changes.

E. Inputs for the Macroeconomic Analysis

Since there is uncertainty regarding the future allowance price path, this analysis
focuses on the potential economic impacts of the amended Regulation under a range of
Cap-and-Trade Program allowance prices. Including a range of prices allows the
analysis to assess the potential allowance price impact of policy choices such as the
method for allocating allowances, the use of auction proceeds, and linkage with other
jurisdictions, as well as other factors like the cost of GHG emissions reduction
technology and the potential impacts to energy and fuel prices.

In the 2010 ISOR of the Cap-and-Trade Regulation, ARB determined that the emissions
reductions required by the Program would likely be achieved at an allowance price
ranging from $15 MTCO,e to $30 MTCOe in 2020 (ARB 2010e). The economic
analysis of the Regulation for the 2010 ISOR (ARB 2010f) evaluated a range of
allowance prices, bounded by the Auction Reserve Price (the minimum sales price for
an allowance purchased through the quarterly auction) to the top tier price of the
Allowance Price Containment Reserve (APCR). The APCR is a cost-containment
mechanism that includes a set-aside pool of allowances that can only be purchased by
covered entities at prices pre-set at three different tiers.

Similar to the 2010 analysis of the Regulation, this economic analysis looks at a range
of allowance prices bounded by the Auction Reserve Price at the low end and by the
highest price tier in the APCR at the high end. Using 2015 values sets an allowance
price range from $12.10 to $56.51. The Auction Reserve Price grows at a real rate of
five percent per year. Under the proposed amendments, the APCR in future years
would become a single tier with the price set at $60 above the Auction Reserve Price.
The allowance prices used in this analysis are presented in Table VI-4.

For this analysis, the industrial sector’'s emissions are held constant assuming that any
efficiency improvements are offset by growth in the sector between now and 2031.
Emissions reductions required to meet the cap are assumed to come from the
electricity, natural gas, and transportation sectors. This is consistent with the
Compliance Pathways Analysis conducted for the 2010 Cap-and-Trade Regulation
(ARB 2010g).

Table VI-4. Range of Allowance Prices Analyzed in REMI (2015 Dollars).

Allowance Price 2015 2021 2026 2031
Auction Reserve Price 12.10 16.22 20.70 26.41
APCR Price 56.51 76.22 80.70 86.41
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Table VI-5 presents the estimated annual obligation of covered sectors from 2021
through 2031. These values are estimated using the Auction Reserve Price (for the
given year) and the 2014 emissions shown in Table VI-2 as a proxy for the future
annual emissions obligations. In REMI, the obligation amounts are further
disaggregated across forty-four 2- to 4-digit NAICS code sectors.

Table VI-5. Obligation by Sector at an Allowance Price Equal to the Auction
Reserve Price (millions of 2015 Dollars).

poors Sector 2021 | 2026 | 2031
11 Agriculture, Forestry, Fishing, and Hunting 2.3 2.3 2.3
21 Mining, Quarrying, and Oil and Gas Extraction 281.2 284.4 276.6
22 Utilities 1,489.6 | 1,506.6 | 1,465.4
31-33 Manufacturing 1,241.2 | 1,255.4| 1,221.1
42 Wholesale Trade 1,7709 | 1,791.1| 1,742.1
44-45 Retail Trade 39.2 39.6 38.6
48-49 Transportation and Warehousing 331.5 335.3 326.1
52 Finance and Insurance 25.0 25.3 24.6
54 Professional, Scientific, and Technical Services 0.9 0.9 0.9
55 Management of Companies and Enterprises 1.8 1.8 1.7
e neomton Senaes
61 Educational Services 12.8 13.0 12.6
62 Health Care and Social Assistance 0.9 0.9 0.9
92 Public Administration 2.1 2.1 2.1

Total Obligation 5,203.4| 5,262.8| 5,118.8

The total allowance value is assumed to be returned to the economy in a manner
consistent with the current Regulation. In the third compliance period, a portion of the
allowance value is allocated to industry to reflect free allowance allocation to producing
entities. Under the current Regulation, industrial covered and opt-in covered entities
receive allocations to help them transition to the Cap-and-Trade Program and to
minimize potential emissions leakage. Over time, the level of allocation provided for
transition assistance declines, while the allocation of allowances for emissions leakage
prevention persists until the leakage risk is removed, for example by adoption of
comparable GHG emissions pricing in other jurisdictions. While actual allocation to
industrial entities in the Program is based on production levels at each individual facility,
the level of third compliance period allowance allocation in this analysis is set based on
total sector emissions, which are a proxy for the total output multiplied by the product-
based benchmark. As post-2020 assistance factors have not yet been specified in the
45-day draft, this analysis does not include any free allocation of allowances from 2021
through 2031. However, ARB proposes to retain the same general approach outlined
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above to calculate the industrial allowance allocation in the post-2020 period and
changes may be proposed as part of a 15-day comment period. Additional information
on the proposed approach to allowance allocation is presented in Appendix E.

The value associated with the auction of State-owned allowances is directed to the
GGRF and must be used to further reductions of GHG emissions. The legislature
decides how to appropriate GGRF monies. Types of projects include high-speed rail,
intercity rail, energy efficiency and weatherization, wetlands and forest health, and
waste diversion (ARB 2016d).

In order to capture some of the effects of these projects for illustrative purposes, $2
billion per year is directed to the REMI sectors indicated in Table VI-6. As allowance
value over time is not known with certainty, the total amount of GGRF funds available
each year as well as the distribution of monies are approximations for this analysis.
Decisions related to the redirection of allowance value through the GGRF have a
considerable effect on the sectors that receive the value.

Table VI-6. Conceptual Distribution of GGRF Value by Sector.

Value

Strategy REMI Sector ($lyear)
Consumer new motor vehicles 250 Million

Sustainable Communities . . -
) Rail transportation 1 Billion

and Clean Transportation

Truck transportation 250 Million
Energy Efficiency and Consumer household maintenance 400 Million
Clean Energy Water, sewage, and other systems 40 Million
Natural Resources and Forestry; fishing, hunting, and trapping 20 Million
Waste Waste management and remediation services 40 Million
Total 2 Billion

Under the current Regulation, investor-owned electric and gas utilities are provided
allowances on behalf of their ratepayers.*° For this economic analysis, in the third
compliance period the value of allowances allocated to the electric and natural gas
utilities is returned directly to consumers with no specification on how the money is
spent in order to approximate the use of this value for the benefit of ratepayers. For the
purpose of this analysis, any remaining value after distribution of funds to utilities and
GGREF funding in the third compliance period is provided to consumers to reflect
possible future uses of allowance value, such as dividends or reductions in other
existing taxes. As post-2020 assistance factors have not yet been specified for utilities

% At this time, natural gas utilities can use a significant portion of the freely allocated allowances for direct
compliance. Staff is proposing to escalate the rate for consignment to allow for 100 percent consignment
sooner. This would result in the natural gas utilities being unable to use the freely allocated allowances
for direct compliance sooner.
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in the 45-day draft, this analysis does not include any free allocation of allowances from
2021 through 2031 for electric or natural gas utilities. However, as described
previously, ARB is proposing to retain the same general approach to calculating
allowance allocation for electric and natural gas utilities that was used during the first
three compliance periods for the post-2020 period and may propose specific allocation
values in a 15-day comment period.

The current Cap-and-Trade Regulation allows the limited use of offset credits to satisfy
compliance obligations instead of allowances. Offset credits represent GHG emissions
reductions in uncapped sectors that follow protocols established by ARB or one of its
linked partners, and like allowances, each offset credit is equal to one metric ton of
GHG. For this analysis, it is assumed that all sectors use offset credits up to their full
limit, which is eight percent of their compliance obligation. In reality, some of this offset
credit value would stay in California for offsets originating in California; however, offset
credits are not a product that is represented in REMI, so modeling this transaction is
difficult. Therefore, it is assumed for this analysis that all value related to the purchase
of offset credits leaves the State economy.

F. Economy-Wide Impacts

This section presents the impacts of the Program on Gross State Domestic Product
(GSP), employment, and California business as modeled by REMI. All presented
results are measured as the change from the Reference case established in REMI with
the Department of Finance Conforming Forecast dated June 2015. As the California
economy is anticipated to grow through 2031 in the REMI baseline, negative impacts
can be interpreted as a slowing of growth, and positive impacts represent an increased
rate of growth. The values in the presented tables represent the incremental change in
the modeled value from the Reference case to the modeled policy scenario for the year
considered. These tables outline the estimated impact of the amended Regulation.

1. Gross State Product (GSP)

Table VI-7 presents the REMI results for GSP, the market value of all goods and
services produced in California. For the allowance prices analyzed, impacts on
California GSP are small relative to the size of the California economy. In the
Reference scenario, GSP grows at an annual rate of 3.90 percent. With allowances at
the Auction Reserve Price the annual average growth in GSP is unchanged, while at the
APCR price growth in GSP is reduced slightly to 3.87 percent annually.
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Table VI-7. Change from the Reference Case in Gross State Product.

Allowance Price

Absolute Change
(billions $2015)

Percent Change

2026 2031 2026 2031
Auction Reserve Price 0.0 -0.5 0.0% 0.0%
APCR Price -6.3 -9.8 -0.2% -0.3%

2. California Employment Impacts

Table VI-8 presents the REMI results for total employment. Depending on the industry,
the model predicts small increases or decreases in employment. In aggregate, the
model predicts a small impact on overall employment in the State at the allowance
prices analyzed. The slight increase in employment growth can be attributed to the
recycling of allowance value to GGRF recipients, and consumers. However, over the
duration of the analysis, the increases in production costs mitigate the effect of the
return of allowance value, leaving growth in employment roughly unchanged relative to
the baseline scenario. In the model, the impacts at the state level are not greatly
changed by the means in which money is returned within the State, indicating that as
long as the value remains in California, the overall effects of the Program would be
small relative to the size of the California economy.

Table VI-8. Change from the Reference Case in Total Employment.

Absolute Change

(thousands of jobs) FEMEETT GAEmgE

Allowance Price

2026 2031 2026 2031
Auction Reserve Price 16.7 12.6 0.1% 0.1%
APCR Price 7.9 -17.6 0.0% -0.1%

3. California Business

Table VI-9 presents the estimated changes in 2031 to sector gross value added from
the amended Regulation. Gross value added is the contribution of each private industry
and government to the State’s gross domestic product. Estimated sector impacts to
gross value added are both negative and positive, but small in magnitude. Overall
sector gross value added is unchanged at the Auction Reserve Price and is reduced by
0.3 percent at the higher APCR price. Sectors with the greatest negative changes are
those with large direct obligations such as utilities, mining, manufacturing, wholesale
trade, and transportation and warehousing. Sectors with the greatest positive changes
are those that benefit from the return of allowance value, such as transportation and
warehousing (e.g., high-speed rail), which receives GGRF funds or the service sectors,
which receive revenue indirectly from consumer spending that increases as a result of
the return of allowance value to households.
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Table VI-9. Change from the Reference Case in 2031 Gross Value Added by
Sector.

Absolute Change
(billions $2015) SEMEEE ChEneE
Sector . -
Reserve | APCR | BuiO8 | APCR
. Price . Price
Price Price

For_e_st_ry, Fishing, and Related 0.0 0.0 0.2% 0.1%
Activities
Mining -0.6 -2.3 -2.1% -7.6%
Utilities -0.5 -1.8 -1.2% -4.3%
Construction -0.1 -1.3 -0.1% -0.9%
Manufacturing -1.0 -4.4 -0.2% -0.9%
Wholesale Trade -0.2 -1.2 -0.1% -0.6%
Retail Trade 0.1 0.0 0.0% 0.0%
Transportation and Warehousing 0.6 0.1 0.8% 0.1%
Information 0.1 0.0 0.0% 0.0%
Finance and Insurance 0.2 0.4 0.1% 0.2%
Real Estate and Rental and Leasing 0.2 -0.1 0.0% 0.0%
Profgssmnal, Scientific, and Technical 0.0 06 0.0% -0.2%
Services
Managgment of Companies and 0.0 01 0.0% -0.2%
Enterprises
Administrative and'Waste 0.1 0.0 0.1% 0.0%
Management Services
Educational Services 0.0 0.1 0.1% 0.2%
Health Care and Social Assistance 0.2 0.6 0.1% 0.3%
Arts, Entertainment, and Recreation 0.0 0.1 0.1% 0.2%
Accommodation and Food Services 0.0 0.0 0.0% 0.0%
Othe_r _Serw_ces, except Public 0.2 0.3 0.3% 0.6%
Administration
Total -0.8 -10.2 0.0% -0.3%

G. Potential Impacts to Individuals

Individuals are not directly covered by the Cap-and-Trade Program but they will be
affected by increased fossil fuel prices and the secondary price increase of products
based on their use of fossil fuels.

Incorporating the cost of Cap-and-Trade Program allowances into the price of carbon-

based fuels increases the price of fossil fuels and the price of products based on their
use of fossil fuels. Assuming complete cost pass-through, the impact to household
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electricity and natural gas consumption from the Cap-and-Trade Program is presented
in Table VI-10. Using 2014 price and consumption data evaluated at the 2021 Auction
Reserve Price, the increase in an average household’s expenditures for electricity and
natural gas are about $100 over one full year.

Table VI-10. Household Consumption Impacts at the 2021 Auction Reserve Price.

Total Individual
Energy Total Annual . . Household | Percent
Y Price Change Expenditure .
Source Consumption Chanage Expenditure | Change
9 Change
Electricity 89,361 GWh $10.30 per MWh | $920 million $69.4 6.3%
Natural Gas | 407 Trillion BTU | $0.86 per MMBTU | $351 million $26.5 7.7%

1. U.S. Energy Information Agency EIA-826 monthly survey data was used for electricity consumption.®
2. U.S. Energy Information Agency Table F19 data was used for natural gas consumption.41

Results from the REMI modeling shown in Table VI-11 indicate that there could be a
slight decrease in the growth of personal income and personal consumption across all
consumer categories as a result of the amended Regulation. Personal income includes
income received from participation in production as well as payments from government
and businesses. In the baseline case, personal income grows at an annual rate of 4.52
percent, while at the APCR price the annual rate of growth is reduced slightly to 4.49
percent.

Table VI-11. Change from the Reference Case in Personal Income.

) Ab;o_lute IELE Percent Change
Allowance Price (billions $2015)
2026 2031 2026 2031
Auction Reserve Price 0.4 0.1 0.0% 0.0%
APCR Price -3.2 -6.0 -0.1% -0.2%

Table VI-12 presents the results in 2031 for impacts of the amended Regulation on
personal consumption. Personal consumption represents the value of goods and
services purchased by individuals. Personal consumption declines are greatest for
consumer categories that include goods directly covered by the Program, such as
household utilities; motor vehicle fuels, lubricants, and fluids; and fuel oil and other
fuels. Motor vehicles and parts and furnishings, and durable household equipment
sectors are affected by the use of allowance value to support vehicle and household
energy efficiency, but the impacts are very small. Overall, personal consumption is
relatively unchanged as a result of the amended Regulation.

0 http://www.eia.gov/electricity/data.cfm#sales
1 http://www.eia.gov/state/seds/data.cfm?incfile=/state/seds/sep_fuel/html/fuel use ng.html&sid=US
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Table VI-12. Change from the Reference Case in 2013 Personal Consumption.

Absolute Change
(billions $2015) Percent Change
Category i i
Auction APCR Auction APCR
Reserve : Reserve .
. Price . Price
Price Price

Motor vehicles and parts 0.3 0.3 0.3% 0.4%
Furr_ushlngs and durable household 0.1 0.2 0.1% 0.3%
equipment
Recreational goods and vehicles and other 0.2 05 0.1% 0.3%
durable goods
Food_and beverage_s purchased for off- 0.1 01 0.0% 0.0%
premises consumption
Clothing and footwear 0.0 0.1 0.1% 0.1%
Motor vehicle fuels, lubricants, and fluids -0.3 -1.0 -0.4% -1.3%
Fuel oil and other fuels 0.0 0.0 -0.3% -1.2%
Other nondurable goods 0.2 0.4 0.1% 0.2%
Housing 0.2 0.4 0.1% 0.1%
Household utilities -0.3 -0.9 -0.6% -2.0%
Transportation services 0.2 0.5 0.2% 0.7%
Health care 0.4 1.3 0.1% 0.3%
Recreation and other services 1.3 3.4 0.2% 0.5%
Total 2.3 5.1 0.1% 0.2%

H. Potential Impact on Business Competitiveness Including Small Business

For covered entities, the proposed amendments may reduce business competitiveness
in California as similar businesses outside California do not face carbon costs. Free
allowance allocation to industrial covered entities is intended to minimize emissions
leakage potential, reducing the competitive disadvantage for California businesses.
Allowance allocation to entities covered by the Program mitigates competitive
disadvantages for businesses in California because it reduces costs to comply with the
Program.

Based on the Program inclusion threshold and on the entities already subject to the
Cap-and-Trade Regulation, no small businesses would face a compliance obligation
under the amended Regulation. Small businesses will be indirectly affected by the Cap-
and-Trade Program due to the increased price of fossil fuels. Costs will vary based on
the business’s use of fossil fuels and its ability to reduce fossil fuel in its operations.

According to data from the U.S. Small Business Association, commercial
establishments make up about 85 percent of all establishments with less than 100
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employees.** The Cap-and-Trade Program directly increases the price of fossil fuels
and it increases the price of other products when they are produced and transported
using fossil fuels. Assuming complete cost pass-through, the impact to commercial
establishments from the Cap-and-Trade Program is presented in Table VI-13. Using
2014 price and consumption data evaluated at the 2021 Auction Reserve Price, the
annual changes amount to about $860 dollars per business customer, an increase of
about seven percent.

Table VI-13. Commercial Consumption Impacts at the 2021 Auction Reserve Price.

Total Individual
Energy Total Annual Price Change Soa el Business Percent
Source | Consumption™? 9 Cphange Expenditure | Change

Change

Electricity 119,494 GWh $10.30 per MWh | $1,230 million | $734/year 6.6%

Natural Gas | 244 trillion BTU | $0.86 per MMBTU $210 million | $125/year 9.7%

1. U.S. Energy Information Agency EIA-826 monthly survey data was used for electricity consumption.®
2. U.S. Energy Information Agency Table F19 data was used for natural gas consumption.**

This simple analysis likely overstates the potential expenditure change because it does
not consider that businesses will reduce their consumption in response to price
increases, either through efficiency changes or conservation. Additionally, commercial
customers may not actually encounter the full price pass-through of the carbon costs, or
they may be otherwise compensated. For example, allowances given to electric and
natural gas utilities in the third compliance period are to be used for the benefit of rate
payers. The value of these allowances is in some cases returned directly to customers
in the form of rebates, while other utilities may use the allowance value to offset the cost
of other emissions reducing policies, such as the increased use of renewable electricity.

I. Potential Impact on Business Creation, Elimination, or Expansion

The proposed amendments may lead to the elimination of some businesses in
California because similar businesses outside California do not currently face GHG
emissions costs. However, in the first three compliance periods, free allowance
allocation to industrial covered entities is provided under the Program to minimize the
potential for emissions leakage from California; this allocation also minimizes the related
drop in California business. The proposed amendments may also lead to the creation
of businesses that produce or sell low-carbon technologies or other market-related
businesses, such as offset credit providers and verifiers. The 2015 Paris Agreement
under the United Nations Framework Convention on Climate Change (United Nations
2015) aims to keep the global temperature rise below 2 °C. The agreement is intended
to motivate the United States and other signatories in a variety of locales to start taking

42 http://www.sba.gov/sites/default/files/advocacy/Table 1 -

Number of firms_establishments employment and payroll by firm size state and industry.xlsm
3 http://www.eia.gov/electricity/data.cfm#sales
* http://www.eia.gov/state/seds/data.cfm?incfile=/state/seds/sep_fuel/html/fuel use ng.html&sid=US
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action to reduce GHG emissions. More widespread carbon pricing may mitigate the
impact of the amended Regulation on the creation and elimination of businesses in
California. Therefore, it is anticipated that the proposed amendments will not have a
significant adverse economic impact on businesses .

J. Potential Costs to Local and State Agencies
1. Local Government

Currently, some local government entities (e.g., local utilities) are regulated parties in
the Program and would have a compliance obligation under the amended Regulation.
These local governments could face administrative costs as well as costs associated
with obtaining and surrendering compliance instruments.

Local government entities that purchase goods and fossil fuels in California but are not
directly covered by the Regulation will face higher prices for fossil fuels and products
that use fossil fuels. There may be additional impacts based on the continuance and
appropriation of auction proceeds from the GGRF that are directed to local government.

2. State Government

The Cap-and-Trade Program covers some State government entities. Examples
include several University of California and California State University campuses.
These entities would incur compliance costs under the amended Regulation. Through
the first three compliance periods, the State universities receive an allocation of
allowances so they do not have to cover the full cost of their emissions obligation.

The estimated direct fiscal year impact to State Universities in 2021 based on 2014
reported emissions is presented in Table VI-14.

Table VI-14. Estimated Direct Fiscal Year Costs to State University Systems.”

University Svstem Estimated Annual Estimated Annual
y >y Emissions (MTCO,e) Costs (%)
University of California 624,133 10,123,437
California State University 165,529 2,684,880

* Assumes compliance through the purchase of allowances at the 2021 auction reserve price, based on
2014 reported emissions.

State entities that purchase goods and fossil fuels in California, but are not directly
covered by the Regulation, will face higher prices for fossil fuels and products that use
fossil fuels. State entities could also potentially benefit from new lower-carbon
technologies and innovations that may be indirect benefits of the amended Regulation.

There could also be impacts to the State budget based on the continuance of GGRF
fund that are directed to State government. Any potential changes to allowance
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allocation that provide for greater amounts of industrial assistance would also shift some
allowance value that would have gone to the State for appropriation through the GGRF
to covered entities, and vice versa.

3. ARB

The amended Regulation would have minimal impact on staffing resources, which could
be accommodated through a redistribution of existing staff. The fiscal impact of the
amended Regulation for ARB is expected to be negligible.

4. Other State agencies

The proposed amendments could potentially impact other state agencies based on the
continuance of GGRF proceeds that could be directed to other state agencies, however
these impacts are unknown and unquantified. State entities that purchase goods and
fossil fuels in California, but are not directly covered by the Regulation, will face higher
prices for fossil fuels and products that use fossil fuels. State entities could also
potentially benefit from new lower-carbon technologies and innovations that may be
indirect benefits of the amended Regulation.
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VIl. EVALUATION OF REGULATORY ALTERNATIVES

California Government Code section 11346.2 requires ARB to consider and evaluate
reasonable alternatives to the proposed regulatory action and provide reasons for
rejecting those alternatives. This section discusses alternatives evaluated and provides
reasons why these alternatives were not included in the proposal. In evaluating these
alternative approaches to the proposed regulation, ARB staff found that none were as,
or more, effective than a cap-and-trade program in carrying out the goals of AB 32.
Further, none of the options that would have enabled California to meet AB 32 goals
were as cost-effective as the proposed Cap-and-Trade Regulation. In the following
sections, staff provides a discussion of each alternative considered. Staff will evaluate
and present to the Board any alternative submitted by the public that is equally effective
as the proposed regulation.

The alternatives discussed below focus on the post-2020 Cap-and-Trade Program.
Preliminary modeling results for the continuing Cap-and-Trade Program show a greater-
than $50 million economic impact over a 12-month period.*> Thus, the annual
regulatory costs associated with continuing the Cap-and-Trade Program exceed $10
million and the proposed Regulation is a major regulation for the purposes of
compliance with CA Health and Safety Code Section 57005, which also requires an
analysis of alternatives. Proposed changes to the Regulation for the third compliance
period (2018-2020) are anticipated to have a much smaller economic impact.

Therefore, the focus of this chapter is on regulatory amendments related to the post-
2020 Cap-and-Trade Program.

Staff analyzed three alternatives to the proposed Cap-and-Trade Regulation:
e Do not implement the Cap-and-Trade Program, and do not replace it with an

alternate approach to achieve additional emissions reductions (no project).

¢ Implement facility-specific regulations designed to achieve the 2030 emissions
target in place of the Cap-and-Trade Program.

e Implement a carbon fee in place of the Cap-and-Trade Program.
In general, small businesses in regulated sectors would not be subject to the proposed
Regulation because their total GHG emissions are below the GHG reporting threshold,

thereby exempting them from compliance obligations under the proposed Regulation.
Therefore, the Board has not identified any adverse impacts on small business.

A. Do Not Implement the Cap-and-Trade Program (“No Project” Alternative)

The “No Project” Alternative defines a scenario in which ARB would discontinue the
Cap-and-Trade Program, and would not supplement the complementary measures

** See the revised Standardized Regulatory Impact Analysis for these amendments, which is provided in
Appendix C to this Staff Report.
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identified in the Climate Change Scoping Plan with additional measures to achieve the
emissions reductions needed to meet the 2030 emissions target. Under this alternative,
ARB would fail to meet its GHG emissions reduction target of 40 percent below 1990
levels by 2030. Therefore, this alternative was rejected.

Greenhouse gas emissions in 2030 under multiple scenarios were estimated as part of
the PATHWAYS Project: Long-term Greenhouse Gas Reduction Scenarios
(PATHWAYS; Energy and Environmental Economics, Inc. 2015a). PATHWAYS
scenarios do not include the Cap-and-Trade Program, and therefore can be used to
assess what might happen if the Cap-and-Trade Program were discontinued. The
PATHWAYS project used a California economy-wide, infrastructure-based analysis tool
to evaluate future costs and GHG emissions under each policy scenario. For this
discussion, the Straight Line and Early Deployment scenarios are used to represent the
implementation of potential post-2020 complementary policies. These policies include
doubling of current energy efficiency goals and renewables accounting for 50-60
percent of annual energy use by 2030. PATHWAYS results and additional analysis are
described in more detail in the revised Standardized Regulatory Impact Analysis for the
proposed amendments, which is provided as Appendix C to this Staff Report.

Under a business-as-usual (or baseline) scenario, reaching the 2030 target would
require cumulative GHG reductions of about 900 MMTCO,e between 2021 and 2030.
As estimated through the Straight Line and Early Deployment Scenarios,
complementary policies could achieve approximately 700 to 800 MMTCOe of the
reductions from 2021 to 2030. That is, these GHG reductions would fall short of
reductions needed to meet the 2030 target by about 100 to 200 MMTCO.e (i.e., about
10 to 20 percent), suggesting that complementary policies alone would not achieve the
2030 target.

B. Implement Facility Specific Requirements

Under this scenario, ARB would cease to operate the Cap-and-Trade Program and
would instead implement facility-specific requirements designed to achieve the same
amount of estimated emissions reductions. This option would focus on requiring each
covered facility to reduce emissions from a historical baseline level to 40 percent below
that level by 2030 with interim targets. In addition to these reductions, supplemental
policies may be needed to reduce emissions from non-covered sources. This
alternative was rejected because it increases costs, reduces flexibility, and could
generate more emissions leakage compared to the proposed Cap-and-Trade Program.

This policy would differ significantly from a Cap-and-Trade Program in terms of costs.
Under this approach, each facility would be required to reduce its emissions by a fixed
percent rather than allowing some facilities to achieve greater reductions than others, as
is allowed under the Cap-and-Trade Program. Requiring each facility to reduce
emissions by a set percentage would reduce the flexibility available to each facility, and
thereby increase costs. Methods of reducing covered emissions included switching

326



from natural gas to electric boilers and from fossil fuels to biofuels, as well as sector-
specific strategies. The costs for this scenario are likely to be higher than the cost of
the Cap-and-Trade Program. More information on the economic assessment of facility-
specific requirements is provided in Appendix C of this Staff Report.

This policy would result in the same in-State GHG reductions for covered entities as are
expected from the Cap-and-Trade Program. However, requiring facility-specific
reductions without encouraging facility productivity could result in industrial activity
leaving California in order to comply with the requirements. This would constitute
emissions leakage, which would hurt California’s economy while increasing GHG
emissions outside of California. In order to prevent it, incentives for industrial activity to
stay in California would be needed, analogous to the Cap-and-Trade Program’s
allowance allocations to industrial entities. These incentives would impose a cost on
the State. That is, this approach would either result in emissions leakage or require
State expenditures to assist industrial facilities.

The linked cap-and-trade program between California and Québec would no longer
exist. We would also forgo future linkages with other programs. The State would also
need to identify another program, such as facility caps, as the compliance
demonstration mechanism for the CPP. And, as the federal GHG regulations are
expanded to cover additional sectors, we would need to take a sector-by-sector
approach to address compliance under a federal scheme.

C. Implement a Carbon Fee

When the Cap-and-Trade Regulation was proposed in 2010, a per-metric-ton fee on
GHG emissions was one of the alternatives considered. ARB has again considered the
implications of a “carbon fee” and concluded it is a less desirable GHG reduction policy
for California. A carbon fee would provide price certainty to covered facilities but would
not guarantee that California would meet its GHG reduction goals. Additional
discussion of the economic effects of a carbon fee are included Appendix C to this Staff
Report.

A carbon fee and a cap-and-trade program are similar in that both would encourage
GHG emissions reductions by pricing emissions. With perfect information, a carbon fee
and a cap-and-trade program could be designed to have identical effects on the
economy. With imperfect information about the costs of emissions, a carbon fee would
provide price certainty and an uncertain amount of emissions reductions, while a cap-
and-trade program would provide a certain cap on emissions at an uncertain price. A
carbon fee might not result in meeting the 2030 emissions target, or it could result in
overshooting the target at an unnecessarily high cost. Because the primary goal of the
Cap-and-Trade Program is to meet GHG emissions targets while minimizing costs, ARB
staff believes a cap-and-trade program is a better match to California’s goals.
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It is unclear at this time if additional legislative authority would be needed to adopt a
carbon fee. A potential carbon fee could be set at the same point of regulation for the
entities that are currently subject to the California Cap-and-Trade Program, or
(alternatively) as far upstream as possible. At this time, it is not known how monies
generated by a carbon fee would be used.

The linked cap-and-trade program between California and Québec would no longer
exist. California would forgo future linkages of this type with other programs, such as
the Ontario program and a federal trading system for the CPP. The State would need to
identify another program, such as the RPS, as the compliance demonstration
mechanism for the Clean Power Plan. And, as the federal GHG regulations are
expanded to cover additional sectors, the State would need to take a sector-by-sector
approach to address compliance under a federal scheme.

VIIl.  JUSTIFICATION FOR ADOPTION OF REGULATIONS DIFFERENT FROM
FEDERAL REGULATIONS CONTAINED IN THE CODE OF FEDERAL
REGULATIONS

The proposed amended Regulation continues to place a compliance obligation on large
industrial sources, fuel suppliers, and electricity generators and importers for the GHG
emissions associated with their activities in 2021 and beyond. The GHG emissions
from these entities, except for the GHG emissions from electricity generating units
(EGUSs) covered by the federal Clean Power Plan (CPP) beginning in 2022, are not
currently covered by any federal regulations. Covering these GHG emissions does not
conflict with federal regulations.

Affected EGUs under CPP are covered under the proposed amended Regulation;
indeed, compliance by affected EGUs with the proposed amended Regulation is the
means by which the State proposes to demonstrate compliance with CPP. The federal
CPP allows for “state measures,” such as California’s Cap-and-Trade Program, that
place requirements on affected EGUs in order to meet aggregate mass-based
emissions limits for the entire sector during each compliance period. The proposed
amended Regulation is not different from federal regulations; it is a “state measure” that
is embraced by the CPP as a means of complying with federal regulations.

IX. PUBLIC PROCESS FOR DEVELOPMENT OF PROPOSED ACTION

ARB staff developed the proposed amendments through an extensive public process.
The proposed amendments were developed based on staff experience with
implementing the Program, Board direction through Resolutions, discussions with
stakeholders, and staff analysis.

The public process for the proposed amendments began with a kickoff workshop on

October 2, 2015, and a total of ten publicly noticed workshops were held from October
2015 through June 2016. A meeting of the Environmental Justice Advisory Committee
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(EJAC) in January 2016 also included a public discussion of the proposed Regulation
amendments. In addition, ARB staff held numerous informal meetings with
stakeholders to discuss specific topics related to the proposed amendments. These
forums provided ARB staff and stakeholders opportunities to present and discuss initial
regulatory concepts and potential alternatives. The timeframe of the workshops and
meetings allowed ARB to incorporate comments and alternatives into the proposed
amendments. ARB staff considers stakeholder feedback throughout the regulatory
adoption process, including up to the adoption of the final regulation.

Ten publicly noticed workshops were held from October 2015 and 2016 to present the
proposed amendment concepts and to solicit feedback from stakeholders and the
public. These workshop dates and topics are identified here:

* Oct. 2, 2015: Kickoff for Potential 2016 Amendments to the Cap-and-Trade
Regulation and California Compliance with the Federal Clean
Power Plan

* Oct. 28, 2015: Including International Sector-Based Offset Credits in the Cap-
and-Trade Program

* Dec. 14, 2015: California Plan for Compliance with the Clean Power Plan and
Potential 2016 Amendments to the Cap-and-Trade Program

* Feb. 24, 2016: Potential Revisions to ARB's Regulation for the Mandatory
Reporting of Greenhouse Gas Emissions and Cap-and-Trade
Regulations

* Mar. 22, 2016: Sector-Based Offset Credits: Reference Levels, Crediting
Baselines, and Monitoring and Verification

* Mar. 29, 2016: Post-2020 Emissions Cap Setting and Allowance Allocation

* Apr. 5, 2016: Incorporation of Sector-Based Offset Credits and Cost
Containment Provisions

* Apr. 28, 2016:  Sector-Based Offset Credits: Linkage Requirements and
Environmental Safeguards

* May 18, 2016: Emissions Leakage Prevention Studies
* June 24, 2016: Electricity and Natural Gas Sectors

Each of these workshops was announced at least two weeks prior to its occurrence by
giving notice at a previous workshop, posting white papers and research papers online,
and/or posting a notice to the Cap-and-Trade Program public email service list
(capandtrade), which has over 1,000 recipients. Each workshop was open to all
members of the public, and each was webcast online to allow for remote participation.
ARB made available workshop documents and presentations to help stakeholders
prepare for the discussions. For each workshop, ARB also invited stakeholders to
participate and provide comments on the development of proposed amendments.
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Workshop information and materials are posted on ARB’s Cap-and-Trade Program
Public Meetings webpage.*®

ARB staff publicly released a total of four discussion papers and three research papers
related to proposed amendment topics that mandated special attention. Staff released
two discussion papers on using the Cap-and-Trade Program for California compliance
with the federal Clean Power Plan, the first in September 2015 and the second in
February 2016. Staff also released two discussion papers on the incorporation of
sector-based offset credits into the Program, the first in October 2015 and the second in
March 2016. Staff released three research papers in May 2016 that assess the
emissions leakage potential associated with the Program for California’s industrial
sectors. All of these papers are also posted on the Program’s Public Meetings
webpage.

ARB accepted informal public comments in response to each workshop, and more than
200 written informal comment letters have been received to date. ARB staff also met
regularly with stakeholders to discuss concerns and recommendations outside of the
public workshop format.

The public notice, presentation slides, and any supporting materials for each workshop
are provided in Appendix F to this Staff Report. Appendix F also includes all of the
informal comment letters received by ARB in response to each workshop.

Staff also conducted a Standardized Regulatory Impact Assessment (SRIA) as required
by Senate Bill 617 (Chapter 496, Statutes of 2011) and received feedback and
comments from the Department of Finance (DOF). The original SRIA is posted on the
DOF webpage.*’ Staff revised the original SRIA in response to the feedback from DOF,
and Appendix C to this Staff Report includes the revised SRIA as well as a summary of
DOF comments and ARB’s responses to those comments.

46httlo://www.arb.ca.qov/cc/capandtrade/meetinqs/meetinqs.htm
“"http://www.dof.ca.gov/Forecasting/Economics/Major Regulations/Major Regulations Table/documents/
ARB Cap-and-Trade SRIA 2016 Final.pdf
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X.  REFERENCES

Air Resources Board (2001). Policies and Actions for Environmental Justice. Accessed
6/29/16: http://www.arb.ca.gov/ch/programs/ej/ejpolicies.pdf.

Air Resources Board (2008a). Climate Change Scoping Plan: A Framework for Change.
Accessed 6/29/16:
http://www.arb.ca.gov/cc/scopingplan/document/adopted scoping plan.pdf.

Air Resources Board (2008b). Climate Change Scoping Plan: A Framework for Change.
Attachment E — Overview of Regulatory Programs for Criteria and Toxic Air Pollutants in
California. Accessed 6/29/16:
http://www.arb.ca.gov/cc/scopingplan/document/ph_existing_programs_e.pdf.

Air Resources Board (2010a). Proposed Regulation to Implement the California Cap-
and-Trade Program, Staff Report: Initial Statement of Reasons, Part |, Volume llI,
Appendix E: Setting the Program Emissions Cap. Accessed 6/29/16:
http://www.arb.ca.gov/regact/2010/capandtrade10/capv3appe.pdf.

Air Resources Board (2010b). Proposed Regulation to Implement the California Cap-
and-Trade Program, Staff Report: Initial Statement of Reasons, Part |, Volume IV,
Appendix J: Allowance Allocation. Accessed 6/29/16:
http://www.arb.ca.gov/regact/2010/capandtrade10/capv4appj.pdf.

Air Resources Board (2010c). Proposed Regulation to Implement the California Cap-
and-Trade Program, Staff Report: Initial Statement of Reasons, Part |, Volume IV,
Appendix K: Leakage Analysis. Accessed 6/29/16:
http://www.arb.ca.gov/regact/2010/capandtrade10/capv4appk.pdf.

Air Resources Board (2010d). Proposed Regulation to Implement the California Cap-
and-Trade Program, Staff Report: Initial Statement of Reasons, Part |, Volume V
Appendix O: Functional Equivalent Document. Accessed

6/29/16: http://www.arb.ca.gov/regact/2010/capandtrade10/capv5appo.pdf.

Air Resources Board (2010e). Proposed Regulation to Implement the California Cap-
and-Trade Program, Staff Report: Initial Statement of Reasons, Part |, Volume IV,
Appendix N: Economic

Analysis. http://www.arb.ca.gov/regact/2010/capandtrade10/capv4appn.pdf.

Air Resources Board (2010f). Proposed Regulation to Implement the California Cap-
and-Trade Program, Staff Report: Initial Statement of Reasons, Part |, Volume llI,
Appendix G: Allowance Price Containment Reserve Analysis.
http://www.arb.ca.gov/regact/2010/capandtrade10/capv3appg.pdf.

331


http://www.arb.ca.gov/ch/programs/ej/ejpolicies.pdf
http://www.arb.ca.gov/cc/scopingplan/document/adopted_scoping_plan.pdf
http://www.arb.ca.gov/cc/scopingplan/document/ph_existing_programs_e.pdf
http://www.arb.ca.gov/regact/2010/capandtrade10/capv3appe.pdf
http://www.arb.ca.gov/regact/2010/capandtrade10/capv4appj.pdf
http://www.arb.ca.gov/regact/2010/capandtrade10/capv4appk.pdf
http://www.arb.ca.gov/regact/2010/capandtrade10/capv5appo.pdf
http://www.arb.ca.gov/regact/2010/capandtrade10/capv4appn.pdf
http://www.arb.ca.gov/regact/2010/capandtrade10/capv3appg.pdf

Air Resources Board (2010g). Proposed Regulation to Implement the California Cap-
and-Trade Program, Staff Report: Initial Statement of Reasons, Part |, Volume llI,
Appendix F: Compliance Pathways Analysis. Accessed 6/29/16:
http://www.arb.ca.gov/regact/2010/capandtrade10/capv3appf.pdf.

Air Resources Board (2011a) Cap-and-Trade Regulation Final Statement of Reasons,
p. 1473. Accessed 6/29/16: http://www.arb.ca.gov/regact/2010/capandtradel10/fsor.pdf.

Air Resources Board (2011b). Adaptive Management Plan for the Cap-and-Trade
Regulation. Accessed
6/29/16: http://www.arb.ca.gov/cc/capandtrade/adaptive _management/plan.pdf.

Air Resources Board (2014). First Update to the Climate Change Scoping Plan: Building
on the Framework. Accessed 6/29/16:
http://www.arb.ca.gov/cc/scopingplan/2013 update/first update climate change scopi

ng_plan.pdf.

Air Resources Board (2015a). Staff White Paper — Scoping Next Steps for Evaluating
the Potential Role of Sector-Based Offset Credits under the California Cap-and-Trade
Program, Including from Jurisdictional “Reducing Emissions from Deforestation and
Forest Degradation” Programs. Accessed 6/29/16:
http://www.arb.ca.gov/cc/capandtrade/sectorbasedoffsets/ARB%20Staff%20White%20
Paper%20Sector-Based%200ffset%20Credits.pdf.

Air Resources Board (2015b). Compliance Offset Protocol U.S. Forest Projects, June
25, 2015. Accessed
6/2916: http://www.arb.ca.gov/cc/capandtrade/protocols/usforest/forestprotocol2015.pdf

Air Resources Board (2016a). Proposed Short-Lived Climate Pollutant Reduction
Strategy. Accessed 6/29/16:
http://www.arb.ca.qgov/cc/shortlived/meetings/04112016/proposedstrateqy.pdf.

Air Resources Board (2016b). Proposed 2016 State Strategy for the State
Implementation Plan. Accessed 6/29/16:
http://www.arb.ca.gov/planning/sip/2016sip/2016statesip.pdf.

Air Resources Board (2016c). California Greenhouse Gas Emissions for 2000 to 2014 —
Trends of Emissions and Other Indicators. Accessed 6/29/16:
http://www.arb.ca.gov/cc/inventory/pubs/reports/2000 2014/ghg inventory trends 00-
14 20160617.pdf.

Air Resources Board (2016d). Cap-and-Trade Auction Proceeds Second Investment
Plan: Fiscal Year 2016-17 through 2018-19. Accessed

332


http://www.arb.ca.gov/regact/2010/capandtrade10/capv3appf.pdf
http://www.arb.ca.gov/regact/2010/capandtrade10/fsor.pdf
http://www.arb.ca.gov/cc/capandtrade/adaptive_management/plan.pdf
http://www.arb.ca.gov/cc/scopingplan/2013_update/first_update_climate_change_scoping_plan.pdf
http://www.arb.ca.gov/cc/scopingplan/2013_update/first_update_climate_change_scoping_plan.pdf
http://www.arb.ca.gov/cc/capandtrade/sectorbasedoffsets/ARB%20Staff%20White%20Paper%20Sector-Based%20Offset%20Credits.pdf
http://www.arb.ca.gov/cc/capandtrade/sectorbasedoffsets/ARB%20Staff%20White%20Paper%20Sector-Based%20Offset%20Credits.pdf
http://www.arb.ca.gov/cc/capandtrade/protocols/usforest/forestprotocol2015.pdf
http://www.arb.ca.gov/cc/capandtrade/protocols/usforest/forestprotocol2015.pdf
http://www.arb.ca.gov/cc/shortlived/meetings/04112016/proposedstrategy.pdf
http://www.arb.ca.gov/planning/sip/2016sip/2016statesip.pdf
http://www.arb.ca.gov/cc/inventory/pubs/reports/2000_2014/ghg_inventory_trends_00-14_20160617.pdf
http://www.arb.ca.gov/cc/inventory/pubs/reports/2000_2014/ghg_inventory_trends_00-14_20160617.pdf

6/29/16: http://www.arb.ca.gov/cc/capandtrade/auctionproceeds/16-17-final-second-
investment-planii.pdf.

California Energy Commission (2009). California Energy Demand 2010-2020 Adopted
Forecast. CEC Publication No. CEC-200-2009-012-

CMF. http://www.energy.ca.qov/2009publications/CEC-200-2009-012/CEC-200-2009-
012-CMF.PDF.

California Energy Commission (2013). Guidelines for California’s Solar Electric
Incentive Programs (Senate Bill 1). Fifth Edition. CEC Publication No. 300-2012-008-
ED5-CMF. Accessed 6/29/16:

http://www.energy.ca.gov/2012publications/ CEC-300-2012-008/CEC-300-2012-008-
ED5-CMF.pdf.

California Energy Commission (2016a). California Energy Demand 2016-2026, Revised
Electricity Forecast. CEC Publication No. CEC-200-2016-001-

V1. http://docketpublic.energy.ca.gov/PublicDocuments/15-IEPR-

03/TN207439 20160115T152221 California_Energy Demand 20162026 Revised El
ectricity Forecast.pdf.

California Independent System Operator (2016). California Independent System
Operator Corporation Fifth Replacement Electronic Tariff. Accessed 6/29/16:
http://www.caiso.com/Documents/Section29 EnergylmbalanceMarket asof Mar23 201

6.pdf.

California Public Utilities Commission (2012). Decision on System Track | and Rules
Track Il of the Long-Term Procurement Plan Proceeding and Approving Settlement.
Rulemaking 10-05-006, Decision No. 12-04-046. Accessed

6/29/16: http://docs.cpuc.ca.qov/PUBLISHED/FINAL DECISION/164799.htm.

Christensen, J.H., and Hewitson, B. (2007). Regional Climate Projections. In Climate
Change 2007: The Physical Science Basis. Contribution of Working Group | to the
Fourth Assessment Report of the Intergovernmental Panel on Climate Change,
Cambridge University Press, Cambridge and New York, 847-940.

Climate Action Team (2010). Climate Action Team Biennial Report: April 2010.
Accessed 6/29/16: http://www.energy.ca.gov/2010publications/CAT-1000-2010-
004/CAT-1000-2010-004.PDF.

Edison Electric Institute (2005). After the Disaster: Utility Restoration Cost Recovery.
Washington, D.C. Accessed

6/28/16: http://www.efis.psc.mo.gov/impsc/commoncomponents/viewdocument.asp?Doc
|d=4048185.

Energy and Environmental Economics, Inc. (2015a). California PATHWAYS Model
Framework and Methods. DRAFT: June 5, 2015. Accessed 6/26/16:

333


http://www.arb.ca.gov/cc/capandtrade/auctionproceeds/16-17-final-second-investment-planii.pdf
http://www.arb.ca.gov/cc/capandtrade/auctionproceeds/16-17-final-second-investment-planii.pdf
http://www.energy.ca.gov/2009publications/CEC-200-2009-012/CEC-200-2009-012-CMF.PDF
http://www.energy.ca.gov/2009publications/CEC-200-2009-012/CEC-200-2009-012-CMF.PDF
http://www.energy.ca.gov/2012publications/CEC-300-2012-008/CEC-300-2012-008-ED5-CMF.pdf
http://www.energy.ca.gov/2012publications/CEC-300-2012-008/CEC-300-2012-008-ED5-CMF.pdf
http://docketpublic.energy.ca.gov/PublicDocuments/15-IEPR-03/TN207439_20160115T152221_California_Energy_Demand_20162026_Revised_Electricity_Forecast.pdf
http://docketpublic.energy.ca.gov/PublicDocuments/15-IEPR-03/TN207439_20160115T152221_California_Energy_Demand_20162026_Revised_Electricity_Forecast.pdf
http://docketpublic.energy.ca.gov/PublicDocuments/15-IEPR-03/TN207439_20160115T152221_California_Energy_Demand_20162026_Revised_Electricity_Forecast.pdf
http://www.caiso.com/Documents/Section29_EnergyImbalanceMarket_asof_Mar23_2016.pdf
http://www.caiso.com/Documents/Section29_EnergyImbalanceMarket_asof_Mar23_2016.pdf
http://docs.cpuc.ca.gov/PUBLISHED/FINAL_DECISION/164799.htm
http://www.energy.ca.gov/2010publications/CAT-1000-2010-004/CAT-1000-2010-004.PDF
http://www.energy.ca.gov/2010publications/CAT-1000-2010-004/CAT-1000-2010-004.PDF
http://www.efis.psc.mo.gov/mpsc/commoncomponents/viewdocument.asp?DocId=4048185
http://www.efis.psc.mo.gov/mpsc/commoncomponents/viewdocument.asp?DocId=4048185

http://www.arb.ca.gov/cc/scopingplan/meetings/1142016/technicalappendix.pdf.

Energy and Environmental Economics, Inc. (2015b). Summary of the California State
Agencies’ PATHWAYS Project: Long Term Greenhouse Gas Reduction Scenarios.
Accessed 6/29/16: http://ethree.com/documents/E3 Project Overview 20150406.pdf.

Emanuel, K, Sundararajan, R., and Williams, J. (2008). Hurricanes and Global
Warming: Results from Downscaling IPCC AR4 Simulations. Bulletin of the American
Meteorological Society, 89(3): 347-367.

Fowlie, M., Reguant, M., and Ryan, S. (2016). Measuring Leakage Risk. Accessed
06/28/2016: http://www.arb.ca.gov/cc/capandtrade/meetings/20160518/ucb-intl-

leakage.pdf.

Fussel, H.M. (2009). An updated assessment of the risks from climate change based on
research published since the IPCC Fourth Assessment Report. Climatic Change, 97:
469-482.

Gray, W., Linn, J., and Morgenstern, R. (2016). Employment and Output Leakage under
California’s Cap-and-Trade Program. Accessed
6/28/2016: http://www.arb.ca.gov/cc/capandtrade/meetings/20160518/rff-domestic-

leakage.pdf.

Hamilton, S., Ligon, E., Shafran, A., Villas-Boas, S. (May 2016); Production and
Emissions Leakage from California’s Cap-and-Trade Program in Food Processing
Industries: Case Study of Tomato, Sugar, Wet Corn and Cheese Markets. Accessed
6/28/2016: http://www.arb.ca.gov/cc/capandtrade/meetings/20160518/calpoly-food-
process-leakage.pdf.

Joutz, F., and Trost, R. P. (2007). An Economic Analysis of Consumer Response to
Natural Gas Prices. Report AGA F62007 prepared for the American Gas Association.

Market Advisory Committee (2007). Recommendations for Designing a Greenhouse
Gas Cap-and-Trade System for California. Accessed

6/29/16: http://www.enerqy.ca.gov/2007publications/ARB-1000-2007-007/ARB-1000-
2007-007.PDF.

Ontario Ministry of the Environment and Climate Change (2016). Guideline for
Quantification, Reporting and Verification of Greenhouse Gas Emissions. Accessed
6/29/16: http://www.downloads.ene.gov.on.ca/envision/env_reg/er/documents/2016/012
-6837 Final%20Guideline.pdf.

Pederson, G.T., Graumlich, L.J., Fagre, D.B., Kipfer, T., and Muhlfeld, C.C. (2010). A
century of climate and ecosystem change in Western Montana: What do temperature
trends portend? Climatic Change, 98: 133-154.

334


http://www.arb.ca.gov/cc/scopingplan/meetings/1142016/technicalappendix.pdf
http://ethree.com/documents/E3_Project_Overview_20150406.pdf
http://www.arb.ca.gov/cc/capandtrade/meetings/20160518/ucb-intl-leakage.pdf
http://www.arb.ca.gov/cc/capandtrade/meetings/20160518/ucb-intl-leakage.pdf
http://www.arb.ca.gov/cc/capandtrade/meetings/20160518/rff-domestic-leakage.pdf
http://www.arb.ca.gov/cc/capandtrade/meetings/20160518/rff-domestic-leakage.pdf
http://www.arb.ca.gov/cc/capandtrade/meetings/20160518/calpoly-food-process-leakage.pdf
http://www.arb.ca.gov/cc/capandtrade/meetings/20160518/calpoly-food-process-leakage.pdf
http://www.energy.ca.gov/2007publications/ARB-1000-2007-007/ARB-1000-2007-007.PDF
http://www.energy.ca.gov/2007publications/ARB-1000-2007-007/ARB-1000-2007-007.PDF
http://www.downloads.ene.gov.on.ca/envision/env_reg/er/documents/2016/012-6837_Final%20Guideline.pdf
http://www.downloads.ene.gov.on.ca/envision/env_reg/er/documents/2016/012-6837_Final%20Guideline.pdf

Processing Tomato Advisory Board (2014). Processing Tomato Advisory Board
Inspection Procedures.

Regional Economic Models, Inc. (2015). REMI Policy Insight Plus Version 1.7 — Data
Sources and Estimation Procedures. Accessed 6/29/16:
http://www.remi.com/resources/documentation.

United Nations (2015). United Nations Framework Convention on Climate Change:
Paris Agreement. Accessed 6/29/16:
http://unfccc.int/files/essential background/convention/application/pdf/english paris aqr

eement.pdf.

U.S. Environmental Protection Agency (2015). Clean Power Plan, Code of Federal
Regulations, Title 40, Chapter 1, Subchapter C, Part 60, Subpart
UUUU. http://www.gpo.gov/fdsys/pka/FR-2015-10-23/pdf/2015-22842.pdf

Wade, S.H. (2003). Price Responsiveness in the AEO2003 NEMS Residential and
Commercial Buildings Sector Models. Accessed 6/29/16:
http://www.eia.gov/oiaf/analysispaper/elasticity/pdf/buildings.pdf.

335


http://www.remi.com/resources/documentation
http://unfccc.int/files/essential_background/convention/application/pdf/english_paris_agreement.pdf
http://unfccc.int/files/essential_background/convention/application/pdf/english_paris_agreement.pdf
http://www.gpo.gov/fdsys/pkg/FR-2015-10-23/pdf/2015-22842.pdf
http://www.eia.gov/oiaf/analysispaper/elasticity/pdf/buildings.pdf

	EXECUTIVE SUMMARY
	I. INTRODUCTION AND BACKGROUND
	A. Description of the Public Problem
	B. Background
	C. Public Process for the Proposed Amendments

	II. STATEMENT OF REASONS
	A. Description of Problems that this Proposal Is Intended to Address
	B. Proposed Solutions to the Problems
	1. Setting Emissions Caps
	2. Cost Containment and the Allowance Price Containment Reserve
	3. Western Climate Initiative and Linkage with Ontario, Canada
	Table II-1. GHG Reduction Targets for 2020 and 2030.

	4. Linkage with External Greenhouse Gas Emissions Trading Systems and Programs
	5. Compliance with the Federal Clean Power Plan (CPP)
	6. Allowance Allocation
	Table II-2. Initially Proposed and Current Assistance Factor (AF) Values.

	7. Covered Sectors, Covered Entities, and Exempt Emissions
	8. Electricity Sector
	9. Compliance Offset Credits
	10. Registration in CITSS
	11. Auction and Reserve Sale Administration

	C. Summary and Rationale for Each Regulatory Provision
	Subarticle 2: Purpose and Definitions
	Subarticle 3: Applicability
	Subarticle 5: Registration and Accounts
	Subarticle 6: California Greenhouse Gas Allowance Budgets
	Subarticle 7: Compliance Requirements for Covered Entities
	Subarticle 8: Disposition of Allowances
	Subarticle 9: Direct Allocations of California GHG Allowances
	Subarticle 10: Auction and Sale of California Greenhouse Gas Allowances
	Subarticle 11: Trading and Banking
	Subarticle 12: Linkage to External Greenhouse Gas Emissions Trading Systems
	Subarticle 13: ARB Offset Credits and Registry Offset Credits
	Subarticle 14: Auction and Sale of California Greenhouse Gas Allowances
	Subarticle 15: Enforcement and Penalties
	Appendix C
	Appendix D
	Appendix E


	III. AIR QUALITY
	A. GHG Emissions
	B. Criteria Pollutant Emissions

	IV. ENVIRONMENTAL ANALYSIS
	V. ENVIRONMENTAL JUSTICE
	VI. ECONOMIC IMPACTS ANALYSIS
	A. Legal Requirements
	B. Cap-and-Trade Program Design Elements
	1. Regional Coverage
	Table VI-1. Jurisdictional Greenhouse Gas Emissions Targets.

	2. Directly Covered Facilities
	Table VI-2. Number of Covered Facilities and Reported 2014 Emissions by Economic Sector.

	3. Cap Decline
	4. Free Allocation of Allowances to Industrial Producers
	5. Use of Allowance Value

	C. Potential Emissions Reductions from the Cap-and-Trade Program
	Table VI-3. PATHWAYS Emissions Forecasts (MMTCOR2Re).

	D. Method for Determining Economic Impacts
	E. Inputs for the Macroeconomic Analysis
	Table VI-4. Range of Allowance Prices Analyzed in REMI (2015 Dollars).
	Table VI-5. Obligation by Sector at an Allowance Price Equal to the Auction Reserve Price (millions of 2015 Dollars).
	Table VI-6. Conceptual Distribution of GGRF Value by Sector.

	F. Economy-Wide Impacts
	1. Gross State Product (GSP)
	Table VI-7. Change from the Reference Case in Gross State Product.

	2. California Employment Impacts
	Table VI-8. Change from the Reference Case in Total Employment.

	3. California Business
	Table VI-9. Change from the Reference Case in 2031 Gross Value Added by Sector.


	G. Potential Impacts to Individuals
	Table VI-10. Household Consumption Impacts at the 2021 Auction Reserve Price.
	Table VI-11. Change from the Reference Case in Personal Income.
	Table VI-12. Change from the Reference Case in 2013 Personal Consumption.

	H. Potential Impact on Business Competitiveness Including Small Business
	Table VI-13. Commercial Consumption Impacts at the 2021 Auction Reserve Price.

	I. Potential Impact on Business Creation, Elimination, or Expansion
	J. Potential Costs to Local and State Agencies
	1. Local Government
	2. State Government
	3. ARB
	4. Other State agencies


	VII. EVALUATION OF REGULATORY ALTERNATIVES
	A. Do Not Implement the Cap-and-Trade Program (“No Project” Alternative)
	B. Implement Facility Specific Requirements
	C. Implement a Carbon Fee

	X. REFERENCES

