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Item #

08-2-1:

08-2-2:

February 28, 2008
9:00 a.m.

Commemoration of the 100" Meeting of the Scientific Review Panel

The Scientific Review Panel (SRP) will meet jointly with Air Resources Board. Dr John Froines,
chairman of the SRP, will make a presentation on the history, accomplishments, and future goals of
the SRP, and will also introduce the other SRP members to the Board.

Public Hearing to Consider 8 Research Proposals

1. Developing a California Inventory for Ozone Depleting Substance and Hydrofluorocarbon Banks
and Emissions from Foams, $348,758, Proposal No. 2656-259.

2. The California Climate Change Industry: an Economic Analysis Assessing the Current Market and
Prospects for Growth in the Global Economy, $196,211, Proposal No. 2646-258.

3. “Expansion of the NYSERDA Evaluation of On-Board Real-Time Particulate Emissions
Measurement Technologies Program,” Southern Research Institute, $102,722, Proposal No.
2650-259.

4. “Source Apportionment of Carbonaceous Aerosols Using Integrated Multi-Variant and Source
Tracer Techniques and a Unique Molecular Marker Data Set,” University of Wisconsin, Madison,
$408,962.71, Proposal No. 2651-259.

5. “Environmental Chamber Studies of Ozone Impacts of Coatings Volatile Organic Compounds,”
University of California, Riverside, $200,041, Proposal No. 2652-259.

6. "Characterization of Toxicity as a Function of Volatility of Ultrafine PM Emissions from Compressed
Natural Gas Vehicles,” West Virginia University, $349,996, Proposal No. 2653-259.

7. "ARCTAS-California 2008: An Airborne Mission to Investigate California Air Quality,” University of
California, Irvine, $400,000, Proposal No. 2654-259.

8. “In-Vehicle Air Pollution Exposure Measurement and Modeling,” University of California, Irvine,
$500,000, Proposal No. 2643-257.
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08-2-3:

08-2-4:

08-2-5:

08-2-6:

08-2-7:

08-2-8:

Public Hearing to Consider Approval of Ozone Early Progress Plans for Coachella Valley,
Antelope Valley and Western Mojave Desert, Ventura County, Imperial County and
Eastern Kern County

ARB staff will present an Early Progress Plan for 5 areas: Ventura County, Coachella Valley,
Eastern Kern County, the Antelope Valley portion of the Mojave Desert Air Basin and the San
Bernardino county portion of the Mojave Desert Air Basin. This plan demonstrates progress
foward attaining the federal 8-hour National Ambient Air Quality Standard and establishes
transportation conformity budgets.

Report to the Board on the AB 32 Implementation Update
Staff will present an update on the transportation sector as it relates to AB 32 Implementation.

Public Meeting to Consider Adoption of a Policy Statement on Voluntary Early Actions to
Reduce Greenhouse Gas Emissions

Staff will present for the Board’s consideration a draft policy statement on the treatment of
voluntary early actions to reduce greenhouse gas emissions.

Report of the Economic and Technology Advancement Advisory Committee

As required by AB 32, the Economic and Technology Advancement Advisory Committee
(ETAAC) was created to advise the Board on various issues related to AB 32. This report
contains the formal advice and recommendations of the ETAAC to the Board. The advice and
recommendations address the best technologies and policies for reducing greenhouse gas
emissions in California, and the best ways to advance those technologies and policies while
strengthening the economy of the State.

Public Hearing to Consider Adoption of Proposition 1B Guidelines for Implementation of
the Goods Movement Emission Reduction Program

The Board will consider adoption of the proposed Guidelines to implement this new $1 billion
incentive program to reduce diesel emissions and health impacts from freight movement along
California’s four priority trade corridors. The Guidelines lay out the requirements for funding
eligible projects proposed by local agencies and by equipment owners, consistent with
implementing legislation. The accompanying Staff Report recommends that the Board establish
funding targets for each corridor and each source sector, as well as approve up to $25 million in
early grants for specific emission reduction projects proposed by local air districts.

The Success of Air Pollution Controls in California: A 40™ Anniversary Retrospective

This presentation will highlight the success of the ARB and other public agencies’ programs in
reducing air pollution in California over the last 40 years. It will compare current air quality in
California with projections of air pollution levels in the absence of regulatory controls. The
presentation will cover both major criteria pollutants and several high-risk foxic compounds,
from the standpoint of emissions, ambient air quality, health impacts, and economic valuations

CLOSED SESSION - LITIGATION

The Board will hold a closed session as authorized by Government Code section 11126(e) to
confer with, and receive advice from, its legal counsel regarding the following pending litigation:

Central Valley Chrysler-Jeep, Inc. et al. v. Goldstene, U.S. District Court (E.D. Cal. - Fresno),
No. 1:04-CV-06663-AWI-GWA.

Fresno Dodge, Inc. et. al. v. California Air Resources Board and Witherspoon, Superior Court
of California (Fresno County), Case No. 04CE CG03498.
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General Motors Corp. et. al. v. California Air Resources Board and Witherspoon, Superior
Court of California (Fresno County), Case No. 05CE CG02787.

State of California by and through Arnold Schwarzenegger, Governor of the State of
California, and the California Air Resources Board v. U.S. Environmental Protection Agency
and Stephen L. Johnson, Administrator, U.S. Court of Appeals (D.C. Cir.}, Case No. 07-1457,
filed November 8, 2007.

State of California by and through Arnold Schwarzenegger, Governor of the State of
California, and the California Air Resources Board v. U.S. Environmental Protection Agency
and Stephen L. Johnson, Administrator, U.S. District Court (D.C.) Case No. 07-CV-02024-
RCL, filed November 8, 2007.

State of California by and through Arnold Schwarzenegger, Governor, and the California Air
Resources Board v. U.S. Environmental Protection Agency, and Stephen L. Johnson,
Administrator, U.S. Court of Appeals (9th Cir.) Case No. 08-70011, filed January 2, 2008.

Green Mountain Chrysler-Plymouth-Dodge-Jeep, et al. v. Crombie , 508 F.Supp.2d 295, U.S.
District Court Vermont (2007), appeal to 2nd Circuit Court of Appeals pending, Docket Nos.
07-4342-cv(L) and 07-4360-cv(CON).

OPPORTUNITY FOR MEMBERS OF THE BOARD TO COMMENT ON MATTERS OF INTEREST.

Board members may identify matters they would like to have noticed for consideration at future meetings
and comment on topics of interest; no formal action on these topics will be taken without further notice.

OPEN SESSION TO PROVIDE AN OPPORTUNITY FOR MEMBERS OF THE PUBLIC TO ADDRESS
THE BOARD ON SUBJECT MATTERS WITHIN THE JURISDICTION OF THE BOARD.

Although no formal Board action may be taken, the Board is allowing an opportunity to interested members of
the public to address the Board on items of interest that are within the Board’s jurisdiction, but that do not
specifically appear on the agenda. Each person will be allowed a maximum of three minutes to ensure that
everyone has a chance to speak.

TO SUBMIT WRITTEN COMMENTS ON AN AGENDA ITEM IN ADVANCE OF THE MEETING GO TO:
http:/iwww.arb.ca.gov/lispub/comm/bclist.php

IF YOU HAVE ANY QUESTIONS, (916) 322-5594
PLEASE CONTACT THE CLERK OF THE BOARD FAX: (916) 322-3928
1001 | Street, 23™ Floor, Sacramento, CA 95814 ARB Homepage: www.arb.ca.gov

To request special accommodation or language needs, please contact the following:

e Forindividuals with sensory disabilities, this document is available in Braille, large print,
audiocassette or computer disk. Please contact ARB's Disability Coordinator at 916-323-4916
by voice or through the California Relay Services at 711, to place your request for disability
services.

¢ If you are a person with limited English and would like to request interpreter services to be
available at the Board meeting, please contact ARB's Bilingual Manager at 916-323-7053.

THE AGENDA ITEMS LISTED ABOVE MAY BE CONSIDERED IN A DIFFERENT ORDER AT THE
BOARD MEETING.

SMOKING IS NOT PERMITTED AT MEETINGS OF THE CALIFORNIA AIR RESOURCES BOARD
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CALIFORNIA AIR RESOURCES BOARD

NOTICE OF PUBLIC HEARING TO CONSIDER THE APPROVAL OF OZONE EARLY
PROGRESS PLANS FOR COACHELLA VALLEY, ANTELOPE VALLEY AND
WESTERN MOJAVE DESERT, VENTURA COUNTY, IMPERIAL COUNTY AND
EASTERN KERN COUNTY.

The Air Resources Board (the Board or ARB) will conduct a public meeting at the time
and place noted below to consider the approval of Ozone Early Progress Plans for
Coachella Valley, Antelope Valley and Western Mojave Desert, Ventura County,
Imperial County and Eastern Kern County. '

DATE: February 28, 2008
TIME: 9:00 a.m.
PLACE: California Environmental Protection Agency

Byron Sher Auditorium, Second Floor
1001 | Street
Sacramento, California 95814

This item will be considered at a one-day meeting of the Board, which will commence at
9:00 a.m. on February 28, 2008. Please consult the agenda for the meeting, which will
be available at least ten days before February 28, 2008, to determine the order in which
the items will be considered.

For individuals with sensory disabilities, this document is available in Braille, large print,
audiocassette or computer disk. Please contact ARB's Disability Coordinator at

(916) 323-4916 by voice or through the California Relay Services at 711, to place your
request for disability services. If you are a person with limited English and would like to
request interpreter services, please contact ARB's Bilingual Manager at

(916) 323-7053.

ARB will conduct a public hearing to consider approval of ozone early progress plans
for the areas cited above. The purpose of these plans is to show progress toward
attaining the 8-hour National Ambient Air Quality Standard for ozone and to establish
transportation conformity budgets for each area. These plans are necessary to ensure
that the transportation planning processes in each area will be able to continue while
U.S. Environmental Protection Agency (U.S. EPA) revises its ozone State
Implementation Plan requirements. If adopted, ARB will submit these plans and
transportation conformity budgets to the U.S. EPA for its approval.






ARB staff will present oral statements at the meeting. Copies of the early progress
plans may be obtained from the Board's Public Information Office, 1001 “I” Street,
First Floor, Environmental Services Center, Sacramento, California 95814,

(916) 322-2990, at least ten days before February 28, 2008. The early

progress plans may also be obtained from ARB's internet site
http://www.arb.ca.gov/planning/planning.htm

Interested members of the public may also present comments orally or in writing at the
meeting, and in writing or by email before the meeting. To be considered by the Board,
written comments submissions not physically submitted at the meeting must be
received no later than 12:00 noon, February 27, 2008, and addressed to the
following:

Postal mail: Clerk of the Board, Air Resources Board
1001 | Street, Sacramento, California 95814

Electronic submittal: http://www.arb.ca.qov/lispub/commlbclist.php

Facsimile submittal: (916) 322-3928

Please note that under the California Public Records Act (Government Code

section 6250 et seq.), your written and oral comments, attachments, and associated

contact information (e.g., your address, phone, email, etc.) become part of the public
record and .can be released to the public upon request. Additionally, this information
may become available via Google, Yahoo, and any other search engines.

The Board requests, but-does not require 30 copies of any written submission. Also,
ARB requests that written and email statements be filed at least ten days prior to the
meeting so that ARB staff and Board members have time to fully consider each
comment. Further inquiries regarding this matter should be directed to Dennis Wade,
Air Pollution Specialist at (916) 327-2963.

CALIFORNIA AIR RESOURCES BOARD

{ 23
James N. Gold e

Executive Officer

Date: / /;24 /og
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Electronic copies of this document can be found on ARB'’s website at
http.//www.arb.ca.gov/planning/sip/sip.htm. Alternatively, paper copies may be
obtained from the Public Information Office, Air Resources Board, 1001 | Street,
Visitors and Environmental Services Center, 1 Floor, Sacramento, California
95814, (916) 322-2990.

For individuals with sensory disabilities, this document is available in Braille,
large print, audiocassette, or computer disk. Please contact ARB's Disability
Coordinator at (916) 323-4916 by voice or through the California Relay Services
at 711, to place your request for disability services. If you are a person with
limited English and would like to request interpreter services, please contact
ARB's Bilingual Manager at (916) 323-7053.

This document has been prepared by the staff of the California Air Resources
Board. Publication does not signify that the contents reflect the views and
policies of the Air Resources Board, nor does trade names or commercial
products constitute endorsement or recommendation for use.

Please send written comments to:

Mr. Ravi Ramalingam, P.E., Manager
Transportation Strategies Section
California Air Resources Board
P.O. Box 2815
Sacramento, California 95812
Phone: (916) 322-2085
Fax: (916) 322-3646

For general questions, contact:

Mr. Dennis Wade, Air Pollution Specialist
Motor Vehicle Assessments Section
Phone: (916) 327-2963
Email: dwade@arb.ca.gov
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RECOMMENDATION

Air Resources Board (ARB or the Board) staff recommends that the Board adopt
the ozone Early Progress Plans in this report as amendments to the State
- Implementation Plan (SIP) in order to establish transportation conformity
emissions budgets for Ventura County, Antelope Valley - Western Mojave
Desert, Coachella Valley, Eastern Kern County and Imperial County. Normally,
these conformity budgets would be with set with reasonable further progress
(RFP) plans. However, the U.S. Environmental Protection Agency (U.S. EPA) is
revising its regulations setting out the requirements for RFP plans and will not be
able to approve RFP plans for these areas until that revision is complete. Setting
conformity budgets with these early progress plans will allow transportation
planning to move forward in the interim.

BACKGROUND

Transportation conformity is a provision of the federal Clean Air Act that requires
transportation planning agencies to demonstrate that their transportation plans,
funding programs, and projects are consistent with (“conform to”) the SIP. One
part of demonstrating conformity is a comparison, by transportation planning
agencies, of vehicle emissions from transportation plans to emissions budgets in
the SIP. An emissions budget is the level of emissions from on-road motor
vehicles that ensures an area makes progress toward clean air and ultimately
meets air quality standards by the mandated deadline.

Normally, emissions budgets would be set with an RFP plan. However,

U.S. EPA is revising its RFP regulations for areas whose air quality is dominated
by pollution from upwind regions. Until those revisions are complete, U.S. EPA
will not approve RFP plans and related conformity budgets for these types of
areas.

The transportation planning process still needs conformity budgets, and

U.S. EPA’s inability to approve RFP plans creates a timing problem. To keep the
transportation planning process moving, ARB staff has prepared early progress
plans for the sole purpose of establishing transportation conformity emission
budgets for the four nonattainment areas caught up by U.S. EPA's revisions, and
for Imperial County, whose pending reclassification will generate a need for
transportation conformity emissions budgets.

An early progress plan is an optional plan and must simply show some progress
toward attainment. The inventories for each of the five areas decline in the future -
with already adopted controls, thereby demonstrating progress. The plans are
simple, containing the inventory demonstrating progress and the associated
budgets.

1 January 29, 2008



INVENTORIES AND CONFORMITY BUDGETS

The inventories presented below for stationary, area-wide and other mobile
sources for all areas are consistent with the emission inventories submitted to
U.S. EPA as part of the State Strategy for California’s 2007 State Implementation
Plan adopted by the Board in September 2007. These inventories contain
reductions from adopted regulations only. Consequently, these early progress
plans do not create any new regulatory SIP commitments. :

The on-road mobile inventories and the transportation conformity budgets are
estimated using California’s EMFAC2007 on-road mobile emissions model.
EMFAC2007 was approved by U.S. EPA on January 18, 2008. Transportation
conformity budgets are estimated the year before an area’s attainment year.
This is consistent with U.S. EPA guidance, which states that attainment should
be demonstrated for the last full ozone season before an area’s attainment year.
Motor vehicle activity data used for all areas except Eastern Kern County was
updated by the Southern California Association of Governments (SCAG) in
December, 2007 from SCAG’s Draft 2008 Regional Transportation Plan
transportation model runs. Transportation activity data for Eastern Kern County
is from the Kern Council of Governments provided in January 2008.

2 January 29, 2008



Ventura County

Reductions,
Tons per Day 2002-2009
Tons
2002 | 2009 per Day | Percent
ROG
Stationary 10.7 10.0
Area-wide 14.1 14.1
On-road Mobile 20.2 12.0
Other Mobile 15.2 14.0
Total ROG 60.3 50.0 10.3 17%
NOx
Stationary 6.5 6.3
Area-wide 1.3 1.3
On-road Mobile 30.1 18.5
Other Mobile 37.5 36.3
Total NOx 75.3 62.4 12.9 17%

* Summer Planning Inventory v.1.06

As shown above, the emissions inventory from all sources shows a 17 percent
reduction in both ROG and NOx in 2009 compared to the 2002 base year. This
demonstrates significant progress toward attainment of the federal 8-hour

standard.

January 29, 2008
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On-Road Emissions from EMFAC2007 12.0 | 19.0

Off Model Reductions* 00| -0.5
Net On-Road Emissions 12.0| 18.5
Conformity Budget** 13 19

* Reductions from adopted rules not reflected in EMFAC2007
** Budget obtained by rounding up to the nearest ton

Presented above are the transportation conformity budgets for Ventura County in
2009. EMFAC2007 emission factors were used with motor vehicle activity
provided by the Southern California Association of Governments in

January 2008.

4 January 29, 2008



Antelope Valley — Western Mojave Desert

Reductions,
Tons per Day 2002-2009
Tons
2002 | 2009 per Day | Percent
ROG
Stationary 12.0 13.2
Area-wide 10.9 11.0
On-road Mobile 25.9 20.8
Other Mobile 20.1 24 .4
Total ROG 68.9 69.5 -0.6 -1%
NOx
Stationary 442 504
Area-wide 1.0 1.0
On-road Mobile 84.5 73.0
Other Mobile 504 40.0
Total NOx 180.0 | 164.4 15.6 9%

* Summer Planning Inventory v.1.06

As shown above, the emissions inventory from all sources shows a combined
percent reduction of ozone precursors of 8 percent in 2009 compared to the 2002
base year. This demonstrates significant progress toward attainment of the
federal 8-hour standard.

5 January 29, 2008



ROG | NOx
On-Road Emissions from EMFAC2007 209 | 77.6
Off Model Reductions* 00| -4.6
Net On-Road Emissions 20.8| 73.0
Conformity Budget** 21 74
* Reductions from adopted rules not reflected in EMFAC2007
** Budget obtained by rounding up to the nearest ton

Presented above are the transportation conformity budgets for the Antelope
Valley — Western Mojave Desert in 2009. EMFAC2007 emission factors were
used with motor vehicle activity provided by the Southern California Association

of Governments in January 2008.

January 29, 2008
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Coachella Valley

Reductions,
Tons per Day 2002-2012
Tons
2002 | 2012 per Day | Percent
ROG
Stationary 1.7 2.7
Area-wide 4.7 4.7
On-road Mobile 10.5 6.4
Other Mobile 5.3 4.8
Total ROG 22.3 18.6 3.7 17%
NOx
Stationary 0.9 0.9
Area-wide 0.5 0.4
On-road Mobile 410| 255
Other Mobile 9.3 8.3
Total NOx 51.8] 35.1 14.7 32%

* Summer Planning Inventory v.1.06

As shown above, the emissions inventory from all sources shows a 17 percent
reduction in ROG and a 32 percent reduction in NOx in 2012 compared to the
2002 base year. This demonstrates significant progress toward attainment of the

federal 8-hour standard.

January 29, 2008

17



2012

ROG | NOx
On-Road Emissions from EMFAC2007 6.5]| 275
Off Model Reductions* 0.0 -2.0
Net On-Road Emissions 6.4 | 25.5
Conformity Budget** 7 26
* Reductions from adopted rules not reflected in EMFAC2007
** Budget obtained by rounding up to the nearest ton

Presented above are the transportation conformity budgets for the Coachella
Valley for 2012. EMFAC2007 emission factors were used with motor vehicle
activity provided by the Southern California Association of Governments.

January 29, 2008
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Eastern Kern County

Reductions,
Tons per Day 2002-2008
Tons
2002 | 2008 per Day | Percent
ROG
Stationary 1.0 1.0
Area-wide 1.5 1.4
On-road Mobile 4.3 3.8
Other Mobile 4.7 45
Total ROG 114 10.8 0.7 6%
NOx
Stationary 18.2 20.6
Area-wide 0.1 0.1
On-road Mobile 16.7 15.0
Other Mobile 14.1 11.5
Total NOx 491 47.3 1.9 4%

* Summer Planning Inventory v.1.06

As shown above, the emissions inventory from all sources shows a combined
percent reduction of ozone precursors of 10 percent in 2008 compared to the
2002 base year. This demonstrates significant progress toward attainment of the
federal 8-hour standard.

January 29, 2008
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On-Road Emissions from EMFAC2007 41 ] 19.9
Off Model Reductions* -0.3| 4.9
Net On-Road Emissions 3.8 15.0
Conformity Budget** 4 16

** Budget obtained by rounding up to the nearest ton

* Reductions from adopted rules not reflected in EMFAC2007

Presented above are the transportation conformity budgets for Eastern Kern
County for 2008. EMFAC2007 emission factors were used with motor vehicle
activity provided by the Kern County Council of Governments in January 2008.

10

January 29, 2008
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Imperial County

Reductions,
Tons per Day 2002-2009
Tons
2002 | 2009 per Day | Percent
ROG
Stationary 1.3 1.4
Area-wide 20.8 20.6
On-road Mobile 8.8 6.9
Other Mobile 6.4 7.4
Total ROG 37.4 36.3 1.1 3%
NOx
Stationary 8.5 8.9
Area-wide 0.9 0.9
On-road Mobile 209 16.7
Other Mobile 12.6| 10.1
Total NOx 429 36.6 6.3 15%

1 * Summer Planning Inventory v.1.06

As shown above, the emissions inventory from all sources shows a 3 percent
reduction in ROG and a 15 percent reduction in NOx in 2009 compared to the
2002 base year. This demonstrates significant progress toward attainment of the
federal 8-hour standard. '

11 January 29, 2008



2009

ROG | NOx
On-Road Emissions from EMFAC2007 69| 17.6
Off Model Reductions* 00| -0.9
Net On-Road Emissions 6.9| 16.7
Conformity Budget** 7 17
* Reductions from adopted rules not reflected in EMFAC2007
** Budget obtained by rounding up to the nearest ton

Presented above are the transportation conformity budgets for Imperial County
for 2009. EMFAC2007 emission factors were used with motor vehicle activity
provided by the Southern California Association of Governments in

January 2008.

12
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CALIFORNIA AIR RESOURCES BOARD

NOTICE OF PUBLIC MEETING TO CONSIDER A REPORT TO THE BOARD ON THE
FORMAL REPORT OF THE ECONOMIC AND TECHNOLOGY ADVANCEMENT
ADVISORY COMMITTEE (ETAAC)

The Air Resources Board (the Board or ARB) will conduct a public meeting at the time
and place noted below to consider the final Report of the Economic and Technology
Advancement Advisory Committee (ETAAC)

DATE: February 28, 2008
TIME: 9:00 am

PLACE: Air Resources Board
1001 | Street, 2nd Floor
Byron Sher Auditorium
Sacramento, California 95814

This item will be considered at a one-day meeting of the Board, which will commence at
9:00 a.m., February 28, 2008. Please consult the agenda for the meeting, which will be
available at least 10 days before February 28, 2008, to determine the order in which
this item will be considered.

For individuals with sensory disabilities, this document is available in Braille, large print,
audiocassette or computer disk. Please contact ARB's Disability Coordinator at

(916) 323-4916 by voice or through the California Relay Services at 711, to place your
request for disability services. If you are a person with limited English and would like to
request interpreter services, please contact ARB's Bilingual Manager at

(916) 323-7053.

BACKGROUND

The Economic and Technology Advancement Advisory Committee (ETAAC or
Committee) was created pursuant to the Global Warming Solutions Act of 20086,
Assembly Bill 32 (AB32). The Committee was principally charged with advising ARB
regarding technologies to reduce greenhouse gas emissions in California and for
policies to advance development and utilization of those technologies. The Committee
has developed a set of recommendations for ARB's consideration in the design of its
programs fo respond to AB32 and to reduce greenhouse gas emissions in California.
At this Board meeting, ETAAC will present its recommendation report to the Board.

ETAAC’s recommendations are intended to convey the best information gathered by
the Committee over the past year, based on public input, input from experts around the
world, and on their own expertise. The intent of the members is to guide the path to
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achieving the maximum feasible and cost-effective reductions consistent with the
mandate of the Global Warming Solutions Act of 2006.

The recommendations of ETAAC are not being presented to the Board for approval or
disapproval. Any set of recommendations from the ETAAC report can only forma -
portion of ARB’s larger efforts to reduce the risk of human-induced climate change.
The complete strategy will be described in the Scoping Plan which the Board must
adopt before January 2009, and the ETAAC report provides information for
development of that strategy.

A written report and oral statements will be presented at the meeting. Copies of the
report may be obtained from the Board's Public Information Office,

1001 “I” Street, 1% Floor, Environmental Services Center, Sacramento, CA 95814,
(916) 322-2990, February 18, 2008. The report may also be obtained from ARB'’s.
internet site at http://www.arb.ca.gov/cc/etaac/etaac.htm.

Interested members of the public may also present comments orally or in writing at the
meeting, and in writing or by e-mail before the meeting. To be considered by the
Board, written comments submissions not physically submitted at the meeting must be
received no later than 12:00 noon, February 27, 2008, and addressed to the
following:

Postal mail: Clerk of the Board, Air Resources Board
1001 | Street, Sacramento, California 95814

Electronic submittal: http://www.arb.ca.qov/lispub/comm/bclist.php

Facsimile submittal: (916) 322-3928

Please note that under the California Public Records Act (Government Code

section 6250 et seq.), your written and oral comments, attachments, and associated

contact information (e.g., your address, phone, email, etc.) become part of the public
record and can be released to the public upon request. Additionally, this information
may become available via Google, Yahoo, and any other search engines.
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The Board requests, but does not require 30 copies of any written submission. Also,
the ARB requests that written and e-mail statements be filed at least 10 days prior to
the meeting so that ARB staff and Board members have time to fully consider each

comment. Further inquiries regarding this matter should be directed to Steve Church,
Staff, California Air Resources Board, 916-322-8280 or schurch@arb.ca.gov.

CALIFORNIA AIR RESOURCES BOARD

/7% Q) —

; dames N. Goldstene
pate: 2/ |44/ 08 L/

/Executive Officer
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The statements and conclusions in this Report are those of the Committee and not
necessarily those of the California Air Resources Board. The mention of commercial
products, their source, or their use in connection with material reported herein is not to be
construed as actual or implied endorsement of such products.
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Recommendation of the
Economic and Technology Advancement and Advisory Committee (ETAAC)
February 14, 2008

To: Chair Mary Nichols and
Members of the California Air Resources Board (CARB)
From: Members of the ETAAC Committee

We are very pleased to present to you our policy and technology recommendations for
reducing greenhouse gas emissions in California. Our report includes 55 specific
recommendations for greenhouse gas reduction strategies in the areas of finance;
transportation; industrial commercial and residential end users; electricity and natural
gas; agriculture; forestry; and water policy. As requested by CARB, we also examined
the Market Advisory Committee’s Report from the perspective of how particular market
mechanisms can stimulate early action, promote innovation and establish clear price
signals.

Climate change threatens California’s environment and economy. We must move
California from its current level of 14 tons of carbon-dioxide equivalent per person down
to 10 tons/person by 2020. As requested by CARB, we also looked towards an 80
percent reduction by 2050, which would require a level of 1.5 tons/person by 2050. To
achieve these significant reductions will require more efficient use of energy, the virtual
elimination of all GHG emissions from the state’s energy infrastructure and a
substantially different mix of transportation systems and fuels. A key part of the
committee’s task is to expand the scope of technical and economic solutions available for
consideration.

There are also opportunities for California’s economy, environment and citizens.
Developing cleaner energy and transportation systems will give California a chance to
improve the security of fuel supplies, address stubborn air pollution concerns, and
develop more livable communities. In many cases, these solutions provide important co-
benefits by addressing difficult and long-standing problems, including the achievement of
Environmental Justice objectives.

We hope this report provides a wide and diverse range of alternatives that will inform
policymakers in their efforts to meet both the economic and environmental goals of AB
32. Our specific policy recommendations are all based on the following policy strategies
and technology opportunities that are outlined in Chapter 1 of our report:

Major Strategies:

e Accelerate GHG Emission Reductions

Balance a Portfolio of Economic and Technology Policies

Create Innovative Public Funding to Complement Private Investment
Foster International and Domestic Partnerships

Leadership Across State Agencies

Major Opportunities
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Accelerate Efficiency Measures

Remove Carbon From Energy Sources

Rethink Transportation to Lower Demand and Carbon Emissions

Reduce GHG Emissions from Industry, Agriculture, Forestry and Water

Capture Cleantech Employment, Economic, Health and Environmental Justice Co-
Benefits

After CARB convened ETAAC in January 2007, we conducted 9 public meetings across
the state. Over 200 members of the public provided comments in writing or in person.
Our committee was composed of people from a wide cross-section of California’s
business, academic, government and non-profit communities. As expected, members hold
differing opinions and unique perspectives on the topics covered in the report. However,
members are united in the effort to develop recommendations that will help meet the
emission targets of AB 32 and also yield the co-benefits of cleaner air, health benefits,
new industries and job growth here in California. It is our hope that the knowledge and
products created in response to AB 32 can strengthen both the California economy and
the state’s international leadership on environmental issues.

This final ETAAC report reflects consensus views when consensus was reached, and
reflects a range of differing points-of-views when there was general support that fell short
of a consensus. Each recommendation may not necessarily reflect the views of every
ETAAC member.

Thank you for the opportunity to serve the State of California.

Respectfully submitted,

M (% - ‘:z ﬁ_,\ M‘\}
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ICCT CalCEF
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1. INTRODUCTION AND EXECUTIVE SUMMARY
I. The Challenge and The Opportunity

Global climate change presents California with serious challenges to the health of its people and
ecosystems and the vitality of its economy. Properly implemented, the solutions to climate
change can also present enormous opportunities. The California Legislature and Governor
Schwarzenegger approved AB 32, the California Global Warming Solutions Act of 2006, which
requires the state to cut total greenhouse gas (GHG) emissions such as carbon dioxide (CO,) by
25 percent by 2020 (compared to “business as usual”
economic activity.)

Prior to the passage of AB 32, Governor
Schwarzenegger issued a 2005 Executive Order that set
an even more ambitious climate change response
program: an 80 percent GHG emission reduction by
2050. Other nations and states are now adopting this
aggressive reduction target in light of recent scientific
findings that suggest the world may soon be reaching a
tipping point on climate change impacts. Given
California’s expected population growth, this 2050

. 1990 2008 2020 2050 2003 -
reduction target creates great challenges for the state, as us

it requires a 90 percent per capita reduction in GHG
emissions (see Figure 1-1). Meeting this target will
require a sense of urgency for vastly more efficient use of
energy and the virtual elimination of all GHG emissions from the state’s energy infrastructure.

Figure 1-1: California Per Capita
CO;,-Equivalent (tons per person)

Despite these seemingly daunting challenges, California’s climate change policies can benefit the
state’s economy, environment, and residents. Developing cleaner energy and transportation
systems will give California a chance to improve the security of fuel supplies, address stubborn
air pollution concerns, and develop better designed communities and buildings. The
development of better methods of moving people and goods throughout the state is another
opportunity to improve economic efficiency and reduce pollution and congestion in the
implementation of our climate change response program. In many cases, these solutions provide
important co-benefits by addressing difficult and long-standing problems. Among them is the
inequitable distribution of the environmental costs associated with California’s electric power
and transportation infrastructure.

Continuing California’s long-standing tradition of innovation on environmental issues, AB 32
has given the California Air Resources Board (CARB) a leadership role in forging new
approaches to diminishing the state’s carbon footprint working with other state agencies.
Existing California programs have demonstrated that major air pollution reductions can be
achieved through economic and technological advancements. For example, new electric power
plants in California now emit 90 percent less ozone and particulate forming Nitrogen Oxides
(NOx) than they did two decades ago due to technology-forcing regulations. Strict technology-
forcing standards have also resulted in California’s greenest new passenger cars emitting 99

1-1
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percent less Volatile Organic Compounds (VOC) and NOx than vehicles did in 1970. Policies
supporting aggressive energy efficiency upgrades, as well as higher energy prices and a
transition toward a service-oriented economy, have all helped California keep its per capita
electricity consumption flat for the past few decades. California has achieved this feat, in part,
through a balanced portfolio of policies, performance standards and market-based incentives.
These State policies addressed important market failures: pollution externalities; market barriers
to private sector Research, Development & Demonstration (RD&D); misplaced financial

- incentives; and imperfect information for energy consumers. As California turns its attention to
combating global climate change, new State policies designed to surmount these and other
market failures must expand in scope and creativity.

Others
8.4%
Electric Power Transportation
19.6% 41.2%
Industrial
22.8% Ag & Forestry
8.0%

Figure 1-2: Carbon Emissions by Sector

As shown above in Figure 1-2, GHG emissions result from many activities ranging from
transportation to manufacturing to agriculture. Policies implemented under AB 32 and the
Governor’s Executive Order for 2050 must address all sectors of California’s economy so that all
significant sources of GHG emissions participate in both the challenges and opportunities
afforded by this critical piece of state legislation. This broad-scaled approach is the most likely
to create a level playing field, and address new alternative energy sources and fuels that could be
used in multiple sectors. For example, policies need to recognize that electricity and biofuels
will likely compete with more traditional transportation fuels in the future; therefore, policies
that address only the electric sector or only the petroleum refining sector are unlikely to achieve
the goals of AB 32.

The initial AB 32 target of reducing California’s GHG emissions back to 1990 levels by 2020 is

. the critical first step toward reducing emissions and placing the state on a trajectory to meet long-
term GHG reduction goals. The long-term reduction goals for 2050 and beyond are equally
important and will require fundamental changes in consumer behavior, in energy use, and in the
infrastructure that supports virtually all economic activity. In some cases, the state will
encounter tradeoffs between the actions necessary to bring about the wide scale transformation
of a carbon-free economy with those that may bring about the lowest cost emission reductions in

1-2
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the short term. This report identifies recommendations to achieve both short-term and long-term
goals. Balanced and innovative approaches are clearly needed.

I1. Major Strategies and Opportunities

AB 32 instructs CARB to create the Economic and Technology Advancement Advisory
Committee (ETAAC) and instructs ETAAC to do the following:

“Advise on activities that will facilitate investment in and implementation of
technological research and development opportunities including, but not limited to,
identifying new technologies, research, demonstration projects, funding opportunities,
developing state, national, and international partnerships and technology transfer
opportunities, and identifying and assessing research and advanced technology
investment and incentive opportunities that will assist in the reduction of greenhouse gas
emissions. The committee may also advise the CARB on state, regional, national, and
international economic and technological developments related to greenhouse gas
emission reductions."

ETAAC has identified five major strategies for promoting economic and technology
advancement. The Committee believes these policy approaches are key to California’s success
in tackling the climate change challenge. ETAAC has also identified five key areas of
opportunity, places where the state must focus its attention and resources to deliver the GHG
emission reductions and ancillary benefits needed for climate success. A general description of
each of these strategies and opportunities follows. A map of how each recommendation in the
report reflects these major themes is included in a chart at the end of this introductory chapter.

Strategy #1: Accelerate GHG Emission Reductions

AB 32 establishes a fixed timeframe for California to achieve a 25 percent reduction in GHG
emissions relative to current levels. This 2020 timeframe is useful because it provides business
and policy makers specific targets for long-term planning. However, the competing interests of
many different stakeholders -- including industry, labor, environmentalists, land owners, and
others -- has led to a regulatory system for project approval that can be complex, time-
consuming, costly, and often litigious. Gridlock would not serve California as it looks to future
solutions to the climate change conundrum. ETAAC has identified areas (for example the
deployment of advanced large scale renewable energy — section 5.1IL.D and methane digesters —
Chapter 6.1 A, etc.) where the project approval process could be improved without
compromising environmental integrity. To successfully complete this task, however, will require
addressing the special interests that created the existing system to begin with. Leadership and
skill to help design politically acceptable compromises will be needed.

There is an urgent need for investments in GHG emission reductions before the AB32
implementing regulations begin taking effect in 2012 because some investments in particular
technologies may preclude other choices that would lead to even greater GHG emission
reductions. In many cases, delaying these investments will also delay the total benefit of actions
that could be taken today to reduce GHG emissions.
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Lingering regulatory uncertainty has stymied some potential investments. These “early actions”
by the private sector could proceed at a faster pace if the potential economic benefits of early
actions were made explicit. The actual economic value of “credits” for early action depends on
market and regulatory decisions that may not occur immediately. If ownership and
quantification of these “early action” credits were more clearly defined, increased investment in
GHG emission reduction projects could begin to flow, leaving California in a much better
position to cost effectively meet the AB 32 GHG emission reduction targets.

Strategy #2: Balance a Portfolio of Economic and Technology Policies

Placing a price on carbon and other GHG emissions is a critical step towards responding to the
climate change threat as it allows private markets to incorporate the value of reducing these
emissions into their everyday business decisions. One potential option is a market based “cap
and trade” system which establishes a cap on allowable GHG emissions that would ratchet down
over time. A declining cap can send the right price signals to shape the behavior of consumers
when purchasing products and services. It would also shape business decisions on what products
to manufacture and how to manufacture them. Establishing a price for carbon and other GHG
emissions can efficiently tilt decision-making toward cleaner alternatives. This cap and trade
approach (complemented by technology-forcing performance standards) avoids the danger of
having government or other centralized decision-makers choose specific technologies, thereby
limiting the flexibility to allow other options to emerge on a level playing field.

If markets were perfect, such a cap and trade system would bring enough new technologies into
the market and stimulate the necessary industrial RD&D to solve the climate change challenge in
a cost effective manner. As the Market Advisory Committee notes, however, placing a price on
GHG emissions addresses only one of many market failures that impede solutions to climate
change. Additional market barriers and co-benefits would not be addressed if a cap and trade
system were the only state policy employed to implement AB 32. Complementary policies will
be needed to spur innovation, overcome traditional market barriers (e.g., lack of information
available to energy consumers, different incentives for landlords and tenants to conserve energy,
different costs of investment financing between individuals, corporations and the state
government, etc.) and address distributional impacts from possible higher prices for goods and
services in a carbon-constrained world. Investing revenues from any allowance auctions in low
and zero carbon technology development and deployment will greatly increase the benefit of
putting a price on carbon. Performance standards (i.e. emissions per kilowatt-hour, per mile
traveled, per units produced, etc.) also have a proven history of success and need to continue to
be part of California’s strategy. In complying with a performance standard, a regulated entity
should have the choice to use a mix of technologies that brings the entity into compliance on an
equivalent basis with a particular performance standard. In addition, California can consider
revenue-neutral fee shifting to reward the purchase of lower carbon products (see Chapters
2.1ILE and 3.IV.G).

These complementary economic and technology development strategies form the core of

ETAAC’s policy recommendations found in this report. Many of the strategies outlined in the
following pages of this report would be much more effective with appropriate price signals that
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flow from a declining cap on GHG emissions combined with near and long-term development of
low and zero carbon alternatives. A well conceived diverse portfolio featuring both market-based
policies and regulatory measures will be more efficient and less costly than relying exclusively
on options from either category of potential solutions on their own.

Government policy should not attempt to pick technology winners. Rather, performance-based
programs—whether market-based, command-and-control, or incentive oriented—should be the
normal course of business. ETAAC makes a number of recommendations based on the need to
help emerging technologies move through demonstration phases to achieve full commercial
viability (see Chapters 2.I1.B and 4.IILI). For instance, policies shaping development and
demonstration of innovative technologies may differ from those focused on introducing
technologies into the marketplace on a commercial scale. The best approach may be to support
new technologies to the point where they can stand-alone within a market structure characterized
by performance standards and carbon prices that become a part of everyday decision-making by
consumers and businesses. Full performance battery electric and fuel cell vehicles, for example,
are two major zero tailpipe emission technologies currently under development. While both
technologies will require significant government involvement to become fully commercialized,
ETAAC does not advise selecting one or the other as the preferred future technology. In the
shorter term, plug-in hybrids using clean electricity as part of their vehicle fuel may compete
with other vehicle technologies using lower carbon advanced vehicle fuels. Thus, standards,
policies, and incentives should be aimed towards establishing a level playing field and lowering
barriers to technologies that can then compete based on price, efficiency, emissions,
convenience, and other factors.

Flexibility in program design and implementation will be necessary to minimize the negative
economic impacts that might result from AB 32 implementation and to recognize the need to
phase-in new, low-and zero carbon technologies into the state’s economy. Preserving flexibility
for changing circumstances in the future is yet another important goal embedded in the work of
ETAAC. Electric power generation stations and other forms of capital intensive infrastructure
being planned today may become the primary energy sources for advanced vehicles of the future.
The crossover and spillover effects of today’s investment decisions will present significant
challenges and opportunities for both energy and transportation sectors.

Strategy #3: Create Innovative Public Funding to Complement Private Investment

One result of the lack of a clear price for GHG emissions today is the inadequate level of RD&D
for new low and zero carbon technologies. Companies invest much less in RD&D than is
socially optimal because they expect a high return on their capital investments, they may not
capture all the benefits of RD&D investments, and because RD&D is an inherently risky
undertaking. Stimulating innovation in new technologies is the goal of RD&D. Broadly
speaking, there are two ways to foster innovation: by funding RD&D directly or by requiring
improved performance in the marketplace. In the energy sector, where new technologies are
often very capital intensive and integrated into complex production systems, a balanced approach
that uses both methods is clearly desirable.

The policies created to support AB 32 will galvanize significant private sector investment in
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California, but this expected investment will not be enough to reach all areas necessary to
achieve the overall GHG emission reduction goals. ETAAC reviewed areas where public
financing, possibly leveraged with private capital, can stimulate innovation and accelerate
adoption of cleaner products. ETAAC has identified the technology demonstration/pre-
commercialization phase in a product’s life cycle as a critical stage for this type of investment. If
California decides to adopt a cap and trade system that includes the auction of emission
allowances, ETAAC proposes that a California Carbon Trust — discussed in greater detail in
Chapter 2.I1.A — can direct investments in RD&D and finance technology pilot projects in
disadvantaged communities and throughout the State of California. Often, these projects offer
co-benefits such as improved air quality or employment. Investments from the California
Carbon Trust can fill RD&D funding gaps by leveraging the capabilities of universities, State

. agencies, non-profits and other pioneering research leaders throughout the state.

If auction revenues from a carbon cap and trade system are large enough, they can also be used
to reduce the negative impacts of some of the more distortionary elements of California’s current
taxation system. In addition, these revenues could provide resources for GHG emission
reductions. This represents another potentially important policy option because it could improve
the economic efficiency of the overall California economy. Alternatively, these revenues could
address Environmental Justice issues by assisting communities or industries that are
disproportionately affected by climate change or by climate change mitigation programs. Any
such assistance should not eliminate the incentive created by placing a price on carbon, but
instead should help with short-term transitions to a more competitive, low-carbon economy.

California does have several hundred million dollars worth of existing incentive fund programs
underwriting RD&D and related research activities (outlined in Appendix III). They typically
serve specific functions. At present, none of them specifically target GHG emission reductions
and they also are not currently coordinated to achieve the maximum amount of co-benefits.
ETAAC recommends that the State of California make an affirmative commitment to RD&D
programs geared toward GHG emission abatement (see Chapter 2.11.B), and examine how to best
integrate these climate change priorities and existing State funded programs with existing
environmental and energy policy goals. The State should also consider creating a new
organization to house these and other programs. By not just supporting, but actively promoting
clean energy innovation, California has the opportunity to seed the marketplace with promising
new technologies that may provide critical tools to achieve AB 32’s reduction targets. This
seeding effort will also bring to market solutions necessary to meet the 2050 goal of a carbon-
free economy. This will also drive new investment dollars to California and better enable our
state to attract and nurture the most promising clean energy start-up businesses.

Strategy #4: Foster International and Domestic Partnerships

California should learn from the European Union and others in the international community that
have already moved forward on the implementation of policies designed to respond to global
climate change. California can learn from both policies that have worked and those that have
not. Success on the climate change front domestically can benefit greatly from partnerships
between the public and private sector (see Chapter 4.1I1.H), between State and local
governments, between the State and Federal government, and between the State and other
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nations. Broad deployment of clean technology will generally drive down costs and lead to
subsequent generations of innovation. California must leverage agreements with western U.S.
states, Canadian provinces, the European Union, the United Kingdom and other countries and
coordinate with Federal programs (such as the recently signed “Energy Independence and
Security Act” — H.R. 6) if AB 32 is to accomplish its expressed intent. Achieving genuine
success on climate change will also require the transfer of clean technology to developing
nations, including China, India, Mexico and Latin America. Exporting both information on
public policy solutions and the benefits of a strong Cleantech industry is one example
recommended by ETAAC (see Chapter 2.11.B); partnering with other states, the Federal
government, and other nations on low and zero tailpipe emission vehicles is another (see Chapter
3.IV.E).

Within the state, leveraging and coordinating RD&D efforts of State and Federal labs, private
research institutes, universities and non-profit organizations is a major opportunity for California
to garner cost-effective emissions reductions and co-benefits. CARB has initiated two projects
that will offer stakeholders consolidated documents illuminating climate research efforts and
priorities in California. The California Climate Research, Development, Demonstration, and
Deployment (RDD&D) catalog will present climate-related research and commercialization
efforts underway in California in a publicly available, searchable database. The California
Climate RDD&D Road Map will delineate each State agency’s research priorities in support of
AB 32’s climate change response goals. The catalogue and road map were initiated in October
2007 and will be completed by April 2008. A coordinated effort would ensure that market and
policy signals reach and influence RDD&D being funded at these innovation centers (see
Chapter 2.11.B). Such an effort may facilitate policy initiatives that reflect real technological
progress and may help individual innovations achieve the necessary scale more quickly. This
could be accomplished by a new entity charged with coordinating low and zero carbon research
efforts, or it could be accomplished by an existing private or public entity. The CPUC recently
acknowledged a similar need and opened a proceeding to consider creating a “California Institute
for Climate Solutions” to be administered within California universities.

Strategy #5: Leadership Across State Agencies

There must be effective leadership across all State agencies to reduce GHG emissions from their
own governmental operations and from the stakeholders they oversee and/or regulate. Just as all
sectors of the state’s economy need to participate in the opportunities and challenges of meeting
California’s GHG emission reduction goals, all State agencies must also participate (with
Cal/EPA playing a key government coordination role). This sort of coordination will also be
important for planning efforts to adapt to the climate change effects that could still potentially
occur even if atmospheric GHG levels are stabilized to avoid the most severe negative impacts
(see Chapters 3.IV.H and 5.VLK).

Many new technologies and practices to lower GHG emissions will also have co-benefits such as
less air pollution or lower water consumption. But some will also lead to higher costs and may
even exacerbate other policy challenges. It will be necessary for California to identify and
manage tradeoffs that will occur as it addresses climate change. Tradeoffs among different
public policy objectives should be integrated across all State agency decisions -- those associated
directly with AB 32 as well as other air pollution regulations, infrastructure development, and so
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forth. Such reciprocity is needed to avoid an unbalanced set of regulatory and project decisions
that would result in missed opportunities to help meet climate change goals and integrate these
goals into other State programs. SB 85, approved in August 2007, calls for an annual Report
Card summarizing progress from all State agencies (section 12892). ETAAC strongly supports
this Report Card as a way of providing regular feedback. If possible, these Report Cards should
be strengthened with independent, third party verification.

Opportunity #1: Accelerate Efficiency Measures

The most cost-effective GHG emission reduction opportunities continue to be investments in
energy efficiency. Whether it is more efficient buildings, appliances or motor vehicles, initial
up-front investment is rewarded - often very quickly - with reduced energy use and lower overall
costs. While California has led the nation in building and appliance efficiency, the State has
significant opportunities to do much more. In some cases, further technological innovation is
needed to create more efficient products. In other cases, faster adoption of existing and
emerging technology needs to be encouraged (see Chapters 3.IV.E, 3.IV.F, 4.IILF;,5.1LA,
5.1LB).

ETAAC believes that new types of financing will likely increase the development and adoption
of energy efficient technologies and practices. Consequently, financing policies that can be
implemented through utilities or municipalities to increase efficiency are recommended (see
Chapter 2.1ILF, G). The potential use of auction proceeds to help finance efficiency upgrades to
lower energy bills in historically disadvantaged communities is another opportunity to achieve
efficiency, while also meeting AB 32°s Environmental Justice goals.

Energy efficiency opportunities exist in all the sectors considered in this report. ETAAC
recommends that the State, in considering these opportunities, ensure the proposed programs and
measures are coordinated to avoid overlaps, duplication, and double-counting.

Opportunity #2: Remove Carbon from Energy Sources

California’s future sources of electricity, transportation fuels and heating fuels will need to be
zero or near-zero carbon by 2050. Renewable energy technologies such as wind, solar, and
others offer the technical potential to generate all of California’s electricity, but there are a
number of technical and implementation challenges that will not be simple to overcome.
ETAAC examined the opportunity of how to quickly scale up these sources of renewable energy,
(such as wind, solar, and geothermal steam) both on-site distributed generation and central
utility-scale power plants. ETAAC also identified barriers that must be overcome (See Chapter
5.1I1.C) to achieve an increase in renewable energy or carbon-free equivalent to 33 percent.. In
addition, biomass sources, if coupled with carbon sequestration, could produce renewable energy
supplies and permanently remove carbon from the atmosphere provided that there are no net
adverse air quality effects from growing and using the biomass (see Chapters 6.1LA, 6.11.C,
6.11.D ad 7.IV.A).

Electricity storage has the potential to enable higher penetrations of renewable energy in

California’s power supply portfolio. Technologies such as pumped hydro storage, compressed
air, thermal storage, batteries, or hydrogen can transform intermittent renewable generation into
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a reliable resource for energy planning (see Chapter 5.IV.F). Electricity storage in the form of
plug-in electric vehicles has the potential to both reduce reliance on fossil fuels in the transport
sector and allow for even greater utilization of existing and future renewable electricity
generation (see Chapter 5.IV.G).

In the AB 32 timeframe, ETAAC believes fossil fuels, including natural gas, can play an
important role for both power generation and heating. Over the long term, fossil fuels such as
natural gas are most likely to play a valuable role for traditional uses and as a feedstock for
vehicle energy supplies if carbon can be separated and permanently stored. Large scale
deployment of low carbon, zero carbon and even negative carbon biomass energy will likely
require methods to permanently sequester carbon. California should continue to partner with
other states, Federal agencies and international partners to encourage RD&D to find cost-
effective and safe methods of sequestering CO, streams from power generation (see Chapters
5.V.D.

Opportunity #3: Rethink Transportation to Lower Demand and Carbon Emissions

Transportation by far accounts for the largest fraction of GHG emissions in California, roughly
40 percent of the state’s total inventory. In order to meet 2050 GHG goals, the transportation
sector will need to accomplish a dramatic transition to new low and zero carbon technologies.

ETAAC recommends that California build upon existing State programs to reduce air pollution
and "decarbonize" the state’s transportation system. These existing programs include the Pavley
— Schwarzenegger vehicle GHG emission regulations, the Low Carbon Fuel Standard, the
Low/Zero Emission Vehicle program and the Zero-Emission Bus program. California should
also initiate a near-term program to reduce GHG emissions from Heavy-Duty Vehicles (HDV).
The infrastructure to deploy technologies emerging from these State programs must also be
based on low or zero emission fuel supplies.

In addition to transportation technology itself, it is time to rethink current methods of mobility
for both freight and people. California’s growth in motor vehicle purchases and State
investments in road infrastructure occurred largely during a period in time when transportation
fuels were inexpensive. This is no longer the case. Decreasing Vehicle Miles Traveled (VMT)
is critical to meeting AB 32 GHG emission reduction goals. Reducing this growth will also yield
important co-benefits such as diminishing the time lost in traffic congestion and the
corresponding improved quality of life. Putting a price on carbon is one way to help reduce
vehicle use and congestion. Yet these approaches are limited in scope. They must be
complemented by pricing for other currently unpriced transportation costs, alternative transit
options, such as electric rail, and urban and suburban designs that provide better and affordable
alternatives to the internal combustion engine (see Chapter 3.1II). Local government land use
planning decisions will need to be coordinated with state-wide priorities to encourage transit-
oriented residential and commercial development (see Chapter 3.I1IL.A). Without such
coordination, overall VMT will climb due to current population growth rates. This is just one of
many ways in which local governments are a key partner with the State in complying with AB
32.
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California’s freight systems will need a similarly dramatic overhaul. California’s coastal ports
and Central Valley freeways have become increasingly congested. Alternative modes of goods
movement have become both a necessity and an opportunity to reduce GHG emissions and other
criteria air pollutants.

Opportunity #4: Reduce GHG Emissions from Industry, Agriculture, Forestry and Water

Forest, agricultural and industrial practices also emit GHG emissions due to energy consumption
and other activities. Significant opportunities exist to reduce these GHG emissions through
established best practices such as the expanded and judicious use of combined heat and power in
industry (see Chapter 4.11.C). In addition, both the agriculture and forestry sectors hold the long
term potential to sequester carbon in biomass and soil (see Chapter 6.1L.E, 6.1ILF and Chapter
7.1V.B).

Water use in California is extremely energy intensive. Today, more than 19 percent of
electricity, 30 percent of natural gas not used for electricity generation, and 88 million gallons of
diesel fuel per year are used to treat, deliver and heat water in California each year. Policies and
technologies that increase the efficiency of the state’s water delivery systems and reduce end-use
will produce multiple benefits. Less demand for water resources translates into reduced
emissions of CO, and other air pollutants since less energy is used to pump, treat and move
water. Other economic and environmental benefits also flow from water efficiency (see Chapter
8.I1.A and 8.I1.B). There is also an opportunity to capitalize on carbon-sequestering benefits of
soil and biomass and reduce end-use water demand by providing incentives for sustainable
practices, including the application of compost (see Chapter 4.IV.L and 4.IV.N).

Opportunity #5: Capture Cleantech Employment, Economic, Health, and Environmental
Justice Co-Benefits

Many policies designed to combat climate change can also bring about substantial economic,
health and environmental co-benefits for the State of California. For example, climate policies
can stimulate the Cleantech industry in California providing both economic growth and jobs.

The Cleantech industry encompasses everything from alternative energy generation to
wastewater treatment to more resource-efficient industrial processes. Although each of these
industries is unique, they all share a common thread: they rely upon new and innovative
technology to create products and services that compete favorably on price and performance
while reducing our collective environmental footprint. Given its legacy of entrepreneurism and
clean energy innovation, California is well positioned to attract venture capital investments in
Cleantech companies. In 2007, California led the nation in Cleantech venture capital with $1.78
billion, representing 48 percent of total U.S. Cleantech investments of $3.67 billion. This
represents a 50 percent growth over 2006 in venture investments in California companies.

Cleantech represents a new export opportunity, too. Cleantech products will increasingly be
needed worldwide to address climate change and other challenges associated with the decreasing
availability of water and other natural resources. Furthermore, Cleantech is spurring new
employment opportunities in such fields as solar energy and energy efficiency device
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installation. ETAAC proposes State supported training programs to encourage the development
of these kinds of green-collar jobs (Chapter 2.111.D).

At present, the State of California is doing little to encourage the manufacturing of Cleantech
products within state borders. In fact, it is quite possible that many Cleantech companies will
locate their manufacturing operations out-of-state, while keeping their corporate headquarters
and RD&D facilities in California. (This trend is already underway.) The State should consider
a variety of policy recommendations to make it more economically attractive to both invent and
manufacture solutions to climate change in California. Such incentives would allow California
to more fully reap the economic benefits of the rapidly expanding Cleantech industry (Chapter
2.111.C).

Some policies designed to combat climate change can reduce pollutants affecting local public
health. Ground level ozone and black carbon (a type of fine particulate mostly from diesel
combustion) contribute to both climate change' and major public health problems that exist in
California.” Assessing existing regulations for public health pollutants such as ozone and fine
particulate regulations were outside the scope of the ETAAC report. Nevertheless, ETAAC
acknowledges the importance of existing programs to achieve public health standards and
welcomes innovations that would further these goals while also meeting AB 32’s GHG emission
reduction targets. In addition, ETAAC has identified a number of opportunities to reduce CO,
and other GHG emissions along with reducing ozone and fine particulates.

In evaluating potential policy and technological fixes to comply with the challenges of AB 32,
ETAAC recognized the need to develop solutions that avoid imposing undue compliance or
increased pollution burdens on disadvantaged communities suffering from historic pollution
levels. Instead, ETAAC has explored how AB 32 could create new economic opportunity for
these same communities. Many recommendations were designed in part to specifically reduce
pollution burden in Environmental Justice areas (see Chapter 2.11.A). In all cases, further
evaluation such as cumulative impacts assessment need to occur when specific implementation
measures are developed by CARB or other agencies or organizations to ensure Environmental
Justice benefits and avoid disadvantages.
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IT1. Summafy Message

California has a prime opportunity as it seeks to meet the challenges embodied in AB 32. By
acting sooner rather than later, California can lower the costs of transitioning to an economy less
dependent upon carbon and other GHG emitting energy sources.” At the same time, it can reap
the rewards of a more sustainable, efficient and competitive economic system. The opportunities
linked to AB 32 cut across all sectors examined in this ETAAC report: transportation;
industrial/commercial/residential energy use; electricity/natural gas; agriculture; forestry; and
water. Renewable energy, alternative fuels, and energy efficiency could create environmental
benefits and jobs in all stages of economic development, ranging from RD&D to manufacturing
and the rest of product and equipment lifecycles.

Policy makers, industry and consumers must bear in mind that the long-term effects of decisions
made today will still be with us in 2020, and in many cases, in 2050 and beyond. Land-use
decisions and choices about new electric power generation infrastructure will either help or
hinder California’s efforts to meet both the 2020 and 2050 GHG emission reduction targets.
Development of new kinds of clean vehicles and other transportation technologies over the next
decade may dictate whether the state is on a trajectory toward meeting the AB 32 mandates or
falling behind the curve on achieving these critical long-range goals.

Californians are ready to respond to the climate change challenge. To meet the timeframe
outlined in AB 32, however, California must do the following:

e Continue the state’s long-standing commitment to environmental policy and build on the
success of existing programs and regulations in order to develop low and zero carbon
solutions;

e Establish a clear market price on carbon to provide the incentives for businesses and
consumers to reduce their carbon emissions efficiently and California should invest the
value of any resulting auction or fee revenues to achieve additional reductions;

e Attract and leverage private capital for productive investments;
e Develop and retain new green collar jobs;

e Adopt polices and measures that facilitate the kind of business and technology
innovations that have made California world renowned;

e Develop and maintain a capability to assess and adjust policies and measures over time as
new conditions emerge and new technologies are developed. Other parts of the U.S. and
the world are also investing in Cleantech and California needs to maintain its leadership
position to comply with AB 32;

e Continue partnerships at the State, national, and international level with leaders on
climate change mitigation strategies.

In addition to mitigating the dire impacts of climate change, effective action on AB 32 can also
yield the co-benefits of cleaner air, new industries and jobs here in California. The knowledge
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and products created in response to AB 32 will strengthen both the California economy and the
state’s international leadership on environmental issues.
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IV. The Role of ETAAC

ETAAC was created to facilitate the development of new policies and technologies as
quickly and economically as possible, including initiatives that reach outside of direct GHG
emission regulations. CARB provided several specific areas of focus for ETAAC and
requested that the Committee look broadly at issues that relate to CARB, other State agencies
and the State Legislature:

e  Review and prioritize incentive proposals for industry compliance with AB 32,
identifying potential funding sources to underwrite these fiscal incentives;

e  Identify the areas where public sector investment is critical to overcoming barriers to
achieving the California’s climate protection objectives by 2020 and 2050 and discuss
whether those investments should be at the local, State or Federal level, or some
combination thereof;

e  Identify advanced technologies with the greatest GHG emission reduction potential, their
commercial status, and the steps necessary to accomplish significant market
penetration;

o Identify export opportunities for California businesses that specialize in carbon reduction
technologies and services;

e  Recommend key demonstration projects for early success and assist CARB in
formulating proposals for public/private partnerships and the potential involvement of
national and international organizations;

e  Review and comment on the findings and recommendations of the Cal/EPA Market
Advisory Committee, to the extent that report affects deliberations of ETAAC.

To meet these objectives, CARB appointed members to the ETAAC in January 2007. Members
were selected based on their knowledge and expertise in fields of business, technology research
and development, climate change and economics. (Brief biographies of members are listed in
Appendix I.) The Committee is chaired by former CARB chairman and former Cal/EPA
Secretary Alan Lloyd, Ph D. The Committee vice-Chair is Bob Epstein, Ph D., noted engineer
and entrepreneur, and co-founder of Environmental Entrepreneurs.

ETAAC has endeavored to adhere to the following ten general principles while carrying
adhering to its mission and tasks:

Address near, medium and long-term goals

Encourage early action

Foster collaboration at all levels of government

Encourage public and private research, demonstration and development
Leverage California’s centers of innovation

Establish a level playing field and do not pick winners and losers

NS R WD

Maximize public health and socio-economic benefits
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8. Address Environmental Justice concerns
9. Participation across all sectors

10. Flexible approaches

This final ETAAC report reflects consensus views when consensus was reached, and reflects a
range of differing points-of-views when there was general support that fell short of a consensus.
Each recommendation may not necessarily reflect the views of every ETAAC member.

ETAAC met nine times throughout California (see Appendix II) and received presentations by
members of California’s technology community. Meetings were subject to the Bagley-Keene
Open Meeting Act and webcast to allow significant opportunities for public comments and input.
ETAAC also received numerous suggestions from the general public for ways to reduce climate
change emissions (a summary table of the suggestions received prior to the final drafting of this
report is presented in Appendix IV and V). ETAAC has also agreed to develop an Internet
website at www.etaac.org to provide access to details of the technologies ETAAC is reviewing
as mechanisms to comply with AB 32,

The work of ETAAC is designed to complement ongoing efforts to reduce GHG emissions in
California. The recommendations contained in this report do not replace or supersede existing
State regulatory programs, or any adopted future policies authorized under AB 32. However, the
ETAAC report may facilitate the development of technologies that help meet, or even exceed,
the GHG emission reduction goals outlined in AB 32. Comments received by ETAAC regarding
the development of specific rules have been collated outside of this report for consideration
during the appropriate regulatory development process.
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V. Organization of ETAAC report

Broad participation by all sectors of California’s economy will be necessary to achieve the AB
32’s reduction targets. This ETAAC report contains a chapter offering economic/financial
strategies for climate change solutions that stretch across sectors, followed by one chapter for
each of the six specific sectors analyzed from a stand-point of policy and technology strategies
and opportunities (transportation, industry/commercial/residential, electricity/natural gas,
agriculture, forestry sector, and water). ETAAC’s comments on the Market Advisory
Committee report also comprise a chapter in this report. Finally, detailed information on energy
and transportation technology advances is included in the Appendix IV and V, respectively.

Developing solutions of the scale required by the climate change challenge will be a complex
endeavor. It is therefore important to recognize that each of the proposed policies included in
this ETAAC report will inevitably interact with one another. Each recommendation put forward
by each ETAAC sector subgroup contains critical information on expected GHG emission
reductions and an expected timeframe for achieving these reductions when each policy is
considered as a stand-alone option. The “timeframe” sections of each policy recommendation
are designed to indicate which of these policies can be in place in the near term (in time for the
2012 deadline of AB 32), medium term (in time for the 2020 deadline of AB 32), or long-term
(in time for the 2050 deadline under the Governor’s Executive Order). ETAAC did not prepare a
full scale implementation analysis for these recommendations individually, or as an integrated
program (which would depend on the menu of choices selected). ETAAC did, nonetheless,
identify major co-benefits and mitigation requirements when such information was known and
available. ETAAC believes that the benefits, costs, risks, trade—offs and uncertainties associated
with climate change response policies must be made transparent as California moves forward
with the implementation of AB 32. In the final analysis, it is vitally important to understand and
fully communicate the rich diversity of information included in this ETAAC assessment so that
California policy makers and the general public can identify solutions to AB 32 that are fair,
balanced, and effective.

1-16



ETAAC FINAL REPORT

VI. Mapping from Recommendation to Categories, Timeframes and

56

Responsible Parties
. Relevant Strategies and Time- Responsible
Recommendation e R
Opportunities frame parties
2- FINANCE
Accelerate GHG Emission Reductions;
Balance a Portfolio of Economic and CARB
A. Create a California Carbon Trust Technol.ogy Pol.1cxes; By 2012 Legislature
Innovative public finance; Other
Accelerate efficiency;
International and Domestic Partnerships
Balance a Portfolio of Economic and
Technology; CARB
B. Promote Clean Energy Innovation Innovative public finance;
N . By 2012 CEC
and Commercialization Capture Economic, Health, and CPUC
Environmental Justice Co-benefits
International and Domestic Partnerships
. e . Legislature
C. Leveraging AB 32 to Spur California Capture Economic, Health, and Bv2012 CPUC
Job Creation and Manufacturing Environmental Justice Co-benefits y Other
D. Clean Technology Workforce Capture Economic, Health, and
Training Program Environmental Justice Co-benefits By2012  Other
Balance a Portfolio of Economic and Legislature
E. Fee and Tax Shifting (Feebates) Technology; By 2012 Otl%:: .
Accelerate efficiency
- - Innovative public finance;
F. Municipal Assessment Districts . By 2012 Other
Accelerate efficiency
G. On-Bill Financing for Small Business . CPUC
Energy Efficiency Projects Accelerate efficiency By 2012 Other
3. TRANSPORTATION
Accelerate efficiency;
A. Planning: Smart Growth and Transit Rethink Tra.nsportatlon to Lower Demand Bv2012 gF;lC
Villages and Carbop, . y 20 ther
Capture Economic, Health, and Cal Trans
Environmental Justice Co-benefits
) CARB
. Rethink Transportation to Lower Demand Legislature
B. Pay-As-You-Drive Insurance and Carbon By 2012 Other
Cal Trans
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Balance a Portfolio of Economic and

Technology Legislature
C. Congestion Charges Rethink Transportation to Lower Demand By 2012 Other
Cal Trans
and Carbon
D. Employer-Based Commute Trip Rethink Transportation to Lower Demand Bv 2012 CARB
Reductions and Carbon y Other
Accelerate efficiency;
E. New Vehicle Technology Rethink Transportation to Lower Demand CARB
Improvements and Carbon; By 2020 Other
P Reduce GHG - Industry, Ag, Forestry,
Water
Balance a Portfolio of Economic and
F. Low GHG Fleet Standards and Technology; By2012 CARB
Procurement Policies Accelerate efficiency; By 2020 Other
ocurement Folicie Rethink Transportation to Lower Demand y
and Carbon
Balance a Portfolio of Economic and
G. GHG-based Vehicle Feebates and Technology; ‘ Legislature
Registration Fees and Indexed Fuel Accelerate efficiency; By 2012 o t}i .
Taxes Rethink Transportation to Lower Demand
and Carbon
Balance a Portfolio of Economic and CARB
H. Air Quality Incentives Programs and Technology By2012 Legislature
Standards Capture Economic, Health, and y o t}i .
Environmental Justice Co-benefits
Balance a Portfolio of Economic and
Technology;
Remove Carbon from Energy Sources; CARB
I Create Markets for Green Fuels Rethink Transportation to Lower Demand By 2012 Other
and Carbon;
Reduce GHG: Industry, ag, forestry, water
4 — Industrial, Commercial & Residential Energy Use
' . Innovative public finance; Legislature
A. Cleantech Tax Incentives Accelerate efficiency By 2012 Other
. Accelerate efficiency;
B. Rebates for Load Reduction Reduce GHG: Industry, ag, forestry, water By 2012 Other
- . . CEC
C. Improve Policies for Combined Heat Accelerate efficiency; By2012 CPUC
and Power Plants Reduce GHG Industry, ag, forestry, water y Other
D. Dlstr?bu.ted Renewable Energy Remove Carbon from Energy Sources By 2020 Legislature
Generation: Solar PV CPUC
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Other
E. Customer Choice of Electric Service Legislature
Provider Remove Carbon from Energy Sources By 2012 CPUC
F. Bul!dlng Efficiency Programs and Accelerate efficiency By 2020 CEC
Incentives Other
G. Combustion Devices: Energy Accelerate efficiency; CARB
X ) . . By2012 CEC
Efficiency International and Domestic Partnerships Other
. . . . CEC
H. Industry - Government Partnerships  International and Domestic Partnerships;
. . . . By 2012 Other
to Reduce Industrial Energy Intensity ~ Coordinate Across State Agencies
CalEPA
. Innovative public finance;
g;lRevtol\?ng guqd ftor Technology Accelerate efficiency; By 2020 No answer
onstration Frojects Reduce GHG Industry, ag, forestry, water
J. Develop Suite of Emission Reduction CARB
Protocols for Recycling Reduce GHG Industry, ag, forestry, water By 2012 CIWMB
K. Increase Commercial-Sector CARB
Recycling Reduce GHG Industry, ag, forestry, water By 2012 CIWMB
CARB
L. Remove Barriers to Composting Reduce GHG Industry, ag, forestry, water By 2012 CIWMB
Cal Trans
M. Phase Out Diversion Credit for CARB
Greenwaste Alternative Daily Credit Reduce GHG Industry, ag, forestry, water By 2012 CIWMB
N. Reduce Agricultural Emissions Reduce GHG Industry, ag, forestry, water CARB
Through Compostin; By 2020 CDFA
g1 Lomposting CIWMB
O. Evaluate and Improve Policies for Reduce GHG Industry, ag, forestry, water By 2012 Other
Qualified Waste Conversion
Technologies
5. ELECTRICITY AND NATURAL GAS
A. Energy Efficiency Program . CARB
Coordination Accelerate efficiency By 2012 CPUC
. . CARB
Er.oAfagrnf ssive LED Energy Efficiency Accelerate efficiency By 2012 CEC
grams CPUC
C. Take Steps Necessary to Achieve an Balance a Portfolio of Economic and By 2020 CARB
Increase in Renewable Energy to 33 Technology Y CEC
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Percent by 2020 to Reduce GHG Remove Carbon from Energy Sources CPUC
Emissions Other
- - . CEC
D. Competitive Renewable Energy Accelerate GHG Emission Reductions;
By2012 CPUC
Zones Remove Carbon from Energy Sources
Other
E. R« ble E Technol CEC
- Renewable ENergy 1 ecnology Remove Carbon from Energy Sources By2012 CPUC
Assessments
Other
.. . CEC
F. Electricity Storage as an Enabling Remove Carbon from Energy Sources; B
: . y2012 CPUC
Technology for Renewable Energy Coordinate Across State Agencies Other
. . . . Remove Carbon from Energy Sources;
G. Plug-in E.lectrlc Drive Vehicles as Rethink Transportation to Lower Demand By 2020 CARB
Storage Devices .
and Carbon
H. Smart Grid as Enabling Technology  Accelerate efficiency; By 2012 Legislature
for Renewables and Clean Vehicles Remove Carbon from Energy Sources y CPUC
L Carb(?n Capture gnd Sequestration in Remove Carbon from Energy Sources By 2020 Other
Geological Formations
. . CARB
J. Low and Zero Carbon Electricity Balance a Portfolio of Economic and CEC
. Technology; By 2012
Generation Plan CPUC
Remove Carbon from Energy Sources
Other
K. Unifying Standards for Climate- Balance a Pf)rtfollo of Economic and CARB
Related P Technology; By 2020 CEC
clated Frograms Coordinate Across State Agencies; CPUC
6. AGRICULTURE
CARB
CEC
e Remove Carbon from Energy Sources; By 2012 CPUC
A - Manure to Energy Facilities Reduce GHG Industry, ag, forestry, water By 2020 Other
CDFA
CalEPA
. . By 2020 Other
B - Enteric Fermentation Reduce GHG Industry, ag, forestry, water By 2050 CDFA
CARB
CEC
. . e Remove Carbon from Energy Sources; By 2020 CPUC
C - Agricultural Biomass Utilization Reduce GHG Industry, ag, forestry, water By 2050 CDFA
CalEPA
SWRCB
By 2012 ¢
D - Dedicated Bio-Fuels Crops Remove Carbon from Energy Sources y CEC
By 2020 CDFA
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CalEPA
SWRCB
By 2012 gg’% A
E - Soil Carbon and Sequestration Reduce GHG Industry, ag, forestry, water By 2020 SWRCB
By 2030 ;;:spa/NRCS
. . By 2012
F - Riparian Restoration and Farmscape CDFA
Sequestration ~ Reduce GHG Industry, ag, forestry, water By 2020 USDA/NRCS
By 2050
CEC
G - Fertilizer Use and Water Accelerate efficiency; gy %8;?’) CDFA
Management Efficiency Reduce GHG Industry, ag, forestry, water By 2050 SWRCB
Y USDA/NRCS
7. FORESTRY
. CARB
A - Link Forest Fuels Management and Remove Carbon from Energy Sources; Bv 2012 Other
Biomass Utilization Reduce GHG Industry, ag, forestry, water y CDF
CARB
B. Reforestation and Forest Management Other
for Enhanced Carbon Storage Reduce GHG Industry, ag, forestry, water By 2012 CalEPA
CDF
. Other
C - Urban Forests for Climate Benefits Remove Carbon from Energy Sources; By 2012 CDF
Reduce GHG Industry, ag, forestry, water
Cal Trans
D. Endorse "California Climate Capture Economic, Health, and By 2012 CARB
Solutions" Program Environmental Justice Co-benefits y Other
8. WATER POLICY
Legislature
Accelerate efficiency CPUC
A. Establish a Loading Order for Water Reduce GHG Industry, ag, forestry, water By 2012 Other
Coordinate Across State Agencies SWRCB
DWR
. . ) . Legislature
B. Establish a Public Goods Charge for Accelerate efficiency
. By 2012 CPUC
Funding Water Improvements Reduce GHG Industry, ag, forest, water SWRCB
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" IPCC, Fourth Assessment Report (AR4), Working Group 1 Report The Physical Science Basis, Summary for

Policymakers, 2007.
% The California Almanac of Emissions and Air Quality, 2007 Edition.

? Stern Review, Cabinet Office - HM Treasury (2006).
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2. FINANCIAL SECTOR
1. Introduction

The ETAAC financial sector subgroup investigated several different strategies and methods to
encourage financial sector innovation in the deployment and development of greenhouse gas
(GHG) emission reduction technologies. The general public contributed a variety of written
suggestions on financial tools to accelerate these clean technologies, which will be documented
at the ETAAC web site (www.etaac.org). This financial sector chapter sums up suggestions
brought forward during public meetings as well as a set of informal meetings with
representatives from Cleantech companies, Cleantech investors, companies which operate in
existing carbon markets and members of the greater U.S. financial community.

With billions of dollars now being invested in Cleantech companies, California has a unique
opportunity to create new jobs and entire new industries right here in our own backyard. Smart
economic development policies that take advantage of new financial tools and programs are
needed to ensure that California realizes its full potential as a climate change pioneer and
captures the job creation benefits of its environmental leadership. Many startup companies want
to grow in California. They want to maintain a strong nexus between manufacturing, research,
development and deployment (RD&D), and proximity to major markets. Yet barriers to this
potential and highly beneficial synergy remain. These barriers can result in relocation of
Cleantech companies to other states and regions.

Several overriding themes emerged from the finance sector subgroup’s inquiry:

e Existing state financial incentives and grants are unlikely to be sufficient to spur the
needed innovation in GHG emission reduction technologies to comply with AB 32.
CARB staff produced a document (see Appendix III) listing the various state grants
available under existing programs. While some of these programs may be beneficial, they
are not yet coordinated to achieve maximum impact for AB 32’s GHG emission
reduction targets (see recommendation C below.) AB 32 sets the stage for a timely
opportunity to rationally link the State’s numerous but disparate RD&D programs to
make sure they are coordinated and focused on encouraging GHG emission reductions.

e (alifornia would benefit from a cogent financial incentive program to stimulate the
deployment of GHG reduction technologies both inside and outside of capped economy
sectors. Judging from the experience of existing cap and trade systems in the United
States' it is unclear if such systems encourage or discourage innovation. Though the
ETAAC financial sector subgroup does not presume that an emissions trading system will
be created under AB 32, it does believe that the State needs a significant incentive system
to help assure that compliance is achieved at lowest possible cost. This incentive system
should also encourage investments in California’s disadvantaged communities to address
broader Environmental Justice and economic development goals.

e Revenue neutral shifting of fees and taxes can encourage the distribution and purchase of
cleaner products and fuels.
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e (alifornia is well positioned to attract venture capital investments in Cleantech
companies. California led the nation in Cleantech venture investments in 2007 with $1.78
billion, representing 48 percent of total Cleantech investments in the U.S. However, the
amount of invested capital is not the same thing as productive investment. The State
should encourage private investment that is informed by policy trends and technology
advancements in order to generate both robust economic and environmental returns.”

¢ International Partnerships can help create export opportunities for California Cleantech
companies. As California continues to transform into a greener economy, the State will
need to provide a pathway for clean technology manufactured in the state to be
showcased in other nations. If California is going to be a leader in developing the
technologies of tomorrow, it will be important that these technologies gain traction
throughout the world. There is ample opportunity for California to create this market
since economies large and small are looking for cleaner practices to cut their carbon
emissions. A key aspect to developing these international linkages and partnerships is to
ensure that California has an active presence in these nations. It is the State’s duty to
foster linkages between Cleantech businesses in California and businesses throughout the
world. These linkages will not only encourage other nations to use California’s home
grown technologies, but provide a venue to learn about how best practices give
businesses incentive to keep innovating. Existing California trade offices in other
countries should showcase the State’s accomplishments and offer information on
California’s clean technologies and corresponding business opportunities.

e At present, the State is doing little to encourage the manufacturing of products in
California. In fact, it is expected many Cleantech companies may be moving their
manufacturing out-of-state while keeping their headquarters and RD&D facilities in
California. The ETAAC finance sector subgroup did not look at the comprehensive set of
issues related to attracting and keeping manufacturing in California, but rather focused on
issues pertaining to AB 32 or to the manufacturing of products in California directly
impacted or created by AB 32.

From these overriding themes, the ETAAC finance sector subgroup issued two central
recommendations and a set of additional policies designed to support activities in all of the
subsequent ETAAC subgroup reports: transportation; industry/commercial/residential;
electricity/natural gas; agriculture; forestry; and water. An ETAAC analysis of the Market
Advisory Committee’s report in chapter 9 examines how market structures will also impact early
actions, innovations and price signals in each of these economic sectors of California.
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I1. Central Recommendations: Carbon Trust & Cleantech Commercialization

A. Create a California Carbon Trust

A new public or a public-private entity creates an incentive fund using allowance revenues to
encourage carbon reductions in sectors inside and outside the cap, while also supporting
environmental justice goals, actively managing the carbon market, and encouraging RD&D
efforts. Activities could start prior to 2012, helping to set an early price signal for carbon and
other GHG emissions.

e Timeframe: In place by 2012.

e GHG Reduction Potential: The potential for GHG emission reductions would depend on
the Carbon Trust’s funding source (initially from early auction proceeds or some other
source) and the cost of acquiring carbon rights. The Trust is likely to secure reductions at a
cost equal to or slightly less than allowance auction prices. In other words, for every
million dollars of CO, allowance auction revenue provided to the Trust, roughly one
million tons of CO, would be reduced.

o Ease of Implementation: Moderately difficult. Barriers include the following:

o Assumes some auction revenue.

o Requires the creation of a new market maker. It may make sense to house the Trust
within an existing entity or create a new entity designed specifically to encourage the
development and execution of GHG emission reduction projects outside the cap. This
entity could be a public entity or a public/private entity.

o Co-benefits / Mitigation Requirements: Many co-benefits, no mitigation requirements:
o Provides funding for carbon reductions.
o Encourages carbon reduction projects prior to 2012.

o Can direct funding towards technology demonstration and research in areas where
private investment is lacking.

o Supports Environmental Justice goals of empowering communities and reducing
criteria and toxic pollutants.

o Responsible Parties: To be determined. Could be an existing agency (a combination of
California Air Resources Board (CARB) and regional air boards, the California Treasurer’s
office, etc.) or could be a new entity.

Problem: California would benefit from a financial mechanism that stimulates investment in
GHG emission reduction projects and technologies in both capped and uncapped sectors of the
state’s economy. This financial mechanism can address the following problems:

o Barriers and early failures in emerging markets for GHG emission reductions.

e Lack of financial support for projects in disadvantaged communities or with other
significant co-benefits.
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e Price spikes and instability in the carbon market.

e Gaps in private sector funding for RD&D projects.

Possible Solution: A California Carbon Trust could serve four important roles as the manager of
an incentive fund for carbon and other GHG emission reductions in California. Its primary
purpose would be to achieve GHG emission reductions beyond those coming from the AB 32
caped sectors, helping California to reach its ambitious reduction targets. The second purpose,
closely linked to the first, would be to further the Environmental Justice goal of empowering
communities to take part in achieving emission reductions of both carbon and other criteria toxic
pollutants. A third role for the Trust would be to serve as a market maker and price stabilizer
during the early years of the carbon market. And the fourth role would be to fund University
research and “first project” demonstration financing in areas where private sector funding is
lacking. The Trust’s activities could start prior to 2012, jump-starting GHG emission reductions
in California, helping to establish an early price signal for carbon and other GHG emissions.

1) Achieve Additional GHG Reductions and Address Carbon Market Failures

This Trust would achieve its primary goal of reducing GHG emissions outside the cap of a cap
and trade system -- reductions that cannot be claimed by regulated entities -- by offering to
purchase the carbon benefits from projects that meet strict requirements of being additional, real
and verifiable. Qualified projects would compete based on a project-proposed price of carbon.
This process would operate in parallel with private offset investments, but would have greater
flexibility to fund reductions that would achieve AB 32 goals but may not receive private sector
funding. For instance, private sector investments may need to achieve rapid payback times to
attract private capital, with the benefits of reductions in the future greatly discounted. By taking
a long view of meeting GHG emission reductions in 2020 and 2050, the Trust could invest in
projects that may have a greater overall reduction per dollar of investment, but a longer lead
time. The Trust could also address other gaps and failures in the carbon market, encouraging a
variety of projects that are having trouble finding access to capital from the private sector. The
Trust would not fully fund the project, but would offer enough of a financial incentive to allow
the project to become financially feasible.

To ensure the integrity of the carbon reductions, the Trust should generally limit funding to
projects for which clear measurement and verification standards exist. For example, project types
could include those for which the California Climate Action Registry has accounting protocols or
those projects that can produce measurable and verifiable energy efficiency gains or low carbon
energy generation. In some cases, it may be appropriate for the Trust to encourage projects for
which no protocols currently exist, or projects with great potential but some uncertainty. In such
situations, the price paid for carbon reductions would be reduced to account for the risk. The
Trust could consider keeping some percentage of carbon reductions in reserve so that
environmental integrity can be maintained in case of project failures.

The Trust’s standard project selection process would be based on the relative cost-effectiveness
of emissions reductions, similar to the State’s successful Carl Moyer program. The Trust could
issue requests for proposals periodically (quarterly or annually, for example), and applicants
could include municipalities, hospitals, schools, community organizations, nonprofits, or any
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other project sponsor outside of the cap. An application to the Trust for funding would detail the
project’s plans, including the quantity of emissions to be reduced and a proposed price at which
the project will sell the emission reductions to the Trust. A “Dutch auction” or descending price
auction could be used to find the lowest cost projects and determine the price at which the Trust
decides to purchase carbon reductions. Because the Trust does not fund entire projects, all
projects would have to be financially viable through a combination of their own balance sheet
and the additional value of selling the carbon reduction credits to the Trust.

The Trust could choose to do one of two things with the carbon it has “purchased” from emission
reduction projects. Both of these choices have the added benefit of ensuring that carbon
reductions occur within California and that investments stay within the state.

o The Trust can retire the carbon credits for public benefit. Credits earmarked for
retirement might have no real market value or might pose double-counting concerns.
For example, the Trust would retire the credits generated by an energy efficiency
program that allows the associated Load Serving Entity to claim credit by reducing its
own emissions. All carbon reduction projects that also value co-benefits such as
abatement of air pollution would have to be retired.

o Credits from Trust projects that value only carbon might be eligible for sale in the
voluntary markets. The revenue generated by these sales could be put back into the
Trust and used to invest in further reductions. Possible buyers might include state
agencies, corporations, or individuals (through an offset program) that want to offset
their emissions.

Note that the Trust could potentially be designed so that some of the carbon credits it purchases
could be used by capped entities as a flexible compliance mechanism in the regulated market.
These credits would come from certain approved project types for which protocols exist.

2) Dedicate Resources to Fund Projects to Achieve AB 32’s Environmental Justice Goals

By setting aside a fixed portion of its funds to be distributed to projects based on cumulative
impacts, geographic location, demographics, and/or associated co-benefits, this Trust could also
help to reach important environmental justice goals. Distributing funds based on geography or
demography would ensure that disadvantaged communities receive a pre-determined amount of
funding for projects that not only reduce carbon emissions, but also foster community
development and protect low income consumers from rising energy prices.

In addition to distributing funds based on geography or demographics, the Trust could choose to
favor projects with ancillary benefits, such as green collar job creation, technology
demonstration, or criteria and toxic pollution clean-ups. In these cases, the Trust would pay not
only for carbon reductions, but would also consider co-benefits such as local air quality benefits.
For example, a project that reduced NOx in addition to CO; could be financially rewarded not
only for the decreased carbon, but also for the NOx reduced by the project. By attaching either a
time value or a monetary value to co-benefits, the Trust would create incentives for projects that
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not only help California reach its GHG emission reduction targets, but also achieve
Environmental Justice goals such as job creation and pollution abatement.

For example, a project applicant might want to retrofit the Heating, Ventilation, and Air
Conditioning (HVAC) system at a multi-family residential building. A market barrier exists
because of the discrepancy between who makes the capital investment and who ultimately reaps
the benefit of that investment. In this case, the building owner must front the capital while the
tenants benefit from lower utility bills. The Trust creates an incentive to help overcome the
market barrier by offering to purchase the project’s carbon benefit from the building owner. The
building owner benefits because he or she is reimbursed for the retrofit up to the value of the
carbon reduced, while tenants benefit from lowered utility bills, not to mention more efficient
and better quality air conditioning and heating in their homes. The State of California benefits
from the reduction in carbon, and capped entities such as members of the business sector benefit
because California is closer to its emission reduction target at no expense to them. In this
example -- as in all instances where the Trust would make this type of project investments -- it is
important to note that the State would have to address any overlaps with programs eligible within
the scope of a GHG cap, to avoid double counting and clarify crediting issues.

The selection process for projects with co-benefits would be similar to that for projects that
involve only climate change benefits. Projects would be judged on relative cost-effectiveness,
compared with other projects in the same category (based on geographic location, specific co-
benefits, etc). Projects would also need to be financially viable through a combination of their
own economics and the additional value of the carbon reductions, plus whatever values the Trust
assigns to the co-benefits. Again, the GHG emission reduction credits could be retired for public
benefit or possibly sold into voluntary markets.

3) Actively Manage the Early Carbon Market and Mitigate Price Volatility

The third role of the Trust could be as an enabler of the early carbon market in California. The
Trust could purchase emission reductions that have been certified as tradable credits and sell or
retire them as needed in order to help stabilize the California carbon market. The Trust could be
particularly valuable in seeding the market and stabilizing it in the early years. In later years, as
the California carbon market grows and matures, the role of the Trust as “market maker” would
diminish.

The Trust could also be designed so that some of the carbon credits it purchases from projects
outside the cap could be used as a flexible compliance hedge in the regulated market. These
credits would come from certain approved project types for which protocols exist, and would
only be sold into the compliance market as needed to alleviate price spikes. The Trust would thus
act as a “shock absorber,” buying credits from capped entities when demand for carbon is weak -
- in order to support higher prices needed for investment and innovation -- and selling credits
when demand is high and supply is low.

By stabilizing the price of carbon (when necessary) and providing a sense of certainty over time,
the Trust would be managing carbon the way that the Federal Reserve Bank manages interest
rates. This active management should decrease the likelihood of the regulatory process
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overreacting or reacting too slowly to volatile carbon prices. As a dynamic manager of the price
of carbon with a long-range view, the Trust would perform the role of a market oriented safety
valve and obviate the need for static regulations such as price floors or ceilings.

Specific rules for intervention in the market would have to be developed in advance. The market
regulating role of the Trust would be carried out by an independent body of experts. This would
be a preeminent group, comparable to the Federal Reserve board or the California Independent
System Operator, which currently manages the majority of transmission resources for the state’s
electricity grid.

Considerable public comments were received both in favor and against the role of the California
Carbon Trust as an active market maker. The potential effectiveness of this role will depend on
the overall design of both the regulations and the structure of the California Carbon Trust.

4) Encourage Research, Development, and Demonstration

A fourth role for the Trust would be to fund University R&D, as well as demonstration projects
and first production facilities. These areas lack adequate private funding, but can produce
valuable technology advancement, accelerating GHG emission reductions and supporting
economic growth. The Trust could set aside some percentage of the allowance revenues to be
spent in these areas, with funds to be distributed based on judgments of the relative promise,
reliability, and cost-effectiveness of projects in various categories. This really encompasses two
related, but separate, uses of Carbon Trust funds:

e University Research and Development: The Trust would provide funds for RD&D of the
technologies needed for a low carbon future. The role of the Trust in funding University
RD&D should be considered alongside the proposed California Institute for Climate
Solutions currently under consideration by the CPUC so as to prevent overlap and
duplication of efforts. The Trust could possibly serve as a source of funds for the
Institute.

o Demonstration and First Production Facilities: By supporting demonstration and first
production facilities, the Trust could bridge an important gap in the financing of new
technologies. Public sector managers generally treat demonstration, first project
financing, and commercialization as the responsibility of the private sector, while most
private sector financiers are unwilling to invest at these early stages due to the high level
of risk. This dilemma creates a financing gap that requires a novel solution. The Trust
could provide the financing and capital necessary to address this problem and encourage
the commercialization of clean energy technologies. This could be done in many
different ways. (See “Support Demonstration Finance” - Finance Sector Section II.C,
below.)

Funding Sources for the Carbon Trust
Revenues for the Trust could come from the auction of allowances, from penalties or fees for

non-compliance post-2012, or from another source such as the general fund or borrowing
guaranteed through repayment from auction revenues. Based on historical experience, revenue

2-7



69
ETAAC FINAL REPORT

from penalty fees is expected to be minimal. California Environmental Quality Act mitigation
fees are another possible revenue source to consider.” If the Trust is set up as a public-private
partnership, private sector businesses would be another potential source of funding. If the Trust
is designed to be a market maker and has the authority to purchase and sell carbon credits, an
additional source of funding would be the sale of certified, tradable carbon credits. Finally,
another source of funding could be the sale of carbon reduction credits into the voluntary market.

The State might consider offering one or more early auctions of a small percentage of the 2012
allocations. This early auction proposal presupposes that the state has decided not to grandfather
all allocations based on historic emissions and has established a minimum percentage of
allowances to be auctioned in 2012. One or more early auctions would help to set an early price
signal and would remove some of the uncertainty about rule-making, jump-starting the market
for carbon in advance of 2012. A price discovery period would probably reveal a price lower
than expected; this is what has happened historically in other similar schemes. Early auctions
would allow the state to “learn by doing,” essentially serving as a trial period. The State would
have the opportunity to learn and make adjustments before 2012. If the State decides against an
early auction, the Trust could be funded initially through the State’s general fund or through a
loan, or through other sources.

Any auction revenues are legally a fee and thus must meet the legal standard established by the
Sinclair Paint court decision. A “Sinclair Test” requirement means that the fee must be
reasonable and there must be a nexus between the purpose of the fee and the use of its revenues.
The Trust passes the Sinclair test because both the fee and the Trust’s expenditures are intended
to cut carbon emissions in California.

Consideration should be given to designing the Trust as a public/private partnership in order to
leverage private capital in addition to the public money used to purchase credits. Involving
private capital could provide access to resources that should help improve the economics of the
Trust, particularly in the earlier years of operation before 2012. Another possible benefit of
involving the private sector would be a contract guarantee that Trust revenues would be
restricted to the purpose of diminishing GHG emissions.

Models for the California Carbon Trust

The Carbon Trust (UK) is an independent government-funded company created in 2001. Its
mission is to accelerate the country’s move towards a low-carbon economy by developing
commercial low-carbon technologies and working with business and the public sector to cut
emissions. The Carbon Trust carries out five different functions: (1) information and education;
(2) practical solutions, knowledge, and resources for businesses and public sector entities that
wish to reduce energy use and emissions; (3) funding, advice, and demonstration for low carbon
technologies; (4) developing new, low carbon businesses; and (5) investing in clean energy
technologies with commercial potential.

The Climate Trust is a non-profit formed in 1997 in response to an Oregon law that requires
new fossil fueled power plants to offset a portion of their CO; emissions. The Climate Trust
provides high-quality offset projects for power plants, regulators, businesses, and individuals.
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The Climate Trust is one of the largest buyers of offsets in the United States, with a portfolio of
sixteen projects that are anticipated to offset 2.6 million metric tons of CO, over project
lifetimes.

The Carbon Market Efficiency Board is a market-regulating body proposed in the Warner-
Lieberman "America's Climate Security Act" (S. 2191). This Board would be authorized to
trigger relief remedies to protect the economy in case of volatile prices or unpredictable market
events. Operating under the oversight of the US Department of Treasury, the Board would be
authorized to allow increased borrowing of allowances or to temporarily expand the National
Emission Allowance Account, so long as the cap in future years is tightened enough that
cumulative emissions reductions remain unchanged.

The Climate Change Credit Corporation is a nonprofit corporation proposed in the Warner-
Lieberman Bill. The Corporation would receive and auction allowances and distribute the
proceeds. Auction revenues would be distributed among seven clearly delineated categories.
Examples include 20 percent for a public-private partnership to commercialize low and zero-
emissions transportation sector technologies and reducing vehicle miles traveled, 10 percent for
air quality improvements, and 10 percent for mitigating impacts in disadvantaged areas.

B. Promote Clean Energy Innovation and Commercialization

Support California RD&D and commercialization efforts foday to ensure that critical innovations
are available to contribute to GHG reductions in future years. Optimize current programs toward
the climate change goal and consider new programs to accomplish objective. Consider creating
a new entity to coordinate these efforts.

e Timeframe: Programs in place by 2012.
e GHG Reduction Potential: Cannot quantify.
o Ease of Implementation: Moderate. Barriers include:

o Recalibrating current subsidy programs that are not structured to measure GHG
emission reductions could be politically challenging.

o Some current subsidy programs calculate avoided costs differently so it may be
difficult to compare or measure real program value or comparative potential for
GHG emission reductions.

o The State currently has no scale-relevant program in place to support
demonstration projects for emerging technologies. A new financial vehicle may
need to be created to fill this gap by sharing risk between public and private
sectors.

o Complicated State programs make it difficult for the private companies to identify
opportunities for them to participate.

o Co-Benefits / Mitigation Requirements: Many benefits, no mitigation requirements:
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o Would fill the “innovation pipeline” with promising new technologies that could
substantially cut carbon and GHG emissions.

o Would orient disparate clean energy programs toward the unifying goal of
decreasing GHG emissions without decreasing the importance of other public
policy goals.

o Would better ensure that public and private RD&D efforts are informed by public
policy objectives.

o Would close a critical gap in the clean energy investment ecosystem by
supporting demonstration projects.

o Would ensure greater linkage and enable more effective comparison across
current programs by creating consistent calculation of avoided costs.

o Would support California’s culture of entrepreneurship and support economic
development objectives.

® Responsible Parties: California Energy Commission (CEC); California Public Utilities
Commission (CPUC); CARB. Could involve the creation of the new organization
referenced below.

Problem: The technologies needed to support GHG reductions beyond 2020 do not yet exist.
While the State of California currently funds a variety of RD&D programs, these programs are
not necessarily geared strictly toward measuring GHG reductions. Moreover, the State’s
individual subsidy programs are in most cases not optimally coordinated in pursuit of the
principal current objective of AB 32 -- GHG emissions reduction -- causing inefficiencies and
missed opportunities for improved performance. On top of that, other states are implementing
programs and incentives to attract Cleantech companies as part of their economic development
strategies.

Possible Solution: The State of California should make an affirmative commitment to RD&D
programs geared toward GHG abatement. By not just supporting but actively promoting clean
energy innovation, the State has the opportunity to seed the California marketplace with
promising new technologies that may aid in achieving GHG abatement goals -- particularly for
the beyond 2020 goals,. This will also drive new investment dollars to California and better
enable our state to attract and nurture the most promising clean energy start-up businesses. The
State should also consider creating a new organization to house these and other programs.

What is “Cleantech”?

The Cleantech industry encompasses a broad range of products and services, including
everything from from alternative energy generation to wastewater treatment to more resource-
efficient industrial processes. Although some of these industries are unique, all share a common
thread: they rely upon new and innovative technology to create products and services that
compete favorably on price and performance while reducing our collective environmental
footprint.
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According to categories established by the Cleantech Capital Group, total U.S. venture
investment in Cleantech was $3.67 billion in 2007. California received $1.78 billion or 48
percent of the total. To be included in the Cleantech category, products and services must do the
following: optimize use of natural resources; offer a cleaner or less wasteful alternative to
traditional products and services; have their genesis in an innovative or novel technology or
application; add economic value compared to traditional alternatives.

The eleven Cleantech categories measured are:

Energy Generation & Fuels
Energy Storage

Energy Infrastructure
Energy Efficiency
Transportation

Water & Wastewater
Air & Environment
Materials
Manufacturing/Industrial
Agriculture

Recycling & Waste

Companies in these categories may not always market themselves specifically as “Cleantech”
and investors likewise may not necessarily consider themselves to be “Cleantech” investors.

The ETAAC financial sector subgroup offers these suggestions to foster clean energy innovation:

Support Demonstration Finance: Create a single or a series of financial vehicles to support
demonstration finance for projects that have particularly high climate change abatement
potential. This may include, but is not limited to, clean generation technologies, energy
efficiency industrial applications and vehicle demonstrations of new low and zero tailpipe
transportation options. The absence of funding for project demonstrations is a significant
impediment to the maturation of new technologies and is consistently identified by thought
leaders as a major gap in the financial architecture of clean energy. Public sector managers view
demonstration as the responsibility of the private sector, while private sector investors view it as
too risky. The demonstration finance fund could be structured to leverage a combination of
public funds already nominally dedicated to such efforts and private funding, and/or it could be
funded by royalties, shared savings or shared carbon credits banked for future use. The proposed
California Carbon Trust (Finance Sector Section II, B) is one option to consider for this role.
Organizing principles for a demonstration finance effort could include:

e [Establish Public Sector Tenants. Where possible, use the State of California, county and
city and/or other large scale public sector customers as “anchor tenants” for
demonstration projects.

e Support Specific Projects with the Highest Likelihood of Return. A process should be
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established whereby projects having the highest likelihood of making a major
contribution to climate change mitigation, but are too speculative for the private markets,
are given first priority.

e Enable Market/Consumer Choice. In addition to technology specific demonstration
projects, support a broader set of investments in infrastructure for demonstration projects
of technologies that can showcase their merits against one another (i.e. biofuels
infrastructure versus renewable energy transmission infrastructure.

* Encourage Broader Participation in Procurement Processes. Consider using a
demonstration fund to allow emerging technologies to participate in electricity and fuels
procurement by funding their above-market cost component.

» Partner Where Possible. Because demonstration projects come in all shapes and sizes, it
would be optimal to allow the private sector to participate. Debt and high risk equity
from the private sector at market rates could be coupled with contributions from the
public sector in the form of serving as a backstop to mitigate against above-market costs
and risks.

» Link Current Demonstration Efforts. The Public Interest Energy Research Program
(PIER) and the Emerging Technologies Coordinating Council (ETCC), both funded by
investor-owned utility (IOU) ratepayers, have funds available and actively pursue
demonstration projects. In addition, the CPUC is considering a proposal by Pacific Gas
& Electric and Sempra Energy to create an analogue to the ETCC specifically for
renewable resource demonstration projects. These efforts, while very important, are all
immature, not coordinated, and not geared to address the new mandates of AB 32. At
some point it may be useful to link all demonstration project funds and to consider a
broader funding source than just IOU ratepayers.

Specific technology areas that merit attention from a demonstration finance program include:

¢ Clean Generation. Support initial megawatt (MW) scale installations that prove
technical feasibility and enable project financing for emerging technologies.

* Energy Efficiency Technologies. Support demonstration projects for industrial equipment
to accelerate the adoption of emerging, yet technically proven, energy efficiency
technologies.”

e Clean Transportation. Support vehicle demonstrations of low and zero emission
transportation options including light, medium and heavy duty plug-in hybrids, dedicated
electric vehicles, and hydrogen or other advanced fuels.’

Target RD&D Funding for Carbon Reductions: Promote the use of public funds to support
research specifically for technologies offering potentially high climate change abatement value.
Consider linking the current individual subsidy programs into a unifying framework with a
common set of reduction objectives, possibly including a consistent approach to State-calculated
avoided costs. Accurate and consistent calculation of avoided costs would help identify the most
cost-effective technology options and better ensure that RD&D funding is efficient and attuned
to commercialization.
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Leverage California’s Centers of Innovation: Leverage and provide coordination among the
existing RD&D efforts of State and Federal labs, private research institutes and universities.
Currently there is no single source of information about what the referenced centers of
innovation are working on or how their research priorities are established. A coordinated effort
would ensure that market and policy signals reach and influence innovation centers. Such an
effort may enable policy initiatives that reflect real technological progress and may help
individual innovations achieve scale more quickly. This could be accomplished by a new entity
charged with coordinating low carbon research efforts, or it could be accomplished by an
existing private or public entity. The CPUC recently acknowledged a similar need and opened a
proceeding to consider creating a “Climate Solutions Institute” to be housed within California
universities. .

Engage the Private Sector: Create visible onramps for private sector support for early stage
clean energy innovation. Create a roadmap of the State’s technology priorities citing public
funding of certain sectors where applicable (i.e. where funding starts and where it stops). Where
it makes sense, create financial vehicles that leverage both the public and private sectors.
Develop a program including an outreach campaign that enables our state to more effectively
attract and nurture the most attractive low carbon start up entrepreneurs. Create industry specific
public private partnerships in support of low carbon objectives to ensure private sector
knowledge, engagement and support.

Consider Creating a New Entity to Coordinate These Efforts: A single focused entity may
be well positioned to act as a coordinator of policy-motivated technology innovation, for
example by administering targeted State grant funds for specific technology challenges —i.e. the
“golden carrot” approach to goal-setting and reward. Such an entity could also enable the
multiple public and private centers of clean energy innovation in California to communicate,
share research, seek private funding, and move mature technologies through the procurement
processes of the major state energy providers. The organization could also act as the principal
agent for external market development and technology transfer to demand centers outside of
California. Finally, such an entity could play a valuable “connective tissue” role in helping to
coordinate State incentive programs toward the AB 32 reduction goals, and in providing the
private sector with insight into the structure and availability of incentive funding.

The organizational form and supporting revenue structure of a new entity would be dependent on
the objective. A variety of organizational models could be considered including:
¢ Create a new State program authority within an existing State agency;

e Create a private nonprofit entity via statute similar to the creation of the California
Climate Registry;

o Create a private vehicle that manages public fees and funds to accomplish public
objectives similar to the Carbon Trust; ‘

e Create a private nonprofit organization that does not manage public fees.
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In response to public comment on this issue, ETAAC recognizes the potential value of initiating
this coordinated process via the creation of a statewide “Action Plan” that would “enable
California’s agencies and institutions to avoid duplication, maximize coordination, leverage
resources, ensure cost-effective results, and identify gaps in necessary efforts.”®
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IT1. Additional Organizational and Policy Recommendations

C. Leveraging AB 32 to Spur California Job Creation and Manufacturing

A five-year “Buy California” incentive program could boost in-state Cleantech manufacturing
and take advantage of the lower embedded carbon content of California-manufactured products.
Amending current disincentives in the California’s income tax and sales tax codes would help
ensure that California is competitive with other states in attracting Cleantech capital investment.
A Cleantech manufacturing attraction initiative could help the state proactively attract and grow
companies here.

o Timeframe: In place by 2012.

e GHG Reduction Potential: Significant, but difficult to quantify. Potential reductions
depend upon the type of manufacturing established in California and the proximity of
manufacturing locations to where goods are sold and used. The manufacture and
transportation of products manufactured in California for use within state borders is likely
to generate fewer GHG emissions than those products manufactured elsewhere.

e FEase of implementation: Moderate.
o Co-benefits / Mitigation Requirements: Many benefits, no mitigation requirements:

o Reduced GHG emissions due to California’s lower carbon energy supply (relative
to other states and countries with Cleantech manufacturing);

o “Multiplier effect:” additional jobs and economic activity generated through the
close proximity of suppliers, installers and other ancillary businesses;

o To the extent that this encourages the adoption of clean energy technologies,
California residents can expect improvements in air quality.

Responsible parties: CPUC; State Legislature; California Business Transportation and
Housing Agency.

Problem: California currently faces stiff barriers to developing a strong Cleantech manufacturing
sector. Nearly 340,000 state manufacturing jobs were lost in a recent five year period.

Cleantech manufacturing could help create new jobs to replace these employment losses and
create a substantial multiplier effect with suppliers and the transportation and financial sectors,
while also reducing GHG emissions.

Companies contemplating moving products from the laboratory to full-scale manufacturing are
under strong economic pressures to locate out of state. While many states provide incentives to
attract Cleantech investment, California’s corporate income tax apportionment formula imposes
a higher tax burden on those hiring and investing within the state’s borders. Imposition of a sales
tax on manufacturing equipment installed for in-state use makes capital-intensive expansion in
California significantly more expensive than in almost any other state. Out-of-state
manufacturing results in increased emissions of carbon being released into the atmosphere due to
less efficient and higher carbon content energy supplies. Encouraging in-state manufacturing
would therefore result in both lower GHG emissions and significant in-state economic benefits.
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Possible Solutions: California can benefit from a time-limited incentive program that promotes
the growth of in-state Cleantech manufacturing. The goal of a “Buy California” campaign
should be to get a new market started, rather than to create corporate dependence on another
entitlement program. California cannot match the incentives offered by every other state. But
California could act to remove the current disincentives in the State’s income tax code that
reduce a company’s tax bill when it decides to grow outside of California. State policy makers
should also take action to ensure that available capital resources in California are competitive
with other states.

California should examine state policies from Massachusetts, Washington, Oregon, and New
York, which are moving aggressively to promote Cleantech manufacturing. These states offer a
combination of grants, tax incentives and credits, loans and guarantees, and seed capital to
promote local jobs and the adoption of technologies developed and/or manufactured in those
states. These efforts often dramatically lower the capital costs for companies that locate in those
states. If California takes its leadership for granted, we will lose high quality jobs, significant tax
revenues, and other benefits of having a thriving Cleantech sector.

Here are a few examples of what these other states are doing. Oregon -- which does not have a
state sales tax -- approved House Bill 3201 recently to provide a 50 percent income tax credit up
to $20 million (up to ten percent of the annual cost of the facility over five years if renewable
energy systems and components are manufactured in state). California provides no comparable
investment credit and subjects new manufacturing equipment to a sales tax that generally
exceeds eight percent. As a result, a company contemplating a $40 million capital investment
could face a final net projected cost of approximately $23 million in Oregon for that facility, but
close to $43 million for an identical facility in California.

An example of what California might emulate is the Massachusetts’s Technology Collaborative
(MTC), which offers Renewable Initiative Rebates similar to California’s Self Generation
Incentive Program (SGIP). The difference is that Massachusetts offers an additional incentive
(an extra $0.25/watt for solar and an extra $2.00/watt for fuel cells) if components are
manufactured in Massachusetts. Similarly, Washington enacted Senate Bill 5101 in May 2005,
establishing production incentives for individuals, businesses, or local governments that generate
electricity from solar power, wind power or anaerobic digesters. The incentives range from
$0.12/kilowatt hour (kWh) - $0.54/kWh, depending on technology type and where the equipment
is manufactured.

One example of how to address California’s competitive disadvantage is found in SB 1012
(Kehoe), which extends California’s self generation incentive program to combined heat and
power projects and requires the CPUC to “provide an additional incentive of $0.50/kWh from
existing program funds for the installation of qualifying technologies that are manufactured in
California by companies that maintain their principal place of business in California.”

Because fuel cell systems and solar panels are large durable goods, it makes sense from an

environmental standpoint for them to be manufactured domestically. These technologies offer
direct carbon reductions by generating clean electricity. Locally produced clean energy
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technologies offset GHG emissions associated with importing large heavy equipment from
across the country or the world. Early actions to reduce the California’s CO; levels should not
only consider end-use applications, but lifecycle product transportation impacts on the climate
and the environment.

Along with GHG emission reductions, fuel cells, solar and wind technologies generate virtually
no NOx, SOx, or other harmful particulates. Accelerating the adoption of these technologies in
California will also improve overall air quality and state living standards. On top of the
environmental benefits, AB 32 could also work wonders for the state economy. There will be an
estimated $14 to $19 billion of additional U.S. Cleantech investment between 2007 and 2010,
resulting in 40,000 to 50,000 new jobs.” State Cleantech retention and attraction policies will
help ensure that California benefits from the job creation and economic development spurred on
by its environmental leadership and the passage of AB 32.

In addition to the direct “green collar” job creation that can come from promoting in-state
manufacturing of clean energy technologies, a beneficial “multiplier effect” can occur. The
multiplier effect of a successful manufacturing facility will generate additional jobs and
economic activity through the close proximity of suppliers, installers and other ancillary
businesses.

A five-year “Buy California” incentive program could boost Cleantech manufacturing through
year 2013. Building high production volumes should help drive down production costs, enabling
the industry to contribute significantly to achievement of the 2020 targets contained in AB 32
with progressively fewer incentives going forward.

As part of this effort, California should also develop an aggressive Cleantech manufacturing
attraction program that proactively identifies key incentives and reaches out to Cleantech
manufacturers interested in siting, remaining, or expanding in California. Through this program,
the California Business Transportation and Housing Agency would:

e  Coordinate with relevant public and private sector parties including the California Labor
Federation, the California Manufacturers and Technology Association and TechNet.

¢  Identify additional barriers to in-state manufacturing and in-state business attraction and
retention with strategies for removing them.

e  Develop additional recommendations that may include tax incentives for up-front capital
costs and State tax credits for businesses that use clean energy equipment produced in
state.

e  Analyze effectiveness of other State policies to increase in-state manufacturing.

e  Develop a comprehensive list of California’s existing incentives and educate Cleantech
companies and investors about their availability.

e  Highlight benefits of green manufacturing clusters including: the ability to share
resources; strategies for obtaining land use permits; access publicly-funded training;
economic trend information; energy efficiency strategies; financial services
information; greater supplier access.
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e Identify existing manufacturing in California that has the potential to take companies to
the next level of success and offer the necessary support mechanisms.

D. Cleantech Workforce Training Program

At present, California lacks a program to address workforce needs across industries that are
developing and deploying advanced clean technologies in California. Creating a new program in
this area could address demands for the skilled workforce necessary to serve the Cleantech
industry’s needs.

e Timeframe: In place before 2012.
e GHG Reduction Potential: Difficult to estimate.

e Ease of Implementation: Straightforward. Models for successful workforce training
programs exist.

o Co-benefits / Mitigation Requirements: Many benefits, no mitigation requirements:

o Increased competitiveness for companies due to lower training costs incurred by
businesses; Cleantech business growth and retention; higher profits.

o Skilled and available labor pools to attract new businesses to California; lower
turnover rates with skilled workforce.

o Apprenticeship opportunities and new curriculum for academic institutions that
cater to clean energy sectors.

o Increased coordination between community-based workforce training programs,
apprenticeship programs and community college programs.

o Labor-management training partnerships in Cleantech sectors.
o Expansion of high-quality, career oriented employment opportunities.
o Increased tax base for California.

® Responsible Parties: The California Labor and Workforce Development Agency would
administer. The Employment Development Department (EDD) would develop and
manage the RFP process and track performance. In coordination with the State
Workforce Investment Board (WIB), a panel of experts would develop priorities,
principles and criteria, and require accountability. Panel makeup would include
employers, labor representatives, and training program providers (including community
college district representatives and workforce and economic development agencies.)

Problem: California’s initiatives to address global climate change are boosting demand for a
skilled and trained workforce. Already, workforce shortages are being reported in areas such as
~ heating, ventilation and air conditioning. A technically educated workforce is vital for
California’s emerging energy sectors to be competitive and for the state to attract service and
supply-side businesses to the area.
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Possible Solutions: Establish a “Cleantech Workforce Training Program” that could effectively
equip workers with skills in advanced energy technologies at a cost of $3,000-$6,000 per trainee
annually. The Cleantech Workforce Training Program would leverage this funding through
additional public and private funds. The goal would be to double its funding base. To the greatest
degree possible, this program would utilize existing program infrastructure, including the
"California State Advanced Transportation Technology and Energy program within the
community college system and building trades apprenticeship training programs.
This program would support, create and coordinate sector-by-sector training efforts tailored to
the needs of new and existing Cleantech businesses. Training programs must be employer-
driven and reflect true workplace needs.

A properly designed and executed Cleantech Workforce Training Program would lead to
business-government-labor partnerships that support ongoing skill development and quality
employment opportunities. It would also keep California’s economy more competitive.
Curriculum development in related fields could prepare students and the state’s labor force to
serve the growing markets in emerging energy sectors, steering them to meaningful, career
oriented jobs. This highly skilled labor pool could then also attract new businesses.

The Cleantech Workforce Training Program would coordinate appropriate State agencies and
departments, the private sector and non-profit entities to do the following:

o Assess anticipated technological changes and workforce and training needs in advanced
energy-related fields at all skill levels;

e Coordinate with relevant workforce agencies to prioritize public and private training
funding in high-growth sectors;

o Identify gaps for training in emerging Cleantech sectors and existing training funding that
could support Cleantech workforce development;

e Promote skilled trades in construction, manufacturing and utilities to serve the specific
needs of the New Energy economy;

e Encourage resource-sharing and best practice models.

E. Fee and Tax Shifting (Feebates)

Adjust specific State fees and taxes in a revenue neutral manner to encourage the distribution of
low carbon products.

e Timeframe: In place by 2012.

e  GHG Reduction Potential: The reduction potential depends on the specific tax or fee.
(See below for specific examples.) The principal benefit is to encourage innovation and
to encourage consumers to purchase products with greater GHG emission reductions by
reflecting the cost of carbon in prices that consumers pay.

o Ease of implementation: Relatively straightforward; requires legislative action.
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o Co-benefits / Mitigation Requirements: None expected.

® Responsible parties: Changes would be enacted by the State Legislature and then
implemented by current State agencies.

Problem: Existing incentives and labeling schemes are not doing enough to influence consumer
choices and move California toward a low carbon economy. This is particularly true in the
transportation sector, the largest source of state GHG emissions. California needs to increase the
incentive for the distribution and purchase of products with significantly lower carbon content.

Possible Solutions: Use existing tax and fee structures to encourage consumers to purchase
lower carbon products. The goal this kind of fee and tax shifting is to encourage the distribution
and purchase of products that either generate less GHG emissions during their manufacturing
lifecycle or during their actual use. Example categories include the State excise tax on
transportation fuels and car registration fees assessed with new vehicle purchases (see the
Transportation Chapter for more information).

A standard measurement of lifecycle GHG emissions for transportation fuels is instrumental to
the development of the Low Carbon Fuel Standard (LCFS). The LCFS can be used to compare
alternative and cleaner fuels against a gallon of petroleum-based gasoline or diesel. Fuels with
significantly lower lifecycle emissions can be taxed at a lower rate. The accumulated tax
revenues can be made up by a small surcharge on the high emission fuels. A proposal to do this
can be found at “California Clean Fuel Incentive.”® The surcharge is estimated to be 1/10 cent
per gallon over the current tax of $0.18 per gallon. The primary advantage of this approach is to
help lower the initial costs of low emission fuels and not to create a disincentive for high
emission fuels. As alternative fuels are introduced over time, adjustments may also be needed to
protect funding for public transportation and other infrastructure.

The State can also create incentives for the production and purchase of cleaner vehicles by
ranking vehicles in class according to GHG emissions per mile driven. The cleanest motor
vehicles in each class would be eligible for time of purchase State incentives. The highest
emitting motor vehicle in each class would pay a higher initial license fee to cover the costs of
the clean car incentives. A proposal to implement this mechanism is being considered by the
legislature — AB 493 (Ruskin) - “Clean Car Discount for Families”.?

This general “feebate” approach can be applied to any product category for where there is
already well defined measurement of carbon content and for which there is a State tax or fee

assessed at the time of purchase.

F. Municipal Assessment Districts

Municipal government sponsored financing to accelerate investments in clean energy. The
investment would be paid back over time by participating property owners.

e Timeframe: In place by 2012.

2-20



82
ETAAC FINAL REPORT

e  GHG Reduction Potential: Would accelerate deployment of renewable energy
generation.

o Ease of implementation: Relatively straightforward.
o Co-benefits / Mitigation Requirements: None expected.

e Responsible parties: Participating municipal governments.

Problem: With current State and Federal subsidies, the installation of efficiency upgrades and
clean distributed generation (such as solar photovoltaic (PV) and solar thermal systems) is now
much more cost effective for many residential and commercial property owners. Nonetheless,
many disincentives to installation remain. A major remaining challenge is the lack of
information on the part of many homeowners, residential and commercial developers, and
construction companies. Perhaps the most critical of obstacles, however, is the high upfront cost
of these technologies and the other financial hurdles that end-users must overcome.

Possible Solutions: The City of Berkeley has proposed an innovative “Energy Assessment
District” which could remedy many of the disincentives to install clean on-site distributed
generation systems. It is a novel approach and has the promise to be tremendously effective if
used widely throughout the state. The approach could potentially be expanded to include energy
efficiency upgrades as well.

The Energy Assessment District proposed for Berkeley is modeled after existing Underground
Utility Districts whereby a group of homeowners in a neighborhood work in coordination with
the municipality on a plan to place utility distribution poles and wires underground. All property
owners in the designated area vote on the proposal. If a sufficient majority votes in favor, the
City works with the local utility to contract to have the infrastructure placed underground. The
entire cost of the project is paid for with a non-tax exempt municipal bond. Homeowners repay
the bond as an assessment on their property tax bills over a fixed period, typically 20 years or so.
The assessment is officially in “second position” as a lien on the property — behind property tax
and in front of the mortgage — giving excellent security and a corresponding low interest rate. A
20-year period fits well with the expected minimum lifetime of solar PV panels, with different
periods possible should this model be adapted for other technologies.

The City of Berkeley is working to create a citywide voluntary Energy Assessment District of
similar design concept. In this specific case, property owners (residential and commercial) could
install solar PV systems and make energy efficiency improvements to their buildings and then
pay for the cost as a 20-year assessment on their property tax bills. No property owner would
pay an assessment unless they chose to include their property in the program. Those who do
have work done on their property would pay only for the cost of their project and fees necessary
to administer the program.

This program solves many of the financial hurdles facing property owners. First, it significantly
reduces the upfront cost to the property owner. Second, the total cost of the system may be less
when compared to a traditional equity line or mortgage refinancing. This is because the well-
secured bond should provide lower interest rates than is commercially available. (Another factor
is that the City would require multiple projects to be aggregated in order to reduce construction
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costs.) Third, the tax assessment is transferable between owners. If the property is sold prior to
the repayment of the assessment, the next owner would take over the assessment as part of their
property tax bill.

This kind of municipal assessment district program can support the Million Solar Roofs / SB1
legislation, can be readily applied to specific technologies (e.g. solar thermal or solar PV
systems), or could be used more flexibly to advance a suite of designated clean-energy
technologies along with major energy efficiency upgrades (e.g. tankless water heaters, heat
pumps, trombe walls construction, and so forth).

G. On-Bill Financing for Small Business Energy Efficiency Projects

To overcome cash flow and capital constraints for small businesses, utilities could finance
energy efficiency projects using ratepayer and/or other sources of funds, including, when
appropriate, leveraging opportunities with private/public lending institutions.

e Timeframe: In place for 2012 targets.

e GHG Reduction Potential: 1-5 percent reduction of GHG emissions from small business,
assuming an emissions reduction potential of 10 -30 percent with 10- 15 percent of small
business participating.

® Ease of Implementation: Moderate to implement. This type of financing has been done
before.

»  Co-benefits / Mitigation Requirements: Electricity load reductions and cost savings to the
small business.

e Responsible Parties: Utilities as the program administrator.

Problem: Technology and products are available to reduce energy consumption in buildings and
manufacturing operations that can result in net energy and cost savings for small business in the
long run. The problem is that many small businesses do not have the capital to make the upfront
investment needed to install the improvement.

Possible Solutions: On Bill Financing (OBF) is a method whereby demand savings are
purchased the same way supply is purchased: by the month in installments paid via a line item on
the utility bill. OBF simplifies the financing and payback for these energy efficiency projects,
enabling small businesses to implement energy saving measures that they would otherwise be
unable or hesitant to implement. The CPUC and utilities should work together to explore
existing OBF programs to determine the optimum model for implementing a cost effective
program. In developing the OBF program, utilities should also weigh the overall value of
ratepayer expenditure for OBF against alternative investments in energy efficiency projects, and
ensure that the OBF is at least as cost effective as other successful, cost effective efficiency
programs. Where OBF design proposals differ from established norms and would impose
unacceptable risk, appropriate means of cost recovery must also be included. San Diego Gas and
Electric Company has recently implemented an OBF program and all IOUs will have an OBF
program by 2009.
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" Taylor, Margaret, The Dynamics of Innovation and Cap-and-Trade Programs, (to be published).

? Stack, Balbach, Epstein and Hanggi, Cleantech Venture Capital: How Public Policy has Stimulated Private
Investment, May 2007.

? While one specific project has set a precedent for CEQA mitigation fees for GHG emission impacts, the
development of CEQA guidelines to respond to AB 32 is still under development. The Governor’s Office of
Planning and Research (OPR) is in the process of developing CEQA guidelines for the mitigation of GHG emissions
or the effects of GHG emissions. OPR is required to transmit the guidelines to the Resources Agency on or before
July 1, 2009. The Resources Agency must certify and adopt the guidelines on or before January 1, 2010.

* See Industrial, Commercial and Residential Use Sector Draft Section IL E.

3 See Transportation Sector Draft Section III. B.

¢ Comments of the Natural Resource Defense Council on ETAAC Draft Report, submitted Dec. 10, 2007.
http://www.arb.ca.gov/cc/etaac/121307pubmeet/comments_received prior_to_12-13 meeting/wang-
nrdc_etaac_comments_final.pdf

7 Stack, Balbach, Epstein and Hanggi, Cleantech Venture Capital: How Public Policy has Stimulated Private
Investment, May 2007.

$ http://www.e2.orefext/doc/AB 1190 Factsheet.pdf

? htp:/iwww.e2 orglextidoc/AB 493 Ruskin Factsheet.pdf
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3. TRANSPORTATION SECTOR

I. Introduction

Transportation accounts for over 40 percent of all anthropogenic greenhouse gas (GHG)
emissions produced in California, making it the largest source of these climate change
gases in the state. These substantial sources of carbon dioxide (CO;) and other GHG
emissions are divided among different segments of the state’s transportation
infrastructure (see Figure 3-1 below). California’s transportation sector impacts on
global climate change are clearly dominated by gasoline to fuel the state’s large fleet of
motor vehicles (See Figure 3-2 below.) These GHG emissions flowing from various
modes of travel and goods movement are a function of: (1) motor vehicle technologies;'
(2) carbon intensity of transportation fuels; (3) overall transportation activity levels.

Greenhouse Gases By Transportation Mode (CARB Inventory 2004)
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Figure 3-1: Greenhouse Gases by Transportation Mode (CARB Inventory for 2004)°
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Transportation GHG Emissions by Fuel 186.9 CO2e Total
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Figure 3-2: California Greenhouse Gas Emissions by Fuel Type (CARB 2004 Inventory)

Achieving California’s AB 32 climate change goals will require addressing all three of
these aspects of the transportation system. Some policies to address these three primary
challenges in the transportation sector are already in place or are currently being
developed (see tables 3-1 and 3-2, below). It is clear that ultimately solutions to global
climate change will require setting a price on carbon as well as new and far-reaching
motor vehicle and fuel technology standards. The ETAAC transportation sector

subgroup recommends additional measures to achieve the following public policy goals:

e Conserving energy by lowering aggregate passenger and freight motor vehicle
miles traveled (VMT);

¢ Substantially lowering GHG emissions released per VMT;

e Lowering the impact of fuels and technologies on California’s major
transportation sector carbon footprint.

According to the California Department of Transportation (CalTrans), the number of
vehicles in California is increasing at a proportionately faster rate than the state’s
population. There are many reasons why. Among them are rising standards of living --
which boosts vehicle ownership and global trade -- and increasing freight movement
throughout California. The state’s VMT figures also continue to rise, in part, due to
longer commute distances. But expansions in non-work trips are playing an even larger
role. Average on-road fuel economy has been declining, primarily because traditional
family cars are being replaced with less efficient light-duty trucks and sport utility
vehicles (SUVs). Levels of congestion on California’s roads and highways are also up,
leading to still further increases in per trip GHG emissions.

3-2
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California drivers used an estimated 18.1 billion gallons of motor fuel to travel 330
billion miles in 2005 — a 15 percent increase since 1990 -- at an estimated cost of $44
billion.> If current growth trends continue, gasoline use and related CO, emissions in the
transportation sector will grow by approximately 30 percent over the next 20 years. This
increase carries a substantial environmental price tag as well as economic penalty: a $13
billion increase in the cost of fueling the transportation system (assuming a cost of $2.40
per gallon of gasoline). Considering that over 50 percent of the petroleum consumed in
California is imported, the near total reliance of the transportation sector on this fuel
exposes the state’s economy to price spikes created by the dynamics of national or
international markets. The corresponding outflow of capital from California to countries
and regions supplying petroleum reduces the purchasing power and living standard of
growing numbers of state citizens.

Forecasts regarding California’s transportation fuel consumption need to accommodate a
key piece of climate change legislation (AB 1493), which will reduce the GHG emissions
from new automobiles by about 30 percent by 2016.* With this law in place, California’s
gasoline consumption is expected to be essentially flat through 2025, but diesel fuel
consumption is expected to approximately double over this same period.5

There are already several policies intended to decrease transportation GHG emissions, as
well as a number of factors that can potentially increase these same emissions. It is
imperative for the State to develop and implement these existing policies while
considering new policies needed to meet the goals of AB 32. Table 3-1 below
summarizes key policies in place or under development in California.

Table 3-1: Existing Policies Affecting Transportation GHG Emissions

Standards Incentives RD&D
(Regulations)
Mobility [ AB1493 vehicle e HOV lane access for hybrid |  State and federal R&D
(personal | GHG standards vehicles (limited in numbers) |o  California Fuel Cell
travel) o  California Zero e Incentives for advanced Partnership
Emission Vehicle vehicles o  Advanced Battery
program e Investments in travel Consortium (DOE)
* California Zero alternatives e H,Highway
Emission Bus program |q  Federal Tax Credit for (infrastructure deployment
hybrids with different H, generation
e  Moyer Program (ozone technologies)
precursor and black carbon
contributions to climate
change)

3-3



88

ETAAC FINAL REPORT
Goods e New diese] emission |¢ Electrification programs for |¢  State and Federal R&D
Movement | requirements (small ports and truck stops (and
percentage increase in potentially increased use of
CO2 and major CNG)
decrease in black s  State Emission Reduction
carbon) Program
e Diesel Risk e  Smartway Program
Reduction Program (in-
use vehicles via black
carbon reductions)
*  Marine vessel speed
reductions
e Port expansion*
Air e  Airport expansion
plans*
Fuels e Low Carbon Fuel e Low taxes on fuels, e  State and federal R&D
Policy compared to world averages*

* Tends to increase GHG emissions

In order for California to continue to grow (and for California citizens and businesses to
prosper) better options for personal and freight transportation are clearly needed. And
yet, to avoid dangerous climate change, the State must reduce its transportation-related
GHG emissions. Some of the policies described in this chapter may operate by limiting
emissions or setting a more appropriate price on transportation options, while others
create new opportunities for travel and freight shipment. All of these approaches are
essential complements to the deployment of cleaner vehicles running on cleaner fuels.
Thus, it is crucial that the State ensure that low-carbon travel options are expanded.
Some of the new opportunities include:

e Smart Growth plans by local governments to make walking and cycling more
feasible.

¢ Bus Rapid Transit (BRT) systems (which are operating successfully in many cities
worldwide.)

congestion.)

Smart Cards to ease the use of different transit systems.

Personal Rapid Transit (PRT) systems (which could help relieve traffic

e Low speed transit options such neighborhood electric vehicles (EV).

Transit villages that make bus, rail and perhaps PRT modes preferable ways to
travel.

Electric passenger and freight rail systems that could also offer air quality and

congestion benefits (but which require significant investments.)

The ETAAC collected and reviewed a substantial amount of information on technology
transportation and other innovations. This material is included in Appendix V. Because
research, development and deployment (RD&D) of new technologies in the
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transportation sector is advancing rapidly, a website has been established as a resource
that contains or point towards many of the reports, presentations, and other
documentation (www.etaac.org). Table 3-2 below contains relevant AB 32 Early Action
measures already being developed by CARB.¢

Table 3-2: Measures Contained in CARB’s Draft Early Action Plan’

Name

Summary

Estimated emission
reduction
(MMTCO2%¢)

Low Carbon Fuel

Require the carbon intensity of transportation fuels to

10-20 by 2020

their auxiliary engines by plugging into

shore side electrical outlets or other technologies.

Standard decline 10 percent by 2020.

Smartway Truck Require existing trucks and trailers to be retrofitted Up to 6 by 2010 and

Efficiency with devices that reduce aerodynamic drag. 20 by 2020

Tire inflation Require tune-up and oil change technicians to ensure 0.54 by 2010 and
proper tire inflation as part of overall service. 0.20 by 2020

Port Electrification This early action allows docked ships to shut off | 0.5in 2020

New Passenger

GHG Standards for post-2016 model year vehicles

4 by 2020; 27 by

Vehicle GHG 2030

Standards

Heavy duty hybrid Lower GHG Emissions through heavy-duty hybrid 0.5 to 1.7 by 2020
trucks trucks

Air conditioning

Restrict HFC-134a sales to consumers

Options range from
0.1 to 2 by 2020
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I1. General Policy Recommendations for the Transportation Sector

Enhance Research Development & Demonstration: The ETAAC transportation sector
subgroup proposes a California Clean Transportation RD&D Program that substantially
increases State investments in low-carbon and zero carbon technologies. These efforts
should focus on RD&D to accelerate market adoption of on-road and non-road
transportation and goods movement technologies. The end goal should be to achieve
greater cost-reductions in technologies that reduce GHG emissions as well as improve
durability, reliability, and product life. As motor vehicles are weaned off petroleum
fuels, new ways of charging for the use of roadway infrastructure and operations
currently underwritten by Federal, State and local gas taxes funds will need to be
developed. Many methods for supporting such research exist, including direct grants,
solicitations, State procurement policies, and more. AB 118 (Nunez) is a constructive
new tool for guiding such RD&D activities, but additional funds may be needed, perhaps
generated through auction revenue or other climate change related fees.

Encourage Private and Public Investment: The three key GHG emission reduction
strategies identified in the Introduction of this chapter — reduce or shift demand for VMT,
boost efficiency, and expand use of low carbon intensity fuels -- could be accelerated if
California created financial mechanisms to encourage investment in advanced energy and
manufacturing technologies. State and local bonding authority could be used to establish
investment funds that are used to encourage development of clean technology companies
to build new manufacturing facilities in California and add to the state’s employment
base. For example, The United Kingdom’s (U.K.) Carbon Trust is an independent, not-
for-profit company set up by the U.K. government to use public sector revenues to
support low-carbon technologies using a private-sector approach.® As described in the
Chapter 2 (the Financial sector) of this ETAAC report, California could set up something
similar in the spirit of the California Institute of Regenerative Medicine.

It is important to encourage private sector as well as to public sector RD&D. Private
research funds are much larger than public funds and they tend to focus on innovations
not being supported by the public sector. Clear and consistent public policy decisions
and regulations will provide direction that encourages the private sector to make
investments, and to direct their research dollars in the most appropriate and strategic
areas.
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Coordinate Between Levels of Government and the Private Sector: The transition to
a low or zero carbon economy in California will require major shifts in virtually all
industries. This is particularly important in the transportation sector, where vehicle
manufacturers and fuel producers and distributors must be coordinated in a way that still
meets customer needs while enabling the development of many new cleaner vehicle
technologies. Given the scope of the task facing California, effective collaborations will
become increasingly important. Reductions in travel demand will certainly require
common goals and strong ties between local, State and Federal agencies. As described
below, the California Fuel Cell Partnership is just one of a number of examples of
successful public/private partnerships.

California Fuel Cell Partnership:
Example of a Public/Private Demonstration Project

The need for coordination between auto manufacturers, energy providers, government
agencies, and fuel cell technology providers is a potential barrier to commercialization
of hydrogen fuel cell vehicles. The California Fuel Cell Partnership is a collaboration of -
31 members to overcome barriers that would face individual members working to solve
these problems alone.

Automotive members provide fuel cell passenger vehicles for demonstration programs
where they are tested in real-world driving conditions (several organizations represented
by ETAAC member are currently using hydrogen fuel cell vehicles in their fleets).
Energy sector members work to build hydrogen infrastructure and fueling stations that
are safe, convenient, and fit into the communities where they are located. Fuel cell
technology members provide fuel cells for passenger vehicles and transit buses.
Government members lay the groundwork for demonstration programs by facilitating
the creation of a hydrogen fueling infrastructure. In addition, members collaborate on
activities such as first responder training, community outreach, and agreeing on fuel cell
related protocols while standards are being developed.

Since 2000, the Partnership has placed 170 light duty vehicles in California, and fuel
cell passenger cars and buses have traveled more than a million miles on California’s
roads and highways. There are currently 25 fueling stations, with others planned.
During 2008-2012, the Partnership members will continue to improve vehicle driving
range, fuel cell durability, and station access in preparation for commercialization of
fuel cell technology. Other important future challenges include making the fuel
infrastructure sustainable by producing hydrogen from renewable sources. Yet another
-| challenge is maximizing efficiency through energy stations that produce stationary heat
and power in addition to hydrogen vehicle fuels.

Source: http://www.fuelcellpartnership.org
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Increase Consumer Education and Choice: Consumer education on environmentally
friendly technologies or habits has worked in California; both the State Flex Your Power
campaign and Federal Energy Star labeling program have proved effective in shrinking
energy usage. The State should emphasize the importance of public education and
outreach programs for the transportation sector similar to existing efforts like “Spare the
Air” to reduce or defer driving on bad air quality days. A much broader public outreach
effort is needed, nevertheless, to address global climate change. As a greater range of
choices of vehicles and fuels become available, it will become important to provide
information to consumers so that they make educated choices to reduce GHG emissions.
This information can complement market-based incentives. However, the evidence about
the effectiveness of public education campaigns to achieve public polices is lacking.’
Thus, these programs will require monitoring, evaluation, and adjustment to make sure
they are cost-effective.

Green labeling is an important component of the transportation energy consumer
education program. One form of green labeling for the transportation sector would label
a fuel or vehicle, making the consumer aware of the GHG emissions associated with their
purchases.'® Consumers are then allowed to make an educated and active decision to
reduce their carbon footprint if they so choose. CARB is in active discussions regarding
such green labeling% efforts. At present, motor vehicles sold in California already have a
smog index label.!! GHG emissions information will also become part of this label by
2009. The State Legislature may want to consider further labeling efforts referencing
energy use and corresponding emissions of different fuels or the emissions that were
produced in making or shipping consumer goods related to transportation.

Realize Economic, Ecological and Environmental Justice Co-Benefits: It is notable
that each one percent reduction in transportation energy consumption (or rate of
consumption growth) could add up to $440 million in annual savings. CalTrans
calculates that every one percent reduction in GHG emissions from the transportation
sector (through decreased VMT, improved vehicle technology or fuels) stops 1.81 million
metric tons (MMT) of GHG emissions from being released into the atmosphere. This
one percent reduction in energy yields a total statewide GHG emission reduction of 0.5
percent.'? The decreased cost of purchasing fuels will also result in macro-economic
benefits because of a shift of consumers’ dollars from purchasing imported oil to
purchasing more in-state goods and services. One study of climate change policies in
California found that implementing AB 1493 would lower vehicle GHG emissions by 31
million metric tons of carbon dioxide equivalent (MMTCO,E) in 2020 compared to a
business-as-usual scenario. This equates to roughly 18 percent of this legislation’s GHG
emissions.reduction goal. At the same time, the law could increase gross state product by
about $50 billion (over a 2 percent increase) and create about 22,000 jobs (a 0.1 percent
increase) due to this macro-economic effect.”

In addition, lowering petroleum imports will create energy security benefits. Rising
petroleum imports into the State of California -- and the increasing concentration of oil
reserves and production in unstable areas of the world -- raises concerns about both the
security of supply as well as the market power of foreign oil producers. Policies that cut

3-8



ETAAC FINAL REPORT

petroleum consumption and imports address these related and pressing problems as well.
These benefits are realized through both a reduction in transportation energy
consumption and a shift away from petroleum-based fuels.

The GHG emission reduction strategies recommended for the transportation sector are
also expected, as a whole, to achieve significant public health and Environmental Justice
benefits. Strategies to reduce GHG emissions in the transportation sector lower fuel
consumption and generate significant air quality and other environmental benefits
through reduced “upstream” emissions from oil refineries and fuel transport.
Furthermore, important synergies exist between California’s decades-long fight against
air pollution and the current effort to respond to global climate change. Many of the
State’s air quality strategies (e.g., anti-idling regulations, the Zero Emission Vehicle
(ZEV) and Zero Emission Bus (ZEB) programs) offer key reductions in GHG emissions.
Because many criteria air pollutants such as the black carbon component of particulate
matter and ozone also accelerate global climate change, air quality policies yield valuable
contributions to AB 32’s GHG emission reduction goals.

Other co-benefits materialize from policies to decrease demand for transportation
services. Such policies tend to lower traffic congestion, saving time now lost in traffic.
They may also lower the number and severity of traffic accidents, reducing the associated
property damage, injuries, and mortality. These policies may also yield water quality
improvements and other environmental benefits.

Key Environmental Justice Issues for Transportation

Several important environmental justice concerns are particularly relevant to
transportation and deserve special attention as California proceeds to implement its
climate change goals. These include:

e Improve mobility. Access to affordable, safe, and convenient travel is critical for
economic development. Opportunities to improve access while reducing vehicle
travel should be the cornerstone of transportation and land use planning.

® Reduce existing air pollution. Emissions from transportation vehicles (especially
diesel equipment) and the facilities that fuel them (e.g., refineries and distribution
networks) disproportionately impact low-income communities and people of color.
The state should prioritize GHG reduction policies that yield cost-effective ancillary
air pollution reductions in these communities. The development of a low-carbon
transportation system, such as low-carbon fuel production, should be focused as
much as practicable on delivering net air pollution reductions for impacted
communities.

» Create economic opportunity. Policies and programs to lower GHG emissions in
the state have the potential to generate green collar jobs, and the state should support
opportunities to benefit disadvantaged individuals and communities.
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I11. Shifting Demand for Mobility and Goods Movement

Vehicle travel is a major contributor to global climate change. Demand for highway
travel by US citizens continues to expand due to population increases and growth in per
capita transport demand. Between 1980 and 1999, highway route miles increased 1.5
percent while VMT increased 76 percent in the US. The Texas Transportation Institute
estimates that in 2003, the 85 largest metropolitan areas experienced 3.7 billion vehicle-
hours of delay, resulting in 2.3 billion gallons in wasted fuel and a congestion cost of $63
billion."* Traffic volumes are projected to continue growing, too."> Convenient and
efficient public transportation and transportation demand management (TDM) systems
are critical measures to reduce VMT and GHG emissions.

Travel Demand Approaches to GHG Emission Reductions

It is widely accepted that the current costs of driving and road use in the United States are
below the efficient levels because many important external costs are ignored.l6 Thus,
there are many measures that will both reduce GHG emissions and internalize some of
these costs by pricing vehicle travel per mile. Improved planning measures will also lead
to reductions in these “externalities.” Some travel demand strategies that are likely to
have larger or more certain effects include:

e Improved planning such as Smart Growth and Transit Villages;
e Pay-As-You-Drive insurance and road pricing.

ETAAC has also evaluated employer-based commute trip reduction options. Some of
these options are more likely to result in significant GHG emission reductions than
others.

Other possible approaches to managing passenger and freight vehicle traffic were
originally developed as methods to reduce congestion and improve traffic flow. They
could reduce GHG emissions from the perspective of reducing time spent idling in traffic
with a traditional gasoline or diesel engine (if no additional trips resulted). However, it is
unclear whether strategies to reduce traffic congestion — in particular those strategies that
make driving faster without providing incentives to use alternate modes of transportation
-- will in fact reduce travel overall, in part due to latent travel demand (itself a
controversial topic.'”) While idling can increase GHG emissions in conventional
vehicles, high vehicle speeds can also boost GHG emissions due to lower fuel efficiency.

Improving transit systems is another way to reduce GHG emissions in the transportation
sector. Increased funding of public transit systems may be needed so that California
residents have more travel options. These systems can be expensive if designed to
provide reliable, affordable transit options to low-density neighborhoods, highlighting the
importance of Smart Growth.

New approaches to public transit are advancing rapidly, and deserve further study for
suitability in California. Some of these feature improved technologies that can be used in
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current transit systems, such as electric-hybrid buses and fuel cell buses. Others are more
novel approaches that may have greater potential for GHG emission reductions, such as
Bus Rapid Transit (BRT) and Personal Rapid Transit (PRT) systems. Due to limited time
and resources, and because these approaches are developing rapidly, ETAAC was unable
to conclusively evaluate these options. More study of these technologies and approaches
are warranted. Each technology or approach is at a different stage of development and
may merit a different type of evaluation. For instance, hybrid buses are being deployed
today, while PRT will need to be evaluated at the pilot project stage. In conducting
studies relevant to California’s distinct transit needs, the ongoing research and experience
from other parts of the world should be considered. For instance, several BRT systems
are now in successful service in cities around the world, while the first modern PRT
system is only now being installed at Heathrow airport. This suggests that BRT systems
might be closer to deployment here in California than PRT systems. Nevertheless, near-
term implementation should not be the only criteria to judge new clean transportation
technologies. New technologies and approaches should also be evaluated on projected
GHG emission reductions, costs, and associated benefits such as reduced congestion,
greater transit access for all communities, and the potential for manufacturing and other
employment in California.

This chapter identifies economic and technological innovations for transit systems linked
to improved transportation planning and roadway pricing, but does not evaluate and rank
specific transportation system technologies. More information can be found in Appendix
V.

A. Planning: Smart Growth and Transit Villages

Planning measures can shift investments in housing and transportation infrastructure in a
way that would reduce GHG emissions over the long term by providing desirable and
low-GHG transportation options, largely by replacing automobile trips. Partnerships
between the State government and regional and local agencies are critical to achieving
these goals

Smart Growth is an urban planning and transportation strategy that emphasizes growth
near city centers and transit corridors to prevent urban sprawl. This approach promotes
mixed-use, infill and transit-oriented development; transit, bicycle and pedestrian-
friendly infrastructure; preservation of open space; affordable housing; and other
strategies to reduce traffic injuries and improve the livability of urban neighborhoods
including non-residential speed limits, roundabouts, “parking maximums, shared parking,
flexible zoning for increased densities and mixed uses, innovative strategies for land
acquisition and development, and design emphasis on a sense of place.”'®

o Timeframe: Implemented by 2012. Emission benefits will continue to increase
through the 2020 and 2050 timeframes as new development incorporates these
concepts.

e GHG Reduction Potential: CalTrans estimates that the average household living
in a transit village could emit 2.5 to 3.7 tons less CO; annually than a traditional
household.'® These figures are based on a CARB study estimating transit village
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household private vehicle mileage reductions of approximately 20 to 30 percent
annually.20

Ease of Implementation: The obstacles to implementing smart growth policies
will vary among regions, but ultimately will require each regional development
“agency to make reduction of GHG emissions a planning priority. State-level
legislation requiring regional transportation agencies to address smart growth and
then provide appropriate implementation incentives would enable regions to move
closer to sustainability.

Co-benefits / Mitigation Requirements: Smart Growth policies play a critical role
in reducing GHG emissions while improving the economy. Urban in-fill housing
can be an effective tool to prevent creating more suburbs from existing farmland.
Proponents point out that smart growth can reduce driving, increase walking, spur
transit use, curb obesity and promote cleaner air.*!

Responsible Parties: Land use decisions are made at multiple levels of
governance (e.g, building and urban design, local zoning and use separation,
regional integration with land use patterns). It is therefore imperative that several
interventions and policies occur at different institutional levels. These should be
consistent and complementary with Smart Growth priorities.

o State Government: In June 2007, the CEC released The Role of Land Use
in Meeting California’s Energy and Climate Change Goals, a report
addressing the need for land use planning to reduce the GHG emissions
from the transportation sector.” CalTrans has also looked at ways to
reduce VMT. One of its programs is the Regional Blueprint Process,
which establishes 20-year goals to reduce VMT on a regional basis. The
State Resources Agency should amend CEQA guidelines to recognize
transportation impact measures that are not biased towards automobiles
over other modes of travel. In addition, policies and requirements relating
to CEQA, the California Transportation Plan, housing element updates,
the California Water Plan, and storm water plans, can all affect local land
use planning and development. These State agencies will be critical in
providing incentives for linking ongoing State planning processes with
local and regional GHG emission reduction strategies.

o Land Use Agencies: Implementation of Smart Growth policies by local
agencies to reduce VMT will be particularly important to meet AB 32’s
GHG emission reductions. California local land use agencies, such as San
Diego’s SANDAG, provide regional plans for more efficient land use.
They can play key roles in implementing smart growth policies and then
monitor the progress of these planning practices over time. They can also
generate funding for smart growth incentives. Smart Growth blueprints
have been completed for the Sacramento, San Francisco Bay Area and
Southern California and are under development in other areas including
the San Joaquin Valley.
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o Land Use Advocacy: Land use agencies such as the Smart Communities
Network® provide information sharing and best practices for local
government and regional planning agencies.

o Regional Transportation Agencies: The Metropolitan Transportation
Commission (MTC) is an example of a regional transportation agency.
MTC is the transportation planning, coordinating and financing agency for
the nine-county San Francisco Bay Area. It is responsible for regularly
updating the Regional Transportation Plan, a comprehensive blueprint for
the development of mass transit, highway, airport, seaport, railroad,
bicycle and pedestrian facilities. The latest Plan features Smart Growth
development patterns. MTC has developed new policies, funding
programs and technical studies to foster smart growth, including transit-
oriented development, regional growth planning, station area plans, and
parking policies.

o Developers: Developers are the integral part of smart growth
implementation. Equipped with sustainable practices, developers can
build structures that generate fewer GHG emissions due to upfront
construction decisions as well as ongoing daily operations.

Problem: Urban sprawl can increase and lock-in high rates of VMT, subsequently
increasing GHG emissions and leading to inefficient land use practices. In addition,
urban sprawl requires high rates of land consumption, which threatens farmland. Urban
sprawl can also lead to inefficient spending of government funds on new infrastructure
while leaving existing infrastructure unattended.”* The low rates of physical activity
associated with urban sprawl are also thought to have a negative effect on peoples' health
and well-being.”®

The current Williamson Act mechanism used to keep farmland in agricultural use and
delay housing or commercial development may not provide sufficient incentives for
farmland owners to.prevent urban sprawl and halt the growth of VMT. A large share of
Williamson Act land in San Joaquin County is in non-renewal status, for example. Other
states are more proactive than California in supporting smaller family farm operations.

Possible Solutions: The most important vehicle for implementing more smart growth
planning is the coordination and provision of consistent incentives in infrastructure
planning and development. Tying funding for these activities to Smart Growth goals,
including GHG emission reduction goals, will encourage smart growth planning,.

One form of Smart Growth is Transit Villages, which are typically mixed-use residential
and commercial areas that are designed to maximize access to mass transit systems.
They are usually located within one-quarter to one-half mile (0.4 to 0.8 kilometer) of a
mass transit station. Bikeways, buses and Personal Rapid Transit systems could broaden
the reach of transit oriented development by expanding beyond existing transit corridors
and forming networks that reach more destinations. Transit oriented development can
reduce VMT by 20-30 percent compared to conventional lower density development.
With higher densities, more consideration is needed regarding how neighborhoods share
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open space, bike paths, and pedestrian corridors. Other considerations include evaluating
how urban dwellers travel within and between different cities. Along with improved
transit, pedestrian, and bicycling infrastructure, these Smart Growth housing and land use
practices are critical to reducing VMT. More electrified light rail systems are also
needed for intra-city travel and as collectors linked to inter-city transit systems.

Incentives to provide residential housing close to employment centers (consistent with
the ARB’s “Air Quality and Land Use Handbook”), to support transit oriented
development, to expand telecommuting, and to use video-conferencing in lieu of air
travel, could all dramatically reduce VMT. Mixed-use development where shopping and
services are within a comfortable walking distance for residents could also play a major
role in cutting GHG emissions from the transportation sector.

Adding GHG emission reductions to the California Environmental Quality Act (CEQA)
guidelines is yet another important complimentary policy that will encourage Smart
Growth. Such a change to CEQA is already underway. By January 1, 2010, new
guidelines to address global climate change will be incorporated into CEQA.*® Though
ETAAC has not been actively engaged in this rulemaking process, ETAAC endorses one
specific change to the proposed CEQA guidelines on climate change to encourage Smart
Growth. The use of "Level of Service" (LOS) as a measure of environmental impacts for
transportation projects under CEQA?’ should be replaced with broader measure of access
to goods and services and quality of life. Because the "LOS" matrix values only
automobile convenience, projects that may increase access to goods and services and
improved quality of life by facilitating other modes of transportation are likely to be rated
unfavorably under LOS (see the Appendix V for more information).

B. Pay-As-You-Drive Insurance

Pay-As-You-Drive or Pay-Per-Mile insurance assesses individualized premiums based
upon miles driven instead of the calendar year, providing motorists a new option to save
money by driving less and therefore minimizing insurance risk. Pay-As-You-Drive
premiums incorporate traditional risk factors such as driving record and vehicle make and
model. Thezy also still reflect insurance coverage services selected by the consumer
themselves.”®

e Timeframe: Pay-as-you-drive insurance could be implemented quickly, by
legislative and regulatory actions that allow insurance companies to implement
these programs.

® GHG Reduction Potential: Applying the results of studies assessing mileage
changes related to fuel prices, researchers have projected that pay-as-you-drive
insurance could lead to up to a 12 percent reduction in driving and energy use.”?
Even a more modest benefit of a several percent reduction in driving would
achieve significant GHG emission reduction benefits.

e Ease of Implementation: There are a range of challenges that insurance
companies face related to offering Pay-As-You-Drive insurance, including
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regulatory barriers, product start-up costs, explaining to customers the benefits of
a new pricing scheme, mileage verification costs, consumer acceptance of at least
some monitoring (even if only of mileage), and loss of premium dollars from
existing low-mileage customers.*

Co-benefits / Mitigation Requirements: Government incentives to promote Pay-
As-You-Drive insurance appear to be very cost competitive when viewed from
the vantage point of reducing air pollution and saving lives. Other government
transportation-related expenditures aimed at achieving these objectives are often
more costly.’! A 1 percent reduction in VMT typically lessens total vehicle
crashes by about 1.2 percent.”> Although it is difficult to predict actual
congestion alleviation, even a small decrease in driving demand can limit
congestion delays.™

Responsible Parties: Insurance Companies; transportation agencies; CARB; State
Insurance Commissioner.

Problem: At present, automobile insurance premiums do not adequately factor in the
number of miles driven by consumers. This subsidy encourages more driving, leading to
increased VMT, GHG emissions, and traffic accidents.

Possible Solutions: Convert insurance to a variable priced service that considers risk
factors such as driving record. Several key organizations can play a major role in
changing current insurance practices so that they account for climate change impacts.

o Insurance Companies: Once insurance companies are allowed to use
regular and reliable tools to verify their customers’ mileage in California,
they will be able to offer such products. Though they face some
challenges in implementing this type of insurance, insurance companies in
other state have the flexibility of instituting a Pay-As-You-Drive strategy
and some have already put forward pilot programs based on this insurance
scheme.** Since 2004, for example, the General Motors Acceptance
Corporation (GMAC) has offered mileage-based discounts to OnStar
subscribers located in certain states.>’

o Transportation Agencies: CalTrans is the State agency that is pivotal to
alleviating traffic congestion and implementing successful transit systems.
CalTrans is likely a critical player in making Pay-As-You-Drive
operations successful.

o State Insurance Commission: The State Insurance Commission plays a
significant role in determining how insurance companies set rates for
consumers. In 2006, insurance companies were ordered by this
Commission to place more weight on each individual driver’s record,
rather than his/her zip code. The State Insurance Commission could
mandate that insurance companies adjust rates based on how much
consumers drive. This is currently given little weight. Smog check
mileage records could provide information to verify the mileage provided
by consumers.
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C. Congestion Charges

Congestion pricing uses electronic transponders in the vehicle, database-linked cameras,
and other barrier-free means to charge drivers as they enter heavy traffic congestion
zones. This system works well in combination with public transit, and can be used as a
source of funding for improved public transit systems. London, Norway, Rome,
Singapore, and Stockholm are urban centers where such congestion pricing has already
been successfully implemented.

e Timeframe: Initial project(s) in place by 2012; with additional potential projects
feasible in time for 2020 targets.

o GHG Reduction Potential: Exact reductions would depend on the areas covered
and specific program design. Potential GHG emissions reductions of one
million tons per year or more could be achieved if applied to areas responsible
for 10 percent of the state’s vehicle GHG gas emissions.”® The City of San
Francisco Climate Action Plan sets a goal of reducing 165,000 tons per year of
CO; emissions by reducing VMT.*" The San Francisco County Transportation
Authoritgf has identified congestion pricing as a key component of that
strategy. 8

e Ease of Implementation: Local planning authorities need legal authority from the
State to implement congestion pricing. State support for planning and/or initial
set-up of congestion mitigation pricing systems would also be beneficial.

o Co-benefits / Mitigation Requirements: Reductions of pollutants such as fine
particulates and ozone forming pollutants, and reductions in traffic deaths and
injuries, are examples of major co-benefits. Revenues can be used for projects
to accommodate increased demand for alternatives such as transit, walking, and
bicycling. Public hearings and outreach can help focus these improvements to
mitigate disadvantages and maximize improved transit and other transportation
co-benefits to meet AB 32’s Environmental Justice goals.

e Responsible Parties: The State Legislature would provide legal authority. Local
transportation planning agencies would be responsible for evaluating potential
projects, such as areas with existing effective transit systems or the potential for
effective transit, with support and coordination from CalTrans and Regional
Transportation Agencies as needed.

Problem: VMT is an important contributor to global climate change, air pollution, and
other congestion-related problems.

Possible Solutions: Congestion pricing has the potential to reduce traffic jams, VMT,
and GHG emissions. Under congestion pricing, drivers are charged via electronic and
other barrier-free options to enter an area of heavy traffic. London reduced GHG
emissions from road traffic by 16 percent within its congestion pricing area,” lowered
traffic, and improved transit and bicycle use.”® The City of Stockholm is estimated to
have reduced CO; and particulate emissions by 14 percent, which equates to
approximately 100 tons per weekday 24-hour pe:riod.4l Such congestion pricing
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programs could offer varying fees based on different tiers that factor in co-benefits.
London, for instance, offers exemptions for electric cars.*? Other factors could be studied
during the local planning process for California agencies. Revenues collected under such
a program could be used for transit improvements, thus further reducing VMT and traffic
congestion. Roadway improvements could also be candidates for this source of funding.

The City of San Francisco is currently seeking to move forward with a congestion
charging project covering access to downtown and certain other areas of San Francisco.
San Francisco is also conducting a study to be completed by the summer 2008 for a
possible second project that would cover traffic hotspots like the downtown area.

The California Legislature should adopt legislation providing local governments with the
authority to implement congestion pricing projects after a public review process that
includes a local public hearing. CalTrans and Regional Transportation Agencies should
examine appropriate opportunities to support and coordinate potential projects within the
state.

D. Employer-based Commute Trip Reductions

Employers and their employees can reduce GHG emissions by reducing drive-alone
commuting.

e Timeframe: Could be implemented by 2012.

e GHG Reduction Potential: Varies based on option(s) chosen.

o Ease of Implementation: Varies based on option(s) chosen.

o Co-benefits / Mitigation Requirements: Varies based on option(s) chosen.

®  Responsible Parties: CARB; employers; employees; and potentially others
based on the specific option chosen.

Problem: Just over one fifth of personal travel is for commuting to work. According to a
2000 US Census and National Household Travel Survey, just over three quarters of these
US commuter trips are drive-alone trips. What that translates into is that roughly 17
percent of personal travel is drive-alone commutes that could be minimized through
employer-based policies.

Potential Solutions: Several employee trip reduction policies are already in place in
California, designed to lower air pollution. Existing employee-based strategies that
reduce VMT will reduce more GHG emissions and other air pollutants if they are
expanded to cover more employers. Other programs designed to limit or offset other air
pollutants such as nitrogen oxides (NOx), volatile organic compounds (VOC), fine
particulates (PM), and carbon monoxide (CO), from new land development (e.g. a new
shopping mall) could also be expanded to require reductions of GHG emissions.
Strategies such as increasing transit usage, and potentially also telecommuting and
flexible work schedules, could be promoted either as expanded mandatory programs or as
voluntary measures.
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However, the cost-effectiveness of these programs is not clear. Policies that lower the
per-mile GHG emissions of personal travel will tend to make policies to reduce VMT less
cost-effective. (Of course trip reduction policies have other benefits such as lower levels
of congestion.) Furthermore, placing a price on all GHG emissions may tend to reduce
the need for trip reduction policies. Note that at present, there is no price attached to air
pollutants. So if one is imposed on GHG emissions, the need for other policies like those
discussed below will be less than the need to control air pollution. And in some cases,
eliminating commute trips may not reduce GHG emissions as much as it might first
appear since the employee who does not commute may use energy in their home office
and may make other trips (e.g. for lunch) that they would not have otherwise. ETAAC
recommends that the CARB study the cost-effectiveness of all policies it proposes to
undertake, incorporating the factors noted below in any analysis.

o Mandatory programs for both existing and new commute travel: One
existing mandatory program covers both existing employers and one
covers new land development, as described below. South Coast Rule
2202 requires employers with over 250 employees (with a few exceptions)
to reduce employee trips and provides employers with a menu of how to
options. Employers can either reduce emissions, and/or purchase credits
for mitigation. Similar rules could be applied to other areas where the
potential to reduce drive-alone commuting exists. Parking cash-out
programs are another example. Employers are required under state law to
allow employees to “cash-out” the value of free parking that is provided at
the employer’s expense, under certain circumstances.

Several existing California programs are aimed at reducing air pollutants
for new development, including -- but not limited to -- additional
employee commute trips. Developers subject to NEPA or CEQA may be
required to mitigate air pollution emissions. The State is currently
developing standards for addressing GHG emissions under CEQA. Many
project developers are integrating evaluations of climate change impacts
of their projects on a case-by-case basis. A number of Air Quality
Districts have adopted “indirect source rules,” which require on-site
reductions of some or all of the expected emissions (such as NOx and PM)
or paying a mitigation fee (for instance, San Joaquin Valley Rule 9510.)
These rules would also reduce GHG emissions if expanded to cover these
pollutants, especially in cases where GHG emission reductions are not
already required as mitigation under CEQA.

o Shifting commute trips to other modes of travel: Other modes of travel
include ridesharing, public transit, walking, and bicycling. These modes
can be promoted as a compliance option for mandatory programs.
Employers can also support these options on a voluntary basis to increase
employee-satisfaction and demonstrate environmental stewardship under
an Environmental Management System or as a stand-alone measure.
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These shifts are not expected to lead to opportunities for additional
personal travel by vehicle, or at-home energy use, as this strategy is not
intended to affect the type of work schedule.

Telecommuting: With its leading role in promoting information
technology, California seems well suited to telecommuting, where
employees work from a home-based office. (Telecommuting also includes
satellite workplaces that are closer to home). This strategy can become a
compliance option for mandatory programs. Like the previous option
described above, telecommuting can be promoted on a voluntary basis by
employers for identical reasons. Home energy usage could potentially
offset travel-based GHG emission reductions. ETAAC did not attempt to
quantify these values.

Compressed Work Schedules: Under compressed work-week schedules,
employees work a smaller number of longer days, such as a four-day 10
hour work week, or work seven days of 12 hours each over a two week
period. Commute travel would be avoided on the day that the employee
did not drive to work. Additional personal travel and at-home energy
usage complicates the question of whether a net GHG emission benefit
should be expected, and if so, whether a measurable impact could be
determined.

However, compressed work schedules are often not cost-effective for
California employers because state law requires payment of overtime
compensation for work performed by an hourly employee who works in
excess of eight hours in a single day or more than 40 hours in a single
work week. (This is more restrictive than Federal law, and all other states,
where overtime pay is required after 40 hours in a week). As a result,
employers have a disincentive to schedule a four-day compressed
workweek schedule because the last two hours of each ten-hour workday
incur time and a half wage rates. Split shifts for 24 hour operations (12
hours on, 12 hours off) are even more costly. California allows for
“alternative schedules,” but only under very detailed Industrial Welfare
Commission wage orders that are difficult to implement and rarely used.
At present only 11,000 out of California’s 800,000-plus employers operate
under these “alternate schedule” rules.

Changes to state labor law are contentious and involve issues such as
safety, flexibility, cost savings, and politics. ETAAC does not have the
expertise or responsibility to consider all these factors and is therefore not
able to make any specific recommendations. However, it is clear that
CARB should conduct a study examining the following factors: How
much would wages be decreased by these changes in labor law? Would
lowering wages for hourly workers currently earning daily overtime wages
disproportionately impact low-income communities and therefore conflict
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with AB 32’s Environmental Justice provisions? Will this measure lead to
a change in work schedules without changing behavior? In addition,
health and safety concern outcomes should be quantified as well as the
probable size of the expected net GHG emissions reduction.
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IV. Improving Vehicle GHG Emissions Performance

ETAAC has identified technology-forcing standards and economic incentives as key
pathways to low and zero GHG emission vehicles. Like most measures that improve
efficiency, these policies may pay for themselves and do not require public sector
subsidies.

There are a number of successful programs that the state can build on. CARB’s AB 1493
regulations establish a critical, performance-based system for driving low-carbon vehicle
technology into the market through 2016. The ZEV program is leading the development
of zero tailpipe emission vehicles that are expected to become commercially available
around the time that follow-up standards to AB1493 would take place (see projections
below). Bridge technologies like plug-in hybrids should be available even before that
date. The main priorities of this section is to describe the development of new standards
taking advantage of new technology for low and zero tailpipe emissions passenger
vehicles and to expand those efforts to include the medium and heavy-duty vehicles.
While these efforts are focused on cutting carbon emissions, California should also
partner with the Federal government to demonstrate low and zero carbon technologies
can also help form the basis for urgently needed improved Federal fuel economy
standards.

The section also describes complimentary pricing recommendations that will facilitate
compliance with these standards. Incentives to exceed these standards will also be
examined. Another key financial incentive for low and zero tailpipe emission vehicles is
the “feebate” recommendation described in the Financial Sector Chapter (Chapter 2-E) of
this report and below. **
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2007 ZEV Panel vehicle projections
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CEV city electric vehicle

FPBEYV full performance battery electric vehicle
FCAPUYV fuel cell auxiliary power unit vehicle
FCEV fuel cell electric vehicle

H2ICV hydrogen internal combustion vehicle
HEV hybrid electric vehicle

NEV neighborhood electric vehicle

PHEV plug-in hybrid electric vehicle *

E. New Vehicle Technology Improvements

While forward thinking when written -- and vitally important for near term AB 32
compliance — AB 1493 does not capture the full potential for GHG emission reductions

now technically possible from motor vehicles. For instance, the legislation covers only

passenger vehicles and the cost-effectiveness analysis is based on gasoline prices ($1.74
per gallon) that no longer reflect real world conditions. A more comprehensive standard
for post-2016 vehicles of all types would net even greater GHG emission reductions and

can help foster partnership opportunities nationally and internationally.

e Timeframe: In effect by 2020.

e  GHG Reduction Potential: 4 MMT by 2020; 27 MMT by 2030 for passenger

vehicle standards. In particular, new engine, transmission, tire, and aerodynamic

designs, idle reduction, and advanced auxiliary power units could ultimately
reduce GHG emission from new freight trucks by one third to one half.*
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o Ease of Implementation:  Changing vehicle manufacturing lines may be difficult

o Co-benefits / Mitigation Requirements: Very high co-benefits, including
reductions in up-stream refinery emissions and reduced reliance on imported
petroleum. A supporting in-state clean fuels infrastructure of would maximize
these co-benefits.

e Responsible Parties: CARB; auto manufacturers. .

Problem: Continued reductions in vehicle GHG emissions will be necessary beyond the
2016 end point of California’s first round of passenger vehicle standards to account for
currently available technology and future developments. The recent U.K. King Review
of low carbon motor vehicles found significant deployment market barriers. These
barriers include fixed capital investments in older technology, the need for economies-of-
scale to make new technologies economical, and lack of high-priority given to fuel
economy in consumer purchases.46 Since vehicle manufacturing is a global industry,
these same barriers affect vehicles available in California. Although the medium and
heavy duty transport sector is sensitive to fuel prices, market barriers also exist to
developing new technology for this sector.

Possible Solutions: In September 2004, CARB approved regulations to reduce GHG
emission reductions from new motor vehicles. The regulations apply to new passenger
vehicles and light duty trucks and will be phased-in from 2009 through 2016 model
years. Between 2009 and 2012, these standards will cut GHG emissions by 22 percent
compared to the 2002 fleet of passenger vehicles and light duty trucks. Mid-term —
during the 2013-2016 time frame — these standards will cut GHG emissions by
approximately a 30 percent.

CARB intends to present new standards in the fourth quarter of 2012, which would
impact the 2017 model year. The ETAAC transportation sector subgroup believes that
follow-up technology-forcing performance standards are an immediate priority in order to
accomplish the following:

o Take into account the full range of emerging vehicle technologies;

o Partner with other countries in the European Union and elsewhere that are
currently developing new standards;

o Provide manufacturers with adequate lead time to introduce cleaner new
vehicles.

These standards can also build on the State’s ZEV program, which is intended to help
drive the development of automotive technology that will limit GHG emissions. A ZEV
review panel will assess the status of these technologies, which ETAAC did not attempt
to duplicate in this report. Some of these technologies are available today (i.e. hybrids)
while others will be available in the mid-term.*” The timing of the rule adoption process
should be flexible enough to accommodate an accelerated schedule, if needed, to provide
sufficient lead time for manufacturers to bring new vehicles to market in 2017.
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The reduction achieved by this measure would significantly increase in subsequent years
as clean new vehicles replace older vehicles in the statewide fleet. Assuming that the

new standards call for about a 50 percent reduction from pre-AB1493 levels beginning in
/2017, CARSB staff estimates a reduction potential of 27 percent®® -- 27 MMT* -- in 2030.

Additional decreases would be achieved if new vehicle standards were also applied to the
heavy duty trucking sector, which accounts for nearly one-fifth of transportation sector
emissions. In particular, new engine, transmission, tire, and aerodynamic designs, idle
reduction, and advance auxiliary power units could ultimately reduce GHG emissions
from new freight trucks by one third to one half.® Although the freight industry is
sensitive to fuel prices, technologies that slash fuel consumption have been slow to find
their way to market. Comprehensive standards should not delay the planned near-term
implementation of Smart Way efficiency improvements contained in CARB’s Early
Action Plan. Instead, the results should be incorporated into a broader look at driving
innovation and the uptake of existing technologies. The Early Action Plan discussion of
hybrid technology identifies a number of important Federal and private sector partners,
and international coordination can also play a valuable role in this effort. The National
Academy of Sciences review of the 21% Century Truck Partnership will provide critical
information that ETAAC did not attempt to duplicate in this report, and implementation
studies associated with the new federal standards are another source of technical
information.

Potential Heavy Duty Vehicle Near Term and Future Technologies

> Vehicle Technologies

Accessory Electrification (air conditioning, etc)

Efficiency Improvements (lubricants, brake and bearing drag)

Aerodynamic Drag

Vehicle Mass Reduction

Tire Rolling Resistance

Other Factors (vehicle weight, road speed, logistics, maximum loaded weight restrictions)
Advance Auxiliary Power Units

» Engine Technologies

Improved Selective Catalytic Reduction
Engine Friction Reduction

Engine Controls Refinements

Improved Air Handling Efficiency

Low Temperature Combustion
Homogeneous Charge Combustion Ignition/Partial Charge Compression Ignition
Sturman Digital Engine

Post Combustion Heat Recovery

Thermal Management Engine Improvements
Fuel Cell Electrochemical Engines

» Drive train Technologies
Continuous Variable Transmission
Automated/Manual Transmission
Hybrid (hydraulic and/or electric)
Electric Drive
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F. Low Carbon Fleet Standards and Procurement Policies

Performance standards and procurement policies can facilitate implementation of low and
zero carbon vehicles.

o Timeframe: By 2012, expanding to heavy-duty vehicles by 2020.

e GHG Reduction Potential: This recommendation can complement the
implementation of AB 1493 standards and post-2016 standards; as well as the
ZEV program.

o FEase of Implementation: Potential barriers are the need to increase “market pull”
for the continued development and implementation of low and zero emission
vehicles, helping to mitigate current price premiums for these vehicles.
Companion fuel infrastructure policies will be critical to success.

o Co-Benefits / Mitigation Requirements: Large co-benefits will be achieved from
less local air pollution and less reliance on imported petroleum. Increased clean
energy supply, including renewable energy sources whenever feasible, will
maximize overall emission cuts, including vehicle tailpipe and oil refinery
emissions in communities concerned about Environmental Justice.

e Responsible Parties: CARB; Federal, State, local and other fleet owners and
managers.

Problem: The efficiency benefits of new technology are not fully utilized. In addition,
new technologies must be demonstrated before they are commercialized.

Possible Solutions: Many local fleets have requirements for the fuel economy of the
vehicles they purchase. The first component of this suggested policy is setting standards
to require certain fleets to purchase vehicles meeting a GHG emission standard. The
standard could be structured as an average over a fleet -- or even across all fleets in a
given category -- with a credit trading program.

A performance standard for fleet vehicle procurement would be similar to that of AB
1493, denominated in GHG emissions per mile. However, buyers of new vehicles
instead of sellers would be responsible — and would also receive the benefits of more
efficient vehicles. Such a standard may be subject to less procedural or jurisdictional
challenges than the AB 1493 rule impacting vehicle manufacturers. This policy should
be applied to State fleets immediately, and eventually all other public and private fleets
that receive any funding through State tax or fee revenue and/or utility ratepayer revenue.
In addition, the Energy Policy Act (EPACT ) now, allows State and local agencies to
achieve petroleum reduction goals relying on hybrids and other high-efficiency vehicles
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instead of purchasing lower-efficiency vehicles that could in theory burn ethanol blends
such as E85 (but instead use higher levels of gasoline.) For instance, the State of
California has recently completed a purchasing arrangement that will assist State and
many local agencies to purchase gas-electric hybrids that achieve a minimum of 42 miles
per gallon, instead of the State minimum standards of 26 miles per gallons for other
vehicle of similar type.

In addition to passenger vehicles, this type of standard could apply to CARB’s transit bus
fleet rule and could be considered for other fleet rules that would reduce GHG emissions
from vehicles such as refuse trucks and port drayage trucks.

As a second step, Federal, State, regional and local government agencies -- as well as
utility and other private fleets — should participate in advanced technology vehicle
demonstrations. This effort should start immediately. Targets should be set with the
ultimate goal of reaching a 100 percent ZEV target by 2035 or sooner. Vehicle fleets
would then be fully transitioned to zero carbon technologies before AB 32°s 2050
deadline for cutting total GHG emissions by 80 percent. The State of California and
several organizations represented by ETAAC members (the Bay Area Air Quality
Management District, PG&E, and the University of California — Davis) are among the
organizations helping to demonstrate hydrogen fuel cell cars by including them in their
fleets. Procuring ZEVs and PHEVs in fleets during the demonstration and early
commercialization phase will achieve several important goals, among them the
development of advanced vehicle technology and infrastructure and enhanced air quality.

G. Vehicle Feebates, Registration Fees and Indexed Fuel Taxes

Fiscal incentives to promote more fuel efficient vehicles can complement carbon
standards without restricting customer access to a full range of vehicle choices. Options
include a revenue-neutral vehicle “feebate” program (see Chapter 2-E). Additional
potential approaches include the idea of basing vehicle registration fees on GHG
emissions. Yet another would be to base fuel tax levels on GHG emissions and indexed
to match inflation and keep pace with VMT increases.

o Timeframe: By 2012.

*  GHG Reduction Potential: Indexed fuel taxes will affect about one-third of
California’s emissions (from gasoline and diesel fuel) and could have a significant
impact. It is not possible to estimate the available GHG emission reduction
potential at this time. The other measures are also expected to offer a substantial
benefit by improving the GHG emission rates of California’s entire vehicle fleet.

o Ease of Implementation: Potentially difficult.

o Co-Benefits / Mitigation Requirements: Increased gas taxes could be used in part
to increase transit opportunities for low-income and other communities; changes
to registration fees could be phased-in to give consumers time to adapt.

* Responsible Parties: State Legislature; State implementing agencies.
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Problem: Adjusted for inflation, fuel taxes have steadily decreased as road usage, GHG
emissions, and infrastructure needs have all increased dramatically. The Legislative
Analyst’s Office (LAO) has identified a critical need to increase fuel taxes to fund
infrastructure upgrades. In addition, standards that are set based on different vehicle
types may not completely reflect the climate change response benefits of purchasing
vehicles in a class with lower GHG emissions.

Potential Solutions: Many countries create a market pull for more efficient and therefore
cleaner vehicles through higher fuel taxes and registration fees levied on GHG emissions
directly or on surrogate factors (vehicle weight, engine displacement). Upfrontand
rebates costs can be especially effective, such as vehicle purchase taxes that are reduced
for low carbon vehicles and increased for high carbon vehicles. The U.K. indexes vehicle
registration fees according to tailpipe GHG emissions, while Germany and Japan base
fees on other factors that relate to GHG emissions, such as engine displacement and
vehicle weight. Vehicle registration policies affect new vehicles as well as existing
vehicles that would not be covered by new vehicle GHG standards. A phase-in period for
existing vehicles could be considered by State policy makers to facilitate a smooth
transition to this new pioneering system. This approach would send the right price signal
to consumers.

California’s LAO®! has observed that just to maintain current infrastructure, gas taxes
should be increased by ten cents per mile. Boosting the revenue collected from fuel taxes
can also provide fiscal resources for new public transit systems. These systems could be
designed to serve regions where consumers may be most affected by increased fuel costs,
regions where Environmental Justice has been an issue. Taxes on gasoline in Japan are
approximately triple that of California's combined $0.63 per gallon for Federal and State
excise taxes. Some Europe countries impose taxes as six times that level. A modest tax
increase in California’s fuel tax would provide critical maintenance of road infrastructure
and transit while still falling well below fuel taxes imposed in most other developed
countries.”® Indexing fuel taxes to inflation and VMT (as fuel consumption per mile is
likely to fall without reducing the need for infrastructure) is crucial to avoid future
funding shortfalls. The State should also encourage similar policies at the Federal level.

H. Air Quality Incentives Programs and Standards

Air quality programs such as the Carl Moyer incentive program do not include a value for
diminishing GHG emissions. Coordinating GHG emission reduction programs with
existing air quality improvement programs (for both vehicles and other sources) would
help meet AB 32’s climate change response goals. It could also improve the efficiency of
incentive programs to cut both GHG emissions and other air pollutants.

o Timeframe: By 2012.
o  GHG Reduction Potential: To be determined, based on funding levels.

o Ease of Implementation: May be difficult to coordinate initially, but then easier
to implement over time compared to managing separate, uncoordinated programs.
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o Co-benefits / Mitigation Requirements: Co-benefits include criteria pollutant
reductions.

* Responsible Parties: State Legislature as needed; CARB; regional and local
implementing agencies; any new organization created to administer GHG
emission reduction funds.

Problem: Several types of State air quality incentive funds are available to decrease
pollutants such as fine particulates and ozone that violate State and Federal standards.
Many of these programs focus on vehicle retrofits. They have not traditionally reflected
the need to treat GHG emissions as air pollutants. Incentives and air pollution control
standards now need to recognize both GHG emissions and more traditional pollutants as
high priorities.

Possible Solutions: The Carl Moyer Memorial Air Quality Standards Attainment
Program provides incentive funds (currently $140 million per year) toward

the incremental cost of new engines and equipment that go beyond State minimum air
quality requirements for NOx, PM, and reactive organic gas (ROG).> Eligible projects
include cleaner on-road, off-road, marine, locomotive and stationary agricultural pump
engines. Forklifts, airport ground support equipment, and auxiliary power units are also
eligible for State retrofit funds. The State, in partnership with local agencies, is also
implementing a new Proposition 1B Goods Movement Program, to upgrade technology
and reduce air pollution emissions and health risk from freight movement along
California's trade corridors.>* This State program is funded to provide $250 million
annually over four years.

Any incentive funds that are available for GHG emission reductions in the transportation
sector are likely to overlap with these existing programs. Coordination is clearly needed.
A project could be funded if it meets cost-effectiveness criteria when both types of
reductions — climate related and criteria pollutants -- are recognized, even if it could not
qualify based on just one or the other. This would likely require the revision of program
guidelines for existing programs. This approach has already been implemented for the
Bay Area Air Quality Management District’s Transportation Fund for Clean Air program.

It is important that technology-forcing standards recognize GHG emissions just as
climate change response incentives and measures must consider effects on other air
pollutants. Tailpipe standards should consider less prominent GHG emissions such as
nitrous oxide (N>O) and methane (CH,4). Standards such as federal Clean Air Act Best
Available Control Technology should evaluate GHG emissions as an environmental
impact along with other air pollutant emissions. Exceptions can be rendered. (For
example, the Federal Clean Air Act Lowest Achievable Emission Rate does not allow for
evaluation of cost or co-benefits/dis-benefits). ETAAC encourages continued efforts by
State and local agencies to coordinate and integrate GHG emissions into existing air
quality programs.
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V. Low-Carbon Transportation Fuels

After VMT are reduced and the energy efficiency of motor vehicles is upgraded, there
will still be a need for large quantities of alternative, cleaner transportation fuels. The
lifecycle GHG emissions of transportation fuels are being addressed through the Low-
Carbon Fuel Standard (LCFS) mandate being developed by CARB. The ETAAC
transportation subgroup notes that other fuel tax incentives to encourage low carbon fuels
are covered in Chapter 2 (the Financial sector). Likewise, biofuels production is covered
in Chapter 6 (the Agricultural sector).

I. Create Markets for Green Fuels

The LCFS mandate being developed by CARB addresses the lifecycle GHG emissions of
transportation fuels. However, independent incentives might expedite achieving or even
exceeding that standard and creating a basis for deeper future reductions, while creating
opportunities for additional in-state production.

o Timeframe: Could be implemented by 2010 and improved after that.

e GHG Reduction Potential: Unclear, but green products typically fill a few
percentage points of markets for goods (e.g. renewable electricity).

o Ease of Implementation: Determining the lifecycle GHG emissions of biofuels is
complex, but measurement systems are already being developed by CARB as part
of the LCFS. However, providing the results of this analysis to consumers would
require tracking of specific fuel blends down to the retail level, a level of detail
not currently envisioned under the LCFS protocol. A new tracking system would
therefore be required. A significant additional technical analysis would not be
required to develop such a tracking system.

o Co-benefits / Mitigation Requirements: Low-GHG emission fuels may have
better environmental performance on other dimensions, but in some cases may
create other negative air quality impacts. Careful evaluation of these impacts is
clearly needed. Policies should ensure that air and water pollution are not
worsened by the LCFS.

e Responsible Parties: CARB; oil and gas industry; biofuels industry; electricity
industry; possibly the auto industry.

Problem: Biofuels and other new alternative fuel products can have either a positive or
negative effect on global climate change depending on production methods and other
factors. Current corn-based ethanol production often releases GHG emissions similar to,
and sometimes higher than, traditional fossil transportation fuels once all of the air
emissions effects are accounted for. New technologies will be needed to significantly
lower the GHG emissions of biofuels as well as improve co-benefits.”> Any Green
Biofuels program should be designed so that it encourages technologies that drive down
GHG emissions. One approach might be to encourage California farmers to collect and
use agricultural waste as a bio-fuel feedstock to complement the existing CARB
regulatory requirements.*® International, Federal and State standards for sustainable low
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carbon bio-fuels are currently being developed. So far, however, they do not offer any
environmental performance information to consumers. With additional tracking
standards, these systems could be used to engage consumer demand through a “Green
Fuels Labeling Standard” in California.

Possible Solutions: A voluntary or mandatory Green Fuels Labeling Standard could be
created to guide consumer purchasing preferences. This is especially important for
biofuels because of the potential negative environmental and social implications of
different feed stocks and cropping methods. Once waste-derived biofuels are fully
commercial, new incentives could be used to expand the blending of biomass-derived
fuels with conventional fuels beyond LCFS requirements (e.g., cellulosic ethanol blended
with gasoline, renewable diesel blended with petro-diesel). This information could be
included on fuel content labels.

Measuring the lifecycle GHG emission content of biofuels and developing appropriate
regulations is a challenging undertaking. Increased support for the collection and
analysis of data (including development of better analytic methods) will be crucial to
successful deployment of low carbon biofuels. A valuable near-term step would be for
CARB to review available studies of this issue by the beginning of 2010, including the
upcoming U.S. National Academies study called for in recent federal legislation.
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Next Generation Transportation Fuels

Some next generation transportation fuels may require new refueling infrastructure and
market rules. For example, the expected introduction of plug-in hybrid and full
performance electric vehicles will probably require some new supply infrastructure (e.g.
meters and appropriate tariffs). CARB’s ZEV review panel projects that such needs will
occur within the expected lifetime of the electric generation, transmission and distribution
systems being planned today. Forward-looking planning will be necessary to capture the
potential synergies between energy sources employed for traditional electricity use and
new vehicle fuels. Similarly, the introduction of fuel cell vehicles would necessitate a
refueling infrastructure.

Several different State agencies have roles to play to ensure that the private sector has the
appropriate incentives and regulatory framework so that the next generation of
transportation fuels can help California meet its climate change goals. Specific issues that
require evaluation and action include appropriate energy procurement by the electricity
sector -- enabling new vehicle technologies to be used as energy storage for the electricity
grid -- and addressing how increased electricity demand for charging up vehicles does not
add to California’s overall peak demand for electricity.
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VI. International GHG Emission Sources

International shipping and aviation are two sources of GHG emissions that are continuing
to grow. Only international cooperation will fully address these large contributions to
global climate change. The ETAAC transportation sector subgroup encourages State and
local agencies to consider actions under their current regulatory authority to address these
GHG emissions. Policy options include marine vessel speed reductions and carbon-based
landing fees. Some policies designed to reduce NOx emissions -- such as speed-
reduction zones for marine shipping -- are expected to provide climate change response
co-benefits. Some jurisdictions have used revenue-neutral incentives. Airport landing
fees that vary according to the NOx emissions of different planes is one prime example.

It is also possible to lower GHG emissions from marine ports and airports through the use
of cleaner energy sources to provide shore-based power for vessels, electric service
vehicles, and so forth. These changes could provide important co-benefits in the form of
improved air quality.

Aviation is both intrastate and international, and presents some unique opportunities.
Because fuel is a major cost for the aviation industry, it has pursued significant energy
efficiency improvements in recent decades. As is the case in other areas of the broad
transportation sector, efficiency is only part of the solution. Better fuels and better
infrastructure will also be needed. California should publicly support RD&D
investigating biofuels and other alternative fuels for use in aviation applications.
Increases in Federal support for RD&D for advanced air traffic management systems
would help improve the air travel infrastructure and could provide modest reductions in
aviation-related GHG emissions. Potential airport expansions should only be considered
if the GHG emission effects are justifiable due to other co-benefits. The State of
California could consider a detailed evaluation of how to reduce the carbon footprint of
air travel in the state (or alternatives), including all three of these aspects: better aircraft,
better fuels, and better infrastructure.

The International Marine Organization and International Civil Aviation Organization
plays an important role in establishing many types of environmental requirements for
these global market sectors. The Federal government will also need to play a leading role
in encouraging international cooperation on broader efforts to reduce GHG emissions.
Today, for example, California does not have the authority to set engine GHG emission
standards for these sources. Any proposed changes to air traffic control patterns will
require cooperation from the Federal Aviation Administration. These efforts will play an
important role in combating the trend of increasing GHG emissions from these
international sources of GHG emissions.
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VII. Priority Actions
Item Relates To Who
1. Introduce standards to dramatically Improved Vehicle GHG CARB, auto industry, heavy
reduce GHG emissions from both performance duty vehicle manufacturers,
llght and heavy duty vehicles Federal government
2. Implement requirements for low Low GHG Fuels CARB, Federal government, oil
carbon fuels industry, electricity industry,
auto industry, biofuel industry
3. Place a price on carbon through a cap | Overall strategy CARB, Federal government
or tax
4. Tie infrastructure funding to Smart Transportation Demand State Government, Land Use
Growth goals Management/ Transit/ Agencies, Regional
Pedestrian & Cycling Transportation Agencies,
Friendly Developers
5. Incentives for Transit Villages Transportation Demand Same as above
Management / Pedestrian &
Cycling Friendly
6. Coordinate Air Quality Incentives & Improved Vehicle and CARB, local air Districts
Standards with GHG Objectives Stationary Source GHG
performance
7. Replace Automobile Level of Service | Transportation Demand State Resources Agency; state,
as the benchmark for CEQA Management / Transit/ regional, and local
transportation evaluation Pedestrian & Cycling transportation planning
Friendly agencies
8. GHG Based Vehicle Feebates Improved Vehicle GHG State Legislature, CARB
performance
9. GHG Based License Fees Improved Vehicle GHG State Legislature &
performance implementing agencies
10. Indexed Fuel Taxes Transportation Demand State Legislature, implementing
Management and Low GHG | Agencies
Fuels
11. Congestion Charges Transportation Demand/ State Legislature, local
Transit/ Pedestrian & Cycling | transportation planning
Friendly agencies, CalTrans/Regional
Transportation Agencies
12. Pay-as-you Drive Insurance Transportation Demand Insurance Companies, State
Insurance Commission,
Transportation Agencies
13. Employer Based Commute Trip Transportation Demand/ CARB, employers, employees
Reductions Transit/ Pedestrian &
Cycling Friendly
14. Improve fuel LCA GHG Low GHGs CARB, CEC, Universities,
measurement Federal Government
15. Create Green Fuels Markets Low GHG Fuels CARB, oil and gas industry,

biofuels industry, electricity
industry, possible the auto
industry
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4. INDUSTRIAL, COMMERCIAL AND RESIDENTIAL ENERGY USE

I. Introduction

California has the largest and most diverse manufacturing and industrial sector in the
country. Manufacturers in the state range from small boutique shops serving local or
custom needs to large facilities that are owned by global corporations. Nearly every type
of manufacturing is done in California, including aerospace, chemicals, pulp and paper,
computer technology, biotech, food processing, and more. Manufacturers, in tumn,
depend on extensive networks of local and global suppliers for raw materials, component
parts, and ancillary services.

Through energy use and process emissions, California manufacturers account for 18
percent of total state greenhouse gas (GHG) emissions. Oil refiners and cement plants
represent fully half of the industrial sector GHG emissions. Not counted in these totals
are the GHG emissions associated with transportation services related to both suppliers
and goods movement to retail consumer accounts.

Electricity is a significant cost component for most manufacturers operating in the state.
California has traditionally been a high cost state when it comes to electricity supplies. In
fact, the current rate premium is estimated to be 35 percent. That said, industries
operating in California have shared in California’s energy efficiency successes. Asa
result of State policies promoting energy efficiency, per capita energy usage has gone
from roughly equivalent to the national average to about a third less than the national
average, according to the California Energy Commission (CEC). These savings have
been achieved in the industrial, commercial, and residential sectors. Even with these
significant energy savings, however, California’s electricity, labor, tax and real estate
costs combine to make the cost of doing business here 23 percent more expensive than
the national average. These costs come on top of the 32 percent cost burden US
manufacturers face generally when competing internationally.

Pressures linked to globalization translate into the need for California companies to adopt
cost-effective energy efficiency measures to remain competitive. This end-use
efficiency, when combined with the high percentage of renewable, hydroelectric and
nuclear power in the state’s electricity generation mix, makes California manufactured
goods much less carbon intensive than products manufactured elsewhere. If the policies
adopted under AB 32 inadvertently encourage industrial production to shift to
unregulated regions of the world, net GHG emissions would actually increase while state
employment would decrease, lowering state tax revenues. This scenario is a lose-lose
outcome for the industrial, commercial and residential sectors and that must be avoided.

Thus, the challenge for California policy makers is to encourage further GHG emission
reductions from the state’s manufacturers (and their suppliers) and commercial
enterprises without adding costs and burdens that would lead to declining production and
leakage to other unregulated regions. This can be accomplished if technologies,
regulations and tax policies support adoption of cost-effective GHG emission reduction
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measures. To that end, the following discussion by the ETAAC industrial sector
subgroup outlines the technological advances that should be supported by State programs
and policies. Also addressed are the policy barriers that need to be removed to improve
competitiveness and to prevent leakage of GHG emissions outside of AB 32°s
jurisdiction.

Other important State policies and emerging technologies discussed in this chapter relate
to end-use energy management tools and technologies, among them energy efficiency
.improvements, distributed generation, customer choice of energy supply, building and
appliance standards, and different waste management programs and techniques. (Chapter
5 — devoted to electricity and natural gas -- contains utility and supply-oriented
opportunities. Opportunities to shrink transportation fuel use and emissions are discussed
in the Chapter 3). All of these tools, technologies and policies can reduce the carbon
footprint of California’s industrial, commercial and residential sectors of the economy.
Also outlined in this chapter are some of the promising opportunities to capture and cut
carbon on the demand-side of the energy equation.
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II. Industrial Technologies and Policies

A. “Cleantech” Tax Incentives

Tax policies such as those addressed in Assembly Bills 1506, 1527 and 1651, all authored
by Assemblyman Juan Arambula in 2006, would encourage small (and large) businesses
to undertake measures to meet AB 32 goals that would otherwise be cost prohibitive.

o Timeframe: Inplace2012.

e GHG Reduction Potential: 1-5 percent reduction of GHG emissions from small
business, assuming an emissions reduction potential of 10-30 percent per
business with 10-15 percent of small business participating.

Ease of Implementation: Moderate. Requires passage of legislation and the
development of new programs within State government.

Co-benefits / Mitigation Requirements: Assists small business and encourages
technology development in California.

e Responsible Parties: State Legislature; Board of Equalization.

Problem: Excess cost or uncertainty related to many GHG emission reduction measures
limits business’ willingness to implement these measures. In addition, many measures do
not have a positive economic return. Economic incentives will increase the
implementation and development of clean technologies and reduce costs for business.

Possible Solutions: ETAAC should consider tax policies such as those addressed in
Assembly Bills 1506, 1527 and 1651 to encourage small (and large) businesses to
undertake measures to meet AB 32 goals that would otherwise be cost prohibitive. AB
1506 requires Business, Transportation and Housing Agency (BT&H) to study how to
provide incentives for small businesses to adopt cleaner technologies. AB 1527 would
provide research, development and deployment (RD&D) tax credits to small businesses
doing research related to clean technologies. AB 1651 would give a 10 percent income
tax credit for the purchase of Cleantech equipment by small businesses.

B. Rebates for Load Reduction

Expand load reduction rebate programs to include non-electric generation technologies.

o  Timeframe: In place by 2012.

e GHG Reduction Potential: 0.1 to 0.4 million metric tons (MMT) (assuming a
GHG emissions reduction of 10-20 percent; implementation for 1-2 percent of
electricity usage; and total GHG emissions of 100 MMT for electricity
generation.)

o  Ease of Implementation: Easy to moderate.
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o Co-benefits / Mitigation Requirements: Reduces demand on natural gas-fired
peaker generation units which often have higher emissions of priority pollutants
than base load power plants.

*  Responsible Parties: Utilities.

Problem: Many technologies that could provide GHG emission reduction benefits (as
well as peak demand reductions) fall through the cracks of current rebate programs
funded by electric utility ratepayers.

Possible Solutions: Expanding load reduction rebate programs to include non-generation
technologies are one possible solution. Examples include solar technologies that provide
refrigeration or cooling services without combustion or compression, waste heat
technologies that provide refrigeration or cooling, and energy storage technologies that
allow peak reduction and demand response as an alternative to running polluting peaker
units. (See the Appendices for descriptions of additional load reduction technologies.)
The State should ensure that any rebates for load reduction are coordinated with existing
programs such as energy efficiency, customer generation and demand response programs.

C. Improve Policies for Combined Heat and Power Plants

California has yet to tap the full potential of Combined Heat and Power (CHP) facilities
to decrease CO, and other GHG emissions. The Waste Heat and Carbon Reductions Act,
AB 1613 (Blakeslee) signed into law in 2007, offers an opportunity for California to
promote new CHP under 20 megawatts (MW) in size. The legislation seeks to reduce
GHG emissions and achieve other benefits by promoting the combined generation of
electricity and thermal energy (i.e. process heat) where it can be accomplished more
efficiently than generating electricity and thermal energy through separate processes
(please see the Combined Heat and Power section of the appendices for additional
technical descriptions). This ETAAC recommendation covers policies to promote those
CHP projects that “qualify” (discussed below) for improved treatment under State
regulation, whether it is small new CHP under AB 1613, new larger CHP facilities, or
existing CHP that will contribute to lower GHG emissions and criteria air pollutants.

e  Timeframe: In place by 2009 for 2012 goals.

e  GHG Reduction Potential: COzreductions of 25-45 percent are possible with
well-designed CHP systems, resulting in 0.6 to 1.5 MMT annually per 1,000
MW of installed CHP capacity. ETAAC estimates that California could add
between 2,000 MW and 7,300 MW to the 9,200 MW of CHP capacity currently
installed in California.

e  Ease of Implementation: Moderate.

o Co-benefits / Mitigation Requireménts: CHP equipment with modern Best
Available Control Technology will reduce criteria pollutant emissions compared
to fossil fuel-fired electricity generation with a similar level of emission
controls. CHP balanced in size with nearby demand can help avoid transmission
bottlenecks, decrease transmission losses and provide other operational benefits.

4-4



ETAAC FINAL REPORT

However, CHP cannot be "dispatched" (i.e. turned on and off) to match
electricity demand, so it must be integrated with dispatchable power generation.
The California Public Utilities Commission (CPUC) must manage the fair
allocation of costs and benefits of increased CHP on utility customers.

e  Responsible Parties: State Legislature; California Air Resources Board (CARB);
CEC, CPUC,; private industry; utilities.

Problem: CHP installations can provide significant energy efficiency improvements in
industrial applications by generating electricity to displace retail purchases while using
otherwise rejected heat for process heating or cooling. A CHP project can contribute to
AB 32 goals if it is designed to consume less fuel than the most common alternative:
separate fuel combustion at on-site boilers and electricity generation from natural gas-
fired combined cycle units. Consumption of less fuel translates into fewer GHG
emissions. While CHP is not a new technology, barriers exist that prevent full
deployment of cost-effective CHP into the industrial sector and commercial sectors.
State and utility policies could also be better aligned to support qualifying CHP.

Possible Solutions: ETAAC recommends that the State first define what constitutes
qualifying CHP, determine the total amount of CHP potential that meets the qualifying
criteria, and then adopt a statewide target to install a predetermined amount of qualifying
CHP by 2020. While AB 1613 directs the CEC to use certain guidelines to establish
criteria for new small-scale CHP, ETAAC recommends an effort to establish qualifying
criteria for CHP facilities that do not receive policy support under AB 1613. To
determine whether these facilities - whether large new or existing CHP - merit the
additional policy support proposed by the Committee, qualifying criteria should ensure
that facilities offer GHG reduction benefits and other co-benefits above their electric and
thermal production alternatives. Qualifying criteria should include technologies
employed, emission reduction benefits, utility operational issues, other co-benefits and
other relevant factors.

The following actions would accomplish the goal of expanding qualifying CHP:

o ETAAC recommends that the CEC address in its next Integrated Energy
Policy Report update -- and the CPUC and CEC include in their next joint
Energy Action Plan — an explicit strategy for obtaining zero and low
carbon electricity generation (see Chapter 5, Electricity and Natural Gas
sector). This strategic plan should evaluate an appropriate target for
qualifying CHP as a low carbon option and then determine whether a
standard and/or incentives should be set for utility procurement of
qualifying CHP.

o Small scale CHP was previously eligible for CPUC self-generation

incentives, which have now expired for fossil fuel-combustion technology.

Large scale CHP is also subject to some, although not all, departing load
utility charges. These factors diminish the financial incentives for
installing CHP and should be re-examined (along with impacts to other
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ratepayers) for opportunities to facilitate the objectives of AB 1613 for
small scale CHP and AB 32 for all qualifying CHP.

o To maintain maximum CHP system efficiency and economic viability,
CHP systems usually need to be sized to satisfy a facility’s full thermal
load. This may result in the generation of more electricity than can be
consumed on site. Consequently, California needs to maintain the current
power purchase program administered by the CPUC for Qualified
Facilities (QFs) to maximize CHP system efficiency and economic
viability. In addition, California needs new CHP-friendly transmission
tariffs from the California Independent System Operator (CA ISO) and a
robust wholesale market able to purchase this excess power from
appropriately sized CHP facilities

o Evaluate the GHG emission reduction benefits of CHP by comparing the
facility’s efficiency against a “double benchmark:” the combined
efficiency of the separate production of electrical and thermal energy that
would have occurred had the CHP plant not been developed.

D. Distributed Renewable Energy Generation: Solar PV

Based on an assessment of California’s solar resources, rooftop solar photovoltaics (PV)
have the technical potential to generate 74,000 MW at peak output.! While the peak solar
output is not a direct match with electricity system peaks in demand, solar PV can clearly
make a substantial contribution to reducing the need for the most expensive (and often
most polluting) peak power requirements. This technology has significantly higher than
market costs today. If the right steps are taken, its costs are projected to drop below
conventional grid power by 2020 in regions of the country featuring the best solar
resources. ETAAC recommends that California build on existing solar incentive policies
by reducing system installation costs and ensuring that residents and businesses receive
compensation for the economic value of net excess electric generation.

e Timeframe: In place 2012-2020 for 2020 goals.

e GHG Reduction Potential: Every 1,000 MW of solar PV installed yields net
reductions of 1 MMT CO; per year.

e  Ease of Implementation: Difficult to reduce system costs to parity with grid
costs or below; low to moderate once costs are reduced.

o Co-benefits / Mitigation Requirements: Increased distributed renewable energy
resources will reduce pollution for peaking power plants and help avoid
transmission bottlenecks. They will also create a potential clean energy source
to charge-up zero emission vehicles. Increased deployment of solar PV will also
likely lead to greater innovation and world-wide usage of this distributed
generation option, further reducing costs and open up new markets for clean
energy.
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e Responsible Parties: State Legislature; CPUC; utilities; California residents and
building owners.

Problem: The recent McKinsey Report” states that from a national perspective, there are
several barriers to developing a vibrant solar PV market. These barriers lead to wide
variations in predictions about the scale of future PV solar deployment. Cost
compression and climbing up the learning curve on production and installation
efficiencies are keys to expanding the solar PV market. Each doubling of manufacturing
capacity drops solar PV cell costs drop by about 20 percent.’ Despite a recent silicon
shortage that created temporary price spikes, great progress has been made in decreasing
solar PV cell costs. The future success of solar PV will also depend on the level of cost
improvements achieved in module efficiency, DC-AC conversion efficiency, inverter
design, installation, and interconnection compatibility.

The Silicon Valley Leadership Group created “SolarTech” as a means to address some of
these challenges.® SolarTech discovered that U.S building and installation expenses
comprise 20 percent of solar PV system costs compared to 10 percent in Germany and
Japan, where workers are paid comparable wages. The greatest difference in costs was
explained by differences in the building and installation standards of each respective
market. SolarTech also found that building permit and utility interconnection costs in the -
U.S. are also a substantially higher proportion of total solar PV system costs than they are
in European and Japanese markets.

Potential Solutions: California currently offers substantial subsidies to reduce the high
initial capital costs of solar PV systems. Time-of-use metering recognizes solar PV
generation provided during peak periods of demand has a higher economic value than
off-peak generation. Another incentive is federal tax credits that expire at the end of
2008. One more opportunity to promote solar PV, which is identified in the McKinsey
Report,’ is to pay distributed generators for excess electricity production.

Residents and businesses should be compensated for the value of power provided to the
grid when the value of solar PV output exceeds the value of on-site use. PV solar reduces
carbon emissions by displacing the need to purchase peak power from fossil generators.
This policy is especially valuable for residents and businesses with low demand for
electricity or multi-unit buildings where it is not economically feasible to split solar PV
output to each individual meter. This sort of excess power purchase policy would also
facilitate the goal of "zero net energy" buildings.

Other potential policies that could be employed to cut installation costs for solar PV
systems include these recommendations from the Silicon Valley Solar Center of
Excellence:

e Performance Standards

e Installation Standards

e Utility Interconnections and Rebate Processes
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e Building Permits Standards
e Education & Training (see Chapter 2-D)
¢ Financing Tools (see Chapter 2-F)

Rebates, tax credits, and other incentives can overcome solar PV current high costs to
achieve near term GHG emission reductions throughout the industrial, commercial and
residential sectors. To provide the greatest long-term impact on climate change in
California, the nation, and the world, solar PV will need to benefit from innovation that
allows PV solar to compete with grid electricity without subsidies.

E. Customer Choice of Electric Service Provider

For many years, Californians have demonstrated a desire to purchase electricity from
providers other than the incumbent utility. However, this option, known as “direct
access,” was suspended in California during the energy crisis of 2000-2001. The CPUC
should examine whether the expansion of direct access can assist the state in reaching its
GHG emission reduction goals.

Timeframe: 2008 for 2012 goals.

e  GHG Reduction Potential: Reopening direct access purchases would provide
climate change benefits if customers voluntarily arrange with energy service
providers (ESP) to purchase renewable energy at higher levels than required in
the renewable portfolio standard (RPS) for the incumbent utilities (or take other
actions to reduce GHG emissions.)

Ease of Implementation: Low to Moderate.

Co-benefits / Mitigation Requirements: The CPUC must ensure that utility
ratepayers are protected and that ESPs are held to appropriate standards.

e  Responsible Parties: State Legislature; CPUC.

Problem: The GHG emission reduction goals of AB 32 will be easier to reach with the
support of many individuals and businesses.

Individuals can take personal responsibility for reducing GHG emissions by changing to
Compact Fluorescent (CFL) bulbs or purchasing a hybrid vehicle, for example. An open
retail electricity market expands this option to include electricity purchasing so they can
choose to increase the level of carbon free renewable sources beyond current RPS levels.

Customers not grandfathered under the pre-2001 suspension date for direct access
purchases may not directly contract for higher levels of renewables than the amount that
their utility is required to procure on their behalf (i.e. 20 percent by 2010.) Such direct
access arrangements can also include load management, energy efficiency and other
demand-side system improvements to lower GHG emissions.

Possible Solutions: The CPUC is now conducting a proceeding to investigate lifting the
suspension and re-opening direct access. The CPUC should examine whether offering
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the opportunity for customers to purchase electricity through direct access purchases
could support AB 32 goals.
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III. End User Energy Efficiency

F. Building Efficiency Programs and Incentives

Encourage better energy performance in new buildings and cost-effective building

GHG Reduction Potential: 3-13
reduce energy use in buildings by 30-70 percent. If these measures are
implemented in 25-50 percent of the buildings in the state by 2030, emissions
related to electricity use in buildings could be reduced by 3 to 13 MT per year.)

e Ease of Implementation: Moderate.

e Co-benefits / Mitigation Requirements: Many green building measures also
improve the quality of the interior work and living spaces.
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state building, and the CEC periodically updates energy efficiency standards for new
construction in the state. Existing technologies are sufficient to reap significant energy
efficiency savings if incentives are aligned correctly and policies support their adoption.

Possible Solutions: The following are ideas are presented by the ETAAC industrial
sector subgroup to encourage better energy performance in new buildings and to
encourage cost-effective building retrofits:

o Support green building fast-track permitting and provide funding and training
for building officials.

o Provide incentives and technical assistance for tenants and building owners to
retrofit leased space for energy efficiency.

o Fund and organize the collection of climate change data and develop software
to aid in building designs that would work well with regional climates to
minimize energy use.

o Encourage CHP systems where appropriate.

Maintain an online directory of California green building technology and
service providers so that businesses and residents have easy access to this
information.

o Provide education and training for contractors in energy efficient alternatives
and green building technology.
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G. Combustion Devices: Energy Efficiency

Develop uniform energy efficiency standards for all types of combustion devices.

e Timeframe: In place by 2012.

e GHG Reduction Potential: 0.3 to 1.3 MMT (assuming a 10-30 percent
improvement in efficiency; implementation for 20-30 percent of
industrial/commercial total state combustion; and total emissions of 14.5 MMT
CO; for industrial/commercial combustion.)

e Ease of Implementation: Moderate.

o Co-benefits / Mitigation Requirements: Improved energy efficiency reduces costs
to consumers and reduces criteria pollutants as well.

e Responsible Parties: CARB; CEC; local air districts; product manufacturers.

Problem: More efficient combustion devices would reduce fuel usage and GHG
emissions. Energy efficiency standards are currently set by the CEC for some appliances
(e.g. water heaters), but uniform efficiency standards have not been established for other
types of combustion devices.

Possible Solutions: The CEC should establish energy efficiency standards for new
combustion devices, especially for the commercial and industrial sectors. Regional air
pollution control districts, CARB and CEC should then assess links and trade-offs
between energy efficiency and air emission limits. These same air districts should also
revisit combustion regulations to identify opportunities at industrial, institutional and
commercial boilers, steam generators and process heaters to incorporate:

o Emission limits expressed in terms of mass emissions per unit of power .
output rather than the current practice of emission concentrations;

o Design of new units to maximize heat recovery;
o Fuel utilization and heat transfer optimization;

o Insulation of piping.

H. Industry-Government Partnerships To Reduce Industrial Energy Intensity

To make the state’s industrial sector more competitive and climate friendly, California
should join the “Superior Energy Performance Partnership.” Led by the Federal
Department of Energy (DOE), the Federal Environmental Protection Agency, the
Manufacturing Extension Partnership, and a number of industrial firms that include 3M,
Dow Chemical, DuPont, Ford, Toyota, and Sunoco, this public-private partnership is an
effort to improve energy management across the country.

o Timeframe: Inplace by 2012.
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»  GHG Reduction Potential: Between 10 and 25 percent from participating
facilities.

»  Ease of Implementation: Moderate. Requires staffing and development of such
a program within the California Environmental Protection Agency (Cal/EPA) or
the CEC (which already has some experienced staff). Cost share resources may
be available from DOE.

»  Co-benefits / Mitigation Requirements: Expands the market in California for
energy efficiency services and technology. Increases the competitiveness of
California industry in global markets. Creates exportable expertise in energy
management and system optimization. Energy management techniques are also
applicable to commercial, institutional, and governmental facilities.

®  Responsible Parties: Cal/EPA; CEC; member companies.

Problem: Industrial facilities are not aware of the substantial energy savings available to
be developed at their own facilities and lack the management systems required to
continuously shrink their overall energy intensity.

Possible Solution: This initiative will certify facilities for energy efficiency and achieve
significant cost effective GHG emissions reductions. These energy savings and emission
reductions will be secured through company commitments, energy management plans,
adoption of best practices, and an annual reporting on compliance with AB 32 reduction
targets. Resources to assist industry include tools, training, and assessments. The
proposed incentives for meeting the AB 32 emission reduction goals include public
recognition and perhaps a funding preference during RD&D project solicitations.

1. Revolving Fund for Technology Demonstration Projects

A new program for California Demonstrations for Industrial Energy Technologies
(California DIET) would accelerate adoption of emerging, technically proven energy
efficiency technologies through industrial demonstration projects. A low-cost loan fund
could be created and could be replenished by royalties on successful demonstration
projects, shared energy savings, and shared carbon credits banked for future use or sale.

e  Timeframe: In place for 2020 targets.
*  GHG Reduction Potential: Not estimated.
*  Ease of Implementation: Easy to moderate.

e Co-benefits / Mitigation Requirements: Encourages the development and
commercialization of new climate friendly technologies.

®  Responsible Parties: CEC; State Legislature.
Problem: Companies are reluctant to be the first to adopt technologies coming onto the
market, particularly when the technologies could jeopardize tried and tested traditional

manufacturing processes. The risks are simply too great when a failure could threaten the
health of the company, relationships with suppliers, the confidence of consumers, etc.

4-12
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Until proven under actual operating conditions, emerging technologies will not pass
muster with Federal,-State or local permitting agencies, will not qualify for utility rebate
programs, and may not qualify for financing. But without successful demonstration
projects, cutting edge technologies will never gain a foothold in any market. At present,
there are limited funds to overcome these barriers. Only eight percent of the current State
Public Interest Energy Research program is allocated to industrial RD&D purposes. Yet
another issue is that there is often uncertainty over appropriate reimbursement rates for
the State portion of cost-share funding when a company wishes to retain equipment from
a successful demonstration. The extent to which prevailing wage laws apply to further
private investment in technology developed with some level of public funding is yet
another sticking point.

Possible Solutions: A new program for California Demonstrations for Industrial Energy
Technologies (California DIET) would accelerate adoption of emerging, technically
proven energy efficiency technologies. Industrial demonstration projects of these
technologies could be encouraged through the use of the following:

o A low-cost loan fund, to be replenished by royalties on demonstrated projects,

shared energy savings, and shared carbon credits banked for future use or sale.

o Demonstration funds disbursed on a cost-sharing basis to industry or project
developers.

o Clear guidelines on cost-reimbursement for the public share of the costs of
RD&D equipment that host companies wish to keep after successful
demonstrations. These guidelines should factor in the following: the
environmental benefit of encouraging continued use of successful
demonstration projects; fair reimbursements for public sector dollars invested
in equipment costs; and the value that the State would receive from return of
the cost-shared equipment. '

o Clarify the boundaries of prevailing wage requirements.

o Evaluate whether providing accelerated depreciation would be appropriate for
technology demonstration equipment.

o Encouraging industry supported technology transfer and promotion.

4-13
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IV. Waste reduction, Recycling and Resource Management

ETAAC recognizes the hierarchy of waste reduction, reuse, and recycling to reduce GHG
emissions. (According to CARB figures for 2004, 5.62 MMTPY of CO; was emitted
from landfills alone.). These waste management strategies also avoid the energy use and
other environmental impacts associated with extracting, processing, and transporting raw
materials. Eliminating upstream emissions by reducing, recycling and composting can
result in substantial climate change mitigation benefits. If California recycled all of its
aluminum cans, High Density Polyethylene plastics (used for food containers, etc),
corrugated cardboard, magazines, third class mail, newspaper, and composted its
organics (e.g. food scraps and lawn trimmings), it would achieve GHG reductions
equivalent to removing more than four million cars from the road!®

ETAAC did not receive waste reduction/reuse proposals (such as product design for
reuse/recycling or producer take-back programs) at a point in the report writing process
when the Committee could adequately evaluate and then comment upon them. ETAAC
strongly encourages CARB and its partner State agencies to fully consider these ideas as
climate change mitigation opportunities. The full scope of benefits flowing from these
programs should also be tabulated. In this section, ETAAC makes a number of
recommendations that will help the State boost recycling and composting of organic
material, which can also offer multiple co-benefits.

ETAAC also considered proposals related to energy production from waste materials that
are already landfilled or would not be covered by the hierarchy described above. CARB
subsequently decided to move ahead with developing a measure for landfill emission
reductions, and thus we express support for reducing landfill GHG emissions through
energy recovery without evaluating specific options. Technical information on landfill-
to-energy is covered in the Appendix IV. In this Appendix, anaerobic digesters and
high-temperature waste conversion processes are described. Potential demonstration
projects are also identified that could illustrate further information regarding the
technical, regulatory, and policy barriers related to these technologies. In conclusion,
some of these recommendations do not reflect a full evaluation of the many thoughtful
comments offered to the Committee. ETAAC hopes policy makers will continue to study
the options for achieving GHG emission reductions through waste management
technologies and policies.

J. Develop Suite of Emission Reduction Protocols for Recycling

Development of the appropriate protocols for the recycling sector will result in GHG
emission reductions far beyond the limited success available through minimizing fugitive
methane emissions from landfills. Recycling itself can truly act as mitigation measure to
reduce GHG emissions across all sectors of the economy.

e Time Frame: 2008-2010 for 2012 goals.
e  GHG Reduction Potential: Not Estimated.
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e Ease of Implementation: Moderate.

o  Co-benefits / Mitigation Requirements: Co-benefits include energy savings and
greater waste management efficiencies.

e Responsible Parties: CARB; CIWMB.

Problem: The recycling industry consists of a broad and highly varied group of
interested stakeholders including local governments and private sector recycling, waste
management and manufacturing companies. Every ton of secondary material used in
new product production has to be separated from its source. This is true whether that
source is separated recyclable material or discarded waste material collected, sorted, and
processed by the recycler for sale to mills and smelters for use as a feedstock material.
Processors are often required to further clean and process feedstock for input into the
final manufacturing process of new products. Due to the complexity of this process, no
protocols have been developed to provide proper incentives to recycle in order to reduce
GHG emissions.

Possible Solutions: The use of secondary materials in the manufacturing process reduces
GHG emissions through almost every stage of product production. From extraction of
natural resources to transportation, preprocessing to manufacturing, and then the final
stages of production, the use of post-consumer secondary materials saves substantial
energy and resources. Tracking these emission reductions across sectors and properly
attributing them to deserving entities is necessary to effectively grow the recycling
infrastructure in California.

CARB, in consultation with the California Climate Action Registry (CCAR), the
California Integrated Waste Management Board (CIWMB) and other interested agencies
and stakeholders, needs to ensure that the AB 32 Scoping Plan includes a process for
developing and adopting a suite of recycling protocols early in the rule-making process.
Potential protocols could include methods for quantifying and reporting the following:

o Direct GHG emission reductions attributed to energy savings attained
through the use of secondary materials in the manufacturing process.

o Life-cycle emission reductions associated with recycling.
o Emission reductions from the production and/or use of compost.

o Local government protocols that include the life-cycle impacts of all solid
waste-related decisions.

K. Increase Commercial-Sector Recycling

Recycling offers the opportunity to cost-effectively decrease GHG emissions from the
mining, manufacturing, forestry, transportation, and electricity sectors while
simultaneously diminishing methane emissions from landfills. Recycling is widely
accepted. It has a proven economic track record of spurring more economic growth than
any other option for the management of waste and other recyclable materials. Increasing
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the flow through California’s existing recycling or materials recovery infrastructures will
generate significant climate response and economic benefits.

e Time Frame: 2008 for 2012 goals.

e GHG Reduction Potential: A modest 25 percent increase in recycling of
commonly disposed materials would generate over five MMTCO,E in emission
reductions.

e Ease of Implementation: Moderate.

o Co-benefits / Mitigation Requirements: Co-benefits include meeting waste
management goals; boosting residential and commercial sector participation in
State recycling programs.

e Responsible Parties: CARB; CIWMB.

Problem: For 18 years, State-mandated recycling efforts have focused on residential
recycling to meet California’s waste reduction and recycling goals. The private-sector
recycling industry has expanded the recycling to the commercial and industrial sectors,
particularly with respect to metals and electronics. The commercial sector alone
generates 63 percent of California’s waste. Today, the commercial sector recycles at a
significantly lower rate than the residential sector. Large office buildings, for example,
recycle only 6 percent of their waste, compared to the statewide average of a 54 percent
diversion rate. Moreover, highly-recyclable cardboard and paper make up the single
largest component of disposed commercial waste (26 percent). When disposed in
landfills, these materials generate significant amounts of methane, among the most potent
of GHG emissions.

Multi-family dwellings (which are considered part of the commercial sector) recycle at a
significantly lower rate than single family households. The vast majority of Californians
living in single family housing have ready access to residential curbside recycling
programs. Nevertheless, nearly 60 percent of residents of multi-family housing still lack
basic recycling service. Although just 19.1 percent of Californians live in multi-family
dwellings, these housing units account for 26 percent of the residential waste stream.
Expanding curbside recycling to multifamily dwellings could divert an additional
329,000 tons of recyclable materials.

Possible Solutions: Recycling in the commercial sector could be substantially increased
if CARB and CIWMB required any firm that generates 4 or more cubic yards of waste
per week to implement a recycling program that is appropriate for that type of business.
Businesses should also be required to comply with State-determined material-specific
disposal limits that would restrict the disposal of recyclable materials -- such as
cardboard, paper, or construction and demolition waste -- regardless of whether it is
collected by a refuse company or hauled to the landfill by the business itself.
Furthermore, owners of multifamily dwellings should be required to arrange for recycling
services that are appropriate for the multifamily dwelling, consistent with State or local
law requirements.

\
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L. Remove Barriers to Composting

Compostable organics make up 30 percent of California’s overall waste stream,
contributing over 12 million tons annually to the state’s landfills. This material
undergoes anaerobic decomposition in landfills and produces significant quantities of
methane, much of which is not captured by landfill gas systems. Composting offers an
environmentally superior alternative to landfilling these same organics. Composting
avoids these landfill emissions, offers greater carbon sequestration in crop biomass and
soil, a decrease in the need for GHG emission-releasing fertilizers and pesticides, and a
decline in energy-intensive irrigation. Compost has been proven to provide effective
erosion control and to drastically improve the quality of ground water aquifers, both of
which could be crucial elements of mitigating the impacts of climate change.

e Time Frame: 2008-2012 for 2012 goals.
e  GHG Reduction Potential: Not estimated.
e Ease of Implementation: Easy to Moderate.

o Co-benefits / Mitigation Requirements: Among the co-benefits associated with
composting is the creation of nutrient-rich soils and supporting sustainable
agriculture. Furthermore, the vast majority of composting takes place in-state, so
composting is truly a “California-Grown” technology. While composting emits
Volatile Organic Compounds (VOC) and ammonia, these emissions have been
proven to be far lower than the emissions arising from the same materials if they
were to simply biodegrade naturally.

® Responsible Parties: CARB; CIWMB; California Department of Transportation
(CalTrans).

Problem: CIWMB has set a goal of cutting the amount of organic materials that go to
landfills by half by 2020. CIWMB has also stated that even if some of this material were
converted through other processes, the State would still need at least 50 new large
composting facilities. However, new composting facilities face a series of regulatory
challenges, siting problems, and artificially low landfill costs which would make
achieving this State goal very difficult. Even the current backbone of California’s
greenwaste composting infrastructure is at risk because of these regulatory obstacles.

Possible Solutions: CARB and CIWMB could take several steps to promote the
expansion of composting:

o The State could work with San Joaquin Valley Air Pollution Control
District and the South Coast Air Quality Management District to ensure
that they consider the net impact of any forthcoming regulations on the
composting industry, including biogenic emissions and GHG emission
impacts. If cost-prohibitive mitigation measure for criteria pollutants will
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become required by a regional air pollution control district, the State
should offer financial incentives to keep compost operations in business.

o The State should consider adopting a per-ton GHG emission surcharge on
landfill operators. This will minimize the competitive disadvantage that
composting faces. By incorporating the externality of methane production
into the cost structure of the landfill industry, other waste management
options with lower GHG emission impacts will be able to compete on a
level playing field.

o The State needs to boost the procurement of compost for use by Cal Trans
and other State agencies; it should also encourage procurement of compost
by municipalities for use in parks, schools, and general landscaping.

o The State should work to increase the use of compost within California’s
agricultural sector.

M. Phase Out Diversion Credit for Greenwaste Alternative Daily Credit

In many markets, greenwaste composting faces undue competition for materials from
landfills because operators of landfills are able to get “diversion credit” for using
greenwaste as Alternative Daily Cover (ADC). This practice is another barrier to
developing a more robust composting industry in California and contributes to the
climate change threat.

e Time Frame: 2008-2012 for 2012 goals.

e GHG Reduction Potential: Not estimated.

e Ease of Implementation: Easy.

e Co-benefits / Mitigation Requirements: Not estimated.

e Responsible Parties: CARB, CIWMB.

Problem: Landfill operators are required to cover the active face of the landfill at the end
of every day to prevent odors and public health risks. The traditional material used for
this purpose is soil, but operators have found that other materials such as processed green
waste, auto shredder fluff, and tarps can also be used for this same purpose.

Under AB 939, the State's waste reduction and recycling law, the use of ADC is counted
as recycling, and the materials are not considered "landfilled." This law was intended as
a temporary measure designed to spur the development of a collection infrastructure for
these materials, which could then be composted. Instead of a temporary measure,
greenwaste ADC has become the dominant end use of this material. Existing policy
provides a perverse incentive for local governments to use greenwaste as landfill cover to
meet their recycling goals.

There are three ways in which this practice contributes to global climate change. First,
greenwaste materials are porous and therefore are not very effective landfill covers. As a
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consequence, significant GHG emissions escape into the atmosphere. Second, the
greenwaste itself produces methane when it decomposes anaerobically in the landfill.
Third, this practice diverts these materials from composting and anaerobic digestion
processes that diminish GHG emissions. By providing an incentive for the use of
greenwaste as ADC, the State is inadvertently contributing to global climate change.

Possible Solutions: CARB and CIWMB should seek legislative authority to phase out
the current diversion credit for the use of greenwaste as ADC.

N. Reduce Agricultural Emissions through Composting

Greater agricultural use of compost has been proven to reduce the demand for irrigation
and fertilizers and pesticides, while increasing crop yields. This is a cost-effective way to
reduce agricultural GHG emissions while sustaining California’s agricultural industry by
returning organic nutrients to the soil.

e Time Frame: 2008-2020 for 2012 and 2020 goals.
e GHG Reduction Potential: Not estimated.
e Ease of Implementation: Moderate.

o Co-benefits / Mitigation Requirements: Agricultural compost utilization offers
significant water quality and erosion co-benefits.

e Responsible Parties: CARB; CIWMB; California Department of Food and
Agriculture (CDFA).

Problem: California’s agricultural industry is a source of GHG emissions. These
emissions can be linked to activities such as the application and nitrification of nitrogen-
based fertilizers and pesticides. The flow of energy required to irrigate California’s crops
also contributes to global climate change. Given the difficulty in quantifying the GHG
emissions from this sector, agriculture is unlikely to be included under a AB 32 carbon
cap. While agricultural use of compost can reduce on-farm and indirect agricultural
sector GHG emissions, unprecedented regulatory and financial challenges have
significantly threatened the greenwaste composting industry in California.

Possible Solutions: CARB could partner with CDFA and the CIWMB to develop
specifications and demonstration projects for using compost on a variety of California
crops. This would send the right signals to California farmers interested in using
compost on their fields. In addition, farmers could also be given a direct monetary
incentive for reducing irrigation, use of fertilizers, pesticides, and herbicides. Making
this transition to a more sustainable operation could be funded by several different means,
including a per-ton GHG emission surcharge on landfill tipping fees. Another option
would by market cap and trade auction revenue.

Finally, the State might consider developing protocols to quantify the climate change
mitigation benefits associated with agricultural use of compost. These protocols would
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allow farms to reduce their GHG emissions and sell corresponding offsets to other
economic sectors. To begin on this process, the State would need to quantify the avoided
fugitive emissions from landfills and then measure the GHG emission reductions that
flow from less irrigation, less fertilizers, less pesticides, and less herbicides.

O. Evaluate and Improve Policies for Qualified Waste Conversion Technologies

Establish policies to enable and encourage the development and implementation of
qualified waste conversion technologies that maximize front-end recovery of materials
for recycling, meet strict performance standards that protect public health and safety and
the environment, and lead to a net reduction in GHG emissions.

o Timeframe: Implemented 10 percent by 2012; 30 percent by 2020; and 100
percent by 2050.

e  GHG Reduction Potential: By 2012 - 0.5 MMT; by 2020 - 1.4 MMT; and by
2050 - 4.7 MMT (assuming 42 million tons of waste per year; 60 percent
biogenic; 9 MM British Thermal Units (Btu)/ton; 35 percent conversion
efficiency; replaces natural gas combustion at 52.78 kilogram (kg)/MMBtu; 12.5
kg/ton transportation avoidance.)

o  Ease of Implementation: Moderate to difficult.

o Co-benefits / Mitigation Requirements: GHG emission reduction benefits would
flow from diverting waste from landfills (a significant source of methane
emissions) and providing feedstock for biomass electricity and fuel production.
Potential pollutant emissions and localized impacts would need to be evaluated
and mitigated.

o Responsible Parties: State and local governments.

Problem: Over 80 percent of California’s waste stream is organic. The alternatives for
waste management include recycling, composting, landfill or transformation. Waste
conversion refers to the wide range of technologies that use thermal, chemical, or
biological processes to transform post-recycled waste to produce fuels and other
chemicals. This category of transformative technologies does not include incineration.
(A detailed discussion of various waste conversion technologies can be found in
Appendix IV.) There are several barriers that have limited the expansion of these
technologies, including:

o Facilities are quite expensive. This barrier is exacerbated by the artificially
low landfill tipping fees that do not factor in the GHG emission impacts of
landfill methane emissions.

o Current State law does not recognize waste conversion as “diversion.”

o These facilities have faced strong local opposition throughout California due
to health and environmental concems. The net result has been siting and
permitting difficulties.
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o Thorough data on the emissions from thermochemical and biochemical
conversion technologies has not yet been collected.

Possible Solutions: To facilitate evaluation of conversion as an option for waste
management, the State should continue to support funding for RD&D. Independent third
party testing can verify accurate performance data at demonstration projects located in
California. The barriers listed above for each individual conversion technology need to
be further evaluated. Then, new environmentally-protective policies need to be
developed to address these barriers. Finally, a viable permitting process for waste
conversion facilities needs to be developed that protects the public and the environment,
while addressing the pros and cons of each technology -- and input feedstock material --
on an individual basis. In each of these cases, a full life-cycle comparison needs to be
made to source reduction, reuse, recycling and composting alternatives.
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Priority Actions

Note: Not Ranked in Priority Order

143

Item Relates To Who
1. Encourage businesses to undertake measures through Industrial Legislature, BOE
“Cleantech” tax incentives Technology
2. Expand load reduction rebate programs to include non- Renewable CPUC, Utilities
electric generation technologies Energy, waste
heat use,
energy storage
3. Improved Policies for Combined Heat and Power Waste heat use | CEC, CPUC,
Industry
4. Solar PV and cost reduction and purchase of excess Renewable Legislature, CEC and
generation energy CPUC
5. Customer Choice of electric service provider Renewable CPUC
energy
6. Building Energy Efficiency Incentives and Programs Energy CEC, building
' efficiency industry, building
owners
7. Industrial & Commercial Combustion Equipment Energy | Energy CARB, CEC, local
Efficiency Standards efficiency Districts
8. Government/Industry Partnerships to Reduce Industrial Energy Cal EPA, CEC,
Energy Intensity efficiency member firms
9. Revolving Fund for Technology Demonstrations Industrial CEC, Legislature
Technology
Demonstration
10. Develop Suite of Emission Reduction Protocols for Recycling CARB, CTWMB
Recycling
11. Increase Commercial-Sector Recycling Recycling CARB, CTWMB
12. Remove Barriers to Composting Composting CARB, CTWMB, Cal
Trans
13. Phase Out Diversion Credit for Greenwaste Alternative Composting CARB, CIWMB
Daily Credit
14. Reduce Agricultural Emissions through Composting Composting CARB, CIWMB,
: CDFA
15. Evaluate Policies for Waste Conversion Waste CIWMB, state and
Management local goverments
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' California Energy Commission, California Solar Resources, Staff Draft paper in Support of the 2005

IEPR, April 2005.

McKinsey & Company, Reducing U.S. Greenhouse Gas Emissions: How Much at What Cost?, U.S.
Greenhouse Gas Abatement Mapping Initiative, December 2007, p. 62-63.

Solar cell costs have dropped by 19 percent with each doubling in manufacturing capacity (Dr. Richard
Swanson, SunPower founder and CTO, June 2007.)

SolarTech, Creating a Solar Center of Excellence (White Paper), June 2007, p. 5.
McKinsey Report, p. 65. )
® Ely, Charlotte, US EPA Region 9; figures based on the WARM model.
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5. ELECTRICITY AND NATURAL GAS SECTORS

I. Introduction

The electricity and natural gas industries offer a significant challenge to meeting AB 32’s
mid- and long-term greenhouse gas (GHG) emission reduction goals. Yet these sectors
also offer golden opportunities for the State to build upon its track record of bringing
promising energy solutions to market.

California must design a strategy that not only reduces in-state emissions from electricity
generation (about 10 percent of the state's GHG emission inventory), but also recognizes
the need to cut GHG emissions from more polluting out-of-state electricity generators
(another 10 percent of the state’s GHG emission inventory). Securing adequate natural
gas supplies for electricity generation, heating and transportation is also a challenge (as is
developing alternative fuels to displace natural gas.)

ETAAC recognizes four major areas where the electric and natural gas sector will play a
leading role in helping California reach a 90 percent per capita reduction by 2050:

e Accelerating energy efficiency upgrades;
e Expanding renewable electricity supplies;

e Removing and storing carbon from residual fossil fuel and biomass electricity
generation facilities;

¢ Developing enabling technologies to increase low and zero carbon transportation
fuels from renewable electricity generators.

The ETAAC electricity and natural gas sector subgroup approached the challenge of
meeting AB 32’s GHG emission reduction goals from two perspectives:

Technology Categories: What is the development status of electricity generation
and end-use technologies that promise to deliver low and zero carbon energy
services to California consumers at reasonable costs? ETAAC has assessed
which of these clean technologies should be further analyzed and has prepared a
more detailed Appendix with a broader assessment beyond the main "game
changers" listed in this chapter. Appendix IV — Background Status Report on
Energy Technologies -- provides a broader guide to energy-related technologies
that could contribute to the State’s strategy to combat climate change.

Policy Issues: What are the technological, financial, institutional and regulatory
barriers to the broad deployment of these clean technologies within the AB 32
compliance timeframe of 2020? Can they play a role in helping the State
maintain a trajectory to meet the even more aggressive 2050 GHG emission
reduction goals? If applied correctly, these policies can foster innovation,
accelerate commercialization timeframes, and facilitate market adoption. Getting
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the policies exactly right is critical to cultivating robust technological advances
within the parameters of current economic feasibility.

Utility energy efficiency programs put into place in response to visionary State policies
have shown impressive results. California electricity usage has remained flat as national
rates of consumption have increased by 50 percent. Current programs that support
energy efficiency by industrial, commercial, and residential end-users must continue to
generate "nega-watts" to help meet the state's energy resource needs. In fact, energy
efficiency resources are expected to meet approximately six of the 11 gigawatts (GW) in
demand growth in California over the next decade.

State climate change policies need to recognize the value of energy efficiency. It is
important to recognize the importance of maintaining existing momentum on the energy
efficiency front, even if overarching AB 32 policies such as a carbon cap are
implemented. “Nega-watts” generated by energy efficiency programs produce no GHG
emissions. Because these energy savings are captured at the point of consumption,
inefficient transmission, distribution or transformation losses are avoided. In addition,
these carbon-free resources do not require the permitting or construction of any type of
power plant. In other words, energy efficiency is much quicker to “construct” than any
other energy source and begins to “generate” power almost immediately

The ETAAC electricity and natural gas sector subgroup acknowledges the recent
California Public Utilities Commission (CPUC) Decision (D.07-10-032) establishing
targets for statewide, long-term energy efficiency planning. The objective of this
planning effort is “zero net energy” construction in the residential market by 2020 and the
commercial market by 2030. ETAAC underscores the importance of continued
technology development in the energy efficiency arena to reach these critical targets.
Recognizing the long-term need for energy efficiency and the development of next
generation solid state lighting technologies such as Light Emitting Diodes (LED), this
chapter’s recommendations complement the end-user energy efficiency recommendations
located in Chapter 4 on industrial, commercial and residential energy use. These climate
change mitigation benefits will not only accrue to California directly, but offer mitigation
benefits throughout the world.

California also has in place the most aggressive renewable energy development goals in
the country. It is therefore quite likely California will maintain its leadership role in
terms of connecting the largest amount of renewable energy supply to its electricity grid.
California boasts world-class wind, geothermal, and solar resources that can be greatly
expanded to meet future supply needs. This Chapter identifies potential policies for
permitting and siting of large-scale renewable energy systems. Small-scale distributed
energy generation options -- such as onsite Combined Heat & Power (CHP) and
distributed solar photovoltaics (PV) -- are also addressed in Chapter 4. California's
agricultural and forest sectors also have large quantities of animal and agricultural waste
resources that can be converted into renewable electricity supply, as noted in Chapters 6
and 7.
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Development of renewable energy systems will have a significant impact on meeting
California's GHG emission reduction targets as electricity load growth is met with carbon
free fuels. As noted in Chapter 2 by the financial sector subgroup, Cleantech is also a
major economic development opportunity for California.

Another available avenue to secure GHG emission reductions in the electricity generation
sector is to capture and store the carbon emissions of fossil and biomass fuels. ETAAC
recognizes this technology -- known as Carbon Capture and Storage (CCS) -- is not just a
priority for in-state generation, but has broader applications nationally and internationally
since coal-fired generation is much more prevalent outside of California. In respect to
AB 32, CCS technology can offset GHG emissions associated with the coal-fired
electricity imported into California. Development of CSS is currently viewed as one of
several critical opportunities for broader national and international efforts to reduce
carbon and other GHG emissions. ETAAC stresses the importance of continuing to focus
California's efforts in this arena through partnerships at the national and international
level to better assess the benefits, costs, and uncertainties still surrounding this
technology.

Finally, ETAAC recommends a number of policies to foster the development of enabling
technologies that can create a bridge between the electric utility and transportation
sectors. These policies are critical to support an increase in renewable energy to 33
percent by 2020 to reduce GHG emissions. Electricity storage has the potential to enable
higher percentages of intermittent renewable energy to penetrate California’s power
supply portfolio, allowing the state to take better advantage of its abundant renewable
resource endowments. The potential for a transformative effect from electricity storage is
truly “game-changing,” and ETAAC recommends a high priority pursuit of these
technologies. Pumped hydro storage, compressed air, thermal storage or batteries can
potentially transform intermittent generation such as wind and solar power into
dispatchable resources offering firm electricity supply to the grid, reducing reliance on
polluting gas-fired peaker plants. Moreover, electricity storage in the form of plug-in
electric vehicles has the potential to reduce reliance on fossil fuels in the transportation
sector. ETAAC recommends an aggressive program to develop electricity storage
technologies and infrastructure by the incorporation of aggressive storage goals into
utility resource plans and the development of targeted incentives to stimulate storage
technology RD&D.

With the appropriate strategies, policies and incentives, these energy technologies will
spur monumental reductions in GHG emissions while altering the way that electricity is
traditionally generated and consumed. The majority of these recommendations will take
several years to fully implement. With the lifespan of power plants being 40 years or
more, decisions made today will determine whether California can develop its full-
potential of low and zero carbon energy resources.
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I1. Utility-Level Programs to Accelerate Energy Efficiency

In the 2007 Integrated Energy Policy Report, the California Energy Commission (CEC)
recommends establishing a statewide target designed to capture 100 percent of the
economically feasible energy efficiency resources. The CEC expects the state to achieve
these targets through a combination of utility and non-utility programs. These efforts
will include the following: more expansive State building standards; mandated energy
improvements at the time of a building’s sale; new Federal and State appliance standards;
local ordinances or codes limiting energy consumption; emerging technology
development; programs linking energy efficiency with renewable energy technologies;
and improved compliance mechanisms.

The coordination of these statewide energy efficiency programs and the development of
next generation solid state lighting technologies are the two primary ETAAC
recommendations included in this section to support these aforementioned goals.

A. Energy Efficiency Program Coordination

ETAAC recommends coordinating energy efficiency programs to maximize GHG
emission reductions benefits as well as other State public policy goals such as improving
air quality.

o Time Frame: 2008-2012 and beyond.

e GHG Reduction Potential: Not estimated.

e FEase of Implementation: Moderate.

o Co-benefits/ Mitigation Requirements: No mitigation required

e Responsible Parties: California Air Resources Board (CARB); CPUC; utilities.

Problem: New levels of coordination between utility energy efficiency programs and air
quality strategies will be needed under AB 32.

Possible Solutions: State air quality programs benefited from increased energy efficiency
in the utility sector in the past. However, these programs did not adopt specific energy
efficiency requirements. Air pollution control technologies successfully achieved
reductions in unwanted by-products of combustion, often cleaning more than 90 percent
of criteria air pollutants. GHG emissions are fundamentally different because they are an
inherent by-product of combusting fossil fuels, and not a contaminant that can be
virtually eliminated through a cleaner combustion process or destroyed by using available
stack-gas clean-up technology. Because of this dilemma, increasing the scope of energy
efficiency programs could be a valuable strategy for cutting GHG emissions. For
instance, one early action measure planned by CARB (cement plant energy efficiency)
and another under consideration for the Scoping Plan (oil refinery energy efficiency)
would specify energy efficiency as a measure to comply with AB 32.
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While CARB considers these measures for the AB 32 Scoping Plan to be adopted in
2008, the CPUC will be considering utility energy efficiency program plans to be in place
between 2009 and 2011. These CPUC programs promote voluntary industrial,
commercial, and residential energy efficiency, excluding “free riders” taking mandatory
actions, such as complying with Title 24 State building standards. It is extremely
important for CARB and the CPUC to each provide clear guidance on how the
implementation of AB 32 could affect who is eligible for California ratepayer-funded
incentives. The CPUC has set a precedent in the case of the Governor’s Green Building
Initiative (GBI). In this case, State Department of General Service (DGS) projects
undertaken under the GBI are not considered “free-riders.” This allows DGS to receive
energy efficiency incentives under the current CPUC rules governing utility energy
efficiency programs. It will also be important to optimize investor-owned and public
utility owned energy efficiency funding to maximize criteria pollutants and GHG
emission reductions along with energy savings. The State might want to consider a short
term transition program to provide alternative funding assistance for energy efficiency
projects providing climate change response benefits but are not currently eligible for
utility ratepayer-funded incentives.

B. Aggressive LED Energy Efficiency Programs

Energy efficiency is the first resource of choice according to the California Energy
Action Plan’s “Loading Order” and is among the most cost effective GHG emission
reduction measures. California must aggressively pursue the next generation of energy
efficiency technologies to capture unrealized technical and economic potential. One
technology that cuts across multiple end users is Light Emitting Diodes (LED).

e Time Frame: 2007-2012.

e GHG Reduction Potential: Not estimated.

e Ease of Implementation: Moderate.

e Co-benefits/ Mitigation Requirements: No mitigation required.

® Responsible Parties: CARB; CEC; CPUC, US DOE.

Problem: Through its aggressive energy efficiency programs, California has already
transformed the compact fluorescent lamp (CFL) market. LED technology provides the
next-generation of lighting energy efficiency opportunities. These lights can save up to
30 percent more energy than CFL technology. LED technology is currently being used in
niche markets such as traffic signs and supermarket refrigerated case lighting. The next
generation LED products -- as well as other solid state lighting technologies -- have the
potential to again transform the lighting market. RD&D is underway to improve fixture
design, thermal management, light diffusion, reflector design, and others. However, most
of the technological advancements are taking place in the laboratory and are not
transferring well to consumer markets. LED technology suitable for general illumination
is estimated to be several years away from full commercial status.
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Possible Solutions: The State of California should work with utilities and DOE to
aggressively deploy current LED technology. Furthermore, the State should invest in
near-term development and demonstration of LED lighting suitable for general
illumination, identify and prioritize advancement areas that meet mass market needs,
support RD&D of other solid state lighting technologies, expedite knowledge transfer to
the marketplace, and encourage open source sharing of intellectual property. The CPUC
is considering the establishment of a California Institute for Climate Solutions, which
could conduct much of the needed RD&D in this area. The State must act now to
maintain the momentum and continue to “fill the pipeline” to garner additional energy
efficiency savings and GHG emissions reductions. California can both show leadership
and advance the LED market by committing to use market-ready LEDs in public sector
buildings and other State-owned properties.
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I11. Expanding California's Successful Renewable Energy Programs

California possesses enough renewable resource potential within its borders to provide
several times the current electricity needs of the state as well as make substantial
contribute to AB 32’s GHG emission reduction goals. California has made some
significant progress on its way to meeting a state-wide 20 percent RPS target by 2010, yet
there are still persistent barriers. If California can address these barriers and then meet its
RPS target, it could facilitate acceptance of an RPS at the Federal level. Resolving these
barriers will become even more critical if California codifies a 33 percent RPS by 2020, a
goal that is supported by the Governor, the CEC and CPUC. This more aggressive
renewable energy target would help California comply with AB 32 by introducing
carbon-free electricity into the state’s grid.

This section of the ETAAC electricity/natural gas sectors subgroup report contains both
policy recommendations for siting and permitting of new renewable energy resources as
well as a brief status report on each specific technology making major contributions to
the state’s supply portfolio. Appendix IV contains additional policy recommendations
addressing these issues: the trading of “unbundled” renewable energy credits for in-state
renewable energy; CPUC renewable resource pricing parameters; production tax credits;
and other policy recommendations. It also contains more detailed information on each
major renewable electricity generation technology.

C. Take Steps Necessary to Support an Increase in Renewable Energy to 33 Percent
by 2020 to Reduce GHG Emissions

California has the country’s most aggressive renewable energy development goals. More
can be done, however, if supporting infrastructure and complementary policies are
developed. Policy makers (the Energy Action Team, the Climate Action Team, Governor
Schwarzenegger, and proposed legislation) are in support of increasing California’s
renewable portfolio standard (RPS) to 33 percent by 2020. There are a number of barriers
to achievement of this goal that must be alleviated in order to realize significant GHG
emission reductions through this change in State policy. A focused, massive commitment
on the part of California’s policymakers is essential. ETAAC supports exploring ways to
increase California’s renewable energy (or carbon-free equivalent) supply to 33 percent
by 2020, contingent upon the following steps necessary to achieve this goal.

o Timeframe: 2008-2020

*  GHG Reduction Potential: 8.2 MMTCO;E for investor-owned utilities and 3.2
additional MMTCO,E from municipal utilities by 2020 (based on calculation
cited in the Updated Macroeconomic Analysis of Climate Strategies presented in
the March 2006 Climate Action Team Report for a 33 percent renewable energy
scenario.)

o  Ease of Implementation: Moderate to Difficult.
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o Co-benefits / Mitigation Requirements: Displacing fossil fuel generation with
renewable energy will reduce criteria air pollutants over business-as-usual
scenarios.

"o Responsible Parties: CEC; CPUC; CA ISO; CARB.

Problem: California policy makers are currently considering increasing the State’s RPS
goal. While the resource potential exists to achieve greater renewable penetration,
California currently does not have adequate infrastructure, the storage technology, nor
integration processes needed to support such an increase. California also lacks the
coordinated policy direction needed to remove implementation barriers and support
additional renewable energy development. The CEC’s “Intermittency Analysis Project:
Final Report” dated July 2007 indicates that 33 percent renewable energy is feasible,
“provided appropriate infrastructure, technology, and policies are in place.” The CEC
study determined that a significant increase in solar generation and wind generation will
be needed, with approximately half of the 33 percent renewable energy coming from
wind. According to the CA ISO’s “Integration of Renewable Resources” report dated
November 7, 2007, wind generation presents significant operational challenges in that it
is extremely variable and hard to forecast. While the CA ISO report is focused on 20
percent renewable energy, it estimates that an increase to 33 percent renewable energy
“could more than double the integration problems and costs” associated with wind
generation. The CA ISO report also recommends the development of new energy storage
technology that facilitates the storage of off peak wind generation energy for delivery
during on-peak periods.

The current RPS does not explicitly encompass emerging renewable technologies that
may develop over time. In addition, analysis of other non-renewable technologies with
GHG emission reductions potential would be useful in expanding RPS targets, and
coordinating these technologies with the RPS, if it is expanded to 33 percent or higher,
and other policy goals in the future.

Possible Solutions: ETAAC recommends that California take steps necessary to support
an increase of renewable energy to 33 percent by 2020 for all Load Serving Entities
(LSE) as a way to meet the State’s AB 32 climate change goals. In particular, the State
should institute a process to resolve and examine issues related to increasing the RPS
target. The actions that must be taken are:

o Establish a multi-agency taskforce to identify all existing and expected
hurdles to increased renewable energy contributions and develop a
coordinated action plan to alleviate the impediments.

o Institute a process to re-evaluate whether and how RPS targets should be
modified, giving due consideration to: 1) resolution of key issues such as
transmission development, CA ISO queue reform, and electricity storage; 2)
existing utility resource portfolios, including ratepayer protection and other
issues associated with sunk costs, and the mix of resources needed to
accommodate other high-priority technologies as well as intermittent
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renewable generation; and 3) input from CA ISO, based on periodic review of
how a modified RPS will affect system integrity .

Resolve key issues such as coordinated renewable transmission development,
and CA ISO queue reform. The inability to transmit power from new
renewable facilities to load centers constitutes a challenge to achieving the
2010 RPS delivery goals. Successful reform of this process is central to
achievement of current and future California RPS goals.

Increase support for electricity storage, as articulated in this chapter’s section
IV F, to integrate intermittent and baseload renewable energy resources, as
well as consider other technology-specific recommendations made in this
section and in the Appendix IV on energy technologies.

Develop GHG emission reduction and cost effectiveness criteria for
qualifying technologies under the RPS and institute a review process by the
CEC to consider emerging renewable technologies and other technologies that
may have equivalent or greater GHG emission reduction potential.

Coordinate among State agencies (CEC, CPUC and CA ISO) to ensure that
adequate transmission, interconnection, and storage technologies are
established for increased renewable energy contributions.

Conduct a feasibility analysis in determining how to achieve 33 percent RPS
in a cost-effective manner while maintaining system reliability. The analysis
should also consider potential ratepayer impacts and other cost effective
means (including those from other economic sectors) to achieve the State’s
carbon reduction goals. It should also evaluate the interaction of 33 percent
RPS with other policies advocated in this report, such as higher penetrations
of Combined Heat and Power, recognizing that there is a physical limit to the
amount of non-dispatchable, off-peak energy that can be accepted by the
California grid.

Some ETAAC members believe that any mandate to increase renewable energy supplies
must be contingent upon the successful completion of the steps described above.

D. Competitive Renewable Energy Zones

California possesses enough renewable resource potential within its borders to provide
several times the state’s current electricity needs and contribute substantially to GHG
emission reductions. However, there are still hurdles in the way to sufficiently develop
these non-carbon energy resources.

Time Frame: 2007-2012.

GHG Reduction Potential: 8.2 million metric tons of carbon dioxide equivalents
(MMTCO;E) for investor-owned utilities and 3.2 additional MMTCO,E from
municipal utilities by 2020. (These total emission reductions are based on the
calculation cited in the Updated Macroeconomic Analysis of Climate Strategies
Presented in the March 2006 Climate Action Team Report for a 33 percent RPS.
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If renewable penetration exceeds 33 percent in 2020, GHG emission reductions
would be higher.)

e [Ease of Implementation: The resource zone designation process has commenced,
and the CEC and the Federal Bureau of Land Management (BLM) have created a
coordinated siting process. The transition to this new siting process will take
time, effort, coordination and communication. It represents a paradigm shift in
the planning, resource development and permitting.

o Co-benefits / Mitigation Requirements: Renewable energy sources release zero
or near-zero emissions. Displacing fossil fuel generation with renewable energy
resources will reduce all criteria air pollutants over business-as-usual scenarios,
especially nitrogen oxide (NOx).

o Responsible Parties: CPUC, CEC and California Independent System Operator
(CA ISO) and other State agencies such as the California Department of Fish and
Game and the Regional Water Quality Control Board. The following Federal
agencies would also be likely involved: BLM, Fish and Wildlife Service, National
Park Service, Army Corps of Engineers, and Department of Defense land
managers.

Problem: Renewable resources are usually located significant distances from urban load
centers and lack adequate transmission infrastructure to transmit power from where it is
generated to where it can be consumed. Because of this dilemma, some renewable
resource-rich areas, such as the Mohave Desert, have been only minimally developed.
Many of these resource basins have a myriad of wildlife, archaeological and other siting
issues that must be addressed before development of these renewable resources can
proceed in earnest. Federal and State agency processes to site and permit renewable
energy projects can be complex, arduous, and quite lengthy.

In order to begin developing any renewable energy generation project, land leasing and
permitting are required. Specific permitting hurdles vary by type of renewable
technology (e.g., wildlife impacts), and must continue to be fully assessed in the
environmental review process. Multiple levels of jurisdiction (Federal, State and local)
and associated processes for renewable development are common problems' across all
renewable energy technologies.

Another key to supplying more renewable energy to the grid is improved transmission
access. Gaining access to the grid can be expensive and time consuming. The financial
benefits are often too low to encourage development of new clean renewable generation.

Possible Solutions: California could adopt a policy to identify and assess Competitive
Renewable Energy Zones (CREZs) throughout the state and then develop a strategy for
public agencies and other stakeholders to facilitate the next generation build-out of these
carbon free technologies. Supportive transmission infrastructure would be factored into
this planning process. This policy should be coupled with a coordinated siting,
environmental review and permitting process that is coordinated between the Federal,
State and local agencies, similar to the CEC and BLM’s current joint National
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Environmental Policy Act INEPA)/California Environmental Quality Act (CEQA)
process for concentrating solar power plants. This new siting process will create
common environmental documents and consolidated State and Federal permits within
one year. The program has a sunset date of January 1, 2012.

In 2007, both Colorado and Texas adopted policies similar to CREZs. California has just
commenced such a process: the California Renewable Energy Transmission Initiative
(RETI). Over the next two years, RETI will assess renewable resource zones, prioritize
those zones, and develop coordinated, cost-effective resource development plans that
could provide sufficient renewable capacity by 2020 to meet the AB 32 GHG emission
reduction targets.

RETI will build upon the work of the Tehachapi Collaborative Study Group and should
accomplish the following:

e  Statewide identification and assessment of CREZs;

»  Prioritize CREZs and create conceptual transmission plans for each of these
zones;

e Development of Plans of Service (POS) for highest priority CREZs that provide
detailed plans for necessary transmission and infrastructure upgrades (but will
not select specific transmission routes.)

In regards to permitting issues, the key is local, State and Federal agency coordination
when multiple layers of jurisdiction exist. ETAAC suggests a coordinated process that
retains the same level of current rigorous environmental review. A well-coordinated
Federal/State siting process will reduce the time and legal and administrative costs for
project developers, the cost of agency administration to taxpayers, and speed up
renewable development on a timeframe necessary to meet AB 32 goals.

In making this recommendation, the ETAAC electricity and natural gas sector subgroup
emphasizes the importance of continuing progress on transmission and resource
development efforts already in progress. This recommendation should in no way delay
current efforts in the development of CREZs and transmission plans.

The inability to transmit electricity from renewable resources to load centers constitutes a
significant barrier to achievement of RPS goals. Currently, there are 118 renewable
projects in the CA ISO queue, representing 57,686 MW. The CA ISO is exploring these
options to “clean up” the queue: clustered interconnection studies; increasing the
reservation payment from its current level of $10,000; increasing penalties for project
delay or withdrawal; prioritizing requests for interconnection based on State policy-
objectives; and integrating generation interconnection planning with transmission system
planning. Successful reform of this process is central to achievement of current and
future California RPS goals.

The California Investment Incentive Program (CIIP) provides tax abatements for
qualified manufacturing facilities based on the assessed value of the improvements
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exceeding $150 million. The optional program for counties is an incentive to encourage
certain types of industries to construct manufacturing facilities in California. Renewable
energy projects are not considered qualified manufacturing facilities under the CIIP and
therefore are not eligible for this potential tax relief. Adding renewable energy facilities
to the program will encourage renewable energy developers to build more power plants
in California, which will not only meet the goals of AB 32, but will also create
employment and the attendant tax benefits that flow from job creation.

E. Renewable Energy Technology Assessments

California has proven world-class wind, geothermal and solar resources that can be
expanded to meet future needs. Deployment of renewable energy installations will have
a significant impact on meeting California’s GHG emission reduction targets by
displacing more carbon intensive technologies otherwise needed to meet growth in
electricity demand. Deployment of these “game changing” technologies in large volumes
will spur significant reduction in carbon emissions and alter the way energy is
traditionally supplied and distributed.

The technology assessment below addresses central generation technologies. Appendix
IV of this report contains additional information on these and other technologies,
including equipment converting animal and agricultural waste to clean renewable fuels
and green electricity; distributed renewable technologies, like solar water heating, solar
photovoltaics (PV) and solar heating and cooling; ocean tidal energy; and fuel cells that
tap waste gas as fuel.

e Time Frame: See recommendation C above.

e  GHG Reduction Potential: See recommendation C above.

e Co-benefits / Mitigation Requirements: See recommendation C above.
e Ease of Implementation: See recommendation C above.

o Responsible Parties: U.S. Department of Energy (DOE); CEC; CPUC; private
sector; local governments and others.

Problem: Though California has abundant renewable energy resources, these resources
have yet to be developed at a sufficient scale to make the necessary reductions in carbon
and other GHG emissions to meet the near and long-term goals embodied in AB 32.

Possible Solutions: In the course of examining a wide range of renewable and clean
electricity generation technologies, the ETAAC electricity and natural gas sector
subgroup arrived at a number of technology-specific observations that may be beneficial
to CARB as it seeks to cultivate the development of a robust state renewable energy
portfolio. The discussion which follows is not meant to suggest that any technology not
referenced is unimportant to California’s energy future; rather the observations about
energy solutions listed below appear to ETAAC to be insufficiently publicized in current
debates over solutions to global climate change.
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o Wind Power: The CEC has estimated that there exists a total technical potential
0f 99,945 MW of wind generating capacity (including both high-speed and low-
speed wind) in California, for a total estimated energy generation potential of
323.94 million MWhs.? These numbers translate into a technical potential to
offset an estimated 130 million metric tons of CO,.> (It is important to note that
these figures do not capture estimates of the potential of off-shore wind resources,
which are described in Appendix IV.) A substantial portion of this carbon-free
energy is available through repowering of existing vintage wind facilities with
new modern multi-MW turbines. Despite the availability of better wind
technology, there has been little progress in replacing aging wind facilities with
new and more efficient technology in California. CARB should actively
investigate and promote repowering as an AB 32 compliance strategy.

o Solar: California boasts one of the greatest solar resources in the world. NREL*
estimates of technical utility-scale solar potential in California are huge — 877,204
MW capacity to produce 2,074,763 gigawatt-hours per year — many times the
state’s own peak electric needs. Only a very small fraction of this resource has
been developed — 354 megawatts — with more projects coming on-line in coming
years from utility solicitations. Some policy and technology development efforts
will be helpful to ensure further development of this resource. Extension of
property tax exemptions or abatements would help lower the developers’ cost and
their power prices. Establishment of manufacturing investment credits (MIC)
would encourage manufacturing and assembly in California, as opposed to other
states. Extension of the federal PTC — which was not included in the recently
passed Federal energy legislation - is also important to lower costs. Most utility-
scale solar technologies require substantial amounts of water for cooling. Dry-
cooled system development is underway to minimize water use. Storage system
development is also underway, and should be available in the fairly near term.
New parabolic trough plants will likely employ molten salt storage tanks that will
have the ability to retain heat efficiently to generate power off-peak, if needed, for
up to 12 hours. Solar farms are one option for utilizing Brownfield areas, such as
regions of the Central Valley that have been damaged by excessive salt/selenium
build-up.

California also has substantial potential for distributed solar technology — both
electric and thermal systems. According to the CEC, rooftop solar PV has a
technical potential of more than 74,000 megawatts.” At present, there are about
198.2 megawatts of grid-connected PV systems.® The California Solar Initiative
is a $3.2 billion, 10-year program that will bring on-line new solar PV capacity of
approximately 3,000 MW. Solar PV requires consistency in, and eventual
augmentation of, existing policy to continue development and deployment.

NREL estimates that 65 percent of residential and 75 percent of California’s
commercial buildings could be outfitted with solar collectors for hot water
systems and for space heating and cooling systems.” The huge potential to offset
air conditioning peak load with solar-powered cooling systems is currently largely
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untapped. This technology would benefit from additional study by the CEC and
State incentives, and the recommendations in Chapter 4E.

Geothermal: California has the largest developed geothermal resources in the
U.S. at approximately 1,900 MW. CEC studies have shown the potential for an
additional 2,900 MW?® using conventional flash and binary technologies in known
resource areas. US DOE estimates California resource potential at between
12,200 and 15,100 MW.® In order to better pursue this valuable base load
renewable resource, California should consider undertaking a number of steps.
Resource identification is a costly and time-consuming process, one that might be
assisted by targeted State intervention. The US Geological Survey is undertaking
a new resource assessment, updating the last assessment which was completed in
1979. The new assessment, however, will not examine new technologies and
their potential in California, nor will it examine direct uses, heat pumps, or other
non-conventional geothermal resources (like oil field co-production or geo-
pressured resources). The CEC should support its own complementary
assessment to examine California’s geothermal potential in a more comprehensive
and up-to-date manner. Roughly one-half of the cost of a geothermal project is
estimated by the Geothermal Energy Association to be related to subsurface
exploration and resource characterization. These costs also raise the greatest risk
to investors, and are usually not financially feasible. Cost-shared exploration
drilling by the federal DOE has been successful in the past. It should be explored
by the State of California in the future.

Biomass and Waste: Only 15 percent of the technically recoverable potential of
biomass wastes and residues from agriculture, forestry and municipal waste is
currently being converted into clean energy in California. Dedicated energy crops
could add to this rich state clean energy potential in the future. Biomass projects
require infrastructure to collect, process, transport and store feedstock and then
distribute biofuel products. On top of that, collaboration among various industries
-~ agriculture, forest products, electric power, waste management, chemicals, oil
and gas, and the automobile industry — has yet to occur to take full advantage of
California’s diverse biomass inventory. State regulators could play an important
role in coordinating, and potentially underwriting, this critical stakeholder
cooperation.

Most biomass projects currently focus on power generation and transport fuel
production such as ethanol and biodiesel. Another promising opportunity is in
biomethanation, or production of pipeline quality natural gas generated from
biomass resources. Compared to biomass combustion, bioemethanation provides
greater flexibility as a dispatchable resource; however, further technology
demonstration is needed to spur widespread commercialization. As with other
biomass and waste projects, barriers relating to feedstock supply, regulatory
treatment and permitting issues also need to be addressed.
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IV. Enabling Technologies for Zero Emission Elecfricity and Vehicles

There are several technologies that can improve the GHG emission profile and/or service
provided by today’s electric grid. These technologies can also provide infrastructure to
support advanced technology vehicles powered by zero emission fuels.

F. Electricity Storage as an Enabling Technolegy for Renewable Energy

Energy storage addresses the need to integrate intermittency and works to shift excess
off-peak power production to peak periods of demand and, as noted below under plug-in
electric drive vehicles, achieve synergies that support both zero carbon renewable
electricity for current uses and vehicle energy. For instance, wind power is often
generated at night. The greatest demand for electricity in California occurs during late
afternoon peaks, when wind generation may be at lower levels. When energy storage is
used to provide the necessary services to integrate wind power into the grid when needed,
it displaces fossil fuel generation that would otherwise be needed to provide ancillary
services (e.g., regulation up and down, ramping, spinning reserve) as well as meet
capacity needs. Energy storage can provide those services more efficiently and without
the CO, emissions associated with fossil fuel generation. Thus, large-scale successful
storage technologies can help to transform wind generation into a reliable resource for
energy planning, enabling California to take full advantage of this renewable resource
abundant throughout the West.

o Time Frame: 2007-2012.

e GHG Reduction Potential: GHG emission reductions may vary based on the type
of peaking power that is displaced and the generating source of off-peak power.

e Ease of Implementation: Moderate to Difficult. Requires focused attention to
technical issues associated with storage, as well as the planning, ratemaking and
financing challenges of integrating a new resource into grid operations at scale.

e Co-benefits / Mitigation Requirements: Potentially significant co-benefits, as
storage technologies may make wind power more available at times of peak
demand, when some of the most polluting and least efficient fossil resources are
typically deployed.

e Responsible Parties: CA ISO is ultimately responsible, but CEC and CPUC play
roles during policy development and support. Potential involvement of CARB as
coordinating entity, especially since electricity storage facilitates the market for
electric-drive transportation technologies, might also be desirable.

Problem: Electricity storage has the potential to help integrate higher penetrations of
wind energy in California’s power supply portfolio, allowing the state to take better
advantage of its superabundance of this renewable resource. Research has been
conducted into this issue on a statewide level, and ETAAC notes that there is a lack of
consensus. The CEC’s Intermittency Analysis Project (IAP) was tasked with evaluating
the potential impacts of increased levels of intermittent renewable generation on the
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California grid. The IAP concluded that integrating an RPS with a 33 percent renewable
energy contribution would require expansions in transmission infrastructure and changes
to operation of the grid. This CEC analysis did report, nonetheless, that there was enough
flexibility in the existing system of fossil resources and pumped hydro stock to provide
this balancing function. The CA ISO has acknowledged the difficulty in planning for and
integrating wind resources in its recent Integration of Renewable Resources Report. CA
ISO concluded that more storage resources are necessary to integrate the expected
increased penetration of intermittent renewables into the state’s electricity grid.

Several important challenges presently limit the ability of storage technologies to reach
full commercial status. The high price of batteries discourages independent wind farm
developers from developing a battery storage component because it would drive
generation costs up to the point of being uneconomic. At the same time, there is
currently a lack of clear policy recognition of the role of energy storage in managing
intermittent wind energy. Associated policy or regulatory direction to pursue
development of these technologies is still lacking. The ability of electricity grids to
absorb intermittent generation is currently limited. Without reforms, these limits could
be reached before the full potential of these renewable resources is exhausted (unless
other resources are added to compensate for times when wind generation output does not
match electricity load profiles and CA ISO balancing requirements.)

Possible Solutions: The potential for a transformative effect from electricity storage is
truly “game-changing.” That is why ETAAC recommends pursuit of these storage
technologies. As described below, electric vehicle storage can reduce the GHG
emissions from both electricity and vehicle usage by operating as an energy storage
system for the grid when not being employed for transportation services. Other
stationary energy storage technologies such as pumped hydroelectric storage, compressed
air, or batteries can provide the enabling technology to shift wind power from off-peak
generation to peak power consumption, providing a dispatchable resource to firm up
supply flowing to the grid. Storage may reduce California’s current reliance on polluting
gas-fired peaker plants to firm intermittent energy contributions. Storage could also
provide emergency and remote-area power supplies.

The State of California should recognize the value of energy storage and encourage the
advancement of energy storage technologies through the following technology push
programs:

e Utility Resource Planning: California should direct its utilities to integrate
demonstration and deployment of electricity storage technologies -- including
MW installation targets -- over the full period covered in their integrated resource
plans.

e Incentives for Technology Development: Ultilities should develop procurement
plans to stimulate competition among storage technology providers, analogous to
the “Golden Carrot” approach in demand-side management or the RPS program
for renewable generation. Under this approach, regulators and utility planners
would develop performance specifications for storage technologies — including
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cost, reliability and environmental impact of the solution — and would establish a
durable framework for the financial support of technologies that meet these
specifications. For example, utilities could hold a competitive solicitation for a
specified number of MW of storage capacity meeting these performance criteria,
and technology providers would compete to meet the identified need.

Energy Storage Background: Examples of Non-Vehicle Storage Technologies

Flywheel Storage: Flywheels are effective for smoothing short-term fluctuations. Pacific
Gas & Electric (PG&E) is testing a CEC-funded 100-MVA project in San Ramon,
California.

Pumped Hydro: Pumped hydro is the most widespread energy storage system in use on
power networks with large scale capacity. Due to its quick deployment, pumped hydro
can be particularly effective for wind resources with diurnal generation profiles. Pumped
storage facilities can be developed with minimal environmental impact if they use
existing reservoirs or otherwise previously developed sites. Modern pumped storage
facilities operate at approximately 75 percent efficiency and cost from $1,500 to $2,500
per kilowatt, depending on how much existing infrastructure can be used.

Compressed Air Energy Storage: This technology reduces “parasitic” loads at a
conventional power plant — a form of energy storage -- but is not presently used to
generate electricity directly.

Batteries: Older technologies are commercially viable, while newer technologies are
being tested. For example, Sodium-Sulfur Batteries (NaS) are a technology being
demonstrated at over 30 sites in Japan, offering more than 20 MW of capacity with stored
energy suitable for daily peak shaving. The current life of the batteries is about 15 years.
The largest NaS installation is a 6 MW unit for Tokyo Electric Power Company that can
store energy for approximately 8 hours. Combined power quality and peak shaving
applications in the U.S. market are under evaluation. American Electric Power (AEP)
has been using a 1.2 MW NaS battery in Charlestown, West Virginia over the course of
the past year and plans to install a 2.4 MW elsewhere in the same state in 2008. AEP
recently announced a plan to install six 1-MW NaS batteries in conjunction with wind
projects to assess the benefits of combining intermittent renewables with energy storage.

In both of these examples, costs are currently prohibitive -- $4,500 per kilowatt -- though
prices are expected to drop within the next ten years due to the economies of scale
associated with mass production. Flow batteries are a special class of battery where
electrolyte is stored outside the main power cell of the battery, and circulated through it
by pumps, like a reversible fuel cell. Flow batteries can have relatively large capacities
and are gaining popularity in grid energy storage applications.

Thermal storage: These technologies store heat, usually from both utility-scale and
distributed active solar collectors in an insulated repository for later use in space heating,
domestic or process hot water, or to generate electricity off-peak. Some new utility-scale
solar plants will likely employ molten salt and “flash” water storage technologies to store
energy for as much as 12 hours off-peak, when the sun is not shining.
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G. Plug-in Electric Drive Vehicles as Storage Devices

As noted earlier, plug-in hybrid and dedicated electric drive vehicles (PHEV/EV) could
serve as energy storage devices. (Fuel cell vehicles could also serve this purpose.) The
primary advantage of this approach is that these vehicles can be charged at night, when
less expensive (and potentially less polluting) excess electrical generating capacity is
available. As noted above, they also have the potential to support the electric grid
reliability. In the future, it is possible that on-site generation of hydrogen for fuel cell
cars could be another form of vehicle-based storage in addition to the possibility of fuel
cell/battery hybrids.

o  Time Frame: 2012-2020.
o  GHG Reduction Potential: Not estimated.
e FEase of Implementation: Moderate to Difficult.

o Co-benefits/ Mitigation Requirements: Electric vehicles use energy more
efficiently than fossil-fueled vehicles. They also produce far less roadside
pollutants, which is an important Environmental Justice issue since lower income
families are more likely to live close to major thoroughfares.

e Responsible Parties: CARB.

Problem: PHEV/EV development and other electric drive vehicles that could potentially
store energy from the grid face a variety of technological, financial, institution, and
regulatory barriers. For example, continued improvement is needed regarding capacity,
durability and enhancement of current grid infrastructure to enable multidirectional flows
of both actual energy and the data necessary to monitor and manage power. PHEV/EV
technologies feature higher upfront costs than conventional vehicles largely due to high
cost of today’s batteries. Fuel cell vehicles are also not yet commercially available. The
actual fuel and climate benefits from PHEV/EV and other electric drive vehicles depend
on a variety of factors. They include the amount of time the vehicle is operating in
electric mode, the generation mix of the electricity supply portfolio, time when the car is
being charged, and whether the excess capacity of the grid can be tapped during periods
of low demand.

Increased PHEV/EV penetration represents a potential cross-sector transfer of GHG
emissions. Even though the charging of PHEV/EV will typically occur during off-peak
hours -- when there is excess capacity on the grid -- the increased energy consumption
still contributes to GHG emission reductions (albeit at a lower rate.) As demand for
electric transportation options grows, GHG emissions that would otherwise have been the
responsibility of the transport sector will shift to the electricity sector. This shift of GHG
emissions between sectors does not frustrate AB 32’s GHG emission reduction targets.
Absent mitigating measures accounting for increases in electrified transportation, a
carbon cap imposed on the electric sector could disadvantage advanced vehicle fuels that
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cut GHG emissions. (For a more in-depth assessment, please see CARB’s ZEV review
panel webpage.)

Possible Solutions: In order to reduce disincentives for substituting electricity for
petroleum transportation fuels, a level playing field must be created for all fuel sources
once fuel alternatives reached commercial status. A carbon cap that stretches across both
transportation and electric utility sectors could achieve this goal, although there are
numerous other policy considerations. Since the PHEV/EV market has the potential to
supply distributed generation to the grid during peak hours or provide ancillary services
in the future, this approach offers multiple benefits that should be recognized during
policy development related to these areas. PHEV/EV technologies enable greater
reliance upon off-peak renewable resources and may provide cleaner and less expensive
peak and ancillary service resources.

H. Smart Grid as Enabling Technology for Renewables and Clean Vehicles

Today’s grid was designed to only transmit electricity from central generation source to
the point of consumption. A “smart” and interactive grid and communication
infrastructure is necessary to enable to the two-way flow of energy and data needed for
widespread deployment of distributed renewable generation resources, PHEV/EVs, and
end-use efficiency devices.

e Time Frame: 2007-2012.

e GHG Reduction Potential: This is a support technology that does not directly
reduce GHG emissions. However, the ability to use more carbon-free electricity -
- such as solar PV -- is also improved by a smart grid. These grid upgrades also
help minimize GHG emissions by avoiding the need to operate the least efficient
power plants to meet peaks in electricity demand.

e Ease of Implementation: Moderate.

o Co-benefits / Mitigation Requirements: Two-way flow of energy and data would
allow customers to respond to price signals to consume less energy at peak times
of demand, when the lowest efficiency fossil units are operating. Peak days of
energy demand often coincide with “spare the air days” in California. Reducing
fossil generation at peak gives a boost to regional air quality.

® Responsible Parties: CPUC,; State Legislature.

Problem: Today’s electricity grid is essentially 1950’s infrastructure out of sync with
modern telecommunications technologies and emerging on-site distributed generation
technologies. Inadequate sensors limit transmission over congested lines. The
connective tissue necessary to enable more sophisticated management of both supply-
and demand-side resources is lacking. The grid must be modernized to enable increasing
amounts of distributed resources generated near points of consumption, which would
reduce overall electricity system losses, and corresponding GHG emissions. Two-way
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flow of energy and data is needed to allow customers to respond to price signals to reduce
usage at peak times, when the lowest efficiency fossil-fired units are operating.

Possible Solutions: California should actively investigate upgrades to distribution-level
grid infrastructure that will be needed to support both greater penetrations of distributed
generation renewables and the power flows associated with plug-in PHEV/EVs. In
particular, the CPUC should work with utilities to ensure investments in smart grid are
implemented on the most accelerated timeframe possible. Furthermore, State
government can play a key role in improving information-sharing efforts, including
making sure there is less of a proprietary effort by supporting developments of open
standards and guidelines for smart grid interoperability, such as those being developed by
the Electric Power Research Institute’s (EPRI) Intelligrid Consortium and the GridWise
Alliance.
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V. Carbon Capture and Storage

L. Carbon Capture and Sequestration in Geological Formations

Demonstration of carbon capture and sequestration (CCS) in geological formations is a
key opportunity for California to benefit from national and international partnerships.
Broad commercial deployment of technology for CCS in geological formations faces
significant challenges. Nevertheless, it offers a potential opportunity for achieving long-
term reductions in GHG emissions, especially on a national and global scale.

e Time Frame: Demonstration projects can be in place by 2012, with potential for
full commercialization by 2020. '

e GHG Reduction Potential: California has the technical potential to store 5.2
gigatons CO; in oil and natural fields, and the cagacity in deep saline formations
may be one or two orders of magnitude greater.1 The Intergovernmental Panel
on Climate Change (IPCC) estimates that CCS has the potential to abate CO,
emissions by between 15-55 percent of the cumulative international mitigation
effort needed by 2100.

e Ease of Implementation: Difficult.

o Co-benefits / Mitigation Requirements: Demonstration of this technology may
facilitate large benefits if it results in commercial application in coal-dependent
areas outside of California. The energy required for CCS would require
additional fuel combustion (which could be offset to the extent that CO; injection
displaces steam for oil production). Some technologies to capture CO; also
reduce criteria pollutants like NOx and SO,. If fuel combustion increases,
without better emissions control, emission decreases may be required in areas that
fail to meet California clean air standards. Leakage risk must be assessed at a
general level for the technology and at specific potential storage sites.

® Responsible Parties: Federal and State governments and agencies; private sector.

Problem: Geological CCS refers to the separation (or capture) of CO; from industrial
and power generation sources and then the transportation to storage locations for long
term isolation from the atmosphere. (Biological storage is addressed in the Chapter 6-F
and Chapter 7-B.) Many component technologies for CCS have already been developed,
but both the size and number of demonstration projects are very small with respect to the
scale necessary to mitigate significant future CO, emissions. Commercialization of CCS
technologies will require a willingness to bear the initial high cost and potential risks of
first-generation systems and continued technical advances to build up the required
infrastructure. The low end of cost estimates ranges tend to start at $25 per ton or more
for capture and compression. Cost estimates vary because, in part, the technology has not
been demonstrated. Part of that cost can potentially be recovered if CO, is used for
Enhanced Oil Recovery, while transportation and injection is an additional cost."!
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In addition, there is relatively little experience to date at the Federal or State level in
combining CO; capture, transport, and storage into a fully integrated CCS system.
Regulatory uncertainties and legal issues regarding property rights and liability are still
significant barriers for CCS that must be resolved before CCS could play any major role
in meeting AB 32°s GHG emission reduction goals. Access and liability issues present
another challenge. Different states have different laws regarding land rights, pore rights,
and mineral rights; therefore, developers of CCS projects face varying state regulations
pertaining to underground storage. More importantly, the long term responsibility and
liability associated with the CCS projects must be clearly defined. Monitoring techniques
and standards that need to be approved at various governmental levels, and then accepted
by the insurance industry, have yet to be put in place. The issue of long-term liability for
gradual or catastrophic future leakage is clearly hampering demonstration projects.

Possible Solutions: California should continue to participate in partnerships such as
WESTCARB to advance technology assessments and demonstrations. Key priorities
identified by WESTCARB for upcoming pilot projects in California and other western
states include:

» Testing technologies

» Assessing capacity

¢ Defining costs

o Assessing leakage risks

¢ Gauging public acceptance

o Testing regulatory requirements

e Validating monitoring methods'?

The support of federal funding is especially important since CCS has even greater
importance nationally than in California. International partnerships should be leveraged
to spur efforts to develop lower cost carbon capture technologies, as well as storage
research to the extent that there are common challenges and solutions (most likely for
deep saline formations).

The State should also work with the Federal government to address the legal, regulatory,
and safety barriers and issues associated with CCS. One important issue is the
development of a legal framework to address long-term liability associated with carbon
sequestration.'® Private insurers may lack a framework for evaluating CCS projects,
especially multi-generational liability. The Federal and State government could play a
productive role, while carefully balancing the interests of taxpayers and the need to
maximize incentives for careful carbon management decisions by the private sector.

Currently, potential pilot projects are evaluated on a case-by-case basis under general

Underground Injection Control permitting requirements. The Federal Environmental
Protection Agency (EPA) has delegated to the California Department of Oil and Gas
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Resources (DOGR) jurisdiction over California oil and natural gas fields. (The EPA
retains regulatory oversight). The Federal EPA has responsibility for deep saline
formations and DOGR is also developing its own regulations for deep saline formations
(and can work with EPA to request lead permitting responsibility once that process is
completed). Drawing on the lessons learned from the permitting process for pilot
projects to develop standards and guidelines at the State and Federal level may also help
CCS project developers navigate the permitting process. 14

Unlike most energy efficiency measures, CCS is unlikely to bring a positive economic
return under even the most optimistic scenarios currently foreseeable. In addition to
these efforts, a clear and reliable price signal (as discussed elsewhere in this report)
and/or performance standards such as AB 1386 will be necessary to commercialize this
technology.
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VI. Low and Zero Carbon Electricity Generation Plan

J. Low and Zero Carbon Electricity Generation Plan

California needs to plan now for low and zero carbon power supplies that will serve the
end-use needs of residential, commercial, and industrial customers while also achieving
AB 32’s GHG emission reduction targets.

e Time Frame: By 2012.

e GHG Reduction Potential: If the electricity generation sector is required to make
reductions based on the AB 32 GHG emission reduction goals, this plan would
assist in meeting a 25 percent reduction by 2020 and 80 percent reduction by
2050. (This recommendation is not intended to recommend a reduction target for
this sector, but rather how to facilitate meeting it.)

o  Ease of Implementation: Moderate.
o Co-benefits / Mitigation Requirements: No mitigation required.

® Responsible Parties: CEC; CPUC; CARB; utilities.

Problem: Investments in power generation infrastructure today will “lock-in” GHG
emission rates for 2020 and potentially 2050.

Possible Solutions: The State currently conducts long-range energy planning that can
serve as a foundation for meeting AB 32’s long-range goals for low and zero carbon
resources. This planning timeframe will need to extend beyond traditional approaches
that are geared towards power plants with a planning/construction cycle of several years.
For instance, new centralized natural gas-fired power plants release less GHG emissions
and other air pollutants than existing imported coal generated electricity and older natural
gas power plants, but more GHG emissions than energy efficiency and renewable
resources. As noted in the Industry/Commercial/Residential Use chapter, State efforts to
increase CHP also need to be considered in planning for climate change mitigation and
procuring reliable, cost-effective supply options. Power plants typically have a lifespan
of 30 to 40 years. Decisions made today on new power supplies need to consider AB 32’s
2020 and 2050 GHG emission reduction goals. As noted elsewhere in this report, new
low carbon technologies are currently being developed and/or commercialized that could
have significant GHG reduction potential. The State should develop a comprehensive
GHG strategy that balances existing and new technologies, as well as renewable and
other potential sources of zero and low carbon electricity, to reach its GHG goals.

K. Unifying Standards for Climate-Related Programs

California’s multiple programs for renewable energy development, many of which were
described above, have been largely designed in isolation from one another with the intent
of stimulating innovation or improving environmental performance in discrete
technology sub-categories.
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o Time Frame: 2012-2020.

e GHG Reduction Potential: Not estimated. This policy initiative is intended to
enable better coordination of multiple climate-related programs, which may
increase program efficiencies and hence increase GHG emission reductions over
time.

® Ease of Implementation: Moderate; can be undertaken either as part of existing
regulatory proceedings (i.e., IOU resource planning) or as a new, discrete
proceeding.

o Co-benefits / Mitigation Requirements: Not estimated. Closer coordination and
common frames of reference across climate change programs may reveal co-
benefit opportunities.

e Responsible Parties: Principally CPUC, with input from CEC and CARB (i.e.
for the Low-Carbon Fuel Standard).

Problem: Energy efficiency programs have individual budgets and targets, the RPS
program stimulates particular technologies up to a certain percentage of the state’s total
electricity supply, and solar PV programs aim to achieve specific capacity installation
targets from just one renewable energy fuel. Other opportunities in renewable energy
development -- such as waste heat recovery and methane capture and utilization -- are not
fully developed under existing State programs. Though these are important programs
individually, they do not encompass all of the technologies relevant to the unifying
challenge of GHG emissions mitigation. The State’s resource planning process is not
optimized when these efforts are uncoordinated. As the implementation of AB 32
proceeds and carbon savings become a higher public policy priority, there may be value
in better coordinating these programs so that they are all directed towards a common end.
Clear ownership rights and credits for early action, as recommended above, will aid in
establishing this coordination, but other steps are needed as well.

_ At the same time, ETAAC recognizes that cuts in CO; are typically not the exclusive goal
of these State programs. There are important benefits to long-run innovation when policy
initiatives support pre-commercial technologies in a targeted and efficient manner.
Suggesting that California look to better coordinate its multiple clean energy programs
does not diminish the importance of these programs in supporting technological
advances. The intent of this recommendation is to ensure that these disparate technology
programs emphasize innovation that is cost competitive in the long run, so that low or
zero carbon energy supply technologies can ultimately be accurately benchmarked
against each other.

As an important aside, ETAAC notes intense debate concerning carbon offsets in a cap
and trade program. Some ETAAC members are concerned that a broad offset program
will lessen the incentive for innovation within capped sectors. The continued role of the
targeted clean energy programs discussed above, however, support technological
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advances within a climate change framework and may help to counter the innovation-
suppressing effects of a broad carbon offset program.

Possible Solutions: CARB should pursue a uniform strategy for implementation of new
carbon reducing technologies after 2012, with carbon-equivalent savings that would link
all existing clean energy programs and mandates. All actions within the electricity and
natural gas sectors that result in such savings would contribute to GHG emission
reduction targets under AB 32. Such a policy provides an incentive for all energy market
participants to undertake what are now generally unrecognized beneficial climate change
response activities. It would also provide certainty to those making investments that
credits for GHG emission savings will accrue to them. This unifying standard, however,
should not jeopardize programs that play important roles in nurturing certain technologies
to a position of market readiness. Such programs should continue in a targeted and
efficient manner, connected to the climate change regime by clear performance metrics
that apply across all technology categories. In this regard, the State should, as a first
priority, begin to develop a unified GHG emission accounting process across clean
energy programs, to support rationalization of policy and financial priorities post-2012.
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VII. Priority Actions

Note: Items are not ranked by priority.

171

Item Relates Whe
To

1. Create a process for the early valuation of carbon. (See Carbon CARB
report introduction Chapter 1) valuation

2. Ensure that Energy Efficiency programs are coordinated Energy CARB, CPUC,
with AB32 strategies to maximize GHG benefits. (See Efficiency | utilities
Appendix 5.A)

3. CARB can work with the building standards setting Energy CARB, CPUC,
agencies, the CEC, CPUC and US DOE, to encourage Efficiency/ | CEC
rapid deployment of currently available LED lighting LED
technology, as well as encourage development and
demonstration of LED lighting suitable for general
illumination. (See Chapter 5.B)

4- Allow for the use of unbundled Renewable Energy Credits | Renewable | CPUC and CEC
(RECs) generated within California for Renewable Energy
Portfolio Standard (RPS) compliance. (See Chapter 5
section III and Appendix IV)

5. Revisit pricing structure of renewable portfolio standard Renewable | Legislature,
and either modify or eliminate to simplify the structure. Energy CPUC and CEC
(See Chapter 5 Il and Appendix IV)

6. Authorize and implement development policy and plans Renewable | Legislature
for Competitive Renewable Energy Zones. (See Chapter | Energy CPUC
5.0) Developm | CEC,

ent Zones | California/federal
land use agencies

7. The State of California should recognize the value of Storage CPUC
energy storage in advance vehicles and/or non-vehicle
storage as an enabling technology for intermittent
renewable sources. Storage in vehicles to provide zero
low GHG vehicle energy and shift-off peak energy to on-
peak may also facilitate both greater renewable energy.

A “golden carrot” program or other technology push
programs may be a good approach. (See Chapter 5.F & G)

8. Create legal framework for long term liability associated | Carbon Federal
with carbon sequestration, including issues relating to Capture Government,
legal rights, as well as regulatory framework for and . Califomia
monitoring storage and ensuring compliance. (See Sequestrati | Legislature,
Chapter 5.I) on energy and

environmental
agencies
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9. Create financial incentives to spur CCS technology and Carbon Legislature
implementation. (See Chapter 5.I) Cagture
an
Sequestrati
on
10. Provide property tax abatements for renewable energy Renewable | Legislature
projects. Amend the California Investment Incentive Energy
Program (Government Code § 51298) to include
renewable energy projects as “qualified manufacturing
facilities”. The CIIP provides tax abatements for qualified
manufacturing facilities based on the assessed value of the
improvements that exceed an investment minimum of
$150 million. (See Chapter 5.D)
11. Consider the role of low- and zero- carbon power in the Other CPUC, CEC
next version of the Energy Action Plan (see Chapter 5.M) | Technolog
ies
12. Resolve Cal-ISO bottlenecks for renewable energy Renewable | Cal-ISO
projects Energy
Additional Recommendations Addressed in Other Chapters
13. Regulatory reform to encourage capture of methane from | Biomass to | Water Quality
anaerobic digesters. (See Agricultural Chapter) energy Control Board
and others
14. Create incentives for unsupported distributed generation Solar CPUC
that reduces gas, like economic solar hot water and water and | CEC, Legislature
advanced solar thermal (solar heating and cooling). (See space
Industry, Commercial & Residential End-Use Chapter and gzztmg
Energy Appendix section G) cooling
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! For example, resource exploration and identification of geothermal resources require land rights must be
secured or leased before exploration. Both Federal and State agencies are involved with leasing of
California land, and mixed Federal/State/private lands can mean multiple levels of processing. This can
cause delays and disagreements among the agencies. In fact, a significant part of the cost of a “greenfield”
g)roject may be attributed to the delays associated with leasing and permitting.

Yen-Nakafuji, Dora, California Wind Resources, Draft Staff Paper, California Energy Commission, April
22,2005.
? Assuming an average emissions factor of 805 lbs. CO2¢e/MWh.
*U.S. Department of Energy, Report to Congress on Assessment of Potential Impact of Concentrating
Solar Power for Electric Power Generation, February 2007.
* California Energy Commission, California Solar Resources, Staff Draft paper in Support of the 2005
IEPR, April 2005.
8 California Energy Commission, Grid Connected PV Capacity (kW) Installed in California.
http://www.energy.ca.gov/renewables/emerging_renewables/GRID-CONNECTED PV,PDF, December
31, 2006.
" Denholm, P., The Technical Potential of Solar Water Heating to Reduce Fossil Fuel Use and Greenhouse
Gas Emissions in the United States, NREL Technical Report, NREL/TP-640-41157, March 2007.
¥ Sisson-Lebrilla, E., Tiangco, V., California Geothermal Resources, California Energy Commission,
April 2005.
° U.S. Department of Energy, Energy Efficiency and Renewable Energy, Geopowering the West —
California State Profile, hitp.//www1 cere.cnergy.gov/geothermal/gpw/profile_california html, January 17,
2007.
1% California Energy Commission, Quarterly Report, West Coast Regional Carbon Sequestration
Partnership, May 2005, p. 8.
' California Energy Commission, Quarterly Report, West Coast Regional Carbon Sequestration
Partnership May 2005, page 15; Reducing US Greenhouse Gas Emissions: How Much as What Cost ?
December 2007 page 59; Carbon Dioxide Capture and Geologic Storage, 2007, p. 33.
"> Myer, Larry, WESTCARB Regional Partnership Phase 1I: Providing Underpinnings for Deployment
California Energy Commission, May 11, 2006.
" The state of Texas, where CO; is used routinely for increased oil and natural gas production, has passed a
law accepting liability for a potential “Future Gen” project with CCS that Texas is hoping will be located in
Texas.
14 Personal communication from George Robin, US EPA Pacific Southwest Region, Water Division,
Underground Injection Control, to Ed Pike December 5 2007.
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6. AGRICULTURAL SECTOR

I. Introduction

Agriculture in California generates $31.7 billion in farm receipts. The state’s agricultural sector
utilizes nearly 10 million acres of irrigated cropland and 41 million acres of public and private
rangeland to support significant animal production.! Agriculture also requires inputs that
generate greenhouse gas (GHG) emissions and other pollutants. Among these inputs are energy
sources such as diesel fuel, natural gas and electricity, which are used to power field equipment
or processing systems. It is estimated that in 2004, all California agricultural sources accounted
for about 30 million metric tons of carbon dioxide equivalents (MMTCO,E).” It is estimated that
raising these agricultural crops also absorb over 120 MMTCO,E annually via plant respiration
and photosynthesis.’

While the carbon cycle returns the majority of this carbon to the atmosphere, sequestering a
portion of this carbon or converting it into renewable energy, fuels or permanent products, would
translate into a significant reduction of California’s carbon footprint. Thus, the agricultural
sector also offers the opportunity to reduce GHG emission reductions through the capture of
carbon and/or production of renewable low-carbon fuels. Other specific farm-related GHG
emission sources can also be controlled and mitigated. Technologies that can deliver these
benefits already exist in many cases. Yet a concerted research, development and demonstration
(RD&D) effort and new regulatory incentives and programs will be needed to meet the GHG
emission reduction goals included in AB 32.

In this chapter, seven areas have been identified that offer the most promise for climate change
mitigation in agricultural settings. A summary of these areas is given in Table 6-1, which
includes current estimates of the gross and technical CO, reduction potentials for each identified
technology. The ETACC agricultural sector subgroup projects that there is the technical
potential to derive about 17 MMTCO,E of climate change mitigation benefits from California
production agriculture, which is about 10 percent of the goal for 2020 or about 3.5 percent of the
2004 California inventory.

Table 6-1: Summary of California Agricultural Programs to Reduce GHG Emissions

Potential California Estimated Net Annual California
Program Size Reduction Reduction Potential
Technologies Gross Technical Units Unit Factor Gross Technical
(units/yr) (units/yr) (MTCO,Efyt) | (MMTCOE)  (MMTCO;E)
Manure-to-Energy Facilities 3,600,000 1,800,000  Head 1.70 6.1 3.1
Enteric Fermentation 4,100,000 2,050,000 Head 0.39 1.6 0.8
Agricultural Biomass Utilization | 21,000,000 8,000,000 dry tons 0.51 10.7 4.1
Dedicated Biofuels Crops 1,000,000 500,000  acres 1.92 1.9 1.0
Soil Carbon Sequestration 10,000,000 5,000,000  acres 0.61 6.1 3.1
Farmscapes Sequestration 500,000 500,000  acres 5.80 2.9 2.9
| Fertilizer Use Efficiency 10,000,000 5,000,000  acres 0.36 3.6 1.8
Total 33.0 16.7

Note: These estimates will need to be refined per RD&D efforts based on technical feasibility and economics.
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While many of these technologies described are feasible and available today, further RD&D
programs are needed to launch critical elements of a climate response program by 2012. The
keys to developing the full menu of opportunities in the agricultural sector is to prioritize
research needs, establish easily accessible guidance methodologies, protocols for monitoring and
verification, provide ability to receive carbon credits or private and/or public incentives, conduct
grower outreach and education, and receive the cooperation of regulatory agencies in developing
needed infrastructure. All of these barriers can be overcome, but will require a robust multi-
agency and industry cooperative effort.

The Agricultural Global Warming Solutions Program described below will net genuine GHG
emissions reductions and carbon capture from the land based agricultural sector through
technologies for energy production from manure and biomass, improved enteric fermentation,
cropping systems for biofuels, sequestration of carbon in soil and farmscapes, and improved
efficiency of fertilizer.
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I1. An Agricultural Global Warming Solutions Program

A. Manure-to-Energy Facilities

The use of manure digesters to capture and utilize methane rich biogas is well established and
could generate up to 350 megawatts (MW) of new renewable energy production.4

Timeframe: 2012 (25 percent implementation) to 2020 (100 percent implementation).

GHG Reduction Potential: 3.1 MMTCO,E (assuming the 1,800,000 mature dairy cattle in
the state and a nearly equal number of support stock represent a gross potential of 6.1
MMTCO,E; processing manure in these systems reduces methane emissions while
producing renewable energy, rendering a net benefit of about 1.7 MTCO,E per dairy
animal; operating these systems requires investment and expertise on the part of the dairy
operation, thus the technical potential of 6 MMTCO,E is expected to be reduced roughly
half.)

Ease of Implementation: While the technology exists, the key to developing a program in
this area will be coordination of utility and regulatory agencies. Nearly 20 systems have
been installed in California with many thousands worldwide. There are well-established
protocols for quantifying the amount of emissions reductions achieved with these systems,
including the recently developed “Livestock Project Reporting Protocol” by the California
Climate Action Registry.’

Co-benefits / Mitigation Requirements: Digesters are effective at reducing volatile
organic compounds (VOCs) from lagoons, a relatively small emission source on most
dairies, but the combustion of biogas in an engine to generate electricity can emit NOx.
Controls can reduce the amount of nitrogen oxide (NOx) in exhaust gasses. Nevertheless,
the types and sizes of engines typically used in conjunction with a dairy digester may not
be available, cost effective or able to meet local air district NOx requirements. Digester
biogas also contains impurities, including hydrogen sulfide (H,S), which must be removed
from the biogas before combustion in the engine if a NOx control device is used. If the
H,S is not removed from the biogas, the sulfur in the exhaust gas will destroy the control
device and render it ineffective. Additional beneficial vector control and water quality
improvements can result from improvements in the manure management system during
the implementation of a digester project.

Responsible Parties: For permitting: the State Water Resources Control Board
(SWRCB) and regional water quality control boards, California Air Resources Board
(CARB) and local air quality management districts. For energy policy: pricing and
funding, the California Energy Commission (CEC), California Public Utilities
Commission (CPUC) and the California Pollution Control Financing Authority (CPCFA).
For implementation and funding: private anaerobic digester technology companies, dairy
owners, producer groups and local governments. For overall state policy: the California
Environmental Protection Agency (Cal/EPA) and member boards, offices and
departments and the California Department of Food and Agriculture (CDFA).
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Problem: Less than 1 percent of dairy manure is currently processed in digesters in California.
In the current marketplace, it has been difficult for projects to realize a positive return on
investment because they realize only a portion of the retail value for displaced electricity and
receive little or no compensation for excess power delivered to the grid. On the regulatory front,
projects can see uncertain and potentially cost prohibitive requirements for permitting new
digesters and engines. Air and water requirements by the local air and water boards make
digesters significantly more expensive to build and entail a lengthy approval process.

Possible Solutions: Effectively addressing climate change by the California livestock industry
will require significant cross media coordination between regulatory agencies to continue
successful air quality improvements while reducing GHG emissions. Traditional approaches to
regulatory oversight where agencies solely focus on their particular media will likely impede
achieving AB 32 goals. California needs to take a cross media approach to regulation that looks
at the full impacts of projects across air quality, water quality, species protection, waste
management, etc. A clear pathway to permit approval of manure-to-energy systems based on
regional risk to groundwater and air is needed. For example, there are well-developed National
Resources Conservation Service manure impoundment standards that may be suitable for many
locations and more feasible than hazardous waste standards. Areas where there is high
groundwater impact risk could be treated with more stringent requirements.

Cross media coordination to promote strategies to reduce GHG emissions will be helpful in each
of the agricultural areas suggested in this chapter. Because of their GHG emission reduction
potential and lack of technical barriers, methane digesters could be used as a demonstration
program for how this coordinated approach could be developed and function. A whole systems
approach should be pursued to balance the benefits attributable to these projects with other
environmental goals so that the net result is a positive using the concept of “net environmental
benefit.”

In addition to a clear pathway to achieving permitting approval, more certainty in the
marketplace must be ensured by developing a standard contracted price for power from manure-
to-energy facilities. If regulatory and price certainty are addressed, it would encourage
investment in biogas systems. If the requirements are cost prohibitive in areas of higher risk,
incentives could be developed to offset these costs.

What follows is a summary of necessary standards, policy tools and new incentives to accelerate
development of manure-to-energy facilities state agencies regulating water, air, electricity,
natural gas and solid waste.®

Water Quality: A salt loading and compliance process for anaerobic digestion needs to
be developed to address the salinity concerns of the Central Valley Regional Water Board
(CVRWB). This will require research on the salt and nutrient content of liquid digestate
to inform the development process, especially in co-digestion proposals. CVWRB
should also develop a simplified design process to help assess and develop criteria to
determine the potential need for pond reconstruction and pond/digester liners that is
practical and clarifies regulatory oversight and approval processes. Consider the
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possibility of potential sites for “Tier 2 type ponds to be grouped by site characteristics
and each group can be assessed for leakage potential.7

Air quality: Need to develop a regulatory compliance mechanism at CARB for dairies
with cow numbers below district permitting thresholds to use distributed generation
equipment to produce electricity from biogas. The State should determine the net air and
water quality benefits of digesters in order to promote this climate friendly technology.

Electricity: As of January 1, 2008, the existing The Self-Generation Incentive Program
will no longer provide incentives to certain distributed generation technologies, thus
eliminating incentives for electricity generated from biogas. This program should be
amended to continue to provide incentives for electricity produced from biogas in
anaerobic digesters. The CPUC should expand its requirement that electric utilities
purchase excess electricity from biogas production by establishing a fully-valued rate.
To promote competition, the CPUC should also implement power purchase agreements
that have flexible terms such as three-, five- and ten-year agreements instead of the sole
offerings currently available from investor-owned utilities. The CPUC should review
existing agricultural tariffs to determine whether rate structures discourage distributed
generation and modify tariffs where appropriate. Eliminating demand charges from
NEMBIO (net metered biogas) operations that have only infrequent service interruptions
due to routine maintenance is also recommended as long as maintenance is conducted
off-peak. Finally, the CPUC should clarify that the owner/generator of an electricity
generating biogas system owns all the environmental attributes. However, IOUs need to
meet their RPS requirements and the generator must be able to sell carbon-neutral
electricity under contract.

Biogas: The CPUC, in partnership with natural gas utilities and biomethane producers,
should conduct research to investigate the type and level of biogas impurities, (including
the co-production biogas) to determine if bio-methane gas quality standards are needed.
The CPUC has established a market price referent (MPR) to provide a target price for
renewable energy contracts and to determine eligibility for financial incentives.
Determining a MPR for biogas provides policymakers an opportunity to consider whether
this renewable fuel represents significant environmental benefits and warrants a
premium. The necessity of using a MPR is unclear since it requires the application of
certain heat rates and capacity factors which may not yield an accurate number.
Developing a separate MPR specifically for biogas projects could facilitate new
development by providing price targets for generators and key market data for utilities.
Since each of these digester systems can cost more than $1.2 million (not including
scrubbers, catalysts or compression gear), securing the initial capital for development and
construction is vital to create a viable market.

The CPUC should therefore assess existing interconnection processes and costs to
determine whether they are appropriate for introduction of bio-methane into the natural
gas transmission system and develop uniform standards for introducing biomethane into
natural gas distribution pipelines. Utilities should be required to develop procedures to
streamline and speed up interconnection of electrical generators under the Rule 21
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process. If purification and injection is a preferred use of biogas, monetary incentives
should be provided and interconnection costs shared up to a limit by natural gas utilities.
Whereas the potential generation of electricity and transportation fuel from biogas exists
for the majority of farms in California given the right incentives, injecting biogas into
natural gas supply system may only be financially feasible for five to ten percent of state
farming operations, possibly creating an uneven market opportunity among farms.

Solid Waste: Legislative and regulatory clarification is needed regarding which State
agencies have jurisdiction over which parts of the biogas production and utilization
process. For example, the role of the California Integrated Waste Management Board
(CIWMB) needs to be clearly defined.

B. Enteric Fermentation

Reductions of methane emissions from ruminant agriculture ~beef cattle and dairy cows - may be
achieved by utilizing recommended feeding practices, the use of dietary additives or agents that
impact digestion efficiency, and longer-term breeding and management changes.

Timeframe: 2020 (50 percent implementation) to 2050 (100 percent implementation).

GHG Reduction Potential: 0.8 MMTCO;E (assuming half of the technical potential
represented by the state populations of these animals is developed; overall emissions can
be reduced up to 30 percent, equating to about 0.39 MTCO;E per mature dairy cow).

Ease of Implementation: Feeding to National Research Council (NRC) guidelines to
optimize efficiency can be expected to reduce overall emissions. Productivity
improvements from breeding and better management practices reduces the methane output
per unit of product produced thereby reducing overall methane output and energy inputs.
The use of agents such as concentrates, oils, ionophores, probiotics and propionate
precursors are aimed at suppressing methanogenesis and improving feed efficiency, but
their effectiveness and other impacts must be carefully and thoroughly considered over a
longer term (20+ year) development timeframe. Overall it has been estimated that
methane emissions can be reduced up to 30 percent (equating to about 0.39 MTCO2E per
head based on mature dairy cow), with about 16 percent from NRC recommended feeding
practices, 11 percent from specific agents, and 3 percent from long-term management and
breeding.®

Co-benefits / Mitigation Requirements: One key benefit may be improved feed utilization
which boosts the productivity of animal feeding operations. In addition, better feed
nutrient utilization could also reduce manure impacts. Need to insure that all ‘
environmental impacts are considered before recommending the use of any productivity
agent improvements.

Responsible Parties: University of California and California State University systems
(for developing a sound applied research program); CDFA for developing a statewide
animal feeds and feeding program.

Problem: The production and release of methane during digestion (fermentation) of food is a
natural part of ruminant biology. Feed is also the costliest input to managing animal production
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operations. Because of the cost, animal diets in California have been highly optimized for
maximum efficiency of production and, therefore, additional improvements may be more costly
than their potential returns in productivity. Feeding is also highly variable across the state and
can often include regional food processing byproducts. One of the key challenges in this area
will be to develop techniques that are cost effective and can be implemented with a variable yet
economically optimized system that exists today. Establishing a baseline and developing
protocols to accurately measure this technology will require a significant amount of research
work.

Possible Solutions: Efficiency of feed is an important ongoing effort for nutrition experts in the
California animal industry. With additional research funding, these experts can continue their
work with additional focus on cost effective methane emissions reductions. A significant
research program that focuses on California conditions and diets as specifically related to the
avoidance of GHG emissions and other air quality concerns is needed to develop new approaches
and establish protocols for this technology. Once protocols have been developed, California
Department of Food and Agriculture, University of California and California State University
systems can assist with dissemination of results to the producer community and implementation
of this program.

C. Agricultural Biomass Utilization

Agriculture generates nearly 21 million tons of residues every year. Roughly 8 million dry tons
of this potential waste material is technically available for sustainable energy and fuels
production.” Only a small portion of these resources is currently utilized.

o Timeframe: 2020 (25 percent implementation) to 2050 (100 percent implementation).

e GHG Reduction Potential: 4.1 MMTCO,E (assuming a potential for 920 MW of energy
production or 11 million barrels of oil equivalent in biofuels each year'® from 8 million
tons of agricultural biomass; additional technically available resources including 14
million tons of forest residues and 9 million tons of other green biomass,'" a total
potential for over 16 MMTCO,E from 3,600 MW or about 43 million barrels of oil
equivalent could be derived from all available biomass.)

e Ease of Implementation: This program would require significant private and public
investment in new biomass processing facilities. Whereas both biochemical and thermo-
chemical technologies are projected to produce cost effective transportation fuels when
RD&D targets are reached, thermo-chemical technology is likely to be more appropriate
for California. (See Chapter 4 regarding other feed stocks.) Both technology and
regulatory hurdles exist and are discussed below.

e Co-benefits / Mitigation Requirements: These facilities would provide energy and
national security benefits because they would displace some imported outside fuel and
energy resources. Emissions from open burning and other impacts of biomass waste
disposal would be reduced by utilizing this resource for energy production. Depending
on the technology, there could be some level of environmental impact that would need to
be mitigated when developing new facility sites.
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® Responsible Parties: For permitting: SWRCB and regional water quality control
boards,CARB and local air quality management districts. For energy policy: pricing and
funding: CEC, CPUC and CPCFA. For implementation and funding: private anaerobic
digester technology companies, dairy owners, producer groups and local governments.
For overall state policy: Cal/EPA and member boards, offices and departments and
CDFA.

Problem: Power generation from biomass is well-established technology in the state with 30
existing biomass direct combustion power plants generating 569 MW.'> However, the cost of
producing wholesale electricity from biomass using these older facilities may not be cost
effective because of low efficiencies. Advanced thermochemical technologies are being
developed, some that possibly combine the production of electricity and renewable liquid fuels.
However, a significant amount of investment is still needed to prove these technologies on a
commercial scale. The ability of these facilities to sell power under acceptable terms is not
certain and the generators have been at a disadvantage in obtaining workable provisions. Better
terms are needed so the tariffs work for both the generators and the IOUs. Ownership of RECS
is ambiguous and subject to different interpretations, particularly regarding GHG emission
reduction values that go beyond the avoided generation carbon emissions.

These projects also face significant regulatory hurdles. Because of the way California
regulations are written and interpreted, gasification and pyrolysis plants that convert byproducts
are potentially handled under several agency jurisdictions including the CIWMB under
regulations that are designed for solid waste facilities, CARB and local air districts. Few plans
for biomass conversion plants have been approved in recent years. It is estimated to take up to
five years to permit and build a thermochemical conversion plant in California with the current
uncertain regulatory process.

Possible Solutions: California could be a much more active player in developing and deploying
advanced technologies for converting biomass to high value transportation fuels. Making
“California a suitable marketplace for advanced biofuels production is a key to technology
development. Incentives and research support are needed to encourage the development of an
advanced biofuels industry in California. This could include investment credits, low interest
loans, and fuel tax credits, as well as ongoing support for RD&D funding. In addition, there is a
need to establish clear and consistent state policies for sustainable management and development
of biomass to help reach climate change goals with production of renewable power and fuels and
meet the needs for environmental protection. Regulations need to be revised to differentiate
between solid waste facilities that take Municipal Solid Waste (MSW) from fuel and electricity
generation facilities and facilities that use dedicated agricultural, forest, urban tree prunings and
other discrete feedstock. The CPUC needs to clarify ownership of the RECs and carbon credits
in future rulings and regulations.

Both biochemical and thermo-chemical conversion technologies are being actively developed for
conversion of biomass by many public and private actors. Biochemical conversion relies on
specialized mixtures of enzymes or acids to break down a cellulosic material to derive desirable

. 13
sugars that ferment into ethanol.”” Generally corn and grasses have been the preferred feedstock
because of the high sugar yield and low lignin content. Thermo-chemical conversion transforms
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biomass into gaseous carbon and hydrogen compounds used directly for energy production or
reconfigured into liquid fuels using synthesis catalysts."

Developing alternative uses for biomass would complement regulatory programs requiring
farmers to reduce open burning of residues. For example, approximately 1.1 million tons of rice
straw is produced annually, with over 95 percent available from the Sacramento Valley. In 1991,
a law requiring the phase-down of rice straw burning was passed.’’ This spurred the industry on
to manage rice straw though intensive non-burning alternatives that cost the California rice
industry approximately $16-$18 million each year.'® Other commodity providers in the San
Joaquin Valley are facing the same regulatory pressure to reduce or eliminate open field burning.
These regions are ideal for investment in a conversion facility capable of using rice straw or
other locally-produced biomass. Such investment could contribute significantly to AB 32
objectives and address the economic burden experienced by rice growers and other farmers
complying with burning phase-down legislation.

D. Dedicated Biofuels Crops

A concerted California biofuels development program could supply a significant amount of
renewable fuels in the short term while advanced technologies for biomass conversion are being
developed and proven. The Low Carbon Fuel Standard (LCFS) establishes a statewide goal of
reducing the carbon intensity of California’s transportation fuels by at least 10 percent by 2020.
Biofuel crops grown and processed in California could help meet this new standard. As noted in
the Transportation Chapter, it is important to steer biofuels development towards lowering the
GHG emissions of biofuels on a life-cycle basis.

o Timeframe: 2012 (25 percent implementation) to 2020 (100 percent implementation).

e GHG Reduction Potential: | MMTCO2E per year (assuming up to 500,000 acres could
be available in the near term for starch, sugar and oil crops for producing biofuels;'” this
would result in an estimated 180 million gallons of ethanol or 2.6 million barrels of oil in
biofuels equivalent.)

o Ease of Implementation: While the technologies are readily available for conversion of
sugar and starch crops to ethanol and conversion of oilseed crops into fuel with improved
energy efficiency and reduced emissions the development of biofuel crop production in
California to supply these facilities will require extensive crop production research and
long-term market commitment by the facilities and the community. Much research on
issues associated with renewable fuel production is new and ongoing and dispersed

_ throughout the world. Funded by Federal, State and private monies, access to this
research is of paramount importance for the agricultural and regulatory communities to
make sound decisions regarding best-approaches for moving forward.

o Co-benefits / Mitigation Requirements: Using fall and winter cover crops could help
reduce the potential for dust emissions in some cropping systems. There is also potential
for growing biofuel crops with saline water or on salt-effected land that is moving out of
conventional production in the San Joaquin or Imperial Valley."® For example, several
winter cover crops being considered as biodiesel feed stocks can extract selenium and salt
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from the soil. New biofuels facilities would require permitting and mitigation of any
local impacts.

® Responsible Parties: Cal/EPA and member boards, offices and departments; CDFA and
the agricultural community should work with the private and public research community
to coordinate and prioritize California biofuel crop production research needs. To avoid
duplication, the U.S. Department of Agriculture (USDA) should serve as clearinghouse
for biofuel crop production research. The CEC, CARB and CDFA should coordinate on
biofuel crop lifecycle assessment. Private biofuel companies, the fossil fuel industry,
agricultural producers, producer groups and local governments should work together on
fuel processing implementation and funding. The SWRCB, regional water quality
control boards, CARB, local air quality management districts, and local land authorities
should coordinate for permitting of new biofuels facilities,

Problem: Several commodity crops in California suffer from diminishing markets and the
ability to shift to bio-fuel crops would help farmers with new options in crop rotations. Food
production impacts can be prevented by growing feedstocks on marginal land using advanced
technology for production of ethanol while minimizing emissions. The development of this
technology, however, requires clear market signals and RD&D support. At present, there is no
established State funding for bio-fuel field crop RD&D. Unfortunately, other Federal and
private grants are not being directed to California bio-fuel field production research.

To have a viable biodiesel industry using California grown feedstock, processing plants must be
constructed that can economically extract oil from seed. Oil press extraction technology is well
developed, but it often requires hexane to get the additional oil needed to make processing
economically feasible. Priority must be given to developing a hexane extraction process that
can obtain state regulatory approval while meeting the agricultural industry’s oil crushing needs.

Possible Solutions: California government can send a strong market signal that there is a long-
term biofuels market in California by making it a policy and regulatory priority. Implementation
of the LCFS is an important opportunity to allow low-carbon biofuels to complete in the
marketplace. This would spur the long-term investment needed in conversion facilities.
California also needs to develop a dedicated funding source for biofuel crop research using the
resources of UC, the State university system and other schools with the expertise and willingness
to conduct this research. California should develop a program for novel biofuel crops that
conducts intensive research and development on promising crops such as sweet sorghum, cover
crops and bioremediation crops targeted to marginal lands. Production tax credits - tied to
marginal land production - could provide incentives.

California can grow feed stocks for biodiesel within its own borders in a sustainable manner.
Winter cover crops, which can be grown as biodiesel feed stocks, can sequester carbon because
they add biomass back into the soil. New energy efficient production techniques could deliver
greater CO; benefits over production of ethanol in older plants in other parts of the country by
taking advantage of California’s proximity to feed market outlets for distiller’s grain (i.e. dairies
and livestock operations).
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A central biofuels information clearinghouse that links information resources for ease of access
and serves as a repository for information and tools for all stakeholders needs to be developed.
This resource should be housed at the USDA Beltsville Agricultural Library or other appropriate
and accessible location and should be available online. This collection would be of great use to
stakeholders around the nation -- and the world -- who are growing biofuel crops, researching
production issues, and planning for the future. They can use the latest research results to develop
up-to-date and relevant research projects. Ensuring that biofuels researchers and decision
makers have access to the latest research will facilitate the development of the U.S. biofuels
industry and make the best use of public and private investment in biofuels research.

As land use changes occur to accommodate potential conversion of crop and non-crop lands to
biofuel production a number of research areas will need to be addressed in California to avoid
unintended environmental or ecological impacts:

o Changes in water needs, availability, and water quality impacts;

o Competition for grains and oilseeds, and impacts on food and feed availability and
prices;

o Lifecycle assessment and GHG emission accounting for biofuels production;

o Recommended sustainable residue removal rates to maintain soil organic matter levels
for soil health;

o Assessments of co-benefits of biofuel production, such as soil quality, reduced erosion
from marginal crop lands, and enhanced wildlife benefits.

E. Soil Carbon Sequestration

Soil is a major reservoir for carbon and nitrogen in the terrestrial environment. It contains twice
as much carbon than terrestrial vegetation and the atmosphere combined. *° Though much work
has been done on Midwest crops such as soybeans and corn, little is known about the
sequestration potential-of California’s 400 agricultural commodities. California has abundant
acreage of permanent crops such as wine grapes and fruit and nut trees that could benefit from
further research to determine above and below ground sequestration potential. The term
“conservation tillage” designates crop production systems that maintain a minimum of 30
percent plant residue cover on soil after planting, which has significant potential to reduce GHG
emissions.

California’s rangelands managed open spaces and oak woodlands may also serve as an expansive
carbon sink via maintenance and enhancement of herbaceous materials and soil organic matter to
effectively sequester GHG emissions. Current research suggests that the implementation of
certain management practices to improve overall soil organic matter has a net benefit to the
sequestration of range and pasture lands. 2° Practices include improving grazing management,
using improved species, sowing legumes, fertilizing, and irrigating as appropriate or feasible.
Unlike intensive agriculture, rangelands are untilled and may provide greater long term soil
carbon sequestration benefits. Of California’s 100 million acres, 41 million are range and
pasture lands which represent a major statewide repository for GHG emissions. Preliminary
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research demonstrates that rangeland and working landscapes have the potential nationwide to
sequester 17.5 to 90.5 MMT annually.'

Timeframe: 2012 (25 percent implementation); 2020 (50 percent implementation); 2050
(100 percent implementation).

GHG Reduction Potential: 3.1 MMT CO,E (assuming California agricultural soils can
sequester or displace about 0.4 to 0.8 MT CO,E per acre over a 10-20 year period using
various techniques; if sequestration technologies were applied to all cropland in
California, reductions could add up to about 6.1 MMT CO,E per year, not including the
unknown potential from rangeland and open space; half of that figure is technically
feasible since these approaches may be difficult to implement or quantify.)

Ease of Implementation: Conservation tillage is currently used on less than 2 percent of
California's annual cropland. There will be little to no ability to make any operational
changes without financial support and incentives. Financial credits for GHG emission
mitigation will greatly benefit a significant portion of the farm population in California. A
simple, web-based interface, such as the Nutrient and Greenhouse Gas Evaluation Tool or
NUGGET (see page 6-15) should be expanded to other California commodities and made
readily available to growers and all interested parties to allow the selection and
quantification of site-specific management strategies that are sustainable, reduce
environmental impacts and are potentially more profitable. However, ranchers and land
managers would require specific direction on what herbaceous species effectively
sequester carbon and how to properly manage these living systems.

Co-benefits / Mitigation Requirements: Production practices that minimize tillage are
gaining interest because they can provide many co-benefits that improve soil and water
quality as well as reduce fertilizer, dust, water consumption and diesel fuel usage.
Conservation tillage requires less fuel use compared to conventional tillage. Enhanced
rangeland sequestration may promote the development of land use strategies that conserve
open space and prevent urban sprawl.

Responsible Parties: CDFA and the agricultural community should work with the private
and public research community to coordinate and prioritize California soil carbon
sequestration research needs and coordinate with USDA/NRCS to develop incentive
programs. CDFA and the agricultural community should coordinate with CEC and the
SWRCB on water and energy efficiencies of soil carbon production practices. CDFA and
USDA/NRCS should work with the ranching community and those interested in funding
additional research to evaluate what perennial or annual grasses sequester carbon. They
should also investigate what management practices enhance overall soil organic matter in
order to develop voluntary management practices to aid land managers on how to
implement management strategies in an effective manner.

Problem: Converting to reduced-till production alternatives requires a number of significant
operational changes, and each of these requires an upfront investment (in additional research,
equipment, time and management) in order to be successful. It also will demand significant
technical work and outreach to expand the use of new farming techniques. These methods need
to reduce the need for future practice changes that could return the stored carbon to the
atmosphere.
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One primary hurdle for adoption is that conservation tillage requires that crop residues be left on
the soil surface which would then interfere with furrow irrigation practices. Use of subsurface
drip can facilitate the adoption of conservation tillage by overcoming the need for furrows as a
means to deliver water to crops. California has invested relatively little in RD&D to overcome
hurdles to adopting conservation tillage and other favorable practices for carbon sequestration.

Establishing and monitoring the amount of carbon stored could be difficult if it requires more
work than the value of the credit. In addition, transaction costs may be too high for an individual
farmer to play directly in the carbon market. ‘

Possible Solutions: Quantifying soil carbon sequestration is only one part of a larger accounting
puzzle that needs to address soil carbon and trace gas emissions of methane (CH,) and nitrous
oxide (N,O) holistically to be valid and effective. When specific soil carbon sequestration
recommendations are made based on the new research, this information will need be used in
models and ultimately in web-based documentation tools that provide growers the mechanism to
obtain support and incentives to make potential operational changes through carbon credits. A
monitoring network integrated with modeling will be necessary and aggregation of credits on a
commodity or regional basis is the likely way that farmers can participate in the carbon market.

Additional research is required to evaluate rangeland’s carbon sequestration capability
specifically reflective of herbaceous species in and around California rangelands. Further
research will aid land managers in the development of guidelines and management practices to
preserve and enhance California’s rangelands and enhance soil organic matter. Research should
also encompass the result of livestock grazing on rangeland to manage invasive species and
promote healthy and regenerative landscapes that will more likely sequester carbon.

California cannot address the issue of soil carbon sequestration by itself. Therefore it should
coordinate its efforts in this promising arena for GHG emission reductions by coordinating with
federal government agencies. Among the recommendations of the ETAAC agricultural
subgroup are the following:

e  The USDA should convene a working group of university and government scientists and
stakeholders to establish minimum protocol standards for the measurement, monitoring
and verification of agricultural GHG emission reductions and carbon sequestration.

e  USDA should establish a national network of on-farm soil measurements for carbon
stocks to complement existing models and experimental data in order to develop a
national inventory and baselines for soil carbon markets. This should be done in
conjunction with the USDA NRCS Natural Resource Inventory.

e  The Secretary of Agriculture should actively support a minimum of $15 million in
funding annually for five years for research on GHG emissions and carbon
sequestration in agriculture through a national effort such as the Consortium for
Agricultural Soils Mitigation of GHGs (CASMGS) in the 2007 Farm Bill and ensure
coordination among all participating CASMGS institutions and USDA agencies
nationwide.
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The GHG Reduction through Agricultural Carbon Enhancement Network
(GRACENET) should be expanded beyond its current 29 sites to better represent the
geographic diversity and spatial variability of GHG emissions across the U.S.
GRACENET represents a coordinated national effort by the USDA Agricultural
Research Service to provide information on the status of soil carbon and GHG
emissions related to current agricultural practices. It also can serve as a platform to
develop new management practices to reduce net GHG emission and increase soil
carbon sequestration primarily through improved soil management. The focus should
be comparing common management scenarios at each location. The soils, crops and
condition will be location specific, but consistent methods and detailed record keeping
will be used to facilitate cross-location comparison and to ensure quality control.
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Recommendation: Additional State Soil Science RD&D and Web-based Tools

Further State sponsored RD&D is also needed to help answer questions about how soil texture,
crop rotation, residue type and amount, all influence yield response and alternative tillage
choices, and, ultimately, corresponding reductions in GHG emissions. A dedicated and
significant research funding source on the order of three to five million dollars to investigate
these practices in common California cropping patterns is well-justified. More funding for UC
Cooperative Extension in this area is critical.

California should establish a long-term program to encourage new technology for reduced
tillage, organic fertilization, cover cropping and low-input farming. This should include research
(in-field and modeling), monitoring and incentive/education/outreach programs for farmers to
convert to new equipment and techniques. Coupling conservation tillage systems with the use of
high efficiency, slow-release nitrogen fertilizer materials under California conditions needs to be
investigated, too.

Yet another exciting field of research that could help reduce GHG emissions is "precision
farming," a term that refers to carefully tailoring soil and crop management to fit the different
conditions found in each field using three technologies - remote sensing, in-field sensing,
geographic information systems (GIS) and global positioning systems (GPS). Using GIS record
keeping systems, farmers can record all of the field operations such as planting, spraying,
cultivation and harvest (along with specific information such as type of equipment used, rates,
weather information, time of day performed, etc.). Remotely sensed data can be analyzed and
added to the GIS using soil maps, digital terrain and field operations information as ground truth.
This can be used to guide further field operations like spraying, fertilizing and irrigating plus it
would serve record-keeping purposes.

Current USDA research using dynamic, process modeling has created geospatial tools for
quantifying nutrient fluxes to air and water, changes in carbon stocks and GHG emissions across
a range of management practices in San Joaquin and Merced Counties. This initial research
project will have an emphasis on computer modeling water and air emissions from dairies and
provide a decision-making tool for economical use of fertilizer and manure resources called the
Nutrient and Greenhouse Gas Evaluation Tool, or NUGGET. This tool will utilize GIS
capabilities to capture spatial and temporal variability in agricultural, environmental, and
climatic conditions. The DeNitrification-DeComposition (DNDC) model is also being used for
these studies. It will take $600,000 over a two-year period to implement this effort on dairies
statewide.

With its unique Mediterranean climate, California dominates the nation with our 1.8 million
acres of tree crops valued at $6.7 billion. These key agricultural commodities should take
advantage of the Forest DNDC model that was developed by the United States Forest Service,
which could be adapted for use on the state’s tree crops.

6-15
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F. Riparian Restoration and Farmscape Sequestration

One way to store carbon on agricultural lands is to re-establish natural woody vegetation on
rangeland, field edges and marginal farmland and riparian areas that have been cleared.

o Timeframe: 2012 (10 percent implementation); 2020 (25 percent implementation); 2050
(50 percent implementation).

e GHG Reduction Potential: 2.9 MMTCO,E (assuming 500,000 acres on the edges of
cropland and rangeland might be available for re-vegetation or farmscaping with woody
shrubs and trees and that annual carbon storage over the initial 20 years of vegetation
growth amounts to 5.8 MTCO,E per acre).

o Ease of Implementation: A current challenge is to facilitate the process of restoration to
increase both biodiversity of native species and associated ecosystem services. A toolbox
of management practices, and an understanding of potential site-specific interactions (e.g.,
grazing pressure, soil type, microenvironment, and plant species composition), would
facilitate greater establishment of restored native grasslands on marginal lands.
Agricultural policies that favor soil conservation and potentially enhance carbon
sequestration and nutrient retention would likely be required to help facilitate these
conversions. Eventually this understanding could be employed to mitigate and adapt to
climate change. This will require better information on the impact of land use history on
soil biology and soil carbon sequestration in relation to plant species composition. As this
type of information becomes available, it will also be possible to scale up to landscape-
level predictions of carbon sequestration by grasslands across different soil types and
management regimes. Assessments of tradeoffs involved in land use change from
grasslands to other different types of ecosystems would also be possible.

e Co-benefits / Mitigation Requirements: These efforts can benefit erosion control, water
quality and wildlife habitat.

® Responsible Parties: CDFA and the agricultural/ranching community should work with
the private and public research community to coordinate and restoration research in
California ecosystems and coordinate with USDA/NRCS to develop incentive programs.

Problem: The cost of installing an acre of re-vegetation could be prohibitive if done only for
carbon credit generation. Based on estimates for woody hedgerow plantings,” costs could be on
the order of $12,000 per acre for initial planting and $500 for annual maintenance in the first five
years. Clearly management optimization is needed to reduce costs of irrigation, maintenance and
nursery stock while maximizing growth. In addition, not enough data is available on
multifunctional benefits of woody species in agricultural landscapes in California to quantify the
value of other benefits. There are also possible crop losses from wildlife that intermittently feed
on crops and issues with Federal cost support (e.g. the Environmental Quality Incentive Program
and other Federal conservation programs).

There is no current data on the relationship between shrub and tree dimensions e.g., height or
diameter, and carbon sequestered in above- and below ground wood for the species used in
California, although some research is underway. The rate of growth per year needs to be
researched for the riparian and hedgerow species that are frequently used in California, under
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different site conditions. The growth rates and woody biomass depend greatly on site
characteristics, nutrient and water availability. Assessing the amount of carbon stored in
common species can be achieved with simple field measurements.**

Possible Solutions: Conduct research to quantify the carbon storage from these practices and
develop protocols that give landowners the ability to generate carbon credits (see Chapter 7 for
more information). This research program should include an economic and technology
assessment portion that develops the most cost effective approaches and looks at monetizing the
other benefits. Additional support is needed for funding and then managing implementation and
ongoing monitoring systems. As with all forms of carbon sequestration, commodity or industry
programs to aggregate credits may be a suitable approach for marketing these credits, which, in
turn, could provide fiscal support for development and performance monitoring.

It may also be possible to grow revenue generating tree crops or perennial biofuel crops in these
buffer strips, making installations more economically attractive, particularly in combination with
Federal programs such as the Conservation Reserve Program, etc. It may even be possible to
layer grasses with tree crops in such a way as to have multiple environmental and economic
benefits or to “buy” annually the incremental value of a long term crop asset (i.e. high value
wood like walnut) which provides incentive for plantings that would not otherwise occur.

G. Fertilizer Use and Water Management Efficiency

There is growing interest in reducing nitrous oxide (N,O) emissions from managed soils due to
high probability of GHG emission releases during fertilization.

o Timeframe: 2012 (10 percent implementation); 2020 (25 percent implementation); 2050
(50 percent implementation).

e  GHG Reduction Potential: 1.8 MMTCO,E (assuming reducing these emissions on typical
California crops in the order of 0.4 MTCO,E per acre per year by reducing fertilizer input
by 25 percent;25 if this were to translate to all California agricultural crops, this could be a
potential gross emissions reduction on the order of 3.6 MMTCO,E; start-up and
implementation issues reduce this gross potential by half).

s Ease of Implementation: Measuring N,O poses a double enigma. Not only are
measurements of annual N,O emissions laborious and therefore expensive, N,O fluxes are
often very erratic and highly dependent on fertilization and irrigation levels. Nitrous
oxide fluxes are also strongléy influenced by environmental conditions such as climate, soil
type, and cropping system.2 This makes extrapolation of the little available data
measured across different cropping systems and climate zones highly suspect.

o Co-benefits / Mitigation Requirements: Improving fertilizer efficiency and water
management appear to be promising ways to reduce N,O. These approaches should be
further investigated to measure impacts on crop yield, air and water quality, and returns on
investment for participating farmers. By combining field information, soil measurements,
event-related N,O measurements, and simulation modeling, a reliable annual GHG
emission budget could be calculated under current and possible future conventional and
alternative cropping system scenarios for California.
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e Responsible Parties: CDFA and the agricultural community should work with the private
and public research community to coordinate and prioritize California fertilizer
management research needs and coordinate with USDA/Natural Resource Conservation
Service to develop incentive programs. CDFA and the agricultural community should
coordinate with CEC and the SWRCB to determine potential water and energy
efficiencies from any operational changes.

Problem: One of the key barriers to reducing fertilizer inputs is the potential impact to crop
yield that would reduce farm income and diminish the emissions benefit per net amount of crop
produced. Substantial research needs to be conducted on the wide variety of crops and soils in
California on N,O emissions, the effect of different cultivation practices, and ways to reduce
inputs without impacting yield. Research on no-till soils generally shows an increase in nitrogen
-containing trace emissions upon conversion from conventional tillage practices. This increase
has been attributed to an increase in soil bulk density under no-till.”” Researchers suggest that
mitigation of nitrogen containing trace gas emissions may take up to 20 years of continuous no-
till management.

While it is estimated that N2O accounts for up to 32 percent of all agricultural GHG emissions
(CH4 accounts for 50 percent, and COz for 19 percentzs) there is great remaining uncertainty
surrounding the N2O emissions inventory. There is therefore a need to not only quantify the
amount of N20 emissions, but also the uncertainty around estimates of agricultural N20
emissions at multiple spatial and temporal scales.

Possible Solutions: Optimizing nitrogen-fertilizer application rates with improved technologies
and management practices could provide the double benefit of cost savings and N,O reduction.
There may be potential “insurance” products for paying farmers who reduce nitrogen use against
yield decline that occurs as a result. Additionally, some types of conservation tillage practices,
like strip tillage, may not have the same increases in bulk density that are found in no-till
approaches. The ETAAC agricultural subgroup suggests growers look to the full suite of
conservation tillage technologies — as well as other management practices -- that have the
greatest combined economic and environmental benefits.

This type of quantification requires accurate measurements of N20 fluxes and well validated and
calibrated biogeochemical simulation models that can estimate annual N20 budgets for a range
of representative cropping systems. A database of event-related and background N20 emissions,
crop development and controlling factors (e.g. soil temperature, soil moisture, and soil mineral
nitrogen) must be constructed in a range of representative Californian cropping systems, soils,
and climates. This database could then be used to calibrate and validate the biogeochemical
models. Costs estimates for constructing this database and developing a biogeochemical model
validated with California crops and soils would cost on the order of two to three million dollars.
The models could then be used for scenario and trade-off analysis of potential agricultural
practices to minimize annual N,O and other GHG emissions in California agriculture. (Please
see also the composting options in Chapter 4.IV.N.)
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I1I. Priority Actions

Item Relates To Who

1. Develop a clear stream-lined salt loading and co-digestion | Manure Mgmt | SWRCB/
compliance process that apply to anaerobic digestion CVRWB

2. Develop a simplified process to help assess and develop Manure SWRCB,
criteria to determine the potential need for pond Mgmt CWRWB
reconstruction; develop criteria for pond/digester liners
that is practical and clarifies regulatory oversight and
approval process

3. Develop a regulatory compliance mechanism for dairies Renewable CARB,
with methane digesters that have a herd size below air Energy CPUC
district permitting thresholds |

4. Amend the Self-Generation Incentive Program to continue | Renewable Legislature, CEC and
allowing incentives for electricity produced from biogas in | Energy CPUC
anaerobic digesters and allow excess electricity sales

5. Require electric utilities to purchase excess electricity Renewable CPUC
from biogas production at a fully valued rate. Energy

6. Review existing agricultural tariffs to determine whether Renewable CPUC
rate structures discourage distributed generation and Energy
modify rates where appropriate

7. Eliminate demand charges from net metered biogas Renewable CPUC
operations who have only infrequent service interruptions | Energy
due to routine maintenance

8. Allow the owner/generator of an electricity generating Renewable CPUC, Legislature
biogas system to retain the environmental attributes, Energy
including GHG value and emission reduction credits and
any other not directly related to RPS compliance and
specific contractual arrangements

9. Conduct research to investigate type and level of biogas Renewable CPUC, Natural Gas
(including co-production) impurities to determine if bio- | Energy utilities and bio-
methane gas quality stds are needed methane producers

10. Develop a market price referent for biogas as exists for Renewable CPUC
renewable electricity to help remove uncertainty in Energy
developing and contracting digester systems

11. Assess existing interconnection processes and costs to Renewable CPUC
determine appropriateness for introduction of biomethane | Energy
into natural gas transmission systems; if needed develop
uniform standards for introducing biomethane into natural
gas distribution systems

12. If purification and injection is a preferred use of biogas, Renewable CPUC
monetary incentives should be provided and Energy

interconnection costs shared up to a limit with natural gas
utilities
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13. Clarify jurisdiction regulatory authority over the biogas Renewable CPUC, CEC/ Cal
production and utilization process Energy EPA
14. Develop incentives for using biogas as vehicle fuel Renewable CARB
Fuel
15. Utilities should be required to develop procedures to Renewable CPUC
streamline and speed up interconnection of electrical Energy
generators under the Rule 21 process.
16. Determine net air and water quality benefits of manure Renewable CARB, local air
digesters Energy districts, State and
regional water board
17. Develop a thermo-chemical conversion facility pilot Biomass UC/CSU/ biomass
project that utilizes agricultural byproducts (rice straw, industry
tree and cane prunings, etc.)
18. Revise CIWMB regulations to differentiate between solid | Biomass CPUC, CTWMB
waste facilities that MSW for electricity generation from
those that use dedicated agricultural, forest, tree prunings
and discrete feedstock
19. Clarify ownership of RECs and GHG credits in future Biomass CPUC
rulings and regulations
20. Coordinate, prioritize and fund CA biofuel crop Biofuels Growers w/private/
production research needs public research
institutions, CDFA,
CalEPA & member
boards
21. Develop a national clearinghouse for biofuel crop Biofuels USDA
production research
22. Coordinate bio-fuel crop lifecycle assessment Biofuels CEC, CARB, CDFA
23. Develop an approval process for hexane extraction that Biofuels Biofuel and fossil
meets the needs of the agricultural oil crushing industry fuel companies,
and state environmental regulations growers, local air &
water districts
24. Establish state funding for biofuel field crop research Biofuels State/federal
agencies, Congress,
Legislature
25. Implement regulatory oversight coordination for new Biofuels State and regional
biofuel facilities water boards, CARB
and local air districts,
local land authorities
26. Coordinate, prioritize and fund research for soil carbon Soil C Growers, public &
sequestration in CA crop production and ranching Sequestration | private research

environments, including riparian and farmscapes
restoration and any associated water and energy
efficiencies

institutions, USDA,
CDFA, CEC,
SWRCB
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27. Develop soil carbon sequestration, fertilizer mgmt and Soil C USDA/NRCS, CDFA
water efficiency incentives Sequestration
28. Coordinate, prioritize and fund CA fertilizer mgmt Fertilizer Growers, public &
research needs and any associated water and energy Efficiency private researchers,

efficiencies

USDA, CDFA, CEC,
SWRCB
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7. FORESTRY SECTOR

I. Introduction

Forests cover 30 percent of California. Photosynthesis by forests is one of the few
processes that remove and store a portion of California’s ongoing greenhouse gas (GHG)
emissions every day. Conversely, the loss of forests generates carbon emissions,
accelerating the threat of global climate change.

Scientists estimate that deforestation is responsible for approximately 20 percent of
global carbon dioxide (CO;) emissions linked to human activity, adding almost two
billion tonnes of carbon per year.! Most of this loss has occurred in tropical forests, but
the United States and California are not immune. In the U. S 1 million acres of private
forest lands were lost to development annually by the 1990s,? and housmg is expected to
increase by about 25 percent on private land near national forests by 2030.° In
California, nearly 3 million acres of private forest and rangelands are conservatively
projected to be lost to conversion over the next four decades.” Forest loss has a dual
emission impact: the loss of forest photosynthesis that removes atmospheric carbon; and
the emissions of stored forest carbon going back to the atmosphere through combustion,
decay and soil disturbance.

Similar to other ecosystems, forests are vulnerable to global climate change. As
temperature and precipitation patterns change, some forest types will be lost and others
will shift their location and diversity. Current stresses to forest health in California
already compromise forest resilience. Earlier spring snowmelt coupled with unnatural
stocking in some forests -- too many stems per acre -- from decades of fire exclusion
now make some forests more vulnerable to wildfire, pests and water stress.” Other
forests are under-stocked, the result of stand-converting wildfires or management
practices that maintain carbon stocks below their natural potential. The effects of climate
change will not hit all forests equally, and managing forests to improve resiliency
requires a better understanding of processes in all forest types.®

Forests offer many opportunities to increase carbon storage and avoid GHG emissions,
thereby offering climate change mitigation opportunities under AB 32. The most
important potential forest sector solutions to climate change include the following:

e Enhancing carbon storage in forests and in wood products;

e Avoiding carbon emissions from forestland conversion;

e Reducing wildfire emissions that result from unnatural forest conditions, forest
diseases and pests;

e Utilizing waste forest biomass to generate electricity or other fuels;

e Substituting low-emission wood products for other building materials that
produce high GHG emissions (e.g. concrete, steel).
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The full extent of opportunities from forests to mitigate climate change has not yet been
realized. Until recently, there has been little compelling reason to pursue forest projects
for climate purposes. Additionally, many forest management projects have been stymied
by broad disagreements over forest land management and low public trust that
environmental values will be protected. Many project types that would produce climate
benefits have already been debated, at least in part, in the context of other forest issues.
Thus these topics are not entirely new and substantial literature is available for each.

The California Air Resources Board (CARB) can bring value and a new perspective to
the forest debate. CARB can have a significant effect not only in addressing the climate
change threat, but in finding co-benefits that address long-standing management concerns
surrounding California’s forests. This chapter purposely does not focus on specific issues
related to forest protocols since these already have a separate stakeholder forum before
CARB. The chapter does, however, highlight key areas where CARB action would have
significant impact.
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II. The Policy Context

California’s forestlands provide a wealth of ecosystem and economic benefits ranging
from tree-covered watersheds that supply much of the state’s water, to wildlife habitats,
recreation and open space lands, to sustainable wood products and employment. Total
sales value for California’s primary forest products was about $2.3 billion in 2000, with
approximately 112,700 workers -- earning $4.5 billion annually -- employed in the
primary and secondary wood and paper products industry.’

The durability and health of California’s forests are threatened by numerous factors.
These include the push to convert forests to other land uses as homes expand into
wildlands, the increased occurrence of intense wild-fires relative to historic fire cycles,
the lack of appropriate forest management in some areas, and increased stress on forests
from global climate change itself. Conflicting policy arenas also confound progress on
some projects, such as the “chicken-and-egg” dilemma surrounding the siting of biomass
plants in conjunction with fuel reduction projects designed to restore forests to more
natural structures.

The immediate stakeholders and general public are highly attuned to changes in forest
use and forest policy. Each of the many forest values has a savvy political constituency

which participates actively in forest policy debates. A long history shows that opposing

sides can counter and deadlock each other politically and in the courts, leading to
gridlock when it comes to implementing solutions.

Global climate change brings a new dimension to the table and offers opportunities for
positive rather than negative outcomes across ownerships in the forest sector.
Recognizing that CARB has limited regulatory authority over forest management, CARB
can nevertheless offer a broad bridging role to the forest sector by helping to develop the
frameworks, metrics, structure and incentive-based policies for the sector to participate
positively in climate solutions.
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I1I. Key Policy Principles

The overarching theme to guide forest sector policies can be summed up as: “Enhance
gain, avoid loss.®” In essence, this recognizes that forests already perform a critical role
countering climate change emissions, but — with proper new policies -- can do even
better. Enhancing gains and avoiding loss will help “resile” both forest ecosystems as
well as forest landowners. (To ‘resile’ is to make resilient, to spring away from an
impact.”)

Ways to enhance gain include:

e  Manage forests to develop larger carbon reservoirs in trees, wood products and
soils;

e  Reforest areas that could naturally support more trees;

e  Utilize excess wood biomass from projects designed to restore forests to more
natural conditions to generate electricity or serve as feedstock for future
alternative fuels;

e Improve efficiencies in wood utilization (including harvest and mill efficiency,
recycling of wood products, and productive use of current wood waste.)

Ways to avoid loss include:

o  Keep the existing forest land base as forest, rather than converting them to
development and associated GHG-emitting activities. Preserving forestland can
take the form of increasing both conservation forests as parks and natural
ecosystems or retaining the working-forest land base of industrial and non-
industrial private forestlands that are most vulnerable to conversion and
development;

e  Retain a multi-faceted forest industry with sufficient infrastructure (mills,
equipment, workforce) to beneficially utilize wood materials consistent with
AB 32 goals;

¢  Reduce GHG emissions from wildfire by bringing unnatural stands back to more
natural fire-adapted conditions;

¢  Understand climate impacts on forests and work towards fostering greater
resilience.

Public comments have suggested various additional roles for forests. These comments
also raised a number of important policy concems: plantation afforestation to provide
fiber for wood products or fuel; increasing small-scale wood-heat applications such as
wood densification (e.g., biomass pallets); reducing the consumption of wood products;
natural re-seeding rather than re-planting following wildfire; and questions regarding the
efficacy of forest thinning as a GHG emissions reduction measure. Each of these issues
regarding how forests can be managed within the context of climate change can be
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explored as knowledge and discussions mature. For each of these concerns or ideas, the
net life cycle carbon benefits will need to be evaluated along with environmental and
economic impacts. These policy issues need further development, but are beyond the
scope of this ETAAC analysis.

In order for forests to be key players in California’s efforts to reduce GHG emissions, the
ETAAC forestry subgroup offers the following key principles to guide future policy
recommendations:

Use CARB’s stature to reinforce the concept that forests play a necessary
role in solutions to global climate change. CARB can bolster public
understanding of forest processes, the role of carbon storage in trees and wood
products, and forest health needs.

Acknowledge forests as both a sequestration and emission sector in its own
right. Gains and losses in GHG emissions from the forest sector should be
tracked and included in the State’s GHG emission inventory, in addition to
whatever other important role forests may play as offsets in voluntary markets or
“cap and trade” systems.

Develop climate policies appropriate to each forest sub-sector. Look for early
gains in forest contributions to climate stabilization appropriate to each class of
ownership and forest use (e.g. public and private; protected and managed;
industrial and non-industrial; and large and small owners). It is not necessary to
pit sectors and management objectives against each other or to promote one-
dimensional goals under the guise of a climate benefit. This is similar to the
approach recommended for low-carbon fuels, where specific technologies are not
singled out as winners but rather are left to progress on their own merits.'® If and
when market options develop for sequestering forest carbon, owners will respond
according to their own motivations. It is premature to pick winning forest sectors
now, but we can find gains and policies within each sub-sector to encourage early
actions to reduce GHG emissions.

Establish flexible and durable frameworks for forest landowners to work
within, and let them find their own way to participate.
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IV. Key Overriding Themes
The ETAAC forestry subgroup makes the following recommendations to CARB:

1. Continue to affirm the metrics and structure for forest carbon accounting and
reporting. California needs to remain compatible with existing international accounting
conventions, as reflected in the recent adoption by CARB of the California Forest
Protocols as a voluntary “Early Action” measure pursuant to AB 32.

2. Establish the role forests will have in carbon markets: Legitimate “gold standard”
forest carbon credits compliant with the standards of the California Climate Action
Registry (CCAR) are already in play in the voluntary carbon market and the European
Kyoto-based market. If a State, regional or national cap and trade market is established,
decisions will be needed to address these issues: whether offsets will be allowed for
flexibility; how much of the cap obligation can be met with offsets; and what kinds of
offsets will be permitted (i.e. will forests be eligible?)

The forestry sector argues it should be eligible as a legitimate offset candidate should a
carbon market develop in California. The ETAAC forestry sector subgroup cautions,
however, in its response to the Market Advisory Report,11 that “...in order for (an offsets)
market to work properly, offsets must be real, additional, permanent, enforceable,
predictable and transparent,” all of which describe the current standards of the CCAR
and CARB policy. As they develop, CARB and CCAR may also evaluate other registry
systems to determine if they provide equivalent standards. Recognizing the hesitancy of
the carbon market and many stakeholders towards accepting forest offsets, CARB must
uphold rigorous and credible accounting in order for forest carbon credits to have
meaningful market value. While California market decisions are in process, the forest
sector will meanwhile continue to participate in the voluntary and Kyoto-based markets,
receiving highest value from carbon credits that meet the highest standards.

3. Consider protocols for additional forest activities: Current CCAR Protocols address
“Forest Management,” “Reforestation,” and “Avoided Deforestation.” New CARB and
CCAR stakeholder workgroups are currently evaluating whether additional protocols or
guidance are needed for addressing public lands, urban forestry, biomass, wildfire
avoidance and other activities.
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Recommendations on Forestry Sector RD&D Needs

Support further research on the forest carbon cycle. Data needs are not trivial. Among the
recommendations of the ETAAC forestry sector subgroup are the following:

« Improve methods for assessing sequestration and emissions;

«  Test more efficient remote assessment techniques for carbon inventory, e.g. lidar;
spectral analysis from new satellite and conventional imagery;

« Model advances in the forest sector to inform state emission data;

» Examine how forests become carbon saturated; examine forest carbon exchange
through eddy flux;

» Track climate change impacts on forests; evaluate management approaches designed
to improve resilience and respond to impacts;

» Model inputs, outputs, and flow of wood carbon to maximize sequestration;
o Pursue small-scale biomass technologies.
Wood products research is also needed on:

+ Alternative wood-based liquid and gas fuels, e.g. fine wood gasification, pyrolysis to
bio-oils, ligno-cellulosic conversion technology;

» Stronger and more versatile wood-based building materials.

There is always room for new ideas in the forest sector. Look for efficiencies in harvest
methods, equipment, combustion techniques, wood utilization, and manufacturing in the
near future. The State of California may want to consider how best to test incentives
such as small changes in tax structure, electricity rates, positions in the regulatory queue,
grant funding, and purchase preferences for their effect in stimulating climate- and
energy-efficient forest projects .
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V. Recommendations

A. Link Forest Fuels Management and Biomass Utilization

Public support of forest fuel management projects can provide a three-way climate gain
by restoring forest ecosystems to more resilient conditions, directing excess fuels to
biomass energy production to help meet the State’s Low Carbon Fuel Standards, and
reducing wildfire emissions from intense crown fires. Decades of fire exclusion have left
many forest stands in unnatural conditions, and sensible projects can be designed to
utilize excess forest materials in ways that benefit both the forest and the climate.
However, recognizing the strong public concerns regarding potential over-exploitation of
forests for biomass fuels, CARB should consider means to bolster confidence in the
ecological basis for fuels projects. A “Green Biofuels Index” may assist in this effort.

e Time Frame: Fuel management projects are now underway, but are quite
limited. Develop a public process for Green Biofuels Index by 2012.

e GHG Reduction Potential: Highly variable; based on assumptions of acres
treated; wildfires avoided or reduced; and development of facilities to produce
electricity and biofuels. Estimate 3 million metric tons of carbon dioxide
equivalents (MMTCO,E) per year at 2020 (.09 avoided emissions; 1.9 power and
fuels) assuming $400/acre average treatment cost; $37 million from existing
sources; and an increase to $5 million for California Forest Improvement Program
(CFIP) support.12

e Ease of Implementation: Several key barriers to biomass utilization prompt
development of a Green Biofuels Index. A “chicken-and-egg” dilemma
confounds success in linking fuel reduction projects to biomass facilities. Biomass
facilities cannot be sited, sized and financed without some horizon of dependable
supply. Dependable supply cannot be provided without public trust that forests
will not be overexploited by fuel reduction projects. A federally-supported
“Community Wildfire Protection Plan” process now encourages public input for
community fuel breaks and defensible space, but challenges by stakeholders
continue on larger forest projects and post-fire salvage. State support of a “green
labeling” process could help identify projects that meet environmental standards
and help firm up a supply of fuels to support biomass facilities. Efforts to
combine urban, agricultural and forest waste streams would help stabilize supply.
RD&D is also underway on alternate fuels from wood wastes. Wood products
laboratories are currently exploring conversion of wood to alternate liquid and gas
fuels (e.g. in-woods pyrolysis to bio-oils or gas).

o Co-Benefits / Mitigation Requirements: Multiple benefits can accrue to forest
ecosystems, reduced wildfire emissions and biopower generation from
appropriate projects designed to improve forest ecosystem health and resiliency,
especially in face of climate change. Forest co-benefits include: improved water
quality, reduced erosion, reduced sedimentation of stream habitats and
downstream storage facilities; improved wildlife habitat diversity; improved air

7-8

204



ETAAC FINAL REPORT

quality through a reduction in criteria pollutants and smoke emissions; reduced
risk to life and property; and greater employment in rural communities. Increased
biomass utilization also helps meet State biopower and biofuel targets while
reducing reliance on fossil fuels and other imported energy sources. In response
to public concerns regarding potential over-exploitation of forests, CARB should
emphasize the need for rigorous California Environmental Quality Act (CEQA)
and National Environmental Policy Act (NEPA) review of fuel mitigation projects
that incorporates a robust public process. (As a side note, forest carbon from the
various aspects of fuel reduction, “wildfire avoidance,” and electricity generation
from biomass, should be accounted separately, and be cognizant of the
importance of full accounting of upstream and downstream storage pools.)

® Responsible Parties: Ongoing international efforts by environmental
stakeholders may provide a model “Green BioFuel Labeling” program for CARB
to consider. The model could be adapted for California in cooperation with local
and state environmental groups, the US Forest Service (USFS), and the California
Department of Forestry (CDF).

Problem: Decades of fire suppression have left many forest stands with unnatural excess
levels of stocking (too many stems per acre) and growth of mid-successional fuel ladders.
Excess fuels intensify wildfire behavior, impacts to ecosystems, and risks to life and
property. Stress from drought, pests and global climate change further exacerbate
wildfire risks and damage. Fuel reduction projects are expensive and require extensive
public processes for design, review and final approval.

Possible Solutions: Support for a Green BioFuels Index -- comparable to a green-
labeling program -- developed with key stakeholders to increase public trust in
appropriate pro l]ects and address the gridlock of project design and approval. A Green
Biofuels Index'? would rank projects and improve public confidence in biofuel
sustainability. Based on the “green labeling” concept, the index develops a green biofuel
protocol; uses environmental labeling to distinguish products; allows the market to reflect
efficient labeling and claims; gives preference for green biofuels; offers incentives for
environmental performance; and establishes aggregate green biofuels performance
standards.

In some cases small price increases from a variety of sources for biopower would
mobilize more Wood waste out of the forest, at least to a break-even point to support fuel
reduction costs.'* State support for technology development and demonstration of small-
scale, mobile gasification (or other) units would be beneficial. State support for more
efficient conversion technology to feed distributed generation plants one to five
megawatts (MW) in size located near supply communities could also help the forestry
sector contribute to AB 32 goals (see more information on gasification in the Energy
Appendix.)

B. Reforestation and Forest Management for Enhanced Carbon Storage
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Reforestation and enhanced management of established working forests to store greater
carbon stocks will provide climate benefits by absorbing CO, from the atmosphere and
storing it as carbon in trees for hundreds of years or longer

e  Time Frame: Additional gains by 2012 and ongoing.

»  GHG Reduction Potential: CDF estimates cumulative sequestration from
reforestation projects of 15 MMTCO, by 2020 (assuming 0.53 MMTCO,/year
by 2010 from 117,000 acres of forest established on forest and rangelands; 1.98
MMTCO,/yr by 2020 assuming 430,000 acres established on forest and
rangelands. 15 )

e Ease of Implementation: Reforestation is not limited by current technology, but
proposals will need to assess project success in face of changing climatic
conditions. Reforestation is a function of available funding. CDF already
provides delivery programs and CEQA compliance via the California Forest
Improvement Program (CFIP). The California State Parks system can deliver
reforestation programs on State park lands. The building of carbon stores in
established working forests is a landowner management decision. A high value
carbon credit for additional stored carbon is emerging, established through the
accounting standards of the CCAR California Forest Protocols and stimulated by
the rapidly expanding voluntary carbon market. Development of national and
international markets for forest carbon credits will further incentivize forest
carbon storage projects.

o  Co-Benefits / Mitigation Requirements: Multiple ecosystem and economic co-
benefits result from reforestation and enhanced carbon storage in established
forests. Active planting with native tree species and management of forest stands
to store additional carbon can provide watershed improvement, wildlife habitat
diversity, erosion stabilization, and forest health. Economic benefits include
short- and long-term job creation in rural regions from forest management. The
CEQA process is already in place for CFIP and forest management mitigation
activities. CCAR Forest Protocols currently address “Forest Management” and
“Reforestation” Projects.

*  Responsible Parties: CDF for technical support and program delivery;
CARB/CCAR for protocol adoption; State Resource Agency and California
Environmental Protection Agency (Cal/EPA) in support roles; State Parks
Department for reforestation on state park lands; State Legislature for potential
tax and other incentives.

Problem: Millions of acres of native forests on private and state ownerships in
California are estimated to remain below natural stocking capacity due to wildfire or
forest management that maintains forests below their carbon storage potential. Only 3.8
percent of all acres burned in 2001 in California have been replanted. Nationally there is
a growing reforestation backlog, now one million-acres and increasingly daily.
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Industrial forestlands under conventional management are typically managed to store
lower carbon stocks in the forest than their natural potential, being instead managed to
move forest carbon to the wood product pool. Wood products are an important carbon
storage pool, with storage lasting from days to centuries, but carbon loss does occur
between the tree in-situ and the harvested wood product.

Possible Solutions: Gains from forest management in established working forests to
increase carbon storage and sustain the long-term production of wood products are
substantial. Forested land is now estimated to sequester approximately 14 MMTCO,E
from the air annually. Total carbon stored in California forests is estimated to be 1.7
billion tons. To build upon this base of carbon sequestration, the ETAAC forestry
subgroup offers the following recommendations:

o Augment support for reforestation on private and state lands via existing
CDF cost-share programs and new forest carbon offset revenue (CDF
suggests a $5 million CFIP augmentation).

o CCAR Forest Protocols establish accounting standards for reporting
additional forest carbon from ‘Forest Management’ and ‘Reforestation’
projects. A forest carbon market would incentivize landowners to
participate in carbon storage projects, producing forest carbon as a new
“forest product,” opting to increase rotation age, tree size and forest
complexity with accompanying ecosystem co-benefits.

o Income tax credits or other incentives would accelerate reforestation/
sequestration efforts by landowners.

o Applying existing State Water Bond funds to reforestation of upper
watersheds would help develop water-holding capacity of soils and
vegetation and to mitigate effects of diminished snow pack on state water
supplies.

C. Urban Forests for Climate Benefits

Accelerated urban tree planting programs will cool landscapes, sequester carbon, and
provide biomass for renewable biopower.

» Time Frame: Program delivery systems in place and expandable by 2012 and
ongoing. Not technology limited.

* GHG Reduction Potential: The CDF goal is to plant 5 million trees by 2010 to
deliver 4 MMTCO;E by 2030. The estimated GHG emission reduction potential
is 0.88 MMTCO,E/yr at 2020 (0.14 sequestration; .05 shade; .69 biomass).

e Ease of Implementation: Planting technology and delivery programs are already
highly feasible. Urban wood waste is a relatively consistent supply of material.
CDF has broad existing authority to implement its Urban Forestry program.
Program and CEQA processes are established and ongoing. Barriers include the
following:
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o The need for additional funding for tree planting at State and local levels;
o Ongoing maintenance costs associated with planted sites.

o How to best site biopower generation facilities linking urban forest waste
streams with agricultural, forest and other wood wastes to serve as
feedstock.

Ways to overcome these barriers:

o Pursue funding to augment tree planting: grants; bonds; and increased
USEFS, city and utility support (e.g. the Sacramento Municipal Utility
District and other utilities now provide free shade trees if planted to
effectively reduce summer energy use);

o Support expanded tree-nursery programs at existing CDF and private
nurseries to provide tree stock for planting;

o Biomass facility siting is a function of regulatory agency action, location,
energy price and dependability of supply.

o Co-Benefits / Mitigation Requirements: There are multiple co-benefits, including
energy efficiency from shading; park, recreation, school, street tree and property
benefits from trees; and reduction of landfill disposal of wood wastes. A CEQA
process is already established for mitigation requirements.

» Responsible Parties: Urban cities and districts; CDF; State Parks Department,
USFS; California Department of Transportation.

Problem: A renewed state focus on existing Urban Forestry programs can deliver gains
in carbon storage, energy efficiency and energy production, but is currently lacking. Tree
plantings in strategic locations will store carbon as trees grow, provide shade for
buildings and parked cars (reducing energy emissions from air conditioning) and shade
roadways to help reduce the urban Heat Island effect. Biomass facilities combusting
urban waste will divert wood waste from landfills and supplement feed stocks from
agriculture, construction and other sources. Current funding from CDF Urban Forestry
program, USFS and Propositions 12, 40 and 84 are insufficient to meet the goal of five
million trees planted by 2010.

Possible Solutions: Further emphasis on possible grant, bond and other sources of
funding to increase planting programs and provide tree stock. As biomass/biopower
capacity develops, urban tree programs and wood waste streams will receive more
focused attention.

D. Endorse “California Climate Solutions” Program

California should champion home-grown products and actions that contribute to climate
solutions and provide in-state purchasing preferences and priority in regulatory queues
whenever feasible, and give preference to offset products certified by the CCAR in
voluntary or cap-and-trade market systems.

7-12
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o Time Frame: Now and ongoing.

® GHG Reduction Potential: The aggregate of all contributions from climate
actions.

e FEase of Implementation: Cal/EPA and CARB in conjunction with private sector
Trade Associations can develop an umbrella “California Climate Label” for
products and actions that result from (or are derived in compliance with) state
climate policies and programs.

e (Co-Benefits / Mitigation Requirements: Granting preferences for California
entities where feasible will help counter competitive disadvantage of entities
operating within an “early actor” state relative to non-regulated states. It will also
promote public awareness of climate change, climate solutions and the California
entities that are stepping forward.

*  Responsible Parties: CARB; Trade Associations; California Business,
Transportation and Housing Agency.

Problem: California is a national leader in promoting climate solutions but compliance
presents potential costs and competitive disadvantage to entities that compete with
unregulated out-of-state businesses.

Possible Solutions: Require state purchase preferences for entities that comply with a

new “California Climate Label.” Provide priority in regulatory queues where feasible.

Give preference to offset products certified by CCAR in voluntary carbon markets and
cap-and-trade systems.

7-13
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" a) International Panel on Climate Change (2007); b) Food and Agriculture Organization of the United
Nations, Global Forest Resources Assessment 2005, FAQ Forestry Paper 147, (2006):
http://www.fao.org/forestry/site/32431/en/. Also: http:/www.fao.org/newsroonven/news/2005/1000176/.
? Stein, S.M et al., Forests On The Edge: Housing Development on America’s Private Forests. Gen.Tech.
Rep. PNW-GTR-636. Portland, Oregon, (2005); United States Department of Agriculture, Forest Service,
Pacific Northwest Research Station: http://www.fs. fed.us/projects/fote/reports/fote-6-9-05.pdf.

? Stein, Susan M. et al., National Forests on the Edge: Development Pressures on America’s National
Forests and Grasslands, Gen. Tech. Rep. PNW-GTR-728. Portland, OR (2007); U.S. Department of
Agriculture, Forest Service, Pacific Northwest Research Station, p. 26.

* California Dept. Forestry and Fire Department, The Changing California; Forest and Range 2003
Assessment, Fire and Resource Assessment Program (2003): http://frap.cdf.ca.gov/assessment2003/

5 Westerling, A.L. et al, ”Warming and Earlier Spring Increase Western U.S. Forest Wildfire Activity,”
Science, Volume 313, No. 5789, August 18, 2006, p. 940-943.

¢ Millar, C, Stephenson, N. and Stephens, S.L., “Climate Change and Forests of the Future: Managing in
the Face of Uncertainty,” Ecological Applications, 17(8), (2007), p. 2145-2151.

"Morgan, T. et al. California’s Forest Products Industry: A Descriptive Analysis, Gen. Tech. Rep. PNW-
GTR-615. Portland, OR (2004): U.S. Department of Agriculture, Forest Service, Pacific Northwest
Research Station, p. 55.

¥ Thanks to the Pacific Forest Trust for capsulizing the concept.

® Thanks to Connie Millar, USFS Pacific Southwest Rescarch Station, for reviving a word we can use for
this concept.

19 Farrell, Alexander E., and Sperling, Daniel, A Low-Carbon Fuel Standard for California, Past 2: Policy
Analysis - FINAL REPORT, University of California-Berkeley and University of California-Davis: Posted
on 8/2/07: http://www.energy.ca.govilow carbon_fuel standard/#uc.

See also: Baker, David R., “Emission Plan from UC Team: State Must Reduce Greenhouse Gases, Carbon
in its Fuels,” San Francisco Chronicle, August 4, 2007 C-1: hitp://www sfgate.com/cgi-

'""ETAAC Review of Market Advisory Committee Report, 2008.

'2See CDF CAT Report, 8/07 for assumptions and calculations for projects on private forest lands

" Turner B., Plevin, R. O’Hare, M. and Farrell, A., Creating Markets for Green Biofuels: Measuring and
Improving Environmental Performance, Institute of Transportation Studies, UC Berkeley Transportation,
Sustainability Research Center, Paper UCB-ITS-TSRC-RR-2007-1 (2007.)

'* Personal communication, Dr. Han-Sup Han, Associate Professor, Forest Operations and Engineering,
Humboldt State University, Arcata, CA.

'* See assumptions per CAT 9/19/06, CDF — vers. 1.2.
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8. WATER SECTOR
I. Introduction

Water is one of the few sectors of California’s economy where the same policies can serve both
preventative and adaptive global climate change goals. Making more efficient use of water will
reduce our demands on water resources and shrink the energy consumption associated with water
conveyance, pumping, heating and treatment. California water policies can therefore help the
State adapt to the effects of climate change while also minimizing GHG emissions.

California’s current water use makes significant contributions to the State's current GHG
emission inventory. The 2005 CEC report California's Water-Energy Relationship concluded
that the water sector is the largest user of electrical energy in the state, accounting for 19 percent
of all electricity consumed in California, 30 percent of non-power plant-related natural gas use,
and 88 million gallons of diesel burned every year. That same year, Governor Schwarzenegger's
Climate Action Team estimated that the energy used to move and treat water in California results
in the release of approximately 44 million tons of CO, emissions annually.

The “embedded energy” of water -- which includes the energy consumption associated with
water conveyance, pumping, heating, and treating -- varies significantly by location and use.
Based on research performed by the CEC’s PIER program, the following table reflects the
embedded energy (apart from end use consumption) required for indoor and outdoor uses of
water in Northern and Southern California.' The difference between indoor and outdoor water
use in this table is attributable to wastewater treatment.

Southern California | Northern California
Indoor water use 4,340 1,800
(kWh / AF)
Outdoor water use | 3,700 1,170
(kWh/ AF)

The CEC report further noted that energy applied in water end uses—typically, water pumping
and heating—accounts for more than 50 percent of the water-related energy consumption.
According to NRDC’s Energy Down the Drain’ report, end use energy is conservatively
estimated at 3,900 kWh/acre-feet (AF), a figure that does not include outdoor water use. Total
energy savings per AF (including end use energy) would be as follows:

Southern California | Northern California
Indoor water use, including 8,240 5,700
end use (kWh/ AF)
Outdoor water use (kWh / AF) | 3,700 1,170

There is some potential for a double counting of end-use energy savings between water
efficiency programs and the electric and natural gas utility energy efficiency programs (e.g., for
showerheads, faucet aerators, clothes washers, etc.). However, accounting for the full societal
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benefits of these measures including water and energy savings and reduced GHG emissions --
larger customer incentives or more effective program delivery mechanisms are justified.

There is a growing imperative to accelerate water use efficiency in California. Likely impacts of
climate change on California’s water supplies, the precipitous collapse of the San Francisco Bay-
Delta ecosystem, mounting evidence documenting the fragile state of Delta levees, and the recent
federal court decision to limit freshwater exports from the Delta, all strongly suggest that the
State must transform its policies in order to achieve major water savings through efficiency.

Despite some laudable progress in water use efficiency, California's efficiency potential remains
largely untapped. A report from the Department of Water Resources (DWR) entitled California
Water Plan Update (Bulletin 160-05) > estimates that water use efficiency can reduce urban
water use by 1.1 to 2.3 million acre feet (MAF) per year, and agricultural water by 0.5 to 2.0
MAF per year by 2030. Accelerating investments to attain this level of water conservation
savings by 2015 would result in total of approximately 30 million tons of GHG emission
reductions through 2030. Incentive driven advances in water-saving technology over the next 25
years could potentially push savings well beyond these levels.

The CEC’s May 2005 Water-Energy Relationship Report includes an avoided-cost based
analysis in Appendix D of present water conservation and efficiency programs. This analysis
shows that effective water conservation and efficiency programs can provide an entire string of
benefits, including energy savings, reduced air emissions, and lowered natural gas prices. When
a unit of water is saved, so too is the energy required to convey, treat, delivery, and safely
dispose of that unit of water. Region, elevation and energy source all influence water energy
intensity. A recent study” by Environmental Entrepreneurs estimated that up to 5 million acre-
feet of water and up to 7 million tons of CO, equivalent emissions could be cost-effectively
saved by 2020. This study examined existing studies by multiple public and private entities to
derive its estimates within the following categories:

o Water metering and tiered pricing: Move to 100 percent metered water use and tier
pricing to create an incentive to reduce high consumption;

e Indoor water use: Utilize fixtures and appliances that require less water;

e Qutdoor water use: Rely upon more efficient landscape irrigation;

o  Non-revenue water: Eliminate water that is lost or consumed, but not measured, and fix
water losses due to leakage, evaporation and storage overflows;

‘o Agriculture: Increased use of drip or other micro-irrigation technologies and more
efficient conveyance and delivery systems can dramatically cut consumption.

The categories of energy efficiency include:

¢ Solar pre-heating for hot water applications;
» Conversion of biogas to energy at wastewater facilities;
e  Water processing plant optimization.

The categories for water recycling include:
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e  On-site conversion of wastewater for irrigation and toilets. (Wastewater recycling can
also save energy when it displaces a more energy-intensive water supply.)

e  Capture of storm water to recharge groundwater or to convert into irrigation or
consumption supply.

The solutions listed above represent many cost-effective opportunities to reduce the GHG
emission impacts from water use in California. The CEC 2005 Integrated Energy Policy Report
noted that the State could achieve all of the savings forecast for the 2006-08 utility energy
efﬁmency program portfolio at 58 percent of the anticipated cost by investing in water efficiency
instead.> New policies, such as efficiency and GHG emission guidelines for the use of energy-
intense ocean water desalination facilities, could achieve additional savings at virtually no cost.

In January, 2008 the CPUC approved $6.4 million for pilot water-energy projects and associated
studies. This is the first use of electric ratepayer funding applied to water efﬁciency
improvement projects. Included in the new program is $341,000 for emerglng technologies, plus
another $100,000 for evaluation of these same emerging technologles It is hoped this program
can verify the benefits of technologies that save both water and energy.

By identifying cost-effective opportunities to reduce water sector energy use through water
conservation and efficiency programs, California can also reduce its vulnerability to the effects
of climate change. Governor Schwarzenegger’s 2006 biennial report on climate impacts in
California entitled Our Changing Climate projected a 30—60 percent loss in Sierra snowpack by
the end of the century under its lower GHG emission scenario. Those severe snow pack losses
would be even greater at higher GHG emission scenarios. Additional climate impacts on
California’s include the effects of sea level rise on the fragile Delta levee system, a key
component of the state’s water supply infrastructure, and an increase in evapo-transpiration due
to higher temperatures. By reducing our dependence upon our scarce water resources today,
California will be better prepared to withstand these projected changes in the future.

However, the State is not on target to achieve its identified water savings potential. A 2004
analysis by the CALFED Bay-Delta program revealed that in the urban sector, the voluntary
process based on the Memorandum of Understanding Regarding Urban Water Conservation in
California “is not working as intended and its impact on urban water use remains well below its
full potential.””” The analysis noted that the agricultural water use efficiency program received
only 10 percent of the Federal and State funding expected in the CALFED Record of Decision,
and the program is expected to achieve only 3 percent of the identified ecosystem and water
supply reliability benefits.® In evaluating the water-energy nexus, the CEC noted that water
efficiency policies, programs, and funding lag far behind those of energy efficiency. As the state
faces the emission reduction mandate of AB 32 and the prospect of reduced water supplies due to
climate change, these policy shortcomings must clearly be adequately addressed.
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II. Recommendations

A. Establish a Loading Order for Water

The State Legislature, the State Water Resources Control Board (SWRCB) and the CPUC can
adopt a “Loading Order” policy for water that would prioritize cost effective efficiency and
recycling measures over traditional supply options. Such a phased approach by water agencies
and the State is entirely consistent with a contemporary increased emphasis on integrated
regional water management.

o Timeframe: In place by 2012.

o GHG Reduction Potential: The Climate Action Team estimates that each reduction of one
million acre-feet nets GHG emission reductions of 1 million MTCO2E. The ETAAC water
subgroup estimates a reduction of up to 5 million acre-feet or 5 million MTCO2E.

e Ease of Implementation: Moderate. Unlike the energy sector, where most of the energy is
delivered by investor-owned utilities that are regulated by the State, most water in
California is sold by public agencies under a different regulatory structure.

o Co-benefits/Mitigation Requirements:
o Reduced demand for water will improve water quality in the Bay Delta;

o Improved irrigation efficiency will reduce pollution runoff into bays, rivers, and
streams;

o Reduced water consumption will make it easier to manage natural water shortages
and the alterations of California’s hydrology caused by global climate change; .

o Reduced energy usage will cut air emissions contributing to unhealthy levels of ozone
and fine particulates;

o Disadvantaged communities can reap economic benefits if prioritized for access to
water use efficiency projects.

e Responsible Parties: SWRCB, DWR, CPUC, State Legislature, Dept. of Health.

Problem: California currently does not have a procedure for prioritizing water efficiency and
other alternative sources of water over traditional energy-intensive water supplies.

Possible Solution: Model water resource planning and supply development after the successful
electricity resource Loading Order established in 2003 by California’s principal energy agencies,
most notably the CEC and CPUC. The Loading Order requires the utilities to: (1) pursue all
cost-effective energy efficiency savings; (2) meet new generation needs with renewable and
clean distributed generation resources; and (3) fill in remaining supply gaps with clean and
efficient fossil-fueled generation. This Loading Order was re-adopted by the energy agencies in
2005 and endorsed by the Governor. The Legislature codified energy efficiency as the top
priority electricity resource in 2005, requiring that all utilities “first acquire all available energy
efficiency and demand reduction resources that are cost effective, reliable, and feasible.”® The
Loading Order builds on the 30 years of success with State energy efficiency programs. Those
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programs have been a major reason why California’s per capita energy consumption is one half
the national average.

The Loading Order for the water sector would look like this:

e First, decrease demand through improved water efﬁCIency as the preferred approach to
addressing water supply reliability;

e Second, meet additional supply needs with alternative sources, including water recycling,
groundwater clean-up, and conjunctive use programs;

e Third, use environmentally responsible traditional supply options.

The Loading Order for water would first require agencies to seek cost-effective water efficiency
measures over new sources of water. The ranking of efficiency measures should take into
account the GHG emissions embedded in the water usage. Measures that maximize the
reduction of both water and GHG emissions would be prioritized. If demand for water cannot be
met though efficiency, the next step would be to meet demand through alternative sources such
as water recycling (processing used water or storm runoff) to produce water suitable for
irrigation, toilets, or in some cases, consumption. Such alternatives can be compared both on the
cost of water delivery and also on the GHG emission reductions. Agencies that demonstrate that
they are on track towards maximizing their efficiency potential could simultaneously pursue
these alternatives if necessary to meet demand. Finally, if demand cannot be met through
efficiency or alternative sources, new supplies could be tapped.

While a Loading Order would make an important first step to establish a climate-friendly State
water policy, it by itself it is not enough. The State must take these steps to put these policy
goals into operation: establish a process for determining the efficiency potential and
corresponding efficiency targets; standardize evaluation, measurement and verification of
savings; and adopt regulatory and incentive programs to achieve those targets.

A Loading Order would also need to be harmonized with existing policies including (but not
limited to) the California Water Code (sec 1063 1), which requires an evaluation of measures or
combinations of measures that offer lower incremental costs than expanded or additional water
supplies; AB 1420 (Laird), which requires consideration of demand management measures as a
condition for water management grants or loans; and other existing policies that the ETAAC
water subgroup did not have time to identify.

The State currently has voluntary water efficiency programs, among them the California Urban
Conservation Council. The intention of this ETAAC recommendation is to develop enforceable
policies modeled on the State’s proven and effective programs in the electricity and natural gas
sectors.

B. Establish a Public Goods Charge for Funding Water Improvements

The State should establish a program that collects a public goods charge from water users for
investments in water efficiency as a cost-effective water supply measure and a GHG emissions
reduction measure.
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o Timeframe: Programs in place by 2012.

¢ GHG Reduction Potential: This financing would accelerate implementation of the water
“Loading Order.” (See estimates of the one-for-one link between water and energy
savings in recommendation A above.)

e Ease of Implementation: Similar effort to that used by the public goods charge in the
electricity and natural gas sectors.

o Co-Benefits/Mitigation Requirements:

o Can benefit disadvantaged communities by funding local water efficiency
projects;

o Reduced water demand will improve water quality in the Bay Delta;

o Reduced water consumption will make it easier to manage seasonal natural water
shortages;

o Reduced energy usage limits unhealthy levels of ozone and fine particulates
pollution.

e Responsible Parties: SWRCB, CPUC, State Legislature

Problem: There is a lack of systematic public funds to encourage water efficiency and recycling
in a cost-effective manner.

Possible Solution: A Public Goods Charge on consumption of water can be collected on water
bills and then used to fund end-use water efficiency improvements, system-wide efficiency
projects, and water recycling. The charge can be modeled after the program used for energy
efficiency and managed by the California Energy Commission'

A Public Goods Charge is financed by a small surcharge on rate payers. Despite these upfront
costs for ratepayers, the existing CEC energy program has demonstrated an ability to generate a
positive return, which ultimately lowers customers’ bills. A study by the RAND Corporation on
California’s energy efficiency program showed it resulted in an increase in the State’s economy
of $875 to $1,300 per capita between 1977 and 2000, a 40 percent decrease in air pollution
emissions from stationary sources, and a reduced energy burden on low-income households."!

The use of the Public goods Charge would need to be harmonized with other funding,
particularly the funds created by the recently passed Proposition 84.

! Navigant Consulting, Refining Estimates of Water Related Energy Use in California, prepared for the California
Energy Commission, Public Interest Energy Research Program (December, 2006) CEC 500-2006-118

2 http://www.nrdc.org/water/conservation/edrain/contents.asp

? hitp://www.waterplan. water.ca.gov/previous/cwpu2005/index.cfin
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* http://www.e2.org/ext/doc/E2C2WaterReductionsSummary.pdf

* California Energy Commission, 2005 Integrated Energy Policy Report, CEC-100-2005-007CMF, (Sacramento,

CA. November 2005) p.150.

¢ http://docs.cpuc.ca.gov/PUBLISHED/FINAL _DECISION/76926.htm#P108_3558

7 CALFED Bay-Delta Program, Water Use Efficiency Comprehensive Evaluation, (Sacramento, CA: August, 2006)
.3

5)Ibid. p.2

? Senate Bill 1037 (Kehoe, 2005).

" For a general description of the program, see: http://www.energy.ca.gov/reports/ 1999-12_400-99-020.html.
n http://www.rand.org/pubs/monograph_reports/2005/MR1212.0.pdf
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9. ETAAC Review of MARKET ADVISORY COMMITTEE REPORT
1. Introduction

CARB requested that ETAAC provide a consensus view on how various policy mechanisms
referenced in the Market Advisory Committee (MAC) report might affect investments in -- and
the implementation of -- technologies and other solutions designed to help meet AB 32’s GHG
emission reduction goals. CARB directed ETAAC to provide comments on three specific
market design objectives highly relevant to the effective implementation of AB 32: (1) Early
Action; (2) Innovation; and (3) Clear Price Signals.

CARB also requested ETAAC to comment on how auction revenues under a cap and trade
system for GHG emissions should be utilized (if indeed a decision is made to auction some or all
of the permit allocations.) This requested review should not be considered a comprehensive
analysis of all of the risks and benefits of particular market designs or how traditional regulations,
tax incentives, or other alternatives to a market system might affect early action, innovation, and
price signals. While these are all very important goals, ETAAC acknowledges that there are
additional factors that policymakers should consider when designing new markets for carbon and
other GHG emission reductions.

The rationale for focusing on Early Action, Innovation and Clear Price Signals is summed up
below:

1. Early Action: It is imperative that California implement policies that encourage early
action investments in climate change mitigation prior to the imposition of GHG emission
limits in 2012. CARB therefore requested that ETAAC comment on how various market
design features either encourage or discourage early action.

2. Innovation: While efficiency improvements and existing technologies can provide
substantial GHG emission reductions throughout California, it is clear that the long term
goals will require significant technological innovations in renewable energy, cleaner
transportation options, as well as innovation in many other sectors of California’s
economy. With this in mind, CARB asked the ETAAC to comment on how various
market design features either encourage or discourage the development and deployment
of innovative technological solutions to climate change.

3. Clear Price Signals: Both the carbon market, as well as emerging markets for Cleantech
technologies and services, require clear and persistent price signals to provide certainty
for investors. Absent this certainty, firms are less likely to invest in the development of
new technologies or to install existing clean technologies. CARB therefore asked
ETAAC to comment on how various market design features either encourage or
discourage the establishment of these critical and clear price signals.

ETAAC commented on eight different market design issues that will impact whether California
meets the three just described policy goals:

s Scope of the Carbon Cap
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e Point of Electricity Regulation
e Allowance Allocation Method
e Use of Auction Revenues

e Offsets

e Banking

e Borrowing

e (Cost Containment Mechanisms

A global observation of ETAAC is that a well-designed cap and trade system cannot address all
of the different market failures that may prevent or impede the development and deployment of
new low-carbon technologies. Complementary measures and regulations will also be necessary.

A. Scope of Carbon Cap

A broader cap is preferable to a narrow one in order to meet all three policy goals in the most
cost effective manner. Therefore, the AB 32 carbon cap should include as many different sectors
of the economy as is practical.

Early Action: To the extent that a broad scope encourages more sectors of the economy
to act, it may reveal more cost-effective near-term investment opportunities, and can thus
encourage early action on a larger scale.

Innovation: A broader scope should lead to more innovation by encouraging investments
in more sectors as each regulated entity seeks to reduce GHG emissions. Some ETAAC
members noted that trading would have an ambiguous effect on innovation: buyers of
credits may escape the pressure to innovate by purchasing GHG emission reduction
credits, while sellers may profit from innovations resulting in excess GHG emission
reductions. If the scope of the cap is not broad, it becomes more important to have a
mechanism to encourage reductions in sectors outside the State cap. Ways of
accomplishing this are to either allow offsets or direct funds from auction proceeds
through a mechanism such as the proposed California Carbon Trust (see Chapter 2,
section [IA).

Clear Price Signals: A broader scope will likely provide greater liquidity in carbon
markets. Including many sectors of the economy under the carbon cap should also
stabilize prices due to the increased diversity of characteristics, needs, and risks among
capped entities. This approach would also boost the number of GHG emission reduction
opportunities available under the cap. By increasing the breadth of these opportunities
throughout California’s economy, the true cost of GHG emission reductions will be
revealed over time. Furthermore, the higher number of entities covered by a broad cap
should increase liquidity, thereby improving confidence in market signals. Ultimately,
this stability and liquidity should attract more capital and consequently lower costs.

9-2
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B. Point of Electricity Regulation

Some members of ETAAC believe that if CARB chooses to pursue a “first-seller” model of
electricity GHG emission reductions, then certain steps become important to ensure that price
signals fostering innovation can be effectively acted upon. Load Serving Entities (LSE) — such
an electric utility -- may be better positioned than first-sellers to directly stimulate innovation by
virtue of their likely greater economic power, their resource planning processes, and their diverse
portfolios of energy assets. For example, the creation of an entity such as the proposed California
Carbon Trust (see Chapter 2, Financial Sector, section II A) may be necessary under a first-seller
approach to aggregate the potentially diffuse economic power of first-sellers of electrical power
into a funding stream that is robust enough for the task of technology transformation. On the
other hand, some ETAAC members believe that incentives to innovate exist under the first seller
model because:

e  LSEs will have a AB 32 compliance responsibility as a first seller;
. Costs will flow to LSE customers, creating an economic incentive to innovate;

o  To the extent the first-seller model is consistent with what is likely to be implemented at
the Federal level of carbon governance, the expectation of a smoother transition to
uniform national standards and linkages with other markets may help reduce investor
risk, increasing the willingness to invest in innovation.

C. Allowance Allocation Method

ETAAC considered the impacts of the free allocations of GHG emission allowances based on
historical emissions (known as grandfathering), free allocations based on economic output, and
revenue-generating allowance auctions.! ETAAC members agreed that grandfathering is bad for
all three criteria. There was general agreement that some level of auctioning will be necessary.

Early Action: Allowance auctions, whether partial or full, provide the strongest
incentives for early action. Entities that reduce emissions early will not have to purchase
as many allowances at auction. Free allocation systems, whether grandfathering or
output-based, do nothing to encourage early action. Grandfathering actually provides a
disincentive to innovation. As a result of grandfathering, firms that undertake early
emissions reductions receive smaller allowance allocations. In contrast, output-based free
allocations do not discourage early actions.

Innovation: Allowance auctions provide the strongest financial incentives for innovation
within capped sectors. With auctioning, permits are allocated efficiently and all parties
have an incentive to innovate so as to reduce the number of permits they must purchase.
Auctions are also an easy way to permit the entry of innovative new firms into the market.
The revenue from auctions can be used to encourage innovation. However, it was
mentioned by some ETAAC members that firms have limited available capital. Money

! Free allocations, such as the US Acid Rain program, are distributed to complying entities at no cost to themselves.
Allocations based on megawatts for power generation are an example of “output” based allocations.
“Grandfathering” means allocations based on historic emissions.
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expended for purchasing permits may reduce their ability to invest in new techn)ology.

Some ETAAC members felt that a well-designed free allocation system with a stringent
cap could provide the needed incentives for innovation, as all companies would still have
to meet a hard cap and ultimately decrease their GHG emissions. This would also reduce
the need to purchase additional allowances. All ETAAC members agreed that if a free
allocation method is to be used, output-based free allocation methods are preferable to
grandfathering. Any free allocation method should be designed in such a way that the
setting of baseline emissions levels does not discourage early reductions.

Clear Price Signals: Some amount of auctioning is necessary for establishing a clear and
early price signal. Auctions expose the true market-clearing price for all GHG emissions
under a cap, whereas free allocation systems conceal mitigation prices for emission
reductions that are not traded.

D. Use of Auction Revenues

In legal terms, auction revenues are a “fee” because they meet the legal standard established by
the Sinclair Paint court decision. According to “Sinclair Test” requirements, fees must be
reasonable and there must be a nexus between the purpose of the fee and the use of its
corresponding revenues. In this case, the fee will be determined by market forces and therefore
will be reasonably related to the value of GHG emissions reductions. The fee is intended to
further the goals of AB 32 by reducing GHG emissions in California. The revenues from the
auction should therefore be directed to accomplish the very same goal of GHG emission
reductions. In addition, it is important to put these revenues to use quickly to avoid “fiscal drag.”
It does not serve the greater public interest to withhold these funds from the economy while State
regulators decide what to do with them for extended periods of time. So long as the fee starts
generating revenues (and corresponding potential public benefits), it is at least indirectly
compensating consumers and companies for any price increases associated with the
implementation of AB 32.

The following four areas would be productive and appropriate uses of these auction revenues:

¢ Direct investment in and purchase of additional GHG emissions reductions to support the
development and deployment of low-carbon technologies through an investment program.
This could be accomplished in a number of ways including, but not limited to the
following: create a direct investment program that is outsourced to a private entity; work
with existing private nonprofit organizations that make clean technology investments for
the public benefit; create a new investment vehicle specifically charged with making and
managing direct investments in low carbon technologies with auction fees.

e Allocate funds to California universities, colleges, research facilities for RD&D dedicated
to technologies with potentially high GHG emission reduction value. Leverage and
provide coordination among existing college and university RD&D efforts to help
individual technologies with particularly high promise achieve commercialization quickly
(see Chapter 2, Financial Sector, II. B).
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e Create financial vehicles and/or programs that address specific gaps, imperfections, or
opportunities in the low carbon market in order to serve as a catalyst for both private and
public sector participation. This could include, but is not limited to, providing fiscal
incentives for first production facilities, efficiency improvements in rental properties,
vehicle demonstrations for clean transportation technologies, etc. (See Finance Sector I1.
B)

e Take advantage of Environmental Justice co-benefits and GHG emission reductions in
disadvantaged communities. Co-benefits from emission reduction projects, such as
improvements in regional air quality in disadvantaged communities, are important state
objectives under AB 32 and should be considered when evaluating overall GHG emission
reduction strategies.

If auction revenues exceed the level where they can be efficiently applied to abate carbon and
other GHG emissions, these revenues can be used to reduce distorting taxation or payments to
ratepayers. This represents another potentially important policy option because it could improve
the economic efficiency of the overall California economy. Alternatively, these revenues could
be used to make the California economy more equitable, in particular by assisting communities
or industries that are disproportionately affected by climate change or by climate change
mitigation. Any such assistance should not eliminate the incentive created by placing a price on
carbon, but instead should help with short-term transitions to a more competitive, low-carbon
economy.

E. Offsets

Offsets allow a capped entity to claim credit for emissions reductions achieved outside the cap
and trade system. Offsets can help contain costs and target sectors outside of those subject to a
mandatory cap, while taking pressure off of those entities within the carbon cap’s jurisdiction.
The development of an offsets market may therefore be beneficial. Yet in order for this market to
work properly, offsets must be real, additional, permanent, enforceable, predictable and
transparent. ETAAC agrees that a standards-based approach to offsets is preferable to case-by-
case review since this approach reduces transaction costs as well as increases predictability, both
of which encourage early action, innovation, and clear price signals. ETAAC received
significant input on the subject of offset rules. The focus here is on the use of offsets for
compliance with AB 32. There is also an important role offsets play in the voluntary market. If a
California Carbon Trust is established, it can also be a buyer in the voluntary market, bringing
more capital to the table.

For a variety of reasons, policymakers may choose to place a quantity or a geographic limit on
offsets used for compliance with AB 32. Limits on offsets would help encourage action and
innovation within a specific sector, which can be useful if policymakers are trying to drive
progress within a particular segment of the economy. Limits on offsets could increase
compliance costs if the cap and trade system is not broad, however, and may make more sense in
some sectors than in others (due to differences in potential cost and prospects for technological
innovation.)
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Early Action: ETAAC does not believe that offset rules have any direct implications for
early action. Offsets themselves provide no incentives for early action. To the extent
that other policies encourage early action, however, offsets can increase the scope of
potential emission reduction projects in the early going.

Innovation: There is a tradeoff between incentives to innovate and the cost of compliance.
The increased flexibility provided by unlimited offsets would reduce AB 32 compliance
costs, but could also reduce the pressure to be creative within a given sector and weaken
price signals for would-be innovators. Limits on offsets are therefore useful for
encouraging new technological advances within specific capped sectors.

Quantity limits on offsets can help restore some of the innovation incentives by
restricting flexibility somewhat, but still require some portion of GHG emissions
reductions to actually come from within each sector. Some ETAAC members noted that,
in sectors with particularly high mitigation costs, overly strict limits on offsets could
drive up compliance costs and thereby reduce the amount of capital available for
investment. Any limits on offsets should therefore vary sector by sector based on the
ability of each particular sector’s ability to innovate and reduce GHG emissions. A report
by McKinsey — Reducing US Greenhouse Gas Emissions: How Much at What Cost?
provides a detailed cost estimate of a variety of GHG reduction projects.' While quantity
limits on offsets can be valuable for encouraging action and creative thinking within a
sector, it should be pointed out that it is difficult to come up with a “scientific”” number to
Jjustify any specific limit.

Out-of-state offsets will send money out of the California economy, thereby limiting
innovation and investment within the state’s borders. Geographic limits on offsets could
therefore be helpful in promoting in-state innovation and reductions. Keeping these
activities in-state would also ensure that California is able to take advantage of co-
benefits such as economic growth and reductions in criteria pollutants -- both objectives
of AB 32 -- among other public policy goals. Placing geographic limits on offsets is one
way to guarantee that offset projects used for compliance within state borders meet
California’s rigid standards for “additionality” and verification. Some members raised
questions as to whether or not placing geographic limits on offsets could be designed in a
way that does not violate the Commerce Clause. More research is needed on this issue.

Clear Price Signals: By providing increased flexibility for compliance, offsets can lower
prices. Limits on offsets based on geography tend to mitigate this effect somewhat. Such
offset limits also help reveal the true cost of GHG emissions reductions within each
capped sector of the economy.

F. Banking

Banking allows entities who over-comply in early phases of a cap and trade program to save
allowances for use in future compliance periods. If costs are projected to rise in the future (a fair
assumption given that allowances will be increasingly scarce as GHG emissions reduction targets
ratchet up), banking gives firms the ability to achieve compliance at lower cost by making

9-6



224
ETAAC FINAL REPORT

investments in the current period and banking allowances for use in the later, more expensive
period. That said, policymakers have the option to place restrictions on the quantity of
allowances that a particular entity can bank (as well as the length of time for which allowances
can be “banked.”)

Early Action: Banking encourages early action by allowing firms who undertake early
reductions to save allowances for later use. Some degree of banking is required if
policymakers want to encourage early action, as firms that are not allowed to bank credits
generated through early action have little incentive to make early reductions in GHG
emissions. The early action benefits of banking will be limited to the extent that banking
is limited.

Innovation: Banking of allowances is expected to encourage innovation by providing
value for deployment of innovative emission reductions in advance of required reductions.
Banking lets companies take advantage of lumpy investments in step-change emission
reduction technologies and measures. Some members argued that time and quantity

limits on banking would limit this innovation incentive. However, others noted that the
buildup of a large bank in the early years could decrease the pressure to innovate in later
periods. Limits might therefore be helpful to prevent the banks of offsets from growing
too large to thwart near- and long-term innovation.

Clear Price Signals: Banking is one way to address price fluctuations and stabilize the
market. The ability to bank allowances effectively creates a price floor because saved
allowances hold future value. It is safe to assume that allowance owners will not sell
them at unusually low prices. Banking can also help prevent allowance price spikes by
decreasing relative demand for allowances when prices are high due to the use of banked
allowances by firms who would otherwise have to buy them on the market. Some
ETAAC members felt that these benefits would be restricted to the extent that limits are
placed on banking. Other ETAAC members argued that limits on banking are necessary
to force allowance sales, thereby providing liquidity and price containment. Since
allowance prices are generally expected to increase in the future, firms may not be
inclined to sell allowances that are increasing in value so long as they can bank them
indefinitely.

G. Borrowing

This policy allows entities to “borrow” allowances from future compliance periods for use in the
current compliance period. While banking theoretically encourages over-compliance and early
action, borrowing can have the opposite effect: allowing capped entities to delay compliance.

ETAAC believes that borrowing should be limited to very specific circumstances. For example,
conditional borrowing, triggered by certain market conditions, could serve an important role as a
cost containment mechanism. Beyond this limited application, however, borrowing is
problematic in practice. Many of the benefits that borrowing offers in terms of flexibility over
time can be achieved instead through the use of longer compliance periods.
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Early Action: Borrowing discourages early action by allowing capped entities to delay
compliance. Unrestricted borrowing would provide a strong disincentive for early action.
Limits on borrowing can reduce this effect to a degree, but even a restricted borrowing
ability is likely to reduce early action.

Innovation: By allowing firms to delay compliance, borrowing delays technological
innovation and the diffusion of advanced solutions. A few ETAAC members felt that
limited borrowing might be necessary for innovation in order to encourage longer-term
investments. The use of a longer compliance period could serve the same purpose,
however, and eliminate the need for borrowing.

Clear Price Signals: Borrowing can help smooth prices by providing flexibility over time.
But this can also be achieved through banking and the use of a longer compliance period.
Conditional borrowing, triggered by adverse market conditions, could address price
spikes.

H. Cost Containment Mechanisms

Cost containment comes from flexibility and good program design. A broad scope, offsets,
banking, and proper use of auction revenues, should all help keep compliance costs down to
reasonable levels for capped entities. Nevertheless, no market is ever perfectly designed for all
situations. The emerging market for carbon and other GHG emission allowances could benefit
from a fast-acting cost containment mechanism that could address price volatility in a timely
fashion. Possibilities include a static “safety valve” or perhaps a more dynamic “market maker”
that could actively manage the carbon market through the buying and selling of credits.
Borrowing could also be used as a cost-containment mechanism, conditioned on the price of
carbon. (See G above for a discussion of borrowing.)

A well-designed market maker would be preferable to a rigid price-based safety valve for all
three criteria analyzed. The proposed California Carbon Trust (see Chapter 2, Financial Sector,
section II A) is one example of such a market maker. It is important to note that the rules for
intervention in the market would have to be clearly defined; more research is needed on how
active market management might impact costs and innovation. ETAAC received considerable
public comments both in favor of -- and against -- the idea of an active market maker.

Early Action: A price-based safety valve would reduce incentives for early action by
eliminating one reason to undertake early reductions: the threat of unusually high prices
for mitigating GHG emissions in the future. This problem could theoretically be
addressed by setting the safety valve trigger price at a high enough level to maintain the
threat of high prices and therefore incentives for early action. The same argument could
be made with regard to a dynamic market maker that has cost containment as one of its
goals. Nevertheless, such an entity could be also designed in a way that encourages early
action through other means.

Innovation: An explicit safety valve would frustrate innovation by setting an upper limit
on the cost of reductions, thereby confining the return to investors in GHG emission
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reduction technologies. An active market maker would be able to monitor trends in both
costs and investments in low-carbon technologies, allowing for more well-informed
intervention.

Clear Price Signals: A safety valve would create an upper bound for the price of carbon
and other GHG emissions, but would not create clear, stable prices. A market maker that
could actively monitor trends and intervene as necessary would be better able to smooth
prices, providing consistent and clearer price signals for investors. Again, ETAAC notes
that the guidelines for intervention by the market maker would have to be carefully
designed and clearly articulated.

l McKinsey, Reducing US Greenhouse Gas Emissions: How Much at What Cost?, November,
2007 http://www.conference-board.org/publications/describe.cfm?id=1384
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APPENDIX I: Brief Biographies of ETAAC Members

Alan Lloyd (Chair)

Dr. Lloyd is the President of the International Council on Clean Transportation. He
served as the Secretary of the California Environmental Protection Agency from 2004
through February 2006 and as the Chairman of the California Air Resources Board from
1999 to 2004. Prior to joining ARB, Dr. Lloyd was the Executive Director of the Energy
and Environmental Engineering Center for the Desert Research Institute at the University
and Community College System of Nevada, Reno, and the Chief Scientist at the South
Coast Air Quality Management until 1996. Dr. Lloyd's work focuses on the viable future
of advanced technology and renewable fuels, with attention to urban air quality issues
and global climate change. A proponent of alternate fuels, electric drive and fuel cell
vehicles eventually leading to a hydrogen economy, he was the 2003 Chairman of the
California Fuel Cell Partnership and is a co-founder of the California Stationary Fuel Cell
collaborative. He earned both his B.S. in Chemistry and Ph.D. in Gas Kinetics at the
University College of Wales, Aberystwyth, U.K.

Bob Epstein (Vice-Chair)

Dr. Epstein is an entrepreneur and engineer with a Ph.D. from the University of
California at Berkeley. He is currently the Co-Founder of Environmental Entrepreneurs,
Director of New Resource Bank, Director of Cleantech Capital Group, Board Member of
the Merola Opera Program, and Trustee of the Natural Resources Defense Council. Dr.
Epstein co-founded Environmental Entrepreneurs (E2), a national community of
professionals and business people who believe in protecting the environment while
building economic prosperity. It serves as a champion on the economic side of good
environmental policy by taking a reasoned, economically sound approach to
environmental issues. Through active support of Natural Resources Defense Council, E2
works to influence State and national environmental policy.

Lisa Bicker

Ms. Bicker is President of the California Clean Energy Fund (CalCEF), a private
nonprofit corporation formed to accelerate investment in California’s clean energy
economy. Before joining CalCEF, she was a Co-Founder and Chief Executive Officer of
TruePricing, Inc. an energy technology company. Prior to that, Ms Bicker served as
Chief Operating Officer of NewEnergy, Inc., a high-growth, retail electricity provider
which is now the largest retail electricity provider in the United States. Ms. Bicker has
also served as General Counsel to California Council for Environmental and Economic
Balance, a non-profit advocacy group. She has a B.A. from the University of California
at Davis and a J.D. from the University of San Francisco. She is a member of the
California State Bar and several industry associations.
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Jack Broadbent

As the Executive Officer/Air Pollution Control Officer, Mr. Broadbent is responsible for
directing the Bay Area Air Quality Management District’s programs to achieve and
maintain healthy air quality for the seven million residents of the nine county region of
the San Francisco Bay Area. Mr. Broadbent joined the Air District after serving as the
Director of the Air Division at the U.S. Environmental Protection Agency, Region IX,
where he was responsible for overseeing the implementation of the Clean Air Act as well
as indoor air quality and radiation programs for the Pacific Southwest region of the
United States. Previously, Mr. Broadbent was the South Coast Air Quality Management
District’s Deputy Executive Officer, where he directed the development of a number of
landmark programs that contributed to significant improvements in air quality in the Los
Angeles region. Mr. Broadbent holds a Master’s degree in Environmental A
Administration and a Bachelor of Science degree in Environmental Science, both from
the University of California at Riverside.

Cynthia Cory

Ms. Cory is the Director of Environmental Affairs, Government Affairs Division, for the
California Farm Bureau Federation (CFBF), a non-profit agricultural trade association
with more than 91,500 members in 53 counties in California. She has been associated
with the agricultural community for over thirty years; the past seventeen years have been
at CFBF working on State and Federal matters including air quality, biotechnology,
climate change, transportation and renewable bioenergy issues. Ms. Cory has a M.S. in
International Agricultural Development and a B.S. in Agronomy. She is also a member
of the USDA Agricultural Air Quality Taskforce and serves on several advisory
committees including the Governor’s Environmental Advisory Task Force, the California
Energy Commission’s Climate Change Advisory Committee and their Biodiesel Working
Group.

Alex Farrell

Dr. Farrell is an Assistant Professor in the Energy and Resources Group at the University
of California at Berkeley and Director of the Transportation Sustainability Research
Center. He has a degree in Systems Engineering from the U.S. Naval Academy and
served as a nuclear engineer onboard a submarine. After that, Dr. Farrell worked for the
world’s largest hydrogen supplier, Air Products and Chemicals, Inc. He received his
Ph.D. in Energy Management and Policy from the University of Pennsylvania and then
worked as a research fellow at Harvard, and a research engineer at Carnegie Mellon
University, where he remains part of the Climate Decision Making Center. For the last
decade, Dr. Farrell has conducted research on energy and environmental policy and has
published over two dozen peer-reviewed papers on these topics. He has served on
advisory committees for the National Academy of Engineering, the National Science
Foundation, and has consulted for various public and private organizations.

Bill Gerwing

Mr. Gerwing is the BP America General Manager of Regulatory Affairs. He is
responsible for regulatory issues management process, government regulator and non-
government organization stakeholder engagement strategy, and leads advocacy efforts on
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emerging US climate change policy and regulations. Mr. Gerwing has twenty five years
of knowledge and experience within the Health, Safety, and Environment (HSE) fields,
gained through a number of diverse assignments with the corporate and operating
business units within BP and Amoco. In 2003, he was appointed as the Director of HSE
for BP’s Western Hemisphere business and was then named to his current role focused on
US activities in 2006. Mr. Gerwing represents BP on PEW’s Business Environmental
Leadership Committee (BELC), API Climate Change Steering Committee, and a variety
of external stakeholder forums to advance policy development on climate issues.

Scott Hauge

M. Hauge is the President and owner of CAL Insurance & Associates, Inc., which was
founded in 1927 and currently has 27 employees. The agency specializes in providing
insurance for small to medium sized businesses. He has been a leading advocate in
paving the way for small and medium sized businesses by introducing government
legislation that has affected business on local, State and national levels. Mr. Hauge is
renowned for his knowledge of how to best protect and serve the business community.
He is currently a member of over 20 boards and commissions in San Francisco and
California. He is the founder of the San Francisco Small Business Advocates and most
recently, Small Business California.

Jim Hawley

Mr. Hawley is the Vice President and General Counsel of Technology Network
(TechNet), a California political and legislative strategy group, working with senior
executives and government relations staff of California-based technology companies. He
directed successful TechNet lobbying efforts related to green technology, litigation
issues, e-commerce regulation, corporate taxation, and broadband deployment. Mr.
Hawley has a B.A. Magna Cum Laude in political science from Amherst College, a JD
from Georgetown University Law Center and an active member of the California Bar
Association.

Patti Krebs

Patti Krebs is the Executive Director of the Industrial Environmental Association, a
Southern California public policy trade organization that represents manufacturing,
technology and research and development companies on a wide variety of legislative,
regulatory and policy issues that affect their facilities and operations.

Patti currently serves on the San Diego Association of Governments Energy Working
Group, the Port of San Diego's Maritime Advisory Committee, the San Diego Regional
Airport Authority Technical Advisory Group and has been instrumental in the
organization and founding of the San Diego Regional Sustainability Partnership. She is a
past member of the Board of Directors of San Diego Transit Corporation, the San Diego
Natural History Museum and the San Diego Symphony. She has served on numerous
Statewide technical boards and commissions including the State Water Resources Control
Board Advisory Group on TMDLs and the Air 