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INTRODUCTION

In the absence of federal action, Northeastern, Mid-Atlantic, Western, and Midwestern states have adopted cap-and-trade programs to reduce global warming pollution in their respective regions. This experience will prove critical to smooth implementation of a federal climate program. While the effects of greenhouse gas (GHG) emissions are global, the manner in which reductions can best be achieved and impacts best mitigated will vary by state and region due to differing demographics, politics, and economics.  This paper provides an overview of the three existing multi-state cap-and-trade programs: the Regional Greenhouse Gas Initiative (RGGI), the Western Climate Initiative (WCI), and the Midwestern Greenhouse Gas Reduction Accord (Accord). Together, 23 states are members and full signatories of these GHG reduction accords, and another nine states have joined the agreements as observers.

STATEMENT OF ISSUE

Member Perspective by Dick Pedersen, Chair of the ECOS Climate & Energy Subcommittee and Director, Oregon Department of Environmental Quality

This ECOS Green Report is especially timely as states strategize about how to participate in shaping an effective federal climate policy. While several details remain, state (and provincial) agencies have done much valuable work in the process of crafting the programs outlined below. Now is the time for states to use this expertise to widen and deepen the U.S. conversation about climate solutions as Congress debates climate legislation and the world prepares to debate the successor to the Kyoto Protocol in Copenhagen this December.

All three regions have conducted joint design processes to create regional markets in which participants in member states’ cap-and-trade programs can trade emissions allowances. Each region has tried to strike a balance between regional coordination and state prerogative in designing its program. As expected, the regions have made different policy choices on several important issues such as: which sectors will be covered; whether some or all of the allowances will be auctioned; and what limits the program will place on the use of offsets. By recognizing the choices each region has made and taking note of each other’s innovations, states will be better positioned to argue for federal solutions that achieve results and are cost-effective, flexible, fair, and politically viable.

It is obvious from the following descriptions that states are taking the lead in thinking through complicated issues, like the respective roles for cap-and-trade and complementary policies in the transition to a clean energy economy, and how to structure cap-and-trade to encourage and support businesses and communities in making this transition. Given our experience in engaging stakeholders and one another to craft workable solutions, states can be constructive participants in the national debate, keeping the focus on the purpose we’re all trying to achieve – a healthier and economically stable planet for future generations.

REPORT

Regional Greenhouse Gas Initiative (RGGI)

The Regional Greenhouse Gas Initiative (RGGI) is the first mandatory cap-and-trade program in the U.S. for carbon dioxide (CO2), the principal human-caused GHG. RGGI is a ten-state cooperative effort to reduce GHG emissions from electric power generation.

Under RGGI, ten Northeastern and Mid-Atlantic states (Connecticut, Delaware, Maine, Massachusetts, Maryland, New Hampshire, New Jersey, New York, Rhode Island, and Vermont) have jointly designed individual cap-and-trade programs that cap power plants’ CO2 emissions, and then lower that cap by 10 percent. These programs allow market forces to determine the most efficient and cost-effective means of cutting emissions.
“Global warming is the issue of our time. It’s a problem that demands the attention and the action of every government body, every business, and every citizen. Now that RGGI is live, we will be attacking it in three ways: first, reducing emissions; second, fostering energy efficiencies and conservation, and third, spurring the development of clean and renewable sources of energy,” says New York State Department of Environmental Conservation Commissioner Pete Grannis.

More than five years of planning, modeling, and consultation have yielded a program which will reduce CO2 emissions at the lowest possible cost, while encouraging development of a clean energy economy. RGGI is expected to lower emissions without significantly affecting energy prices.  
What RGGI Will Accomplish

Reduce CO2 emissions. The cap on emissions of CO2 from power plants in the RGGI region will be 10 percent lower by 2018 than at the start of the RGGI program in 2009. Since electric power plants pump out more than one-fourth of the CO2 emitted each year in the Northeastern/Mid-Atlantic region, RGGI is a key aspect of participating states’ strategies to combat climate change.

Support a green economy. The ten states will use revenues from CO2 allowance auctions to boost investment for energy efficiency and renewables, while creating green jobs and accelerating the regional shift to a clean-energy economy – at an estimated return on investment greater than 2:1. Clean technology innovation and deployment will increase energy independence, keep wealth in local economies, and create green-collar jobs. RGGI will provide a market signal that the cost of emitting carbon must now be incorporated into energy pricing.

Promote energy independence. Americans are showing readiness to cut back on energy use. Under RGGI, participating states should be able to invest 50 percent more per capita in helping consumers use energy efficiently. Because the cheapest power plant is the one that never gets built, the resulting efficiencies will help keep electric rates down. 

Provide a model for a national program to reduce CO2 emissions. RGGI demonstrates that a national program to reduce CO2 emissions can benefit both the environment and the economy. Innovative aspects of RGGI design (particularly auctions) are already being incorporated into congressional cap-and-trade proposals. The success of the auctions held in the fall of 2008 appears to have supported the push for more auctioning in the European Union (EU). In December the EU member states voted for full auctioning in the electricity sector of the EU Emissions Trading Scheme (EU ETS) for 2013. 

How RGGI Works

The RGGI cap. The RGGI regional cap establishes the limit on regional power plant CO2 emissions. Each participating state’s CO2 budget trading program establishes its respective share of the regional cap, and each state will issue CO2 allowances in a number equivalent to its portion of the regional cap. Each CO2 allowance represents a permit to emit one ton of CO2. State control over the number of issued allowances ensures that total emissions in the region will not exceed the cap.

Allowance market. The RGGI states will distribute CO2 allowances primarily through regional auctions. CO2 allowances can also be traded on a secondary market, where power plants that obtain more allowances than they need – or that reduce their CO2 emissions – can sell the excess allowances, and those needing additional allowances can buy them.

Supporting low-carbon solutions. Proceeds from the sale of allowances will fund state programs that promote energy efficiency and projects for clean renewable energy, such as solar and wind power. These funds will reinforce the RGGI program’s effectiveness in reducing GHG emissions. 

Using offsets. An offset is a GHG emission reduction or carbon sequestration project at a source outside the electricity sector. The RGGI states have approved a carefully chosen group of offsets that power plants can use to meet up to 3.3 percent of their compliance obligations. Examples of approved offsets are landfill gas recovery and agricultural methane recapture, which reduce the potent GHG methane. Offsets impart significant environmental and economic benefits for sources of offset projects (such as landfill operators or farmers). They also increase flexibility for the electricity sector.

Economics of RGGI

Electric rates. Economic modeling projects that RGGI will have a very modest effect on electric rates, probably retail rate increases of between one and three percent; price triggers built into the program allow flexibility if electric rates should rise higher than predicted. In fact, consumer benefits from the strategic reinvestment of CO2 allowance auction proceeds are expected to largely offset the direct effect of RGGI on retail electricity prices. RGGI will drive substantial increases in investment for cost-effective energy efficiency, lowering energy demand and helping households and businesses control their energy bills. 

Market signals. RGGI’s phased approach, with initially modest emission reductions, will provide clear market signals and regulatory certainty without resulting in dramatic electricity price impacts.

Charging for allowances. Whether power plants are required to pay for CO2 allowances or receive them free, the market value of these allowances will be passed through to consumers. Therefore, the cost of electricity will include as much of the cost of allowances as the law permits. By establishing a transparent price for allowances and accounting for CO2 emissions in the region’s electricity markets, RGGI auctions benefit the ratepayer by making the cost of allowances known to all.

The RGGI Stakeholder Process
The participating states designed RGGI using a transparent, five-year process that included active engagement with energy industry representatives, non-governmental organizations, and other stakeholders, as well as with technical experts. 

The RGGI Auctions

The RGGI auctions will provide environmental and economic benefits to states in the RGGI region. They are designed to promote a fair and open market for carbon. Under RGGI, ten Northeastern and Mid-Atlantic states have agreed to use an auction of allowances (an allowance is a limited permission to emit one ton of CO2) as the means to distribute allowances to electric power plants regulated under coordinated state CO2 cap-and-trade programs. The RGGI cap-and-trade programs are the first in the world to distribute nearly all allowances by auction, rather than free allocation.  

Environmental and Economic Benefits 
Emission Reductions. Emission reductions from electricity generators are the first outcome of RGGI. To maximize the program’s environmental and economic benefit, the states have agreed to dedicate revenues from the CO2 allowance auctions to consumer energy efficiency, energy conservation, and clean energy development. Auction revenues will allow states to increase per capita support for consumer energy efficiency programs by more than 50 percent on average in the RGGI states. 

Cost Efficiency. By auctioning allowances, the RGGI states are using market forces, rather than government mandates, to set a price for carbon. Establishing a market price for carbon will help power plants determine the most efficient and cost-effective means to cut CO2 emissions. Investing auction revenue to reduce electricity demand and deploy clean energy technologies will reduce the cost of meeting the regional CO2 cap and provide consumer benefits. RGGI is not expected to significantly affect consumer energy prices.

Auction Design. Auctions are proven market tools, and the RGGI auction design is based on a rigorous design study and stakeholder input. RGGI’s open auctions will establish a transparent cost for allowances and incorporate an accounting of CO2 emissions into the electricity markets in the region. Since electric generators factor the cost of allowances into power prices whether the allowances are distributed free or sold, ratepayers benefit when allowances are auctioned and the revenue invested on their behalf to reduce energy demand. By distributing allowances through auction, RGGI improves upon the established EU ETS, which faced problems with the free allocation of carbon allowances. 

Promoting a Fair and Open Carbon Market

RGGI and other carbon programs are currently creating a new carbon market in the U.S. To promote fairness and transparency in this market, RGGI has adopted a well-tested auction format, with open and independent oversight and an ability to adjust auction eligibility and procedures as needed in the future. Several features of the RGGI auction design serve these fairness and transparency goals: 

Auction Structure and Format. Allowances will be made available for sale on a quarterly basis in lot sizes of 1,000 allowances. The initial auction will offer allowances through a single-round, uniform-price, sealed-bid auction format. While the goal is to maintain a consistent auction format, RGGI will retain the option to transition to a multiple-round, ascending-price format if necessary. The House Energy and Commerce Committee and Representative Markey’s ICAP proposals both used the auction format chosen by the participating RGGI states.

Allowance Sale Schedule. Allowances will be identified with a vintage corresponding to the allowance’s allocation year and will be offered for sale prior to the end of that three-year compliance period in which they were issued. Future allowance vintages also will be made available in auctions beginning in 2009.

Participation. All market participants will be eligible to participate in the initial auction, provided they meet qualification and participation requirements, which will include provision of financial security. The RGGI states retain flexibility to limit participant eligibility in subsequent auctions. Auction rules will limit the number of allowances that associated entities may purchase in a single auction to 25 percent of the allowances offered for sale in that auction. 

Reserve Price. A reserve price of $1.86 per allowance will apply to the first auction. After the first auction, a reserve price will be in effect that is the higher of $1.86 (adjusted for inflation) or 80 percent of the current market price of the allowance vintage being auctioned. The reserve price is be publicized before each auction. 

Unsold Allowances. Unsold allowances will be made available for sale in future auctions. In 2012, as part of the first program review, the participating states will decide whether to retire any unsold allowances from the first compliance period, or to offer these allowances for sale in subsequent auctions during the second compliance period.

Notice and Results of Auctions. Each auction will be noticed at least 45 days before its date on the RGGI website, http://www.rggi.org. The notices will provide the date, time and location, categories of eligible bidders, requirements for qualification, quantity of allowances to be auctioned, and information and procedures for participation. After each auction, the participating states will publish the auction clearing price and the total amount of allowances sold in auction on the RGGI web site.

Auction Results to Date. In the first “pre-compliance” auction on September 25, 2008, all of the 12,565,387 CO2 allowances offered for sale were sold at a clearing price of $3.07 per allowance. That auction raised nearly $38.6 million for use by the six RGGI states (CT, ME, MA, MD, RI, and VT) that offered CO2 allowances for sale during the first auction. RGGI, Inc. reported that 59 participants from the energy, financial, and environmental sectors took part in the first-in-the-nation auction, indicating a strong start in the first of many CO2 allowance auctions. The demand for the allowances appeared to have been very strong, with a total of quantity of 51,761,000 allowances demanded, which was four times available supply for this first auction. The first auction generated

$38,575,783.

In the second “pre-compliance” auction on December 17, 2008, all of the 31,505,898 allowances offered for sale were sold at a clearing price of $3.38 per allowance. RGGI, Inc. reported that 69 participants from the energy, financial, and environmental sectors took part in the bidding, indicating continued strong performance for RGGI CO2 allowance auctions. The demand for the allowances was robust, at 3.5 times available supply.

Auction and Market Oversight. The RGGI states have retained a professional independent market monitor to oversee auctions and subsequent market activity. The monitor will observe the conduct of the auction qualification process and the conduct of the auction, and will report on whether the auction was conducted in accordance with the participating states’ regulations and the noticed auction procedures, and whether the auction results represented a competitive outcome. Specifically, these functions will be overseen by Potomac Economics, an experienced and independent market monitor.

The market monitor reports that so far competitive RGGI auctions have “contributed to generating a clearing price that is consistent with the underlying supply and demand fundamentals governing the CO2 allowance market. It is also encouraging that compliance entities or their affiliates, which should value the allowances most highly, purchased most of the allowances in the auction.”

Conclusion

The pioneering efforts of RGGI are designed to set the standard on which a future federal program can be based. RGGI proves that mandatory cap-and-trade programs can reduce direct GHG emissions and that through auctioning emission allowances, the state can create jobs in the green collar sector and stimulate clean economic recovery.

For more information about RGGI, contact:

Peter M. Iwanowicz, Director

Office of Climate Change

New York Department of Environmental Conservation
(518) 402-8448

pmiwanow@gw.dec.state.ny.us 

http://www.rggi.org/home
Western Climate Initiative (WCI)

The Western Climate Initiative (WCI) was established in 2007 by the Governors of Washington, Oregon, California, Arizona, and New Mexico. The Governors recognized that climate change was real and that the Western states were particularly vulnerable to its impacts. The purpose of WCI was to collaborate in identifying, evaluating, and implementing ways to collectively reduce GHG emissions in these states. The strategies the Governors specifically called for included participating in an emissions registry and the design of an economy-wide market based system to reduce emissions. 
The Governors invited other states, provinces, Mexican states, and Indian Tribes to join as full partners or to participate as observers. WCI has now grown to include the states of Montana and Utah, and the Canadian provinces of British Columbia, Ontario, Manitoba, and Quebec. The WCI partner jurisdictions now represent more than 70 percent of the Canadian economy and 20 percent of the U.S. economy.  Many jurisdictions participate as observers, including Alaska, Colorado, Idaho, Kansas, Nevada, and Wyoming; the Mexican states of Baja California, Chihuahua, Coahuila, Nuevo Leon, Sonora, and Tamaulipas; and the Canadian province of Saskatchewan.    
“Participating in the WCI has given us the opportunity to help create a cap-and-trade system that makes sense for our state. It also gives us, and other WCI states, a seat at the table in designing a federal system” says Washington Department of Ecology Director Jay Manning.  

In September 2008, the WCI released its Design Recommendations for the WCI Regional Cap-and-Trade Program. The WCI partners built upon the groundbreaking work of the Regional Greenhouse Gas Initiative (RGGI) and the EU ETS. WCI’s design lays out the framework for the one of the most comprehensive cap-and-trade program for GHG emissions to date and one that the WCI believes can serve as a model for a federal cap-and-trade program. There is still a tremendous amount of work to do in order to develop the detail needed for program implementation. The WCI has recently issued is next work plan, which sets out the tasks and timelines for completion so that the program can start on January 1, 2012.

A copy of the work plan is available at:

http://www.westernclimateinitiative.org/ewebeditpro/items/O104F21097.pdf.
WCI Design

The basis of the WCI cap-and-trade market is the mutual recognition of allowances and offset credits issued by participating WCI jurisdictions. In that way, all WCI allowances and offsets are considered equivalent and interchangeable throughout the region, regardless of which jurisdiction issued them. The program design is intended to ensure consistency between the jurisdictions where it is needed to have a functional market with sufficient liquidity. 

Stakeholder Involvement
Throughout the WCI process to date, there were many opportunities and methods for stakeholder input on both the regional level and within individual states and provinces. Five regional stakeholder workshops were held to allow face-to-face interaction between stakeholders and the WCI partner jurisdictions and staff. There were also numerous regional conference calls held to update stakeholders and answer their questions. Also, at regular intervals, the WCI as a group and each of its subcommittees released written work for review and comment. Finally, the WCI website served as a repository for information on the design effort. All of this stakeholder outreach was supplemented by each of the partner jurisdictions through their own stakeholder face-to-face meetings, conference calls, websites and list serves.  

Regional Goal

The WCI started by establishing a regional goal to reduce emissions 15 percent below 2005 levels by 2020. The regional goal is an aggregate of the goals from all of the partner jurisdictions and does not replace any jurisdiction’s individual reduction goal. If each partner meets their own GHG reduction goal by 2020, the regional reduction goal will also be met.
Program Coverage

The WCI cap-and-trade program will include about one-half of the GHG emissions in the partner jurisdictions when the program starts in 2012. By 2015, the program will expand to include about 90 percent of the emissions. The threshold for coverage by the program is 25,000 metric tons carbon dioxide equivalent (CO2e) per year.

The WCI program will cover the six Kyoto GHGs. The sectors covered in 2012 are:

· Electricity generation. This includes emissions from electricity generated outside the WCI jurisdictions (or generated by a federal entity or on tribal lands) that is delivered to a WCI jurisdiction for consumption in that jurisdiction. This does not include electricity that is transmitted through a WCI jurisdiction to non-WCI consumers.

· Combustion of fuels at industrial and commercial sources that emit more than 25,000 metric tons CO2e.

· Industrial process emissions from sources that emit more than 25,000 metric tons CO2e.

In 2015 the program will expand to include emissions associated with the combustion of:

· Transportation fuels such as gasoline and diesel.

· Residential and commercial fuels such as natural gas and propane. 

· Industrial fuels such as natural gas and propane used at facilities below the coverage threshold. 

Emissions Reporting

No program to reduce any pollutant can be successful without robust reporting. The WCI program includes a requirement for mandatory reporting starting in early 2011 for 2010 emissions. The threshold for reporting is 10,000 metric tons per year of direct emissions. Third-party verification of reporting data will be required for facilities and entities that meet the 25,000 metric ton threshold for inclusion in the cap-and-trade program. 

Point of Regulation
The point of regulation is the entity or facility with the compliance obligation – the person with the requirement to surrender allowances to cover the emissions. For industrial sources, the point of regulation will be the source of the emissions. For residential, commercial, and industrial fuel combustion at facilities with emissions below 25,000 metric tons, the point of regulation will be where the fuel enters commerce in a WCI jurisdiction. The point of regulation for transportation fuels will also be where the fuel enters commerce.  

For electricity, the point of regulation will be the First Jurisdictional Deliverer (FJD). For electricity that is generated within a WCI jurisdiction, the FJD is the generator; for power that is generated outside the WCI jurisdictions, or is generated by a federal entity or on tribal lands, but is consumed within a WCI jurisdiction, the FJD is the first entity that delivers that electricity over which the consuming WCI jurisdiction has regulatory authority. This is one aspect of the design that reflects the regional nature of the cap-and-trade program. The WCI partners had to be creative in covering emissions of electricity that is consumed but not generated within its jurisdictions.

Regional Cap and Partner Budgets

Setting the regional cap and then apportioning it to the WCI jurisdictions are two of the more complicated challenges being undertaken by the WCI. The regional cap will be the sum of the WCI partner allowance budgets and will include annual caps with three-year compliance periods. The regional cap will decline over time to meet the 2020 regional goal. One of the challenges is that good emissions data will not be available before it is time to set the 2012 cap. Therefore, the 2012 starting point will be based on the best estimate of actual emissions at that time. Factors that will be considered in making these estimates will include population growth, economic changes, and voluntary and mandatory emissions reductions. When fuels are added in 2015, the cap will be adjusted, again using best estimates of actual emissions.  

Each WCI partner will have annual allowance budgets that will be established before the start of the program in 2012. That original allowance budget and the budget for 2015 will be based on the best estimate of expected emissions for sources covered by the cap-and-trade program in those years. The allowance budget for 2020 will be derived from each WCI partner’s program goal. 

Early Reduction Allowances

In order to encourage reductions prior to the start of the program, the WCI design includes “Early Reduction Allowances.” A facility covered by the program that reduces its GHG emissions between 2008 and 2012 may receive allowances for those early reductions if they meet certain criteria. These yet-to-be established criteria are currently under development by the WCI.

Early Reduction Allowances will be issued by each jurisdiction in addition to the emissions cap because the 2012 starting point would have been higher but for these reductions. Early Reduction Allowances will have the same value and use as any other allowance in the system.

Each WCI partner may also set aside a portion of its allowance budget to recognize other early actions that have reduced emissions or for other uses as it sees fit. 

Distributing Allowances to Covered Facilities

Generally, the WCI design leaves the distribution of allowances to each partner. In some cases, the WCI partners have agreed to consider standardizing allowance distribution across specific sectors if analysis demonstrates uniform treatment is necessary to address competitiveness issues. The WCI jurisdictions have also agreed that a portion of the value represented by each partner’s budget (for example, through set asides of allowances, a distribution of revenues from the auction of allowances, or other means) should be dedicated to specific purposes that will benefit all of the WCI jurisdictions. Those purposes are: energy efficiency; research, development, demonstrations, and deployment; agricultural and forestry sequestration; and adaptation to climate change impacts. 

The jurisdictions are also recommending a number of other potential uses for the remaining allowance value including reducing consumer impacts, especially for low-income consumers; providing for worker transition and green jobs; achieving emission reductions in communities that experience disproportionate environmental impacts; supporting community-wide efforts funded by local governments to reduce GHG emissions; providing transition assistance to industries; recognizing early actions to reduce emissions; and/or promoting economic efficiency.

Finally, the design recommends that a minimum of 10 percent of the allowances be auctioned and that the auctions be coordinated throughout the region to minimize any market distortions. This percentage is recommended to increase to at least 25 percent by 2020.

The issue of auctioning allowances was one that was discussed in depth within the WCI. The partners recognize that auctions are an efficient way to distribute allowances. Also, some level of auctioning is necessary for price discovery, which may help minimize price volatility, especially in the beginning of the program. Auctioning could also be critical for new entrants as a means to obtain allowances. Unlike RGGI, which covers the electricity sector and is a deregulated market, within the WCI most of the electricity sector is vertically integrated and rate regulated. Auctions are not needed to address potential windfalls under these conditions. Like RGGI, the WCI partners believe that the decision on the maximum amount of auctioned allowances is best left to the states and provinces, taking into account the management of auction revenues and the use of those revenues to mitigate potential economic impacts on consumers and regulated industries. In an economy-wide regional program, the jurisdictions must also develop strategies to mitigate the potential for job leakage or manufacturing slowdown due to shifts in production to states or countries that are not implementing a similar GHG emissions reduction program.

Program Compliance

Each facility covered by the program will need to submit to the state enough allowances to cover its emissions during the preceding three-year compliance period. If a facility does not have enough allowances, it will be required to surrender three allowances for each one it is short. This is the same enforcement mechanism that is used by the NOx Budget project in the Northeastern U.S. Each WCI jurisdiction may establish additional penalties. 

Compliance Flexibility

The proposed WCI design contains a great deal of flexibility, which will further enable covered facilities to make reductions when and where they are most cost-effective. Cap-and-trade is itself a flexible compliance mechanism, as it does not mandate where or how reductions occur. The multi-year compliance periods also provide flexibility as do the Early Reduction Allowances. In addition, the design recommends the acceptance of offset credits. These are credits for projects that reduce emissions outside the capped sectors or at facilities that are within a capped sector but whose emissions are below the threshold.

Allowances may be banked between compliance periods. That is, if a facility has excess allowances, it can choose to hold on to them to satisfy future compliance obligations rather than selling them on the market. The WCI design does not authorize borrowing allowance from future compliance periods.  

Offset Projects

The WCI design recommends that forestry, agriculture, and waste management be the priority areas for development of offset projects. The program limits the use of offset credits to 49 percent of the total reductions required. This limit will ensure a majority of the reductions come from within the capped sectors and increases the potential that the capital investments needed to achieve reductions and the jobs associated with those investments occur within the WCI region.

Individual WCI states and provinces may have lower limits on the use of offset credits. There will be no limitation on the location of offset projects, although all projects must meet strict criteria that will govern WCI offset project development and approval. The WCI will jointly develop or modify existing protocols for offset projects to ensure that the credits issued for offset projects are fully fungible throughout the WCI region.

Conclusion

The WCI-recommended design will provide opportunities to obtain low-cost emission reductions through emission trading, allowance banking, and inclusion of an offsets component. The design is also intended to mitigate economic impacts, including impacts on consumers, income, and employment. The design balances all of the principles adopted by the WCI partner jurisdictions to maximize total benefits throughout the region, including reducing air pollutants, diversifying energy sources, and advancing economic, environmental, and public health objectives.  

For more information about WCI, contact:

Janice Adair, WCI U.S. Co-Chair

Washington Department of Ecology

(360) 407-0291

jada461@ecy.wa.gov
http://www.westernclimateinitiative.org/ 

Midwestern Greenhouse Gas Reduction Accord

The Midwestern Greenhouse Gas Reduction Accord (Accord) is a commitment by six Midwestern states and one Canadian province to reduce GHG emissions through a regional cap-and-trade program and other complementary policy measures. The Accord was signed in November 2007 as a part of the Midwestern Governors Association’s (MGA’s) Energy Security and Climate Change Summit. While the Midwest has intensive manufacturing and agriculture sectors making it the most coal-dependent region in North America, it also has world-class renewable energy resources and opportunities to allow it to take a lead role in solving the effects of climate change. 

Nine Midwestern states and two Canadian provinces have signed on to participate or observe in the Accord, as first agreed to in November 2007. Iowa, Illinois, Kansas, Michigan, Minnesota, Wisconsin, and the province of Manitoba are members and full signatories of the Accord. Indiana, Ohio, South Dakota, and the province of Ontario joined the agreement as observers to participate in the development of the cap-and-trade system. The Accord represents the third regional agreement among U.S. states to collectively reduce GHG emissions.

"Illinois is very excited to be a part of the Midwest Accord. It gives us the opportunity to work with our business, industry, labor, and environmental groups to better understand how we can play a role in necessary greenhouse gas reduction efforts, while at the same time, preserving and enhancing the unique characteristics of the Midwest. This work will not only allow us to help shape the federal debate, but to better prepare our region for the changes that are coming," says Illinois EPA Director Doug Scott.

The Accord is part of the Midwestern states’ broader energy initiative. Through the MGA, these states have also agreed to an Energy Security and Climate Stewardship Platform, which lays out regional goals and policy options toward energy efficiency, renewable electricity, bio-based products and transportation, and advanced coal and carbon capture and storage. By combining these efforts of the Platform and Accord, the Midwestern states believe it will make reaching the ultimate goal of transitioning to a lower-carbon emitting economy more attainable and help them meet the energy potential of the region.

Accord Design
A stakeholder advisory group, made up of Midwestern leaders from the energy, agriculture, labor, environment, and state government sectors, was charged with making recommendations for the design of a regional cap-and-trade program. The Advisory Group includes five subgroups on scope; target setting, data, and reporting; modeling; allowances; and offsets. The Advisory Group has arrived at its preliminary recommendations outlined below.

A timeframe for the creation and implementation of the official cap-and-trade program is included in the Accord; the design of the program is due to be completed in 2009. The Accord will be fully implemented within 30 months. 

Regional Goal

Under the Accord, members have agreed to establish regional GHG reduction targets and timeframes consistent with the Accord’s member state and provincial targets, and long-term Intergovernmental Panel on Climate Change (IPCC) targets. This includes a long-term target to reduce GHG emissions by 60 to 80 percent below 2005 emissions levels by 2050, and develop a multi-sector cap-and-trade system and complementary measures to help achieve these targets. Participants will also establish a GHG emissions reductions tracking system and implement other policies, such as low-carbon fuel standards, to aid in reducing emissions.

Targets will be reviewed periodically based on evolving science and technology and on results of the program to date.

The six signatories agree that the cap-and-trade system will also enable linkage to similar programs in other jurisdictions; maximize economic and employment benefits while minimizing transitional job losses; reduce emissions leakage to non-participating states; allow covered entities to receive credit for past and present actions to reduce GHG emissions; and address any potential interaction or integration with a future federal program.

Program Coverage

The program will cover all six primary GHGs. To date, focus has been on including: electricity; industry (combustion emissions, and process emissions assuming development of robust measuring and monitoring protocols); transportation fuels (to be included pending review of modeling results and other program elements); and fuels serving buildings (residential, commercial, and industrial), which may be phased in during second compliance period. Agriculture, forestry, and waste management are not under the cap.

Emissions Reporting

The threshold for reporting is pending source data. There is interest in having the threshold for reporting lower than the threshold for coverage under the cap, which would allow data collection on emissions outside the cap, consideration of additional sources to add to the cap, and confirmation that sources are not clustering right below the cap, and so forth.

However there is concern about the number of sources included and impact. The preference is for reporting to start a year before cap-and-trade start date (and data collection to begin two years prior) to ensure good data ahead of requirements to hold allowances.

Sources will report on all six GHGs under the cap. The Accord will use the Climate Registry Information System (CRIS) (hosted and managed by The Climate Registry), modified to support mandatory reporting subject to verification and auditing, to collect and manage the Accord’s regional database of emissions information.

Allowances 

The Accord Advisory Group has focused on purposes to be achieved through use of allowance value and discussed potential recipients for portions of this allowance value. The Subgroup recommends that the allowance value be put toward climate-related purposes and not other purposes. Climate-related purposes include three categories: (1) accelerating transformational investment (development, deployment of low-carbon technologies, and infrastructure); (2) mitigating transitional adverse impacts of the program (on consumers, industry, and workers); and (3) addressing harmful impacts of climate change. The decision on whether to auction or allocate allowances resides ultimately with the jurisdictions. The Subgroup recommends mechanisms to safeguard allowance value (used only for climate-related purposes).

There is a proposal to use some allowance value for a Regional Low-Carbon Technology Commercialization Fund that would support the MGA Platform technology priorities, including 1) carbon capture and storage (CCS) technologies; 2) advanced biomass conversion technologies for biomass to liquids, synthetic natural gas (SNG), and power; 3) other advanced efficiency, grid efficiency, and low-carbon energy technologies; 
4) combined heat and power applications in the electric power and industrial sectors; 
5) electricity storage; and 6) advanced low-carbon transportation technologies.

With respect to allowances, the Subgroup has also recommended: 1) unlimited banking of allowances and offsets credits; 2) limited borrowing (from no more than two years beyond the end of the current compliance period); and 3) recognition of early action in the cap-and-trade program.
Program Compliance 

The Subgroup has recommended a compliance period (length of time for which covered sources must submit allowances equivalent to their emissions) of three years. Member jurisdictions have also committed to participating in a formal GHG emissions registry to ensure compliance.

Offset Projects

The Midwestern states are committed to developing an offset program with a high degree of integrity. Offset projects must be real, additional, verifiable, permanent, and enforceable. The Subgroup has recommended a hybrid approach: 1) pre-defined protocols to provide certainty to project developers and reduce administrative burden; 
2) initial set of protocols will be established before program launch; and 3) formalized mechanism to expand that list over time. Offset participation at 10 percent and 50 percent of emissions under capped sectors is to be modeled. Topics under discussion included project types that will be eligible, offset limits, and geographic scope.

For more information about the Midwest Accord, contact:

Jesse Heier

Midwestern Governors Association

(202) 624-5460

jheier@csg.org
www.midwesternaccord.org
SUMMARY

Regional cap-and-trade initiatives can be more efficient than programs at the state level, as they encompass a broader geographic area, eliminate duplication of work, and create more uniform regulatory environments. Over the past few years, a number of regional initiatives have begun developing systems to reduce carbon dioxide emissions from power plants, increase renewable energy generation, track renewable energy credits, and research and establish baselines for carbon sequestration. This experience will prove critical to smooth implementation of a federal climate program.

Many thanks to the regional program contacts who contributed to this report.

Key:  (a) = submitted regional TMDL to EPA 

          x = yes 

         P = planned
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