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Re: Comments on the Market Advisory Committee's Draft Report 

Dear Chairman Hickox and Committee members: 

On behalf of the Natural Resources Defense Council (NRDC), thank you for 
your hard work in putting together draft recommendations to help inform the California 
Air Resources Board's (CARB) policymaking process. As the draft Market Advisory 
Committee (MAC) report notes, CARB has been charged with determining whether AB 
32 implementation will include market mechanisms, and if so, how they can best be 
designed to meet the law's goals. We appreciate you offering your expert advice to 
help assist CARB in making these decisions with regard to a cap and trade program. 

The discussion among stakeholders about the pros and cons of cap and trade as a 
policy tool to reduce greenhouse gas (GHG) emissions in California, and the proper 
design of any such program, is only just beginning. NRDC is engaged in discussions 
with other stakeholders to explore these issues and to understand their varying 
perspectives in greater detail. As such, the following comments on the draft MAC 
report represent our preliminary views, and we expect that our views may continue to 
evolve as these discussions continue. NRDC supports many of the draft report's 
recommendations, and we focus our comments on suggestions for aspects of the draft 
report that we believe could be improved upon to design a program that is in the best 
interest of California and meets the requirements of AB 32. This includes achieving 
real emission reductions, providing net economic benefits, not disproportionately 
impacting low-income communities, and complementing state efforts to improve air 
quality and reduce toxic emissions. Attachment A to this letter provides more detailed 
comments on specific parts of the draft report. In addition, NRDC and a group of other 
environmental organizations are submitting another letter today with further comments 
on the draft report. 

In summary, we urge you to revise the draft report to: 
1) Emphasize that the stringency of the cap is of paramount importance. 
2) Further explore both the strengths and weaknesses of cap and trade as a policy 

tool. 

3) Recommend that offsets should be limited. 

4) Recommend that allowances should not be grandfathered. 
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5) Urge that both the "load-based" and "first seller" approaches in the electricity 
sector should be analyzed. 

6) Recommend that environmental integrity must be maintained if linkage is 
allowed. 

7) Provide more specific recommendations on how the program can complement 
the state's air quality and toxic reduction goals. 

8) Set out guidelines for effective enforcement, including independent verification, 
transparency, and strong penalties. 

Stringency of the Cap is of Paramount Importance 
The benefits of a cap and trade program can only be realized if the cap is set 

tightly enough to achieve real reductions in emissions, beyond the level that could be 
achieved through regulatory programs alone. We agree with the draft report's 
recommendation that the cap decline over time, and urge you to also emphasize (in 
section 4.1 and throughout the report) the importance of a sufficiently stringent cap to 
make the program effective. 

The importance of a tight cap was a crucial "lesson learned" from both the 
RECLAIM program and the European Union's "pilot" phase of the Emissions Trading 
Scheme. As the draft report mentions, a cap and trade program would work in concert 
with California's other regulatory efforts, so the only way for it to be effective is to set 
the cap below what could otherwise be achieved. Therefore, we urge you to make clear 
that the level of the cap is perhaps the most critical element in the program's overall 
effectiveness. 

Further Explore Both the Strengths and Weaknesses of Cap and Trade as a 
Policy Tool 

A cap and trade program is just one type of policy tool that CARB may consider 
in implementing AB 32. By clearly explaining both the strengths and weaknesses of 
cap and trade as a policy tool, the MAC report will better assist CARB in determining 
whether it should adopt a cap and trade program, and how such a program could 
complement the state's other policies. The draft report mentions some concerns with a 
cap and trade program (section 2.5), but does not discuss specific weaknesses of cap 
and trade as a policy tool, such as its inability to overcome specific market barriers (e.g. 
for energy efficiency), or to spur innovation for a particular technology or in a specific 
sector. 

In addition, the report should further explain that one of the most important 
strengths of a cap and trade program is that it creates an absolute limit on emissions that 
is enforceable against individual emitters. It would also be helphl to further explain the 
difference between the "cap" created by a cap and trade program (that is enforceable 
against individual emitters) and the "cap" created by AB 32 (which the state itself 
commits to achieve through a combination of policies). We urge the MAC to more fully 
explore these strengths and weaknesses in order to give CARB a complete 
understanding of the potential role of a cap and trade program in a package of policies 
to reduce emissions. 














