Economic and Allocation Advisory Committee

Extracts from AB 32 and the Air Resources Board’s
Scoping Plan Resolution Relating to EAAC’s Charge

Extracts from the Resolution

BE IT FURTHER RESOLVED that the Board directs the Executive Officer to solicit input from
experts to advise ARB on its continuing evaluation of the economic effects of implementing AB
32, including identification of additional models or other economic analysis tools that could be
used in the ongoing economic analysis. This will include opportunities for interested parties to
share their economic modeling results.

BE IT FURTHER RESOLVED that the Board directs the Executive Officer to consider the
effects of the program on the overall California economy as staff develops the cap-and-trade
regulations and to take into account the joint opinion adopted by the PUC and the CEC on
October 17, 2008, while recognizing that the joint opinion was developed based on
consideration of the electricity and natural gas sectors, and that the recommendations in the
opinion may need to be adapted to meet the needs of the California economy as a whole.

BE IT FURTHER RESOLVED that the Board directs the Executive Officer to solicit expert input
on key questions related to the distribution or auction of allowances and the use of revenue.

BE IT FURTHER RESOLVED that the Board directs the Executive Officer, as part of the cap-
and-trade rulemaking, to consider the economic implications of different cap-and-trade program
design options, including:

e various scenarios for allowance distribution (percent auction vs. free distribution,
method of distribution);

various scenarios for the use of auction revenue;

the initial cap level and the rate of decline of the cap over time;

the potential supply of offsets within and outside California; and

the economic and co-benefit effects of limits on the use of offsets.

BE IT FURTHER RESOLVED that the Board directs the Executive Officer to coordinate the
economic analysis of California’s AB 32 program with the analysis conducted for the Western
Climate Initiative.

BE IT FURTHER RESOLVED that the Board directs the Executive Officer to work with
California small businesses during the development of Scoping Plan regulations, to consider the
size of the business and type of industry in developing the regulations, and to identify financing
programs that could help alleviate costs to small businesses.

BE IT FURTHER RESOLVED that the Board directs the Executive Officer to consider the
economic and public health impacts of proposed regulations to implement the Scoping Plan, as
well as the requirements of section 38562(b) and 38570(b), as appropriate. For sector-specific
regulations affecting sources that are also included in the cap-and-trade program, the staff shall
also propose findings to identify the reasons that the emission reductions are best achieved
using the proposed regulatory approach.
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BE IT FURTHER RESOLVED that the Board directs the Executive Officer, by December 31,
2009, to examine and report on:

e estimates of overall costs and savings and the cost-effectiveness of the reductions,
including appropriate inclusion of reductions in co-pollutants;

e estimates of the timing of capital investments, annual expenditures to repay those
investments, and the resulting cost savings;

e sensitivity of the results to changes in key inputs, including energy price forecasts
and estimates of measure costs and savings; and

e impacts on small businesses.

Extracts from AB 32:

38561 (d) The state board shall evaluate the total potential costs and total potential economic
and noneconomic benefits of the plan for reducing greenhouse gases to California’s economy,
environment, and public health, using the best available economic models, emission estimation
techniques, and other scientific methods.

38562 (b) In adopting regulations pursuant to this section and Part 5 (commencing with Section
38570), to the extent feasible and in furtherance of achieving the statewide greenhouse gas
emissions limit, the state board shall do all of the following:

(1) Design the regulations, including distribution of emissions allowances where
appropriate, in a manner that is equitable, seeks to minimize costs and maximize the total
benefits to California, and encourages early action to reduce greenhouse gas emissions.

(2) Ensure that activities undertaken to comply with the regulations do not
disproportionately impact low-income communities.

(3) Ensure that entities that have voluntarily reduced their greenhouse gas emissions
prior to the implementation of this section receive appropriate credit for early voluntary
reductions.

(4) Ensure that activities undertaken pursuant to the regulations complement, and do not
interfere with, efforts to achieve and maintain federal and state ambient air quality standards
and to reduce toxic air contaminant emissions.

(5) Consider cost-effectiveness of these regulations.

(6) Consider overall societal benefits, including reductions in other air pollutants,
diversification of energy sources, and other benefits to the economy, environment, and public
health.

(7) Minimize the administrative burden of implementing and complying with these
regulations.

(8) Minimize leakage.

(9) Consider the significance of the contribution of each source or category of sources to
statewide emissions of greenhouse gases.

38562 (c) In furtherance of achieving the statewide greenhouse gas emissions limit, by January
1, 2011, the state board may adopt a regulation that establishes a system of market-based
declining annual aggregate emission limits for sources or categories of sources that emit
greenhouse gas emissions, applicable from January 1, 2012, to December 31, 2020, inclusive,
that the state board determines will achieve the maximum technologically feasible and cost-
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effective reductions in greenhouse gas emissions, in the aggregate, from those sources or
categories of sources.

38562 (e) The state board shall rely upon the best available economic and scientific information
and its assessment of existing and projected technological capabilities when adopting the
regulations required by this section.

38565 The state board shall ensure that the greenhouse gas emission reduction rules,
regulations, programs, mechanisms, and incentives under its jurisdiction, where applicable and
to the extent feasible, direct public and private investment toward the most disadvantaged
communities in California and provide an opportunity for small businesses, schools, affordable
housing associations, and other community institutions to participate in and benefit from
statewide efforts to reduce greenhouse gas emissions.

38570 (a) The state board may include in the regulations adopted pursuant to Section 38562
the use of market-based compliance mechanisms to comply with the regulations.

(b) Prior to the inclusion of any market-based compliance mechanism in the regulations, to the
extent feasible and in furtherance of achieving the statewide greenhouse gas emissions limit,
the state board shall do all of the following:

(1) Consider the potential for direct, indirect, and cumulative emission impacts from
these mechanisms, including localized impacts in communities that are already adversely
impacted by air pollution.

(2) Design any market-based compliance mechanism to prevent any increase in the
emissions of toxic air contaminants or criteria air pollutants.

(3) Maximize additional environmental and economic benefits for California, as
appropriate.

(c) The state board shall adopt regulations governing how market-based compliance
mechanisms may be used by regulated entities subject to greenhouse gas emission limits and
mandatory emission reporting requirements to achieve compliance with their greenhouse gas
emissions limits.
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