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EXECUTIVE SUMMARY

At the February 2008 Governing Board meeting, tbarB approved development of the SoCal
Climate Solutions Exchange, one of AQMD Governirgal Chairman Dr. Burke’s initiatives
for 2008. The Board requested a two-step proceBke first step is discussion of initial
recommendations described in this White Paper aesepted at the June 2008 meeting of the
Governing Board. At that meeting, the Board wilbyide direction to staff regarding whether
rule development should proceed, which is the sg:step of the process.

The objectives of the SoCal Climate Solutions Exgjgaare to provide high quality greenhouse
gas emission reductions that enhance the localoacprand capture needed co-benefits for
Southern California as businesses achieve voluneamyy reductions of greenhouse gases. This
White Paper includes brief background informatiam @imate change and how the SoCal
Climate Solutions Exchange can assist in providingiechanism to recognize and quantify
voluntary early reductions. A local program opedaby AQMD can ensure that reductions are
real, additional (surplus), quantifiable, verifiabl permanent over a specific time, and
enforceable. This will be of great value to fdmbk that need offsets for CEQA or other
environmental mitigation, and may be of use forlyearompliance with future AB 32
requirements.

Many greenhouse gas reduction strategies also ¢t@enefits of reducing toxic and criteria
pollutants, which will further accelerate clean @lmjectives in Southern California. This can be
especially beneficial in environmental justice arednen such strategies are implemented there.

This White Paper provides suggested design priesjglescribes the public and agency process
thus far, and describes staff's initial recommerufest for the SoCal Climate Solutions Exchange
and a greenhouse gas Air Quality Investment Prog/@iP). Both of these elements would
include incentives to locate projects in environtakjustice areas.

The SoCal Climate Solutions Exchange would be antaty program where facilities in the
District could undertake projects to voluntarilfduee greenhouse gas emissions in advance of
any regulatory requirement. These projects woallbi pre-approved protocols developed by
CARB, the California Climate Action Registry (CCARY AQMD staff. It is staff’'s intention to
work closely with these other agencies to developnany protocols as possible to encourage
voluntary early actions and to be able to havedhasluctions quantified. AQMD staff will
submit for Governing Board approval all protocalsbe used for the SoCal Climate Solutions
Exchange.

Staff's initial concepts are that any project ire tBistrict could generate reductions per an
approved protocol, and there would not be any iotisins on how those reductions could be
purchased or used. AQMD staff would act as vesfier the reductions and the SoCal Climate
Solutions Exchange would include a mechanism fdifimation, registration, and tracking of the
reductions.

An AQIP would enable the AQMD staff to collect fundrom parties that need certified
emission reductions, pool those funds, and use theneduce greenhouse gases. These projects
would also follow the pre-approved protocols.

AQMD ES-1 June 2008
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The White Paper includes a description of stafEBsommendations for the SoCal Climate

Solutions Exchange. These include the scope oExuhange, generation and potential use of
certified reductions, ownership, additionality, tA&IP, incentives for Environmental Justice

areas, recommendations related to running the Egehgrotocols, verification, and oversight.

Appendices include information on internationaltiowal, regional, state, and local climate
change programs, a discussion of other voluntaegrgrouse gas trading programs, a description
of how surplus reductions are determined in othhegams, key stakeholder comments, and
information on what protocols are in existence, ander development, or have potential for
development and use. The last appendix, Appendigts acronyms used in this document.

The following table summarizes the main componehtgaff’s initial recommendations for the

SoCal Climate Solutions Exchange. These recomntiemdaare more fully described elsewhere
in this White Paper. Each of these recommendatiomsld need to be further explored and
refined during rule development.

Table EX-1
Summary of Initial Staff Recommendations

Topic Area Description

Objectives To provide more certain, high qualitgggrhouse emission
reductions in the District, which will benefit Iddausinesses
generating and needing greenhouse gas reductions.
Retain local co-benefits of greenhouse gas redugtiojects,
especially for Environmental Justice areas.

Geographic Scope Facilities in the District regesdlof whether they have AQMD
permits, and other projects in the District coutshgrate
reductions based on pre-approved protocols.

Generation of Reductions Reductions must be rdditianal, quantifiable, verifiable, and
permanent over a specified time period, and en&iriee
Follow Board-approved protocols.

Ownership of Reductions Project proponent or desggsubsequent trades through
registration.

Certified reductions for portion of project paid pyblic funding
only if specifically authorized by the agency appng the

funding.

No co-benefits unless specifically authorized.
Potential Use of No restrictions on purchase or use.
Reductions Likely to be used for CEQA or other mitigation.

Could be used by individuals or organizations, #tat want to
mitigate their carbon footprint.

Potential Use of Potential use in California’s future regulatory grams to be
Reductions (cont.) determined.

Potential use in regional, national, or internagigorograms to be
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determined.
Banking No need for contemporaneous generatioruaed
Banking may be appropriate.
Additionality Option 1 — projects implemented X yg@rior to mandatory

compliance generate reductions until compliance.dat
Option 2 — certified reductions sunset X monthspio
mandatory compliance date.

Additional discussion during rulemaking to be cetemt with
CARB policy.

Greenhouse Gas AQIP

Pooling of funds by AQMD tolengent reduction projects,
option for facilities that need reductions.

Incentives for
Environmental Justice
Areas

Define based on updated MATES lll information.
Direct AQIP projects to these areas.
Other incentives to be evaluated further.

Protocols

Cooperative effort with CARB, Califorr@dimate Action
Registry (CCAR), California Air Pollution Controlffers
Association (CAPCOA).

Air districts to help develop protocols.
All will work together so protocols can be usefot fultiple
programs.

Verification

AQMD staff would verify reductions.

Exchange

AQMD to issue, record, and register ¢edtifeductions.
Different models described with varying levels d@MD
involvement with respect to handling trades.

Needs further evaluation.

Oversight

Public review for quantification, certdition, and registration.
Periodic performance audit.

AQMD

ES-3
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INTRODUCTION

This White Paper describes staff's initial recomdagions for the development of the SoCal
Climate Solutions Exchange. The Governing Boaith&te Change Committee and a Technical
Advisory Group have provided input to the recomnagimhs contained herein and helped shape
staff’'s initial framing of the Exchange. At then&u2008 Governing Board meeting, these
recommendations will be discussed, and the GovgrBward will provide direction to staff on
whether to proceed with rule development. Staff gantinue to work with all stakeholders to
further refine the proposal, if rule developmerdess.

BACKGROUND

As climate change impacts are becoming better stwtmt, more attention has been focused on
reducing carbon dioxide and other greenhouse dgages actions by individuals, businesses,
cities, and levels of government ranging from sitie counties to nations.

There are many companies offering greenhouse dast®ffor sale, but there is uncertainty
involved with many of the projects, and it is somets difficult to judge whether the offsets are
real. In 2007, the Financial Times investigatechynaf the existing and emerging greenhouse
gas offset markets, and concludetl Financial Times investigation has uncovered wpdesd
failings in the new markets for greenhouse gases.Hh investigation found: widespread
instances of...worthless credits that do not yield mductions in carbon emissions...a shortage
of verification, making it difficult for buyers assess the true value of carbon credits...”

Because companies in Southern California have vatiym been reducing their carbon impacts
or have been required to reduce their carbon irspdlere is a pressing need for real, high
quality reductions that can be relied on. To aslglthis issue, Chairman Burke introduced the
SoCal Climate Solutions Exchange at the Januar$ Z&fverning Board meeting as one of the
Chair's initiatives for 2008. At the February 20@overning Board meeting, the Board
approved development of initial recommendationsaitwo-step process. This White Paper
represents the first step, which is a discussiomitil staff’s initial recommendations by the
Board. The second step, if approved by the BoatdeaJune 2008 meeting, will be initiation of
rule development.

In the last year, there are many examples whergesave purchased offsets to compensate for
their carbon footprint. This is being done on adividual and company basis. Purchasing
offsets can be voluntary or required, as part efglrmitting process, as a result of a lawsuit, or
in response to comments on California EnvironmeQahlity Act (CEQA) documents or
general plans. In many cases where a company tanake adequate on-site changes to
mitigate their carbon impacts, AQMD staff, and othéhroughout the state, are being asked
what exchanges have credibility and how can somesrseire that the reductions they are
purchasing are real?

In the CEQA arena, the Attorney General sued aheant California refinery for failure to
conclude whether greenhouse gas emissions fronojacpmwere significant and for failure to
mitigate those emissions. That refinery is payimg Bay Area AQMD $7 million to a carbon
offset fund, which will be used to reduce greenleogases. A San Joaquin dairy expansion
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project also received comments from the Attorneynédal regarding their CEQA document.
The comments included a recommendation to consatititional on-site mitigation or
purchasing offsets to mitigate increases in patitgahat contribute to climate change impacts.

The County of San Bernardino entered into a sedigragreement with the Attorney General for
failure to analyze and mitigate greenhouse gasseoms in their General Plan. The settlement
requires that County develop an inventory and redaglan for Greenhouse gases. AQMD
staff is assisting the County staff in their invaytdevelopment.

Recently, staff has analyzed, under CEQA, greerth@as emissions related to a Chevron
project in the South Coast, and Chevron has adcepdy the AQMD to mitigate greenhouse gas
emissions that still result after on-site improvemse Many more projects are in the pipeline,
and in the absence of CEQA thresholds, many prqeaponents will be required, or will
choose, to obtain offsets as mitigation.

The staff at AQMD has decades of experience iningsand certifying streams of emission
reductions in the New Source Review (NSR) prograng also has extensive experience in the
development and implementation of rules for gemamadf mobile and area source short-term
credits (Table 1). Since 1994, AQMD staff has bé&aplementing the Regional Clean Air
Incentives Market (RECLAIM) which involves annualission trading units and extensive
tracking of trade activity. Experiences with thga®grams will help AQMD staff in the
development and implementation of the SoCal Clingatleitions Exchange.

Background information is provided below to help #8e context for why this initiative was
introduced and how the SoCal Climate Solutions Brge can become an important local
program that will contribute to addressing a glgbaiblem, and help local businesses needing
GHG reductions. AQMD involvement will provide caénce to emission reduction generators
and subsequent users.

Climate Change

Global warming results from an imbalance in the ami@f solar radiation that is absorbed by
the Earth or reflected back into the atmospherdeMparticles or gases in the atmosphere cause
more solar radiation to reflect back to Earth, @ased temperatures occur.

In 1988, the World Meteorological Organization (WMénd the United Nations Environment
Programme (UNEP) established the Intergovernmdpéadel on Climate Change (IPCC), a
scientific intergovernmental body to analyze cliemahange impacts. The IPCZlimmary for
Policymakers of the Synthesis Report of the IPCGrthoAssessment Report, November 2007
reports that the prevailing scientific view is tlve@rming of the climate system is unequivocal.
There are increases in global average air and aesaperatures, widespread melting of snow
and ice, and rising global average sea level. PIEC also reports that global greenhouse gas
emissions due to human activities have grown sgmeeindustrial times, with an increase of 70
percent between 1970 and 2004.

For California, impacts have been projected foarge of climate change scenarios in 2070 —
2099 in a California Energy Commission (CEC) rep@uair Changing Climate: Assessing the
Risks to California (2006) Business-as-usual is projected to result in 81@db degrees
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Fahrenheit increase, with 90 percent loss of Semoav pack, 22-30 inches sea level rise and 3-4
times the number of heat wave days. Even withGbgernor's aggressive target of lowering
California’s greenhouse gas emissions to 80 perbeidw 1990 levels by the year 2050,
projected increases of 3-5.5 degrees Fahrenhem)grected to reduce Sierra snow pack levels
by 30-60 percent, bring about 6-14 inches of seel lese, and result in 2-2.5 times the number
of heat wave days.

Additional climate change impacts include healtbbpems resulting from exacerbation of air
pollution due to increased temperatures and maveeand particulate formation, and increased
infectious diseases. Water-related issues inaoie droughts and flash floods, and a decrease
in potable water supply and quality. Decrease$ood supply, increases in wildfires, and
decreases in forest productivity are also expetcteatcur.

Climate change is a global problem, one that vauire actions at all levels of government to
resolve. There are many programs to reduce impEctdimate change at the international,
national, regional, state, and local levels. Thasedescribed in Appendix A.

Voluntary Carbon Markets

There are voluntary carbon markets in the U.S. tieate been, or are being, developed in
response to efforts to reduce greenhouse gasdsintey markets allow individuals, businesses,
and organizations to offset their carbon footptimbugh a variety of projects world wide.

The Chicago Climate Exchange (CCX) started in 2808 has over 300 members. Members
make a commitment to reducing greenhouse gasesrandiven allocations with a declining
balance. Selling excess allocations or purchaailegations to match emissions with the annual
allocation are part of this cap-and-trade prograQualifying offset projects can also generate
reductions which are traded on the CCX. Such tdffsan be produced world-wide, which
makes verification more challenging.

There will be more exchanges developing as climhsage regulations become more prevalent
in the U.S. In California, the CCAR has annountieel development of a registration and
trading program for voluntary early reductions undB 32, focusing on offsite reductions from
sources that are less likely to be regulated. 062 CCX announced the formation of the New
York Climate Exchange and the Northeast ClimatehBrge, who will develop instruments for
Regional Greenhouse Gas Initiative (RGGI) in 2009.

RGGI is an agreement that is signed by the Govermdr 10 member states, including:
Connecticut, Delaware, Maine, Maryland, Massaclhssétew Hampshire, New Jersey, New
York, Rhode Island, and Vermont. The states agpeeap emissions from fossil-fuel fired
electric generation plants larger than 25 MW atrenir levels for 2009. A cap-and-trade
program is in place with a 10 percent decreasedarfiouse gas emissions by 2019.

Appendix B provides more information on Europead ather markets that are dealing with
offsets for greenhouse gases.

AQMD 3 June 2008



White Paper SoCal Climate Solutions Exchange

SoCal Climate Solutions Exchange

The SoCal Climate Solutions Exchange is envisiciwelelp stimulate voluntary early actions
for reducing greenhouse gases. Greenhouse gasi@migductions that rigorously follow
approved protocols, and are certified and monitimedQMD staff will provide confidence that
emission reductions are real and will continuedaraintained over the life of the project. This
will provide a valuable service for facilities néegl CEQA mitigation now, and the certified
reductions may have possible use with future AB c®npliance. This will depend on
regulations that CARB will develop.

OBJECTIVES

The objectives of the SoCal Climate Solutions Exgjeaare to provide high quality greenhouse
gas emission reductions that enhance the localoawtprand capture needed co-benefits for
Southern California as businesses that achieventanlyy early reduction of greenhouse gases.
The development of the protocols for quantificatiand rules and procedures for certification of
emission reductions, registration, trading andkirax of the certificates will ensure that any

reductions in this program will meet the key crddor any program of this nature:

» Real — the reductions actually occur;

= Additional — the reductions are not required by aeyulation or would not have
happened anyway;

= Quantifiable — the reductions can be measured uewlg or tests that are reliable
and give confidence;

= Verifiable — the action that resulted in reductiaze be audited and there is
sufficient evidence to show that the reduction owal and was quantified
correctly;

= Permanent — the reduction will be real and addiia@ver a specified time period;
and

= Enforceable — there is an enforceable mechanigrtace to ensure that the action
is implemented correctly, such as a contractuaegent with specific conditions
and terms.

Any reductions must follow approved protocols se tuantification is of sufficient quality to
ensure that the reductions are real and quantfiaBlertified reductions must also be additional.
Additional is generally compared to regulatory regments and common practices. A
discussion of how surplus has been treated in odgedatory programs is included in Appendix
C of this White Paper. This information is inteddes background. An appropriate definition
for additionality for the SoCal Climate SolutionxdBange will be developed as part of the
rulemaking and its specific application to a souragzgory will need to be determined in each
protocol that is used to generate certified redunsti

Another important criterion is that any reductidoes verifiable. AQMD staff would review
projects, determine if the project properly follahine appropriate protocol, and the project was
executed correctly. The certified reductions ninespermanent, over a specified life time which
relates to the additionality of the reductions. yAaductions must also be enforceable, through
permit conditions, enforceable plans, or other raa@ms to help ensure the validity of the
reduction.
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The SoCal Climate Solutions Exchange is envisidoe@cilitate local investments, and special
provisions will be included to provide incentives environmental justice areas. Current
environmental justice areas, for the District, utd areas where at least ten percent of the
population is below the poverty level (based orr @00 federal census data); and either 1) the
cancer risk is greater than one-in-one thousandi¢teyrmined by the AQMD MATES II study
using 1998 data); or 2) the PM10 exposure is greéhsn 46 ug/m(as determined by AQMD
monitoring data). The MATES Il study and moreeaetair quality data will be used to update
the cancer risk and PM2.5 exposure levels for bHagacterization of environmental justice areas.

Local businesses will have certainty that redudtionll be of high quality, although the future
need or use for these credits is yet to be detewniny regulatory agencies authorizing or
allowing such use. Short term needs, before CARBelbps the regulatory structure and
measures to implement AB 32, include the use ofi sectified reductions as offsets for CEQA
or other mitigation.

Many greenhouse gas reduction strategies also dwmbenefits of reductions of criteria or toxic
pollutants. These can be especially helpful inremwnental justice areas. Promoting voluntary,
early reduction projects in the District can hetgelerate other important clean air objectives.

DESIGN PRINCIPLES

The following design principles are suggested fevadlopment of the SoCal Climate Solutions
Exchange:

1. Program development will occur in an open publiog@ss.

2. Reductions will be real, quantifiable, verifiablegdditional, enforceable, and
permanent over a specified time period.

3. Incentives will be available to encourage reducsiam environmental justice areas.

4. Program administration will be efficient, streanduh, timely, and without conflicts of
interest.

5. Fees associated with the SoCal Climate Solutioch&nge will enable the program to
be self-sustaining.

6. Information for the public and participants in ti@Cal Climate Solutions Exchange
will be transparent.

Should rule development proceed, staff will workthwstakeholders relative to these, and
potentially other design principles in the devel@omof the program.

PUBLIC PROCESS

The Governing Board established a Climate Changaritiee, which met on March 20, 2008
and May 28, 2008 to work with staff on this inib&. In addition, Climate Change was
extensively discussed at the Governing Board’s 1Ajtj 2008 retreat.

Staff has been working with a Technical Advisoryo@ comprised of representatives from
CARB, CCAR, environmental and community groupsustdy, academic institutions, and local
government. This group has helped brainstormaingoncepts and provided valuable insight
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and perspectives on key design elements. The ifmpot this group has influenced staff's
recommendations/concepts, which are reflected ig1\White Paper. This group has met four
times, on March 19, 2008, April 2, 2008, April 2808 and May 22, 2008. The meetings were
open to the public, and other attendees also pedvizeneficial input. A list of the Technical
Advisory Group members is provided in Table 1.

Table 1
Technical Advisory Group Members
ORGANIZATION MEMBER ALTERNATE(S)
California Air Resources Board Richard Bode Ediadh
California Climate Action Registry Gary Gero JoeMin
California Council for Environmental
& Economic Balance Bill Quinn
Scott Isaacson
California Portland Cement Jay Grady Steve Reqis
City of Los Angeles Dee Allen Gretchen Hardison

Communities for a Better Environment Jesus Torrez

County of San Bernardino Julie Rynerson Rock Dosigimienga
Department of Water & Power Bruce Moore
Environmental Defense Fund Janea Scott
Los Angeles County Sanitation Distri¢t Greg Adams
Natural Resources Defense Council Adrian Martinez
South Bay Council of Governments Jacki Bacharach rb&a Dye
Southern California Edison Howard Gollay
Southern California Gas Company Lee Wallace

Michael Wang
Western States Petroleum Association  CatherineiR@&uyd Michaeleen Mason

University of California, Los Angeles [ Matthew Kahn

Appendix D summarizes key stakeholder commentsivedein Technical Advisory Group
meetings. If rule development proceeds, staff widlhtinue to work with all stakeholders to
develop draft rules for the program.

AGENCY COORDINATION

CARB staff has indicated that the SoCal ClimateuSohs Exchange could help stimulate
voluntary early reductions, which they strongly emage. Staffs from AQMD, CARB and
CCAR have all committed to work together on protodevelopment for the SoCal Climate
Solutions Exchange. This will include the progrdesign and protocols.

In addition, other air districts in California, tugh the California Air Pollution Control Officers
Association (CAPCOA), have participated in an alitdiscussion with CARB and CCAR
regarding how to best coordinate drafting protocol€EAPCOA, CARB and CCAR staffs
evaluated the protocols that are planned for deweémt, added suggestions for others that
would be beneficial and determined which air destor agency is best suited for developing
specific protocols. This will maximize resourcesdaavoid potential duplicative efforts.
Protocols will need input by the other agenciesyali as the public, and are intended to be
approved for use by AQMD, other air districts, CARBd CCAR. A larger selection of
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approved protocols will be helpful for facilitiesdh for each of these agencies. As additional
suggestions are made for other protocols, CARB, RCAnd CAPCOA or AQMD will
determine which agency or district should evalu#tie proposal for potential protocol
development. Appendix E includes information abexisting protocols and planned protocol
development.

INITIAL RECOMMENDATIONS

The following sections describe staff’s initial omemendations for the SoCal Climate Solutions
Exchange. These ideas would need to be furthduaeal and many details worked out for
developing the program, the rules, administratineec@dures, and tracking mechanisms.

Geographic Scope of Program

Projects to generate certified reductions for tlk€& Climate Solutions Exchange would be
from within the District. Comments from the Tecotwdi Advisory group were that projects
outside the District should be included becausewioalld expand the opportunity for reductions
and that more cost-effective reductions could b@iobd. Since the objectives of this initiative
are to encourage local projects that would betieéiteconomy and the environment, due to co-
benefits often realized with greenhouse gas reolustistaff does not support this suggestion. In
addition, the ability of AQMD staff to ensure thraductions occur and continue to occur would
be hampered for projects that are outside the iBistr One exception might be joint
agreements/programs with other California air ohitdr

Generation of Certified Reductions

Any project in the District would potentially beigible to generate greenhouse gas reductions
through an approved protocol. It should not matteether the facility or operation has a permit
with AQMD, provided adequate records exist to dghba baseline, quantify reductions and
ensure that the reductions are valid over a secgeriod of time.

Facilities with AQMD permits (traditional or Titl¢) may also generate certified reductions. In
some cases, changes to the permits may be redqaimtsure that reductions can be monitored
and are enforceable. Staff will work closely wgtakeholders and U.S. EPA staff to try to
minimize administrative requirements and streamlthe process, especially for Title V
facilities. These larger facilities may have momportunity for greenhouse gas reductions and
an unduly burdensome process may reduce theirtimego achieve early reductions.

Ownership

It is very important that ownership of reductions rclearly established to avoid
misunderstandings concerning which party would iveceertified reductions as a result of
implementing a project.

An issue raised during the discussion of ownersfap the potential for double counting toward
regulatory obligations and the need to avoid igguwertified reductions for actions that are
already considered as part of the reductions reliresh the AB 32 Scoping Plan. For example, a
clear mechanism needs to be in place if there @ral Igovernment reduction targets and a
facility within that local government’s jurisdictiomakes a voluntary reduction. In that case, if
the voluntary reduction resulted in certified retilues that could then be used by another entity
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in California, there could be a net loss towards &B 32 reductions. This is an issue that
CARB will need to provide guidance on. Accountimgpcedures will need to be developed to
avoid potential multiple use of certified reducton

Staff recommends that ownership of certified redust be to the project proponent, or their
designee, with subsequent ownership determinedrdmles that are registered appropriately.
Projects resulting in reductions of greenhouse g#sat also have co-benefits of reductions of
criteria pollutants or air toxics would not be owney the project proponent unless they were
specifically authorized. Staff’s initial recommextithn for reductions that are partially funded by
public funding is that the portion of the projedig by public funding would be eligible for
generating certified reductions only if specifigathuthorized by the agency approving the
funding. More discussion is needed during ruleetlgyment to ensure that there would not be
any double counting of reductions towards AB 32nplag assumptions or compliance
obligations.

Potential Use of Reductions

Once certified reductions are registered in thegb&@limate Solutions Exchange, staff envisions
that any party could purchase them. In additioa facility banking reductions for its own use,
for example as future CEQA mitigation, other fdmk and other parties may want to purchase
them.

There are many greenhouse gas reduction prograsmh®lftbw the use of a limited number of
offsets created outside the program itself. Ipassible that some of these programs might
authorize the use of SoCal Climate Solutions Exgharertified reductions as offsets available
for use in their program.

Another potential use is by individuals, companias,other entities that want to voluntarily

mitigate their carbon impacts. Certified reductian the SoCal Climate Solutions Exchange
might be an avenue for them to reduce their cafbotprint with locally generated reductions

certified by AQMD.

Stakeholders had many questions about what AB 3@ldveequire of facilities and local
governments, and how certified reductions underSb€al Climate Solutions Exchange might
be used to meet future AB 32 requirements. CARE & currently developing the state’s AB
32 Scoping Plan. A draft will be released for peibéview at the end of June, although CARB
staff has stated that all the analysis will notchenpleted at that time. A supplement will be
available in late July and a revised draft in Oetplin preparation for the Board adoption
hearing, which is scheduled for November 2008. Tdwuirements and potential use of any
voluntary early reductions or what mandatory regmients will be required remains to be
determined. However, CARB staff is participatingieely with AQMD, and is supportive of
the concept of having the SoCal Climate Solutiokchange to help encourage early, voluntary
greenhouse gas reductions.

Banking

Greenhouse gases have very long atmospheric l#st(@Q, for example, has a half life of 100
years). When setting up a reduction generation ws®l program, it is very different than a
traditional criteria pollutant program, where caonporaneous reductions and use are needed to
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help meet daily or hourly emission standards. ¢@enhouse gases, it would generally be
appropriate to allow banking. This will add momgcentive for early actions and provide
flexibility for parties needing reductions. Thet@xt of banking would be explored as part of the
rulemaking process for the SoCal Climate SolutiErehange and also could be determined for
other existing or future regulatory programs.

Additionality

The Technical Advisory Group discussed differenysvinat additionality could be defined, and
there were a range of viewpoints. In AB 32, adadility, for the purpose of market-based
compliance mechanisms, is that the reduction iaddition to any greenhouse gas emission
reduction otherwise required by law or regulationthat would have occurred otherwise. These
two elements are common in greenhouse gas progrdmsome cases, the Kyoto protocol
requires that additionality also include a finaha@amponent. To meet this criterion, the
determination must be made that the project wooldhave occurred unless some of the costs
could be recovered due to offset sales. Addingantial component needs to be done carefully,
to avoid any unintended deterrent for projects.

For the purpose of discussion with the Technicavigay Group, staff initially recommended
that if reductions occur one year before the effectiate of any existing or future greenhouse
gas requirement, then the reductions would be densil additional. Many members thought
that approach was too stringent.

In a subsequent meeting, staff presented two optainpotential approaches for addressing
additionality. Option 1 would allow a project ingphented at least a specified amount of time
before a rule requirement to qualify for certifiechission reductions per an approved protocol.
Once the project qualifies, reductions could beegated until the rule compliance date. Option
2 would consider reductions as additional withoueguirement for when a project needs to be
implemented. “Additionality” would cease at a sfied time prior to rule implementation. The
length of time would need to be determined.

Staff recommends that the definition of additiotyafor the SoCal Climate Solutions Exchange
be uniform, although the application may vary dejpeg on the source category. Staff also
recommends additional discussion during rulemakanfyrther explore approaches and to make
sure the definition of additional for the SoCalrtdite Solutions Exchange is consistent with
CARB policy that will be developed regarding adutiality.

Greenhouse Gas Air Quality Investment Program (AQIR

Some facilities that need greenhouse gas reductizag not have the opportunity to make
changes at their facility. A greenhouse gas AQIBroposed so staff could accept funds in such
an instance and secure reduction projects tolfthfit need. Other parties may also contribute to
the AQIP. By pooling funds, staff may be able wod larger projects that individual facilities
could not take advantage of. The same protocalsfézilities would follow would govern the
reductions for the AQIP. AQMD staff would quantdnd certify reductions.

Initial use of the greenhouse gas AQIP would beatéichto parties that are required to have
greenhouse gas reductions by AQMD, or those patiwes need CEQA mitigation as
recommended by lead agencies within the Distfld¢te use of the AQIP could be expanded once

AQMD 9 June 2008



White Paper SoCal Climate Solutions Exchange

sufficient experience is gained in the generatibithe reductions and the management of the
program.

The Technical Advisory Group commented that the RG&hould follow the same protocols as
other projects, which staff agrees with. Concerms valso expressed that the AQIP could
compete for projects that might otherwise be abéeléo businesses.

Incentives for Environmental Justice Areas

Environmental justice areas, as currently defireedtie District, include areas where at least ten
percent of the population is below the poverty lgbased on year 2000 federal census data);
and either 1) the cancer risk is greater than arme thousand (1,000 in-a-million) or 2) the
PM10 exposure is greater than 46 uy/rurrently, the cancer risk is based on MATESata
and the PM10 exposure is determined by AQMD moimitpdata.

The District is completing the MATES IlI projectn@ the data from that study will be used to
update the environmental justice criteria.

Environmental justice areas would benefit from mafiythe types of projects that could be
employed to reduce greenhouse gases, as theréiemeco-benefits of reduced diesel or criteria
pollutant emissions.

Staff will keep environmental justice concerns imahin the development and implementation

of the SoCal Climate Solutions Exchange. The SdJiahate Solutions Exchange and the use
of AQIP funding would be designed to give priordy incentives to projects in environmental

justice areas. Funding will be directed to prgeict environmental justice areas to the extent
possible to take advantage of the likely pollutesbenefits in areas that have higher criteria or
toxic pollutant exposures. Other incentives wdwgdevaluated during rule development.

Protocols

One of the most important elements of any typeeofifeed reduction program is the technical
soundness of the underlying quantification methaals,protocols. A protocol is used to
determine the starting point, or baseline from Wwhieductions can be measured. A protocol
spells out how to measure the baseline, what acttam be taken to generate reductions, and
how those reductions are to be calculated and gubsdy verified.

Protocols would only be developed for reductionst tmeet the test of additionality. Each

protocol would include the length of time that retions could be generated in order to ensure
that the reductions are additional and also reptes@easonable estimate of the length of time
the action is expected to continue to generate flteneFor example, reductions to generate
mobile source credits are often limited to a speciimber of years that will reflect the expected
lifetime of the equipment replaced or put into g&v The reductions may also be limited to

when new vehicle standards will be effective, teuga that the reductions are surplus.

The Technical Advisory Group expressed an intareslieveloping protocols that would not be
limited to mass reductions, but should be flexd@ugh to give reductions for energy efficiency
and other projects.
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Appendix E includes a list of what protocols the REA and CCAR have already approved,
which protocols are currently under developmentg anlist of other protocols that may be
beneficial for the SoCal Climate Solutions Exchapg#icipants.

Criteria
For the AQMD staff to recommend approval of an #xg or new protocol, the following
criteria would need to be met:

1. The protocol should be written clearly, be easyutwlerstand, and have consistent,
repeatable results.

2. Reductions resulting from application of the piomb must be real, additional,
guantifiable, verifiable, and permanent over a speperiod of time.

3. The protocol must specify the year or years usedhi® baseline, quantification of the
reductions, and the length of time that the reduiwill be considered additional.

4. The emission factors or test data used to substi@ntiaselines and reductions must be of
high quality. Parameters used to derive reductishsuld be verifiable via lab tests,
source tests, vendor guarantees, or other solichtjfieation methods.

Approval Process

Any protocol to be used in the SoCal Climate Sohdi Exchange would go before the
Governing Board for approval. Staff will reviewisting protocols that have already gone
through technical review, a public process, andehlagen approved by either the CARB or
CCAR. These can be brought to the Governing Bdardeview and approval in a timely

manner and would then be available for use by ifeesl or other parties in the District.

Consistency in the protocols used by AQMD, CARB] &CAR to generate early reductions is
very important to all parties.

There are a number of protocols that are currdrdigg developed. AQMD staff will participate

in those efforts and bring those that are apprtpriar use in the SoCal Climate Solutions
Exchange to the Governing Board for approval, ab. wehe CARB, CCAR and AQMD staff
will work together to prioritize the ‘wish list' gprotocols and will designate which agency has
the resources and expertise to develop specifimpots. The three agency staffs will work
closely together to make sure that protocols wéktrthe criteria and needs of each agency. This
will maximize resources and help achieve a moresbbelection of reduction opportunities.

Verification of Reductions

Staff at AQMD would be responsible for the verifioa of reductions under approved protocols.
The verification would include analysis of whetht#te base year and reductions are
appropriately calculated per the protocol methoggl@nd whether the reductions calculated are
accurate. Verification would also include siteitgisreview of records, audits for each year’'s
reductions, and management oversight.

Exchange
Reduction Certificates

After verification by staff and management, a reaurc certificate would be issued and
registered in the SoCal Climate Solutions Exchange.
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Units
To be consistent with other programs, the unitréatuctions would represent a metric ton of
carbon dioxide equivalents. Each unit would beiggsa unique serial number that would
include identifying information such as the yea thduction occurred.

Issuance
The Technical Advisory Group discussed whether ifesdt reductions could be issued
prospectively for a specified number of years, Ham® expected activity and determination of
additionality, or retrospectively, based on acyivitach year and continued additionality. For
CEQA it would be beneficial to have a stream ofified reductions which could be enforceable
through permit conditions. The Chicago Climate lt&amye operates a cap-and-trade program
with allocations that decline over time for papaiing facilities. Allocations are issued and can
be traded for future years, but offsets used torreite emissions with allocations are only issued
retrospectively.

Existing protocols for greenhouse gas reductiohysae a post-quantification process to provide
more certainty. Once a project is implemented atineunt of reductions depends on the activity
each year. At the end of a compliance periodrédeictions are quantified and verified before
reductions, such as offsets, are granted. FoBd@al Climate Solutions Exchange, AQMD staff
would issue most certified reduction certificaté®r@an action occurred, such as on an annual
basis. Reductions would be issued for a spec#iar yn which the reductions occurred, but
would likely be able to be used (banked) over ayéortime period. However, there may be
situations that involve an AQMD permit where pradpee certification might be appropriate for
a specific number of years that an action wouldléemed additional. Staff recommends that
this be further explored during protocol developtmand implemented when feasible.

Two Models for AQMD’s Role in Trading
Two models were discussed with the Technical Adyigaroup related to what services AQMD
could provide in the SoCal Climate Solutions Exg®with respect to how certified reductions
are verified, issued, registered, and traded. achemodel, AQMD would verify and certify
reductions, but there are differences in the lefeustomer service provided relative to trading.

Model 1 would have AQMD offering an information reigy of what reductions have been
verified and certified by AQMD staff. In this mdd&QMD could be responsible for tracking
trades, but not be involved in the actual tradnags$actions. An electronic system would need to
be developed to track transfers of reductions betwearties. Model 2 varies by including
AQMD as providing the trading mechanism and matghpotential buyers and sellers. An
electronic system with public access would allovieptial buyers and sellers to know what is
available. Staff recommends that these optiond, @thers, be further refined during rule
development.

Program Review

There are several functions involved with a progrsmeh as the SoCal Climate Solutions
Exchange and the AQIP, for which quality assurangaity control analysis is appropriate to
further ensure mutual trust in the program.
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Staff is recommending a public process for protoapproval, and consultant review for

guantification, certification, and registration. robcols developed by AQMD would have

stakeholder input during development and would &&ewed and approved by the AQMD

Board at a Governing Board meeting. Some prototitds have already been approved by
CCAR or by the CARB Board or Executive Officer miagve already undergone public input

and review. For use in the SoCal Climate SolutiBrshange, staff recommends that these
protocols be reviewed and approved by the AQMD Ba@dra public meeting, as well.

Staff also recommends that the SoCal Climate SwiatExchange have periodic performance
audits conducted by an auditing firm. The auditldoinclude all aspects of the program,

including evaluation of whether protocols were appiately applied and emission calculations

were correct, whether the documentation of cedifieductions is adequate, and could include a
review of all the administrative aspects of the &loClimate Solutions Exchange to ensure
appropriate program management.

If the Governing Board adopts rules to implemerg 8oCal Climate Solutions Exchange,
frequent reviews would be recommended to maketbateghe program is meeting its objectives.
Staff would bring regular reports to the Climatea@pe Committee during rule development.
Once the program is initiated, quarterly reportth Climate Change Committee, and an annual
report to the Governing Board are recommended.

MOVING FORWARD

At the June 6, 2008 Governing Board meeting, stélffsummarize the efforts to date on the
conceptual development of the SoCal Climate Satsti&xchange and recommend that rule
development be initiated. The objectives, publiocpss, initial recommendations, and
stakeholder viewpoints will be discussed.

The Board will hear public testimony and is expddi® provide direction to staff on whether or
not rule development should proceed. If the Bahrection is to develop rules to implement the
program, then staff will draft rules for the Boadtonsideration at its September or October
meeting. The public process will include continudiscussions with the Technical Advisory
Group, working with the Board Climate Change Coneit other AQMD committees, and
public workshops. Appropriate CEQA and socioecoicamssessments will be conducted as part
of the rule development process.
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APPENDIX A
EFFORTS AT THE INTERNATIONAL, FEDERAL, REGIONAL,
STATE, AND LOCAL LEVEL

International

In 1988, IPCC was formed to bring together sciengixperts to evaluate the risks of climate
change. The IPCC has published four technical rtepehich have helped inform climate
change policy. The First Assessment Report, 198fudes three volumes - Scientific
Assessment of Climate Change, Impacts Assessméiinoate Change, and the IPCC Response
Strategies. The Second and Third Assessment Repolitnate Change 1995, and Climate
Change 2001, addressed the science of climate ehanpacts, adaptation, and mitigation. The
Fourth Assessment Report, 2007, updated informationthese topics and addressed the
vulnerability of different systems to climate chang These systems include food supply,
infectious diseases, increased ozone, changesuglirand flood patterns, as well as changes to
snow pack and sea level.

The IPCC has also prepared a number of speciatteepo aviation, regional impacts of climate
change, technology transfer, emissions scenadosd, Use, land use change and forestry, carbon
dioxide capture and storage and on the relations#tyween safeguarding the ozone layer and the
global climate system.

The United Nations Framework Convention on Clim@feange (UNFCCC) was formed in
1992. This was a United Nations effort that ultieta resulted in the ratification of the Kyoto
protocol in 1997. The Kyoto Protocol is an intdrmaal, legally binding agreement to reduce
greenhouse gas emissions. It became effectiv®@@b.ZEach country has a specific target of at
least 5 percent reduction from 1990 levels, to dieeved between 2008 and 2012. The United
States is not one of the participating countridégpendix D describes the trading mechanisms
available for participating countries.

The International Council for Local Environmentaitiative, ICLEI, was formed in 1990 to
promote sustainable development for local governpregional, and national members. There
are currently over 800 members.

International discussions continue, with a Decen®@d7 meeting in Bali culminating in a
‘roadmap’ for negotiations, which continued in Blok in March 2008.

Federal

The United States (U.S.) is not one of the cousitti@t have signed the Kyoto protocol. The
President Bush’s U.S. Global Climate Change Pok&@7, (published by the U.S. Department
of State) sets a framework for energy security ahchate change. It highlights energy
efficiency and research efforts that the U.S. Inéigated to reduce greenhouse gases. Congress
is debating several bills that may result in a aag-trade or other programs for reducing
greenhouse gases for this country. The Presidermduaced new climate change goals in April
2008. These goals emphasize technology advancemérd#iowing of growth by the year 2025.

The Climate Registry (TCR) was formed in March 200This non-profit organization was
founded by the participating states, tribes and/ipaes and serves as a voluntary greenhouse
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gas emission inventory registry. In recent comesignce to CCAR members, TCR has
indicated that it will be superseding the CCAR immey function. The goal of TCR is to

promote the use of best practices in inventory amdmmon data format for entities reporting
greenhouse gases. Members include 39 U.S. statetha District of Columbia, 7 Canadian
provinces, 3 Indian tribes, and 6 Mexican statéalifornia is one of the members.

EPA published a national greenhouse gas inventorApril 2008 (430-R-08-005), and is
working on draft mandatory reporting rules, whiale @ue in September for public comment.
Final rules are due in June 2009.

Regional
In December 2005, the Regional Greenhouse Gaatlnéi(RGGI) was formed as a cooperative
effort involving 7 northeast and mid-Atlantic stateriginally, and now covering 9 states. RGGI
states have developed a regulatory strategy, wWbmlses on a cap-and-trade system, to reduce
greenhouse gas emissions. Large electric gengratitts will reduce emissions, overall, to ten
percent less than 2009 levels by 2018. The comgeigeriod for reconciling allocations to
emissions is 3 years.

The Western Climate Initiative (WCI) sets a regiomaluction goal for several western states,
including California, as well as 2 Canadian proesic This is an agreement by Governors, who
set an overall regional target in spring 2007. eRdbr a multi-sector market-based program will
be developed by August 2008. Each participant setst-, medium- and long-term reduction
goals for 2010-2012, 2020, and 2040-2050, respdygtiv Collectively, greenhouse gas
emissions are expected to be fifteen percent lkess2005 levels by the year 2020.

Regional efforts also include the U.S. Conferentevlayors, where 500 Mayors signed an

agreement in May 2007 to beat the Kyoto protocaddts of 7 percent below 1990 levels by
2012. The Mayors will also lobby state and fedgmlernments for a cap-and-trade program for
greenhouse gases.

State
In June 2006, Governor Schwarzenegger issued BxedDtder S-3-05. It calls for a reduction
in greenhouse gas emissions to 2000 levels by ehe 3010, reductions to 1990 levels by the
year 2020, and reductions in the year 2050 thdtheil80 percent lower than 1990 emissions
levels.

Executive Order S-01-07 was signed by the Govemma@anuary 2007. It required that a low
carbon fuel standard be one of the CARB early aatn@asures. By the year 2020, the carbon
intensity (the ratio of carbon dioxide to energy)t@nsportation fuels in the state will be
reduced by 10 percent. This can be achieved loymeflation and alternative fuels.

AB 32, which is described below, will be a sigrefint state effort. The CEC and the California
Public Utilities Commission (CPUC) also have majoles in developing recommendations for
how to regulate greenhouse gas emissions from filiy sector, in setting appropriate rate
structures, and developing energy efficiency stedsla In addition, there is the state Climate
Action Team (CAT) which is comprised of represents from all state agencies.
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The California Global Warming Solutions Act of 2068 AB 32, was adopted in September,
2006. It establishes a comprehensive programaflagory and market mechanisms to reduce
California’s greenhouse gas emissions.

AB 32 established CARB as the responsible agencynionitoring and reducing GHG
emissions. The key requirements are listed beloithh a description below of work that has
been completed or a status report on efforts udeleelopment. The bill requires CARB to:

» Establish a statewide greenhouse gas emissiorfercaP20, based on 1990 emissions by
January 1, 2008.

In November 2007, CARB approved a 1990 emissimesiiary level of 427 million
metric tons of C@equivalents (Cgeq). This will require 173 million metric tons of
CO,eq reductions from 2020 business-as-usual projesteidsion levels.

* Adopt mandatory reporting rules for significant sms of greenhouse gases by January
1, 2008.

Annual mandatory reporting rules for refineriesedricity generators, cement plants,
cogeneration, and industrial facilities above 2%)Ofnetric tons, and certain retalil

providers and marketers were adopted in Decemb@v7 2@Emissions from the year 2009
will be the first reports required. The rules alsequire independent third-party

verification.

» Adopt a list of discrete, early action measureslbly 1, 2007 that can be implemented
before January 1, 2010 and adopt such measures.

In June 2007, the CARB Board approved 3 discretly @ation measures. This list was
expanded to nine in October 2007. Discrete eadyioa measures are regulatory
measures that can be adopted and fully implemebyethe year 2010. Early action
measures include: low carbon fuel standard, grperts, Smart Way truck measures,
methane capture at landfills, perfluorocarbons (RfGrom the non-electric sector,
sulfur hexafluoride (SF6) from semi conductor maotifring, reduction in high global

warming compounds in refrigerants and consumer petg] and tire inflation.

* Adopt a Scoping Plan by January 1, 2009 indicaiogy emission reductions will be
achieved from significant greenhouse gas sourcasegulations, market mechanisms
and other actions.

Work is in progress, with a draft Scoping Plan cug for public review by the end of
June, a supplement in July with results of econamicieling, a revised draft Plan in
October, and a public hearing scheduled for Nover2bé8.

» Adopt regulations by January 1, 2011 to achieventagimum technologically feasible
and cost-effective reductions in greenhouse gasekiding provisions for using both
market mechanisms and alternative compliance mesrnhan
This work is part of the Scoping Plan developmand, there are also working groups for
individual sectors, and program design, includingrket mechanisms and alternatives.

The California Climate Action Registry (CCAR) wasrhed by the state in 2001 to serve as a
voluntary greenhouse gas registry. There are ithyrever 300 members, including the AQMD,
who report emissions through a standardized proeesshave the emission inventories verified
by an independent third-party. According to cqomeslence received by staff from TCR, TCR
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will be taking over the emission inventory aspecthis agency. The focus of CCAR will shift
to protocol development and tracking and registevioluntary reduction projects.

Local
Climate change, a global problem, needs effortthatlocal level in order to be effectively
addressed. Many cities, councils of governmeninties, and other local entities are integrating
climate change into their general plans, policesl purchasing decisions.
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APPENDIX B
OTHER CARBON TRADING PROGRAMS

This appendix describes carbon trading program&urope, under the Kyoto Protocol and
outside the Kyoto Protocol, and trading in the EdiStates.

European Carbon Credits under the Kyoto Protocol

The Kyoto Protocol for greenhouse gas reductions egiablished in 2003 and came in force in
February 2005. The Kyoto Protocol was the prodiich series of negotiations following the
adoption of the United Nations Framework ConvenbarClimate Change (UNFCCC) in 1992.
Under the Kyoto Protocol, Annex | countries are oatted to greenhouse gas emission targets
through the establishment of an allowance systerhe trial period for implementing the targets
was from 2005 to 2007. This first implementatia@ripd (commitment period) is from 2008 to
2012 to reduce greenhouse gases by 8% from the 18980 Countries in Annex | with the
obligation of reducing greenhouse gases can resarhumber of means to fulfill the obligation.

In this regard, Europe established a multi-natiotrading system—the European Union
Emissions Trading Scheme (EU ETS)—under which @édember State publishes a National
Allocation Plan. The allowances were first assthrte sectors and then distributed to
installations (facilities) within a sector. Appimately 11,500 large installations in certain
industrial sectors are covered so far. These liagtans account for 2.1 billion tons of GO
annually—45 percent of GOn the EU. The allowances represent the amougte#nhouse gas
that each Member State is allowed to emit—AssigAetbunt Units (AAUs). Each AAU
represents one metric ton of carbon dioxide eqantatCQe).

Participants of EU ETS can trade credits from AAdusl carbon credits generated from projects
under the Clean Development Mechanism (CDM) anatJonplementation (JI). All these
credits are fungible and each credit representsiaal tCOe. Under the Kyoto Protocol,
emissions trading is allowed between Annex | caestrbut not between Annex | and non-
Annex | countries.

Clean Development Mechanism (CDM)
CDM was established in 2003 and is a global mafteeemission reductions in six types of
greenhouse gases -— carbon dioxide, methane, nitroxgle, hydrofluorocarbons,
perfluorocarbons, and sulfur hexafluoride. A CD=jpct is aimed at reducing or sequestering
greenhouse gases in a developing country (non Ahneuntries) to offset carbon emissions in
an industrialized country (Annex | country). Citsdgenerated from carbon-reducing projects
are called Certified Emission Reductions (CER9)0sSE from carbon-sequestering projects such

There were 36 countries with developed economiesrein—that committed to greenhouse gas emission
reductions in the UNFCCC. The list expanded t@@9ntries—Annex B—under the Kyoto Protocol. Anmexd
Annex B are used interchangeably.

In 2005, U.S. (who has not ratified the Kyoto Pomip and Australia (did not ratify the Kyoto Protbaintil 2007)
initiated the Asia-Pacific Partnership (APP) wither countries in Asia and Canada. APP rejectKtiugo
emission target, instead, promotes the use of dtessil-fuel and renewable energy.
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as affozrestation and reforestation are awarded desmp CERs (t-CERS) or long-term CERs (I-
CERs):

A low-carbon project in a developing country camnearedits equivalent to the difference
between the emissions that would have been relaas#er the status quo and those under the
project. There are private verifiers for emissieductions who are accredited by the CDM
Executive Board. The process for certifying thesession reductions includes:

Develop a CDM project design documentation (PDD) aave it validated,;
Apply for registration to the Executive Board,;

Implement the project and the registered monitopilag;

Submit a monitoring plan for verification; and

Certify and issue emission reductions.

abrwnpE

The period within which credits for emission redocs are issued is either a twice-renewable 7-
year period, totaling 21 years or one fixed 10-ypariod. Thus, the credit period does not
necessarily correspond to the life of a projeche Tenewal is not guaranteed. The type and the
starting date of the credit period must be indidatea PDD.

China currently has the largest share (44%) o2&/ projects. Of all the CDM projects, those
attaching waste gas incinerators to refrigerant ((H8FC-22) manufacturing plants generated
the greatest number of credits [relating to theuctidn in HFC-23 (trifluoromethane)]—28
percent of all CDM projects.

Investments in CDM projects depend on prices db@arcredits. During the trial period (2005-
2007), the carbon prices had plummeted from $4Qqenf CQ to $1 due to over-allocations.
There has been some gaming activity on delayingliaon of low-carbon projects to obtain
higher baseline emissions from existing technologpys garnering more credits from the
projects. Because of the difficulty in establighthe baseline emissions in some cases, investors
have opted for marginal end-of-pipe technologiasead of process changes.

There are three business models behind the operatfioCDM: unilateral, bilateral, and
multilateral (hybrid). Under the unilateral moded, non-Annex | country initiates and
independently carries out a project whose crediéspairchased by Annex | countries. The
purchase can be made before (forward CERS) or thitecredits are generated. A project under
the bilateral model is an equity investment in a-Amnex | country made by an entity in an
Annex | country. The project may be a joint veatof both countries. The multilateral model
works similarly to hedge funds where a fund manggdls funds from Annex | countries to
invest in CDM projects whose credits are then iisted among fund contributors. Investing in
multiple projects can also leverage risks in th@egects.

%-CERs and |-CERs have to be replaced by permaednttions sometime in the future. t-CERs expitt@end
of the commitment period following the commitmeetipd in which they were issued. |-CERs expirthatend of
a crediting period which can be from 20 to 60 yeeith 10-year increments in between. Therefore,ghices of t-
CERs and I-CERs will be less than those of CERs.
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The Prototype Carbon Fund (PCF) established byWbedd Bank in 1999 is a good example
under the multilateral model. The World Bank cothg operates six other carbon furntig he
Netherlands has used public money to set up thdifi€gr Emission Reductions Unit
Procurement Tender (CERUPT) to purchase forward <CHfRtough a bidding process.
Singapore also has established the Singapore-ASEanNbon Fund in 2003 for the same
purpose.

Joint Implementation (J1)

Joint Implementation (JI) is a greenhouse gas temuor sequestration project in an Annex |
country (host country) by another Annex | countrywésting country). All Annex | countries
are developed or industrialized countries thatcaramitted to the emission targets in the Kyoto
Protocol. The resulting credits from a greenhogas reduction project are called Emission
Reduction Units (ERUs). Credits from land usedlarse change, and forestry projects in a
home Annex | country are called Removal Units (RMUSimilar to the operation of CERs,
there are government and institutional investor&RfJ-generating projects such as the World
Bank’s PCF and the Netherlands’ Emission Redudtinit Procurement Tender (ERUPT).

The majority of the JI projects are in Central d&wabktern Europe. There are two tracks to be
followed for generating ERUs. Track one is for thoguntries who meet all the requirements
specified in the Marrakesh Accords. Track two as those who meet at least three of the
requirements. The requirements are whether the dmsitry is a party to the Protocol, has
AAUs calculated or recorded, has a national sydterastimating greenhouse gas emissions and
sinks, has a national registry, and has submitted most recent annual inventory and the
supplemental information on AAUs. The procedureserms of project approval, monitoring,
verification, and issuance of ERUs are distinctMeein the two tracks. The majority of Annex |
countries have not indicated which track they idtemfollow.

Banking
Issuance of CERs prior to the first commitment qeri2008-2012) for projects with the start
date prior to that period—early credits—is allovied cannot be earlier than January 1, 2000.

Unused t-CERs, I-CERs, and RMUs from the first commant period are not allowed to carry
over to the next commitment period. AAUs can beied over. However, ERUs not converted
from RMUs and CERs may be carried over to the nerimitment period provided they do not
represent more than 2.5 percent of the allocatiahthe facility holds for that year.

Carbon Credits Outside the Kyoto Protocol

Internationally, a similar trend also prevails ades of the Kyoto compliant framework to

generate carbon credits under various currenci€eere have been many entities pursuing
carbon-neutral activities by investing in greenleougas reduction projects in developing
countries or by purchasing credits generated filoeséd projects to meet the Kyoto obligations.

In recent years, these markets have experiencad gapwth because they do not need to
comply with the strict regulatory standards tha¢ awecessary under the Kyoto Protocol.

3Carbon funds also invest in projects in Joint Immatation.
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Although these markets are smaller, they allow\vidgials, businesses and non-governmental
organizations to participate in offsetting greers®gas reductions outside the Kyoto Protocol
compliance market. The structure of these volyntaarkets operates similarly to those

implemented under the Kyoto Protocol’'s CDM. Thdumbary market permits countries that

have not ratified the Kyoto Protocol to participateemissions trading by generating Verified

Emissions Reductions (VERS) through a wide vardtyrojects.

Voluntary Carbon Markets in the United States

In the U.S. voluntary carbon markets have and bélgenerated under the Regional Greenhouse
Gas Initiative (RGGI), the Chicago Climate Excha(@€X), CCAR, and the Climate Trust by
the state of Oregon.

RGGI
RGGI is an agreement originally signed in 2005 iy Governors of 7 northeastern and mid-
Atlantic states: Connecticut, Delaware, Maine, Ndampshire, New Jersey, New York, and
Vermont. Massachusetts and Rhode Island both joRE&GI in early 2007, and Maryland
joined in April 2007, bringing the number of memis&ates to 10.

The states agree to cap emissions from fossilfitgel electric generation plants larger than 25
MW at current levels for 2009. A cap-and-tradegpamn is in place with a 10 percent decrease
in greenhouse gas emissions by 2019.

A model rule has been developed and that rulebeilmodified and adopted by each state. The
compliance period is 3 years, and allowances anergéy to be auctioned to the facilities. Each
allowance is equal to one ton of CO2 equivalend, ta@ model rule includes 25 percent of the
allowances be used to support consumer benefirgmgy Early Reduction Allowances (ERAS)
are granted to projects that reduce by May 1, 2009.

The model rule allows unlimited banking, and thgedr compliance period can be extended to 4
years if certain price triggers occur. There ishmorowing outside of the compliance period.
Offsets can be used to meet 3.3 percent (5 peoreb® percent if level 1 or 2 price triggers
occur) of a facility’s needs. Offsets can be frome of the participating states or another U.S.
state with a memorandum of understanding. Theegecarrently 5 types of projects that can
produce offsets: landfills, reduction of SF6, adftation, end-use energy efficiency in the
building sector, and agricultural manure managemeriiere are two tests for additionality:
regulatory and financial. Financial additionalgytypically determined on a case-by-case basis.

RGGI has chosen several different organizatiortgetp implement the program. World Energy
Solutions runs a quarterly regional auction. Pe@Quarles is responsible for the development
and implementation of the emissions and allocatioasking system. Services related to offsets
are done by ICF International, and the Greenhowae Mlanagement Institute is responsible for
certification of verifiers.

CCX
CCX defines itself as “the world’'s first and Norfimerica’s only active voluntary, legally
binding integrated trading system to reduce emmssad all six major greenhouse gases.” Since
its launch in 2003, CCX currently has over threadread members which include corporations,
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states, municipalities, educational institutionsl amon-governmental organizations. Members
join CCX voluntarily, but make a legally bindingramitment to meet annual emission reduction
goals. Annual emission allowances are allottech&mbers in accordance with their emission
baseline as outlined in the CCX Emission ReducHohedule (see box).

Phase 1 (2003-2006)

» Baseline: average of annual emission from 1998-2001
*  Members commit to reduce emissions a minimum ofp&¥year, for a total
reduction of at least 4% below baseline
Phase 2

» Baseline: same as Phase 1 OR the single year 2000
*  Members commit to a reduction that requires yed0Zmission reductions of
least 6% below Baseline

The tradable commodity of the CCX is the Carborakaial Instrument (CFl), with each CFI
representing 100 metric tons of CO2 equivalent$ls@an be issued as allowance credits to
emitting members according to their baseline, ooféset credits produced by qualifying offset
projects. All projects are required to undergadhparty verification by a CCX approved
verifier. The Financial Industry Regulatory Authpr(FINRA), created in 2007 through
consolidation of the National Association of Setiesi Dealers (NASD) and certain functions of
the New York Stock Exchange, inspects all verifaratreports for accuracy and completeness.
Trading is done through an electronic internet-igs®gram, or parties can trade outside this
system and register with CCX.

Other exchanges affiliated with the CCX include t@aicago Climate Futures Exchange
(CCFE), Montreal Climate Exchange (MCeX) and theadpean Climate Exchange (ECX),
which accounts for 80-90% of total exchange traidethe European Union Emissions Trading
Scheme. Currently in development in the UnitedteStathe California Climate Exchange
(CaCX) seeks to develop financial instruments @aple to AB 32. The New York Climate
Exchange (NYCX) and the Northeast Climate ExchgiteCX) plan to develop instruments for
the northeast Regional Greenhouse Gas Initiati&E3R.

Verified Emission Reductions (VERS)
Outside of the CCX, projects or activities in valany markets that reduce greenhouse gases
generate verified emissions reductions (VERSJERs can be sold to companies and individuals
whose goal is to voluntarily abate their carbontpoints. However, VERs cannot be purchased
by governments or organizations which need to cgmth Kyoto regulations because VERS
are not tradable under the Kyoto Protocol tradingclhanisms. VERs are generated from
project-based emissions reductions and can inchudarge range of project opportunities.

*\VERSs stands for Verified Emissions Reductions ohivitary Emissions Reductions. Used interchangeiaigh
refer to emission reductions outside the regulatemd procedures under the CDM. A VER represergdiaction
of one ton of greenhouse gas emissions in carlmaddi units.
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Without the regulatory standards of the compliamegket, more flexibility is given to the types
of projects that can be pursued in the voluntargketa.

According to EcoSecuritiBsVERs can be generated from projects that aredbimseountries
that have not ratified the Kyoto Protocol, lack timérastructure to support CDM project
development, have not yet been registered undeCi, are too minor to substantiate the
costs of CDM approval or are projects that havenarily been developed for the voluntary
market.

Advantages of the Voluntary Market

The voluntary market makes it easier for a variefydifferent organizations as well as
individuals to participate in reducing greenhouas gmissions. Since the rules and regulations
of this market are not as stringent as they aréh@compliance market, smaller scale, less
expensive and more diverse projects are able whriaition. Projects are also able to reach
many different countries, allowing those countt@b&enefit.

The flexibility given to project types in the voliamy markets can function as a testing ground
for projects that could potentially reach the camnpde market. For example, forestry projects
could gain acceptance into the compliance markéthal are proven to be successful in the
voluntary market.

Problems with the Voluntary Market

Since the market is largely unregulated and do¢sadiere to a set of standards or protocols,
verification to guarantee claimed emission redundior credits from a project can be difficult.
Though some reductions are verified by an indepantterd party, many are not. The lack of
regulation in the voluntary market has also gerergiroblems. Without a regulatory body,
there is a possibility of organizations or indivadsl purchasing credits that do not reduce
emissions.

Project failure is a common problem due to a ladkerpertise by project developers.
Occasionally, a project can also cause unintenaegktive secondary effects on the area within
or surrounding the project area. For examplega-planting project in a developing country
may use up a limited resource such as water, anddhld potentially result in a shortage to the
water supply.

®Based in Ireland and with offices in over 20 coiest EcoSecurities is a company that sources,|ajesv@nd
trades emission reduction credits from projectsbduce greenhouse gas emissions. http://www.eadfes.com
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APPENDIX C
DEFINITION OF SURPLUS IN OTHER PROGRAMS

The definition of surplus for various credits andgrams varies but it is definitive that a credit
must be beyond what is required to be consideredpliss.” Programs were reviewed and
categorized as federal, state, or local for angalgsirposes. This information is being provided
for background. The SoCal Climate Solutions Exdeawill establish a definition for “surplus”
or “additionality” that is most suitable for its quose. Each protocol for generation of certified
reductions would specify how reductions would biwated to ensure that reductions would
meet the test of additionality.

Federal

The Emissions Trading Policy Statement (ETPS) wasnplgated by the EPA, December 4,
1986 and replaced the earlier Bubble Policy. findel surplus to be “At minimum, only
emission reductions not required by current reguiatin the SIP, not already relied on for State
Implementation Plan (SIP) planning purposes, andused by the source to meet any other

regulatory requirement....”.

The federal Economic Incentive Program (EIP) (EPR4D-99-001, September, 1999) defined
emission reductions as “surplus” for this programlag as they were not otherwise relied on
for. the SIP, the SIP-related requirements suclirassportation conformity, other state air
programs not in the SIP, federal rules that foausealucing precursors of criteria pollutant such
as new source performance standard (NSPS), ruteseflucing volatile organic compounds

promulgated under section 183 of the Clean Air &&AA), and statutorily mandated mobile

source requirements. Nor can emission reductiesslting from compliance with a consent
decree be claimed.

State

The Carl Moyer Memorial Air Quality Standards Attaient Program was established by the
state legislature in 1999 (Health and Safety Cod278, et. seq.). This program provides
funding for mobile source reductions, defines aiotidn as surplus if it is not required by: any
federal, state or local regulation, a memoranduragrseement/understanding with a regulatory
agency; a settlement agreement; a mitigation reqent; or other legal mandate. In order to be
eligible for funding, the reduction must be surpfes a minimum of 3 years prior to the
regulatory requirement. The project life variepeleding on the mobile source category, with a
minimum of 3 years surplus.

Local

New Source Review (NSR), as adopted by the AQMDindse a credit as surplus if it is not:
required by a control measure in Air Quality Managat Plan (AQMP) with an assigned target
implementation date; required by a proposed Distrite for which the first Public Workshop
has been held; required by adopted federal, statBisrict rule, regulation or statute; or
category or class of equipment included in a dertnatisn program required by a District rule or
regulation. In reality, it is the difference be®wmecurrent Best Available Control Technology
(BACT) and reduction by an air pollution controlvite or shutting down. There is an offset
requirement of 1.2 to 1.
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Rule 108 — Alternative Emission Control Plans wdeped by the District in March 1990 in

response to EPA’s ETPS. This rule defines “sutphissmeaning “the emission reductions are
not required by current SIP regulations, are noieasure in Tier | of the AQMP, or relied upon
for SIP planning purposes, and are not used bysthece to meet any other regulatory
requirements.”

The District administers two Vehicle Scrapping peogs: High Emitter Repair or Scrap

(HEROS) and Rule 1610 - Old-Vehicle Scrapping. ehscrapping through the HEROS

program is funded through the Carl Moyer progratizROS uses CARB Voluntary Accelerated
Vehicle Retirement Regulation (VAVR) factors foredit generation and calculates offsets for
vehicle replacement. The Voluntary Repair Vehigtegram (VRV) gives 1-year credit and

must be surplus to Smog Check Credit. The lif¢hefrepair is the period of time between the
repair and the vehicle scheduled Smog Check. Albila source credits are for a limited time.
All scrapping is voluntary and thus all credits eaomsidered surplus.

The District has adopted many mobile source crgditeration rules. Rule 1610, adopted
January 1993, gives credits for voluntary vehiciapping. Scrapping a vehicle is voluntary and
thus surplus. Credits generated through Rule B8&@Qised to offset Rule 2202 — On-road Motor
Vehicle Mitigation Options, commute trip reductiohligations. Rule 1610 uses CARB VAVR
factors to calculate the emission reduction credits

The District also adopted several mobile sourcet @itedit rules (1631, 1632, 1633, and 1634),
which are no longer in effect. These rules defifgdplus” to mean “that emission reductions
achieved throughout the duration of the emissidiicgon activity that are not required or relied
upon by any local, state, or federal rule, or ragah, and the federal CAA; and are not required
or relied upon in an attainment demonstration, aeable further progress demonstration, or
emissions inventory thereby ensuring that themeoiglouble counting of emission reductions.”
These rules all included a date by which creditegation applications were due, and a provision
requiring periodic determinations by AQMD, CARB,daBPA, in order to ensure that reductions
would be surplus.

AQMD C-2 June 2008



White Paper SoCal Climate Solutions Exchange

APPENDIX D
KEY STAKEHOLDER COMMENTS

Staff met with the Technical Advisory Group for tB®Cal Climate Solutions Exchange on
March 19, 2008, April 2, 2008, and May 22, 200&eTollowing information summarizes the
key comments raised at those meetings and frontewrdomments. The comments helped form
the suggested staff approach contained in this &\Ruiper.

General Comments and Potential Use of Reductions

Many of the participants were supportive of theaapt, but expressed concern that it is difficult
to develop a voluntary reduction program in theealbs of a more defined state program.
Business needs to have certainty that reductiofishewe use and value in future programs in
order to make financial investments. Parties atsed assurance that reductions will help protect
them against future regulations that may requireem@ductions or a different technical
approach. Technical Advisory Group members reconu®e that AQMD staff work to
influence future state or federal requirementsrisuee that businesses making voluntary early
reductions do not end up being penalized, buteregnized and accounted for in some way in
future source-specific regulations, a cap-and-t@dgram, or other programs.

It was suggested that rule development would beadsource intensive and less flexible than if
the Board certified an initial program, with rulevelopment to follow after CARB adopts the
AB 32 Scoping Plan.

Geographic Scope

Some stakeholders questioned why staff would Ipnijects to within the District only. They
understood that the issue was verification of rédas, but would like to see projects outside the
District included if future greenhouse gas offseguirements are to be considered by the
District; there may be more opportunities for reduts and more cost-effective projects outside
the District.

Role of AQMD in the SoCal Climate Solutions Exchang and Oversight

Some members of the Technical Advisory Group exga@soncern that AQMD would assume
too many roles, if staff was responsible for venfy reductions, issuing certifications,
registering reductions, and tracking trades. Tkbmild be oversight so that AQMD staff would
not be solely responsible for the roles of genemtguantification, issuance, verification and
trading. It was hoped that a more modern systemddoe used than what RECLAIM requires
for trading.

Use of Voluntary Reductions

A comment was raised that this voluntary prograrth ke used heavily for CEQA mitigation,
and there are concerns that purchasing AQMD cedtifeductions may become mandatory for
CEQA projects. Another related comment was thatvlQstaff should not presuppose that
certified emission reductions would be used for GEQ

It was recommended that the SoCal Climate Solutiexshange be designed to link to other
programs and that the currency needs to be fungiBlesingle place for registration might be
beneficial to support the goal that these volun&any reductions are recognized.
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Co-Benefits

Projects would have more incentives if any co-biéndbr criteria or toxic pollutants were
retained by the party responsible for the proje€io-benefits would have to meet the same
criteria to be considered surplus, quantifiable, etoxics reductions could also be banked for
later use.

Protocols and Additionality

Interactions with CARB and CCAR are needed for grot development and use. Staff from
both of these agencies indicated their desire alitigness to work with AQMD staff. Priority
needs to be given to the determination of “add#ldn One stakeholder asked that staff wait for
the CARB AB 32 Scoping Plan to determine what réidas could be additional. Stakeholders
also requested that CARB consider allowing a sjmetifne for reductions to be considered
additional regardless of what future regulatiorgunes, in order to provide more of an incentive
and certainty for potential projects.

There was a recommendation that the focus shouldrnbéeveloping protocols with broad
applicability rather than individual, unique prac Also, protocols should be developed where
project proponents are known and priority should gneen to protocols that will benefit
environmental justice areas.

A concern was expressed that staff is focusingealuations in emission rates, and should not
limit thinking. Projects that encourage energyceghcy, for example, should be considered.

Each protocol must address additionality and haav tould change over time. Additionality in
many existing protocols includes a component dritial additionality, so the project would not
have occurred in the absence of the ability to vecaeosts through the creation and selling of
offsets. Definitions of surplus for other regulgt@rograms should not constrain the design of
protocols and how additionality is determined iattbontext.

Stakeholders requested that when a project isgtigrtunded by public monies, it should not be
disqualified from being eligible to generate ceetif reductions. Local governments are often
required to match bond or other funding to impletmeeeded projects. They would like the
ability to obtain certified reductions that are giddal. This led to staff's recommendation that
the agency approving the funding should affirm wkethe reductions would be assumed as part
of AB 32 implementation or would be available foengrating certified reductions by the
recipient of the funding.

It was noted that international practice is to ésseductions retroactively. This convention helps
ensure that the reductions are verified beforeaisse.

Environmental Justice Incentives

It was recommended that staff not include any desteor offset factors for projects that are not
in environmental justice areas. Priority and sfpeancentives should be given to protocols that
would result in benefits in environmental justiceas.
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Staff was also requested to consider developingppots and directing funding to projects in
environmental justice areas that would have benéfit inner-city areas, such as community
aggregation of energy efficiency and other proj&cis home owners or small businesses.

Greenhouse Gas AQIP

Key comments relative to the AQIP were that it dlowt compete with private projects; rather
it should be a supplement. The AQMD staff shoulakensure that any projects through the
AQIP adhere strictly to the same protocols thatgid parties would have to follow.

Questions were asked about how fees for the progvamid be set and how environmental
justice areas could receive preference. Critematcessing the AQIP would be needed.
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APPENDIX E
PROTOCOLS — EXISTING, IN DEVELOPMENT, AND POTENTIAL CANDIDATES

There are some existing protocols that have beproaped or adopted by various organizations.
Some of these may be ready for use in the SoCualafdi Solutions Exchange, once approved by
the AQMD Governing Board. Others may need modiices and staff will evaluate this and
bring recommendations to the Board. The interibibring as many protocols as possible to
provide broad opportunity for early, real greenteogas reductions. This Appendix describes
some of the existing protocols, those in develogmand potential additional protocols that
might be useful. This is not an exhaustive list.or®work is needed to identify and review
protocols.

RGGI
Under RGGI, there are currently 5 types of projéieés can produce offsets:

» Landfills;

* Reduction of SF6;

» Afforestation;

» End-use energy efficiency in the building sectod a
» Agricultural manure management

Greenhouse Gas Protocol Initiative
The Greenhouse Gas Protocol Initiative also hagopots for quantifying greenhouse gas
benefits of climate change mitigation projects. isTlwas an effort involving the World
Resources Institute and the World Business CouociSustainable Development. Protocols
include:

* Project Protocaol,
* Land Use, Land-Use Change and Forestry; and
» Grid-Connected Electricity Projects.

CCX
The Chicago Climate Exchange accepts offsets fnamegts which follow their protocols for:

* Methane capture from landfills, farms, and coalesin
* New renewable energy;

* New tree planting;

* Soil grazing best management practices;

» Destruction of ozone depleting compounds; and

» Energy efficiency at new or retrofitted warehouses.

CCAR Protocols
CCAR has the following approved protocols thatarailable for projects in the U.S.:

* Livestock Waste Management (biodigesters);
e Landfill Methane Capture and Combustion; and
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» Forest
o Conservation (Avoided Deforestation);
o0 Afforestation/Reforestation; and
o Forest Conservation Management.

CARB
In October, 2007, the CARB Board approved the Zdbiprotocols listed above for early,
voluntary reductions.

In February, 2008 the CARB Board approved a poltatement related to voluntary early
reductions of greenhouse gases. The policy stia¢emtent to recognize voluntary early actions
in the enactment of AB 32 and authorizes the Exeeudfficer to issue Executive Orders for
guantification protocol approval. Protocols progabdy potential project proponents will be
developed or reviewed by CARB staff to ensure tieatuctions would be additional, real,
guantifiable, verifiable, permanent and enforceabf@nce a protocol is approved, it will be
posted so other parties can use it for additioealuctions. The CARB February policy
statement on voluntary, early reductions, inclutted CARB would work with the South Coast
AQMD and others to develop quantification protocols

Potential Candidates

In May, CAPCOA representatives (including AQMD) nwith CARB and CCAR to discuss
sharing resources and expertise for further prédtdewelopment. Protocols that have wide
applicability and have project proponents will lmmsidered, as will the amount of potential co-
benefits and environmental justice.

CARB has not yet received any formal project recandations yet in response to the February
policy statement, but indicated that they expede® proposals for early voluntary reductions of
the following types: electrification at truck sepnd of forklifts and agricultural pumps, urban

forestry, and energy efficiency.

CCAR is currently working on the following protosol

* Bus rapid transit;
* Blended cement; and
» Tidal wetland sequestration (farms converting tolanels).

In addition, CCAR is evaluating several categoftegpotential protocol development, including
waste diversion, local government operations, ba@féciency; and truck stop electrification.
CCAR has been asked to look at other areas, suslaste water biogas, natural gas pipelines,
agricultural soil sequestration, and £€apture and storage, and those will be evaluatetd
future.

At the May meeting, several air districts volunegkito lead or assist in the development of
protocols. AQMD will lead development on a trudiogs electrification protocol. Other air

districts will work on offshore oil operations, thaaceous earth, boiler efficiency, semi
conductors, biomass to energy in forests, avoidid fives, increased growth rates in forests,
geothermal energy and community reduction projeQsher potential protocols include natural

AQMD E-2 June 2008



White Paper SoCal Climate Solutions Exchange

gas pipelines and replacement of high global wagnmefrigerants. These efforts will be
coordinated through CAPCOA, CARB, and CCAR to depgbrotocols that can be adopted for
use in all of the programs offered by the air dittror these other agencies. A Memorandum of
Understanding will be developed to outline the psscand timelines for this work to ensure
timely review and input. As other stakeholdersnidg the need for other protocols, resources
and expertise will be shared to develop as mantppots as possible.
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APPENDIX F
ACRONYMS

AAU — Assigned Amount Unit

AB — Assembly Bill

APP — Asia-Pacific Partnership

AQIP — Air Quality Investment Program
AQMD - Air Quality Management District
AQMP — Air Quality Management Plan
BACT — Best Available Control Technology
CAA — Clean Air Act

CAT - Climate Action Team

CaCX — California Climate Exchange

CAPCOA - California Air Pollution Control Officersssociation

CARB — California Air Resources Board
CCAR - California Climate Action Registry
CCFE - Chicago Climate Futures Exchange
CCX — Chicago Climate Exchange

CDM - Clean Development Mechanism

CEC - California Energy Commission

CEQA — California Environmental Quality Act

CER — Certified Emission Reductions

CERUPT - Certified Emission Reductions Unit Prooueat Tender

CFI — Carbon Financial Instrument
CO, eq — Carbon Dioxide Equivalent

CPUC — California Public Utilities Commission
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ECX — European Climate Exchange

EIP — Economic Incentive Program

EPA — Environmental Protection Agency

ERA — Early Reduction Allowances

ERU — Emission Reduction Unit

ERUPT — Emission Reductions Unit Procurement Tender
ETPS — Emissions Trading Policy Statement

EU ETS — European Union Emissions Trading Scheme
FINRA — Financial Industry Regulatory Authority
HEROS - High Emitter Repair or Scrap

ICLEI — International Council for Local Environmeahtnitiative
IPCC — Intergovernmental Panel on Climate Change

JI — Joint Implementation

MCeX — Montreal Climate Exchange

NASD — National Association of Securities Dealers
NECX — Northeast Climate Exchange

NSPS — New Source Performance Standard

NSR — New Source Review

NYCX — New York Climate Exchange

PCF — Prototype Carbon Fund

PDD - Project Design Documentation

PFC — Perfluorocarbon

RECLAIM — Regional Clean Air Incentives Market
RGGI — Regional Greenhouse Gas Initiative

RMU — Removal Unit
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SF6 — Sulfur hexafluoride

SIP — State Implementation Plan

TCR — The Climate Registry

UNEP - United Nations Environment Programme

UNFCCC - United Nations Framework Convention om@akie Change
U.S. — United States

VAVR - Voluntary Accelerated Vehicle Retirement

VER - Verified Emissions Reductions or VoluntaryiEsmons Reductions
VRV - Voluntary Repair Vehicle

WCI — Western Climate Initiative

WMO — World Meteorological Organization
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