Cuorhing Greenhouse Gas Emissions — Two Approaches
By Eleanar Revelle (LWVIL and LWVUS Climate Change Task Force Member)

Facing the growing evidence that hurning fossil fuels is contributing significantly to global climate change,
policymakers are evaluating strategies for reducing LS, greenhouse gas emissions, They have two generil
approaches to consider,

With a cap-and-trade system, policymakers set a limit on the guantity of a poflutant (e.g., C0;) that can be emitted
in a given period. The toral emissions allowed under this cap are divided into permits representing the right o
emit a given umount (e.g., one ton of CO4), The permits are then allocated to the sources covered by the program
fe-g.. power plants), At the end of the compliance period, cach source must report all emissions and surrender an
eguivalent number of permits,

Since the number of permits is limited, they have financial value. Companies able to reduce their emissions at low
cost can sell the permits they don't need to companies for whom the cost of reducing emissions is high. Each
company has the flexibility to choose how to meet its emissions target, but mirket incentives encoursge them to
develop new, cleaner technologies. Over time, the cap is lowered 1o achieve more aggressive emissions-reduction
goals,

Carbon Tax

A carbon tax s imposed on fossil fuel suppliers at a rate that reflects the amount of carbon that will be emitted
when the fuel is combusted. The tax is included in the price of the coal, oil, and natural gas supplied to wholesale
usess and ultimately is passed on to consumers in the price of electricity, gasoline and other energy-intensive
products. By raising the price of carbon-based energy. the tux creates incentives to reduce energy use, stimulates
demand for more energy-efficient products. and promotes a shift to cleaner fuels and renewable energy.

Emissions Certainty

The strength of the cap-and-trade approach is that 1t sets firm limits on emissions. The cap is set at a Jevel
designed 10 achieve a desired environmental outcome (e.g.. a reduction of CO; emissions to 80 percent of 1990
lewels b 2050,

A carbon lax allows the quantity of emissions (o fluctuate as the demand for energy rises or falls, Allowing
emissions (o vary from year to vear gives firms the Aexibility to abate less and pay more in tixes when abatement
costs are unusually high (and vice-versa when abatement costs are low). In order to schieve climatic goals, the tax
rate can be adjusted over [ime o attain greater emissions reductions,

Price Predictahility

The advantage of a carbon tax is that it fixes the price of carbon emissions. |t creates a permanent incentive 1o
reduce emissions, thereby encouraging investment in alternative fuels and energy-eificient technologies that have
high up-fronl cosls,

Under a cap-and-trade system, the price of emissions permits may vary considerably from vear to year. An
especially cold winter, for example, could increase the demand for energy and cause u spike in the price of
permits. This volatility could weaken incentives to invest in cleaner technologics.

For iflustrative purposes, this paper focuses on a cap-and-trade system for carbon dioxide (€0.),

To address volatility, most cap-and-trade proposals include cost-control mechanisms,



. Safety valve—establishes a ceiling on the price of permits. If the price reaches this level. the governmeant
can sell additional permits at this price (o the capped entities.
Circuit breaker—freezes a gradually declining emissions cap if the permit price rises above a
predetermined level.
Banking—allows companies to save unused allowances for future years.

' Borrowing—allows companies to borrow permits from future years and pay them back, with interest,
later.
. Offsets—aliow companies to cover some of their emissions by purchasing credits created by carbon

mitigation projects (e.g., tree planting) from sources outside the cap-and-trade system.

These mechanisms (with the exception of banking) could delay emissions reductions and undermine the integrity
of the cap.

Environmental Effectiveness

The impact of a cap-and-trade system depends on a number of factors, How stringent is the emissions tarpet?
How will baseline emissions be measured and & corresponding and appropriate number of emissions permits be
determined and distnbuted? Will the cap be applied economy-wide or only 10 certain sectors? Does it include
cost-control measures that are likely 1o break the emissions cap?

The impact of 2 carbon tax depends in large pant on whether the tax rate is sct high enough to create real market
incentives to develop and adopt climate-friendly technologies. Although a carbon tax does not establish a firm
limit on emissions, it applies economy-wide and provides a constant incentive for companies o make carbon-
saving investments, The tax rate can be increased over time to provide stronger incentives to reduce emissions.

Equity

Under many cap-and-trade proposals, a substantial portion of the emissions permits are to be distributed free to
the capped catities. Research indicates that only a modest portion of the permit value is needed to offset the costs
of the cap, bt the full amount is passed along in increased prices to consumers. This would disproportionately
affect lower-income households becavse they tend to spend a larger fraction of their income than do higher-
income households and because energy products make up a bigger share of their spending,

A carbon Lax directly raises substantial revenues. These could be used in pant to fund "progressive” tax-shifting
policies that would reduce the burden of higher energy costs on lower-income groups,

Simplicity and Transparency

A cap-and-trade system requires new institutions {e.g.. a system 1o allocate permits, markets where firms can
buy and sell permits, a means of monitoring emissions and trades). Auctioning permits rather than distributing
them free could help promote simplicity and transparency.

A carbon tax can be levied and collected via existing institutions with experience in enforcing compliance. It is
simpler and less expensive to administer and enforce than a cap-and-trade system, Its underlying premise—the
price of energy should include the environmental costs associated with its production—is transparent and readily
understood.
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AIR QUALITY an JCLIMATE CHANGE

Last month, the League of Women Voters of the United States joined a coalition of investor, low-income, faith,
environmental, and other groups’ responding 1o President Obama’s call to repower America through market-based
legislation to cap global warming by releasing principles for effective, efficient, and equitable global warming legislation.

Those principles are:

o

10,

1.
1.

i3,

Establish science-based pollution reduoction targets. Cut total, economy-wide global wurming emissions by al
least 25% below 1990 levels by 2020 and by at least 80% below 1990 levels by 2050, To achieve these targets, the
United States should reduce its total absolute emissions from fossil fuels by at least 8-14% below 1990 levels by
2020, with the additional reductions achieved through appropriate incentives and programs for domestic and
international forest protection and for other sound LS, ¢limate-friendly agricultural and land-use practices.
Enahle periodic science review and update.

Take international leadership.

Auction all pollution allowances and devote all proceeds to mitigation and addressing impacts on
consumers, workers, vulnerable communities, and natural resources, By placing a price on carbon, the
anctioning of allowances should generate the maximum amount of revenue feasible, amounting (o hundreds of
billicns of dollars & year. These precious dollars should not provide polluting industries windfall profits nor
should such industries be able o spend our public resources indiscriminately, Instead, the revenue should be used
o most effectively achieve our nation's pollution-reduction goals, assist consumers’ and affected workers®
tramsition to a clean energy cconomy, protect our natural resources from the impacts of global warming, and
finance mitigation-and adaptation for developing countrics,

Effectively include and fund sound land vse, agricolture, and forest practices.

Ensure strong parameters for any offsets. Offsets within a cap-and-auction program should only be used with
srong quality safeguards o ensure they are real, sdditional, verifiable. permanent, and enforceable. It offsets are
included, they shoold be limited to a percentage of the required emissions reductions, sel i & Manner 10 ensure
that they do not undermine either the rapid transformation beginning this decade to a clean energy economy or the
pollution reduction targets, including the need 10 reduce domestic emissions from fossil fuels by art least 8- 14%
from 1990 levels by 2020. This will create jobs, reduce our dependenice on oil, and galvonire the made-in-
America iechnologies that will be needed o accelerate emission reductions by nations arcund the world. In
addition to meeting the quality critenia, international offsets should be allowed only if they result in emmissions
reductions heyond a nationally appropriate country emission reduction commitment consistent with our glohal
science-based emission-reductions goals.

Reject mechanisms that delay pollution cuts.

Preserve the ability of states to act. State innovation has been critical to our environmental progress over the last
four decades and must be permitted o continue. States should be allowed o set standards for energy.
transportation, and global warming emissions that go beyond what 15 required nationally, with the federal standard
serving as a floor, not a cetling.

Don't dig the hole deeper.

Don't offshore US. global warming emissions. The United States has the world's largest coal reserves. If even
a fraction of the carbon contained in these coal reserves is released, it will be impossible to prevent catastrophic
effects of global warming. The United States should phase out the export of coal 1o countries that do not have a
carbon control program comparable to that of the United States,

Provide for strong citizen enforcement and public involvement,

Help low- and moderate-income Americans transition to clean energy.

Protect American workers” transition to a low-carbon coomemy.



14. Address the needs of less developed countries, Assist developing countries that have contributed the least o
global warming to increase their resilicnce. adapt to global warming impacts that are now unavoidable, and
develop sustainable low-carbon economies. Funding for adapration and mitigation must be in addition to other
overseas relief and development commitments. Expeditiously provide these countries appropriste technology for
both adaptation and mitigation.

15, Invest in a clean energy economy,

1%. Establish clean energy standards,

17. Invest in transportation infrastructure that reduces plobal warming emissions.

(2. Expand opportunity for America’s workers and communities.

9. Promote a global clean technology transition. A global clean technology transition is needed to avoid the worst
impacts of global warming. Many developing countries will need support to transition to lower carbon economies
without compromising basic development needs and without undermining basic nghts. The United States should
assist in this transition by investing in a global clean energy economy.

20. Prepare for the changes we cannot avoid.
21. Safeguard our natural resources,

This is an incredible statement! Aren’t we fortunate 1o belong o an organization that takes such a leadership role? Some

of the more difficult to understand principles have their explanations included. You may see the explanations for all of the
principles on the Web site of the LWY-US.”

Let’s first review the concept of “cap and trade.” The “cap™ refers to an amount that 15 set; it's typically the amount of
greenhouse pases (primarity CCh) in the atmosphere in 1990, To reach this target, the ULS. woold have 1o reduce
emissions by 25% by 2020, The U5, would do this by auctioning pollution allowances, thus raistng billions of dollars,
some of which would be used for clean enerpy technologies. Subsequently, “trading” occors when companies that buy the
allowances trade with each other, “Offsets™ occur when polluters are allowed to purchase credits for carbon reductions
achieved or carbon emissions avoided by another party, rather than directly cutting pollution themselves, According to
David Hamilton, director of the Sierra Club’s Global Warming & Enersv Program, “OfT=ets can play a positive role in
uttaining carbon emssions redictions from sectors that are not covered by the cap. But offsets that are oo low in quality
or too great in quantity can delay critical structural reductions that must be made o speed our nation’s economic recovery
and the transition to a clean energy economy.™

A paper written by Eleanor Revelle, a member of the LWV-US Climate Change Task Force, isimcluded with this Updeate
on Tssues. Entitled “Curbing Greenhouse Gas Emissions—Two Approaches.” it descnibes the differences between o
“carbon tax” and the “cap-and-trade™ system. For exampie, Shell Oil Company prefers a cap-and-trade approach, while
ExxonMobil prefers a carbon tasx.

We can expect other changes nationally. In 2007, the Supreme Count found that the EPA should regulate CO4; however,
n effort was made to do so, Our new EPA Administrator, Lisa P, Jackson, ordered & review of this question, and on
March 11, 2009, she issued a proposed rule establishing a nationwide system for reporting greenhouse gas emissions, i
program that could serve as the basis for a federal cap on the buildup of corbon dioxide and other gases linked to global
warming. It would cover aboaut 13,000 facilities that account for 85 1o 90% of the nation’s greenbouse pas output
including o1l and chemical refineries, cement, gas, pulp and paper plants; manufacturers of motor vehicles and engines;
and confined animal-feeding opertions. If adopted by the end of the vear, the rule could produce greenhouse gas
staristics by the end of 2010, Administrator Jackson stated, “Through this new reporting. we will have comprehensive and
accurate data about the production of greenhoose gases. This is a critical step toward hEIFiIlI-F us better primect our health
and environment—all without placing an onerous burden on our nation’s small businesses.”

On February 24, 2009, the U.S. Court of Appeals for the District of Columbia ruled that the EPA had failed 1o adequately
explain why the soot standard, set three years ago, is sufficient w protect public health. The suit was brought by several
gtutes and three environmental groups, which argued that the Bush admimstration ignored 114 own scientists when it
decided in 2006 not to tighten the nearly decade-old standard, The ruling said “the agency’s reasoning was curable” and
allows the Obama administralion e set a new limit for scot. a mixture of airborme matter from diesel exhavst, industrial
flares and road grit, among other sources.”
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In 2007, Senators Joseph 1. Lieberman and John W. Warner introduced bipartisan climate legislation that would establish
a cap-and-trade system. The legislation was not passed, but similar legislation is currently being considered. Houston
Cingressman Gene Green, 2 member of the House Committee on Energy and Comimerce, told several Houston L'WY
members in an interview in March that the commitiee was hoping to have 2 bill on climate change ready by Memorial
Day. which wouold include a cap-and-trade provision. This committee also has heard testimony from the U.S. Climate
Action Partnership, a coalition of over 30 businesses and nongovernmental organizations that has called for Congress to
pass legislation o address the climate change threat. Testimony was heard from a number of individuals ncluding James
Mulva, Chairman of ConocoPhillips; Fred Krupp, President, Environmental Defense Fund; Jeffrey Immelt, Chairman of
Cieneral Electric; and David Crane, President and CEOQ of NRG Energy. A complete list of those who presented testimony
can be found at the Energy and Commerce Committee Web site.”

Closer to home, the Texas Legislature is considering a number of bills on air quality and climate change, including:

Senator Rodney Ellis has submitted a bill to have Texas adopt the Califormia standards for cars and light trucks.
He introduced this legislation in the last legislative session, but there appears to be more interest now,

+ Senator Ellis has also introduced a comprehensive bill entitled the “Texas Global Warming Solutions Act.” The
bill requires the Texas Commission on Environmental Quality (TCEQ) to measure “carhon dioxide equivalents,”
where other greenhouse gases such as methane, nitrous oxide, hydrofluorocarbons, perfluorocarbons, and sulfur
hexafluoride are measured in terms of the carbon dioxide by weight that would produce the same amount of
global warming, The TCEQ is to determine the amount of these greenhouse pas emissions in Texas in 1994 and
approve a statewide greenhouse gas emissions fimit that must be met by 2023, A repart of these amounts is due to
the legislature by January 1, 2011, The TCEQ is to consult with other states, the federal government, and other
nations o identify the most effective strategies and methods for reducing greenhouse gases. A system of “market-
based declining annual agpregate emissions” is one strategy that may be considered. Senator Ellis has done i
again in leading the way for cnergy conservation, alternative sources of energy, and now methodologies for
combating global warming! (Tt would be helpful if his gosl was 2020 instead of 20231

= Senator Kip Averitt has introduced an omnibus bill relating to both air quality and energy efficiency, The air
quality provisions make real gains for Texas: (1) supporting advanced “clean energy” projects, including
sequestration of carbon dioxide, (2) funding new technology grants, including those related to reducing oxides of
nitrogen, (3} establishing a greenhouse gas registry, and (4) considering the cumulative effects of expected
emissions when granting permits (a goal long sought in the air quality field. ) Senator Averitt is the chairman of
the Senate Natural Resources Committee, and his were the only bills that were passed in the 2007 session of the
legislature. 50 we have real hope that this one will actually pass!

Mayor Bill White is still working in Houston for better air quality. The Texas Clean Air Cities Coalition consists of 17
local povernmental entities from around the state representing over half the citizens of Texas. The Coalition was formed
in 2006 by Houston Mayor Bill White and then Dallas Mayor Laura Miller w contest the fasi-track permitting of more
that a doren coal-fucled power plants across the state. In August 2008, an agreement was reached with NRG Texas LLC
regarding its Limestone 3 permit. In response to the Coalition’s intervention, a number of innovative commitments were
inctuded that are related to emissions of CO4, nitrogen oxides, sulfur dioxide and mercury, and to other environmental
issnes including reductions in water usage,

M White said, "We commend NRG for their willingness to work with the citizens of Texas to produce a plant which adds
power while reducing emissions from the site,” "

Other actions of the City of Houston include:

- Filing a petition to the EPA under the Data Quality Act challenging the current emission factors used in point
sOurce emission inventories. Volatile organic compounds, including hazardous air pollutants (HAPs) and highly-
reactive volatile organic compounds (HRVOCs) naditionally have been undercounted in the Howston region. This
15 1 result of the emission factors in the process established by the EPA. The City asked that real-world
measurements be used to correct the emission factors'.



+ Arpuing fora greater decrease in the effects screening level (ESL) of 1.3-butadiene than the TCEQ proposed.
While the proposed décrease helps, science clearly indicates that greater decreases are needed (o protect public
health’. The TCEQ proposed level of 4.5 ppb (part per billion} which shoubd be further reduced to 0,15 ppb, &
level advocated by the EPA,

«  Releasing an Emission Reduction Plan'" for their internal activities. Emission reduction and energy efficiency
measures are included to sddress both criteria pollutants (NO, and VOCs) as well as greenhouse gases. The City
15 on track to be 1 1% below 2005 emission levels by 20001

«  Contimnng (o pursue reductions in air toxics through request of contested case hearings for penmits’', comments
17 ety ¥ el I3
on proposed EPA rules™, an additional scientific study

Additionally, Mayor White continpes to oppose air potution using the nuisance statutes.
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Organizations Endorsing the Matlonal Call to Actlon on Global YWarning: 155y, ACORMN, Allanee for Olimate Protection, Awsdaben, Catholic
Heslthcare 'West, Cemer T Intemuotionad BErvrmonmental Lase, Ceres, Clean Water Acton, Climate Law and Paficy Privject, Chrmate Propechion
Camgatgn, Climate Solutons, Defenders of Wildlide, Democracia USA Eanhjuseice, BEoo-Bguiry, Ecelogy Cemter. Energize Anwerica, Energy Acion
Cisalition, Environmsent America, Bavironment and Energy Sty Insnoose; Environment Nonbeast, BEmvironmsenzal Law and Policy Censer, Groen for
All, Greenpeace, Heulih Prodessponils for Clean Air, Hip Hop Caocus, FCLET USA, Institse for Apriculiure and Trade Pelicy, Inierfnith Power and
Light, Indernationasl Forum on Globalization, Kyolo USA, Leogoe of Comeration Volers. League of Women Yoters, Leagoe of Young Volers,
Mos=achusers Climate Achon Network, Muatsonal Hispanic Enviroamental Council, Mational Teach-In on Global Warming Solutions, MNationul
Wikilite Fedemmtion, Qceana, Chefam;, Physicians tor Socint Responsibility. Progressive Fomre, Pubhe Citiren, Religines Wiiness for the Earth, Rock
ihe Vole, SEED Coalitien. Seerra Clab, Soathern Allance for Clean Erergy, Teleosis - [nshtne, The Humane Soceety of the Linded Srates. The
stmdent Pubdic Inferes Research Croups, The Wildermess ::!;l.'li.'l.ll'l_\'. Hnson of Concemed Sciemiss
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