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Abstract

The Cdifornia Climate Action Registry, crested by legidation in 2000, is a
voluntary program to improve energy efficiency and monitor and reduce
greenhoue gas (GHG) emissons. It functions as a public-private
partnership and is incorporated as an independent nonprofit organization,
with a board of directors made up of dtate officids and representatives of
busness, cty govenment and public interes  non-governmentd
organizations. It is based on a comprehensve protocol for reporting and
independently certifying emissons. It commits the date to use its best
efforts to ensure that paticipating entities receve dl  appropriate
consgderation for emissons basdines and reductions reported under the
protocol in any future naiond or internationd carbon regulatory regime.
The hisory of the establishment of the regigry is indructive as to both the
opportunities for and limitations of voluntary action to address climate
change.



TABLE OF CONTENTS

L gLug0o [0 Tox o] o AR 1
1.0  ThePolicy Context of Voluntary Action to Reduce EmMiSSIONS.........ccccocevenerenenennnes 2
11 SEAEINITIBLVES.....ceiieeseesiesierieeee ettt bbbttt bbb enesneeneas 2
1.2  Corporate VOolUuNtary ACHON........ccouiiiieiie et see et e e e re e e e ennas 2
1.3  Early Action Crediting and the CEO Coalition..........ccocoeireriririeeieesesiese s 4
2.0  Formation of the California Climate Action REQISIIY .......ccccevvvveieeiiieeiie e 5
21  Campaign to Establish a State EmMiSSIONS REJISIIY.......cceverireiieieiesiesese e 6
2.2 Business Involvement in RegIiStry DESION .....c.coveiiiiriie s 7
2.3  Business Concerns About Reporting EMISSIONS..........cccvevieieieesie e 8
24  Limitations of U.S. 1605(b) Reporting Program...........ccoceecereenerinseenesieesee e 9
25  BUSINESS SUPPOIT FOI SB L1771 ..ottt 10
2.6  Environmental Opposition and SUPPOIT.........cceevvereereeriesieseeieesee e eseesee e eseesneeneeas 10
2.7 PaSSA0E Of SB L771...c..oceeieieeeese sttt sttt st st sre e eneas 12
2.8  CleantUp Legidlation: SB 527 ..ot 13
3.0  Structure and Operation of the REQISIIY ......cceceeiiiiie e 15
3.1 Nonprofit Corporation SIIUCIUIE...........cciierireeiererie sttt 15
3.2 The Reporting ProtOCOL.........ccoiiiiiiieresieeee e 16
3.3 Start Up and RECIUITMENE ........ccoueiiiiieciecie ettt nne s 17
O D == o S = g o S 19
5.0  First Steps Toward ENergy SECUNLY ......ccveeiiieciieeiie ettt st 21
REFEIENCES ...t et b e bbbt ettt bbb e 23
APPENTIX A ettt R R R R R R et E e R R bt nb e n e e s 25

F N 0= 10 [ Gl = S 26



State Climate Change Initiatives:
Creation of the California Climate Action Registry

David Olsent

I ntroduction

In the absence of nationd leadership on climate change issues, more than 200 cities across
the U.S,, several hundred mgor corporations and more than 20 states have adopted policies
or programs aimed at reducing greenhouse gas (GHG) emissons. Thisfact reflects
widespread public concern to address climate change. Some of these policies are largely
symbolic, and dl of the programs are voluntary and have jurisdictiond limitations. Because
these sructurd factors make them incgpable of congtituting an effective national approach to
climate change, Sgnificant reduction in U.S. emissonswill dmogt certainly require a
comprehensive and mandatory nationd program. But with nationd politics gridiocked on
the issue, State initiatives are accumulating experience that may help to design amore
effective nationa GHG reduction strategy. And with most of the Sate programs enjoying
bipartisan support, they may suggest politica solutions capable of reorienting Congress to
the economic development and other opportunities that accompany sustained action to
improve energy efficiency.

By 2002, 12 states had enacted or were considering establishment of GHG regjistries® These
dates have formed a collaborative, facilitated by the US Environmental Protection Agency
(EPA), to share experience and coordinate policy and reporting approaches where possible.
Such coordination isamgor concern of companies having operationsin severd daes. In
Cdiforniaand dsawhere, business concern for the development of consistent policy
approaches has been amajor driver of state action on climate change issues.

The Cdifornia Climate Action Registry (CCAR), created by legidation in 2000* and
modified in 2001°, offers the most comprehensive GHG monitoring and reporting program
avalableinthe U.S. This paper outlines the structure and operation of the Registry, and

1 Seniior Fellow Wirth Chair in Environmental and Community Development, University of Colorado, Denver.
February 2003.

2 California, Connecticut, lowa, Maine, Massachusetts, New Hampshire, New Jersey, New Y ork, Rhode Island,
Texas, Vermont, Wisconsin. New Hampshire was the first state to authorize aregistry; Ken Colburn of the NH
Department of Environmental Services, was especially helpful in the creation of the Californiaregistry. For a
recent survey of state GHG programs other than registries, see Rabe, 2002 and Claussen, 2003.

% In addition to the 12 states and the US EPA, the collaborative includes Northeast States for Coordinated Air
Use Management (NESCAUM), the Energy Foundation, and NGOs such as Clean Air-Cool Plant, Climate
Neutral Network, Environmental Defense, Natural Resources Defense Council, Public Citizen, Union of
Concerned Scientists and World Resources Institute.

“ SB 1771 by Senator Byron Sher was passed by the California Legislature and signed into law by Gov. Gray
Davisin 2000. Thefull text of the bill is available on the L egislature website, www.leginfo.ca.gov for the
1999-2000 session. See also Appendix A.

® SB 527 (also by Senator Byron Sher and signed into law by Gov. Davis on September 16, 2001) modified SB
1771 and formsthe basis for current Registry practice. See California Health and Safety Code, §842800 et. seq.




reviews the campaign to create it. This history may be useful to other Sates considering
action to increase energy efficiency and reduce GHG emissons.

1.0  ThePoalicy Context of Voluntary Action to Reduce Emissions
11  Statelnitiatives

In the 1980s, severd states initiated programs designed to limit or reduce
chlorofluorocarbons (CFCs), reflecting concern about their impact on both ozone depletion
and globa warming. The success of the Montred Protocal in phasing out CFCs, dthough it
pre-empted these state programs, helped to put climate change on the agenda of state
governments (Rabe, 2002).

In the late 1980s and early 1990s, afew States passed legidation or executive orders aimed at
addressing greenhouse gas emissions, chiefly by promoting greater energy efficiency (U.S.
Office of Technology Assessment, 1991). New Jersey Governor Thomas Kean's Executive
Order 219 of 1989, for example, sought to promote greater energy efficiency in government
buildings and vehicles with the express intent of having Sate government take thelead in
reducing CO, emissions. Even though many of these measures were largely symbolic and
lacked specific targets or enforcement mechanisms, they have come to be viewed as
establishing precedent for further sate action (Dernbach, 2000).

The 1992 Rio Declaration on Environment and Development indicates that political
participation "at the lowest, most accessible, and policy-reevant” leve islikely to provide

the mogt effective avenue for addressing climate change. The Agenda 21 Principles dso
promulgated at the Rio Summit that year smilarly stress the need for a bottom-up approach
to developing climate change policy solutions. City, state and provincia governments

around the world have adopted both policies and programs to encourage or require cutsin
GHG emissons. With the support of the US EPA’s Office of State and Loca Climate
Change Programs, 38 states have compiled inventories of greenhouse gas emissions, and 20
have structured action plans to reduce them. In 1997, Oregon passed the first US law
limiting carbon emissons. Since then, the New England states have adopted a plan to reduce
their greenhouse gas emissons 10 percent below 1990 levels by 2010. Thisincludes an
explicit CO, regulatory program for utilitiesin Massachusetts. New Jersey has an incentive-
based program to encourage companies, government agencies and consumers to reduce CO,
emissons. It has negotiated agreements with its seven utilities, nine maor corporations and
56 universities and colleges to make specified reductions. In 2002, California became the
firg gate to limit GHG emissions from motor vehicles by passing AB 1493. Poalls conducted
throughout 2002 have shown public support for this Cdifornialaw to exceed 80%.

1.2  Corporate Voluntary Action
Public support notwithstanding, U.S. auto companies are suing Californiato overturn AB
1493, on the grounds that state action pre-empts federa authority to regulate air quality.

Such alegd chdlenge dso indicates the potentid influence that some dateinitiatives are
perceived to have.

Olsen: California Climate Action Registry 2



Business community opinion on the costs and risks of addressing or not addressing climate
changeis digtributed unevenly dong four generd lines.

= Some companies— in dmogt every industrid sector—see business advantage and other
environmenta and socid benefits in a shift to acleaner and more energy efficient
economy. These and other companies believe that it does make economic sense—for
their shareholders and for the economy as awhole—to cap CO,.

=  Many others, especidly thosein fossl fud-intensive industries such as ail, cod, trucking
and agriculture, see progress to increase energy efficiency as athreat to their businesses
that outweighs the threat of climate change. These companies and their trade associations
continue to oppose action to address climate change, even though thc-éy have largely
abandoned public campaignsin favor of behind-the scenes lobbying.

» Thegrest mgority of U.S. firms meanwhile, remain largely unengaged on the issue.

= A fourth camp, dthough greatly concerned that organizing to reduce emissions will
undercut both the U.S. economy and their individua corporate advantage, believes that
climate change is of such over-riding seriousness that we must take action to stabilize ad
reduce emissions. The more than 40 mgor U.S. corporations which have made public
commitments to reduce their emissions by amounts meeting or exceeding the Kyoto
targets include many from this camp. A Business Rounditable report’ is only one of many
recent satements of "the business community's interest in being part of the solution to
concerns about global dimate change.” 8

Thisdesreto be "part of the solution” has severa drivers. in addition to good corporate
citizenship, a concern for possible future carbon liability (also expressed as the need for
regulatory certainty), and a strong preference for addressing the chdlenge with voluntary
programs. Many comJ)ani esview ther sef-directed efforts to monitor or reduce emissons as
foresdling regulation;” and/or as demongtrating that hard caps on carbon are not necessary.

At the same time, companies in many indudtries testify that participation in voluntary

reporting programs has helped them improve their operations. 1n the 1990s these programs
included: the US Department of Energy's Energy Star; Coa bed Methane Outreach Program;
Landfill Methane Outreach Program; Commuter Choice; Green Lights; Combined Heet and
Power Partnership; SF6 Emisson Reduction Partnership; Voluntary Aluminum Industria
Program; and most recently, US EPA's Climate Leaders. At the very least, these programs
have helped lay the foundation for corporate awareness both of GHG emissons ligbility and
of approaches for reducing thet libility.

The effectiveness of such voluntary reporting programs in reducing emissons, however,
remainsin dispute (ten Brink, 1999). While others disagree, many business leaders believe
the jury isgill out on the effectiveness of voluntary emissions reduction, as few such

® Lester R. Brown, "The Rise and Fall of the Global Climate Coalition," Washi ngton, D.C.: Worldwatch I ssue
Alert 2000-6. July 25, 2000.

" "Unleashing Innovation: The Right Approach to Global Climate Change," April 4, 2001.

8 Earnest W. Deavenport, Chairman and CEO of Eastman Chemical Co., and chairman of the Business
Roundtable Environmental Task Force, quoted in Business Week, April 23, 2001, p. 67.

% See, for example, Bradsher, Keith and Andrew Revkin, "Many Companies Cut Gas Emissions to Head Off
Tougher Regulations," New York Times, May 15, 2001.
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programs have beenin operation long enough to produce conclusive results. Canada has
perhaps the longest-running effort, with more than 1,000 companies reporting GHG
emissons under a nationd voluntary reporting program since 1995. This program has not yet
been able to demondrate alink between reporting and materia emissons reductions
(Canadas Climate Change Voluntary Chdlenge & Regisiry, 1999). Now having ratified the
Kyoto protocol, it appears likely Canada will introduce mandatory regulations to comply
with its treaty target of reducing emissions 7% below 1990 levels.

The debate over voluntary vs. mandatory approaches expresses widespread corporate
concern for possible future carbon liability. By 2000, many multi-nationds facing Kyoto
compliance in other countries had chosen to devel op worldwide carbon management and
mitigation plans rather than having a unique set of operating practicesjust for the U.S.*°
Corporate concern for the global equity dimensions of climate change appeared to be
growing aswell. ! In this context, agroup of U.S. companies began to articulate a program
of Early Action Crediting as a voluntary means of encouraging corporate action to reduce
emissons and limit liability.

1.3  Early Action Crediting and the CEO Caoalition

In the phase-in of the U.S. sulfur dioxide cap and trade program in the early 1990s, severd
companies which had worked to reduce their SO, emissons in advance of the deadline did
not receive credit for reductions they had made during the 10-year notice period. These
companies were intent not to repeet this history with carbon. Some of these companies—and
many others who had no experience with the SO, program—were coming to see energy and
carbon efficiency as a path to competitive advantage for both their firms and the U.S.
economy as awhole. Together, these companies championed a program of Early Action
Crediting to encourage voluntary action to reduce emissions. A voluntary program, which
for palitica reasons could go into effect sooner than a mandatory one could be put in place,
offered material environmenta benefits. Because carbon emissons remain in the atmosphere
for an average of 100 years, reductions today are more valuable (and less expensive) than
future reductions.

In mid-1997, Ralph Peterson, Chairman and CEO of the engineering and project delivery
company CH2M Hill, convened a group of CEOs from 50 mgor companies to explore
business responses to climate change issues. This group subsequently formed the CEO
Coadlition to Advance Sustainable Technology'? with the development of anationd Early

19| n January 2003 the Chicago Climate Exchange (CCX) launched a voluntary cap-and-trade program under
which major companies and the City of Chicago will cut their GHG emissions and buy and sell carbon credits—
further indication that a growing number of corporations are taking carbon reduction seriously.

1 At the World Economic Forum in Davos, Switzerland in 2000, the more than 1,000 assembled CEOs voted
climate change as the most pressing issue facing the world, for socio-political aswell as environmental reasons.
Seefor example Davis (2002); Goldemberg (2000); and Baer et. a. (2000).

12 \www.ceocoalition.org. Members include such companies as Avista L abs, Bechtel, BP, Energy Conversion
Devices, Interface, Idaho National Engineering Laboratory, Midwest National Laboratory, NREL, Science
Applications International (SAIC), among others.
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Action Crediting program as its first agendaitem. With assstance from Trexler &
Associates, the CEO Codition spent 1998 and part of 1999 working out the details of a
consigtent, transparent and verifiable program for monitoring and reporting GHG emissions.

In 1999-2000, the Caodlition circulated aligt of "Principlesfor Early Action Crediting” to
trade associations and other business organizations in an effort to develop broad business
support for legidation that would encourage and protect companies making voluntary GHG
reductions. The Codition aso worked with Congressiona sponsors to incorporate its
comprehensve Early Action Crediting program into legidation creeting a nationd voluntary
GHG regigtry.*® It proved difficult to interest most members of the Senate and the House in
the issue, and many in Congress expressed outright hogtility to programs that could be seen
astaking dimate change serioudy.** At the same time, with the impending 2000 presidential
election promising to become a referendum on climate change, business groups became
increasingly unwilling to take public positions on the issue. The combination of the business
lobby’ s wait-and-see posture toward the eection and anti- Kyoto sentiment in Congress
prevented the regisiry/Early Action Cresting proposal from receiving serious or sustained
congderation.

20  Formation of the California Climate Action Registry

Stymied in Congress, the CEO Codlition looked to establish state-leve programsto
encourage voluntary action to reduce emissions—and to secure credit for doing so.
Independently, the Energy Foundation was looking in late 1999 for a program to encourage
corporations to act to reduce emissions.® The Energy Foundation took up the CEO
Codlition’'s proposd to establish astate GHG registry in Cdifornia, and convened a group of
environmental and public interest NGOs to work with the CEO Cadlition in this effort. The
Center for Energy Efficiency and Renewable Technology (CEERT) played acentrd rolein
managing the stakeholder process that brought companies and environmenta groups together
to design the content of the emissions reporting program.*® Adding business and
environmentd interest to that of the 15 Cdifornia cities that had passed resolutions by 1999
favoring immediate action to reduce emissions appeared to provide sufficient support for a
daewide initictive.

13 Sens. Chafee, Lieberman and Mack introduced S. 2617, the " Credit for Voluntary Early Action Act” in
October, 1998 and, with nine other co-sponsors, S. 547, the "Credit for Voluntary Reductions Act" in March,
1999. Congressman Rick Lazio introduced H.R. 2520, the " Credit for Voluntary Action Act" in July, 1999. S.
547 and H.R. 2520 incorporated portions of the conceptual approach underlying the CEO Coalition Early
Action Crediting program.

14 The Knollenberg Amendment (to the 1999 Departments of Veterans Affairs and Housing and Urban
Development, and Independent Agencies Appropriations Act), for example, sought to bar any regulation
intended to reduce greenhouse gases. Rep. Joseph Knollenberg (R-M1), attached similar ridersto legislation in
every session of Congress from 1997-2001. Hisrider to the Agriculture Appropriations Bill (H.R. 4461) in 2001
sought to prohibit export of clean technology to developing countries, and to stop efforts to measure and verify
the potential of energy efficiency and renewable energy to achieve emissions reductions.

15 www.energyfoundation.org.

16 CEERT (www.cleanpower.org), a 12-year old collaborative of major environmental organizations (NRDC,
Sierra Club, UCS, Environmental Defense, California League of Conservation Voters) and renewable energy
and distributed generation companies, provides aforum for building business-environmental consensus
approaches to energy policy issues.
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21  Campaign to Establish a State Emissions Registry

Cdifornia State Senator Byron Sher (D-Palo Alto), a senior and widely respected member of
the Cdifornialegidature, agreed to sponsor and help develop legidation creating such a
registry. The previous year (1999), Senator Sher had introduced legidation requiring
Cdiforniato develop and update its inventory of tota statewide emissons of greenhouse
gases as a step toward understanding the scope of the problem and identifying the most
effective avenues for addressing it. The legidature passed this bill, but Gov. Davis vetoed it,
characterizing it as unnecessary and of questionable effectiveness. Capitol insders, however,
reported the Governor's veto was driven by purdy politica jockeying with the legidature.
Given the breadth of popular concern about climate change in the state, analysts believed that
the Governor could ill afford to veto climate change legidation a second time.

Kip Lipper, Senator Sher's long-time Chief of Staff, and V. John White, Executive Director
of the Clean Power Campaign and awidely respected environmenta |obbyist, orchestrated
the campaign to move the registry proposal through the legidature. The campaign strategy
was to build support for the bill among businesses, environmenta and public interest
organizations and city officids, with representatives of these congtituencies then lobbying
legidators directly a key committee and floor votes. The campaign staff included only one
full-time organizer, devoted dmost solely to business outreach, and relied on volunteer time
commitments from Senator Sher's saff and the staffs of CEERT, the Clean Power Campaign,
severd date agencies (the Cdifornia Energy Commission, Air Resources Board, Resources
Agency and Cdifornia Department of Forestry), and environmental groups.

Early support from Californias Secretaries of Resources and of Environmenta Protection,
Mary Nichols and Winston Hickox, helped advance the campaign for the registry. Senator
Sher's draft legidation proposed a mgor role for the Caifornia Energy Commission (CEC) in
working out the technica operations of the registry, so the support of the CEC, which reports
to Secretary Nichols, wasimportant. Alan Lloyd, Chair of the California Air Resources
Board, was especidly supportive. CARB isaunit of the Cdifornia Environmenta

Protection Agency. This support signded to the legidature that the adminigtration of Gov.
Gray Daviswas willing at least to consder a GHG reductions program.

In promoting a GHG registry to legidators, the campaign built on Cdifornias history of
investment in making the state more energy efficient. Cdifornia spends $250 million/year on
energy efficiency programs—more than dl other states combined.!” Y et despite this effort,
as the 12" largest emitter of greenhouse gases in the world, the state wastes tens of millions
of dollars eech year on inefficient lighting, heating, cooling, motors, piping, transportation
and many other processes in every sector of the economy. Making California as energy
efficient as mogt of its European and Japanese trading partners would greetly reduce CO,
emissions and would free up the money now wagted in logt efficiency for investment in new
technology, new infrastructure, expanded education and enhanced qudlity of life.

Some (mainly Republican) legidators who supported efficiency improvement were
nevertheless opposed to any state involvement with climate change, and others (both

17 California Energy Commission, www.energy.ca.gov.
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Democrat and Republican) were skeptical that any state action on emissions could be
effective in addressing what they perceived to be clearly anationa and internatiorel

problem. While the public sector has arole to play, Sate government functions make up only
roughly 10% of CdiforniaGDP. It was clear to dl that any red movement on efficiency
improvement and emissions reductions would depend on private sector activities. The
legidature eventually agreed that it was in the interest of the State to support such action, and,
particularly, by seeking to ensure that companies making voluntary reductions were not
pendized for doing so. The language of SB 1771 sates the proposition this way:

“Mandatory greenhouse gas emissions reductions may be imposed on
Cdifornia sources at some future point, and in view of this, the sate has a
respongbility to useits best efforts to ensure that organizations that
voluntarily reduce their emissions receive appropriate consderation for
emissons reductions made prior to the implementation of any mandatory

program.

Padt initiatives in the sate that took early and responsible action to reduce air
pollution and ozone smog have demonstrated political, economic and
technologica leadership, and have proven to benefit the state.

The gate stradition of environmenta |leadership should be recognized through
the establishment of aregistry to provide documentation of those greenhouses gas
emissons reductions that are voluntarily achieved by sourcesin the state.

The state hereby commits to use its best efforts to ensure that organizations that
establish greenhouse gas emissions basdlines and register emissons results that are
verified in accordance with this chapter receive gppropriate consideration under any
future internationd, federd or state regulatory scheme relating to greenhouse gas
emissons. The state cannot guarantee that any regulatory regime relating to
greenhouse gas emissions will recognize the basdlines or reductions recorded in the

registry.”
2.2  BusnessInvolvement in Registry Design

To build business support, the CEO Caodition invited more than 100 mgor Cdifornia
companiesto consder, first, whether a sate registry was worth creating and if so, what
sarvices it should offer and how such a program should be structured and governed. Inits
outreach to businesses across the state, the campaign offered the CEO Codiition Early Action
Crediting Proposa as both an emissions reporting protocol and amodd of how aregistry
might work.

Theinitid effort to involve businesses extended from January through July of 1999. This
proved to be too short a period to build effective busness avareness of or support for the
cregtion of aregistry. Of the 100 companies that CEO Codlition members and other
campaign organizers met with, only about 20% were prepared to give serious consderation
to the difficult and complex issues of potentid carbon liability or an emissons reporting

Olsen: California Climate Action Registry



protocol. Most companies were preoccupied with competitive pressures. Thiswas
especidly the case with Cdifornias many computer/electronics/internet companiesin 2000,
none of which were willing even to consder theissue. The drafting of the Kyoto Protocol in
December 1997 had made climate a priority issue for many companiesin 1998. But with no
sense of nationd policy direction coming from the Congress and Clinton Adminigration and
both seemingly grid locked on theissue, by 2000 some companies had downgraded climate
change as a priority environmental concern. Many other Cdifornia companies lacked even
the badic information about GHG emissons necessary to consder theissue at dl. Senior
executives of severd of the state's largest corporations, for example, dismissed the idea of a
registry with the comment, "We have no emissonsin Cdifornia.”

Asareault, business involvement in creating the registry program outlined in SB 1771 was
limited to ardatively smal number of companies who were actively interested in energy
efficiency and climate change. After SB 1771 was enacted and signed into law in September
2000, it took another full year and clean-up legidation to build the atention and involvement
of abroad section of Californiabusnessin the regidry.

2.3  Business Concerns About Reporting Emissions

The CEO Coadlition dicited feedback on and support for the registry proposed in SB 1771
from the senior managers of many wel-known companies. Without exception, these
executives expressed privately their belief that the scope and potentia seriousness of climate
change made some kind of carbon regulation avirtud certainty; the only questions were what
formsit might take and how many yearsin the future it would be imposed. Their public and
corporate pogtions often did not reflect this private evauation.

Severa mgjor entertainment and media companies declined to support the registry out of
concern that doing so would invite more atention to the scope of their emissions than to their
efforts to reduce them. Some of these companies had internal energy efficiency programs
dready in place, and al were keen to be seen as environmenta leaders. But they were wary
about the registry because they believed that loca environmenta groups, rather than praising
the companies for taking leadership to reduce its emissons, would stir up negative publicity
about the companies as polluters.

The confidentidity of emissons data was an important issue for amgority of companies, for
both public relations and competitive reasons (emissions being highly correlated with energy
use and output in many indudries). At company indstence, the registry legidation dlows
participants to keep confidentid any data or reports they deem sendtive or proprietary. Even
this broad protection was not enough for some companies to overcome concerns about the
possible compromise of drategic informetion.

Three other issues led some companies to oppose the creation of a state registry: concern that
it would duplicate the federa 1605(b) emissions reporting program; concern thet registries
would have conflicting requirements from State to state, making participation costly and
complicated; and, concern that the state could not effectively guarantee participants would
receive credit for emissions baselines or reductions established under its protocol.

Olsen: California Climate Action Registry 8



24  Limitationsof U.S. 1605(b) Reporting Program

The Energy Policy Act of 1992, which restructured dectricity delivery with an eye toward
reducing U.S. dependence on imported oil, included a provision, Section 1605(b), that
encourages electric utilities and other energy intensve companies to report their GHG
emissions (U.S. Department of Energy, 1994). The 1605(b) program was intended mainly to
gather information about industrial GHG emissons and not as an emissonsregidry. In

1998, a Generd Accounting Office review of the program concluded that, because it does not
provide consistent reporting requirements, data transparency or independent verification, deta
reported under 1605(b) could not be relied on to produce an accurate indication of participant
emissions (U.S. Genera Accounting Office, 1998). Independent analysis by the Natura
Resources Defense Council and other NGOs pointed out that the reductions clamed by
reporting eectric utilities in the 1990s were impossibly large, given actud measured and
estimated emissions from that sector (Lashof and Hawkins, 1999).

Many corporations recognize today that data integrity, transparency and verifiability will be
prerequisites for the receipt of credit for historical emissions reductions under any future
regulatory regime. The Energy Information Adminigration of the U.S. Department of
Energy, which administers the 1605(b) program, undertook in 2002 to tighten its reporting
requirements, chiefly by adding “performance tracks’ '8 smilar to Canadas Voluntary
Chalenge and Regidtry that offer progressvely dricter sandards. These improvementsfal
far short of making it into afunctioning registry, and few companies who are serious about
receiving credit for emissons reductions rely on the 1605(b) program to protect their
position. In addition, the 1605(b) program lacks a modern information infrastructure that can
reasonably automate the reporting, trandfer, and administration of datain an efficient,
scalable manner. The Cdliforniaregistry legidation contains severd provisons intended to
samplify and reduce the reporting burden on participants. The provisions are directed at
minmizing reporting duplicative of the 1605(b) program.

To minimize conflicting requirements between the Cdifornia Climate Action Registry

(CCAR) and other state or federd programs, the legidation dso commits the state “to review
future internationd or federa programs related to greenhouse gas emissions and to make
reasonable efforts to promote consistency between the state program and these programs.”
Some of the mgor corporate participants in the Cdiforniaregistry (BP, for example) believe
that the only effective solution to this potentid problem of conflicting registry requirements

is the establishment of afedera GHG regisry. Many aso believe that it will take the
example of effective, functioning regidriesin at least afew influentid satesto convince
Congressthat it is safe to act on the issue.

It was, and remains, difficult to answer the concern that participation in the registry may
prove ineffective, given the state s inability to guarantee recognition of reported emissons
results in unknown future circumstances. Registry proponents point out that the “best
efforts’ commitment by a state that condtitutes the world' sfifth-largest economy, while no

18 At the "Gold" level, for example, companies will likely be required to report all emissions, while the
"Bronze" track may allow them to report emissions from selected plants or individual emissions reductions
projects.
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guarantee, gill provides the best protection currently availableto U.S. entities. The
legidature, for its part, took this responghbility to vouch for the accuracy of reported
emissons very serioudy. Senator Sher, the bill’ s author, required that the law include
provisions for independent certification of reported emissions and other mechanismsto
ensure both data accuracy and the integrity of the reporting process.

25 Busness Support for SB 1771

Business support for cregtion of a Cdiforniaregigry, limited asit was during the 2000
legidative session, reflected arange of interests and concerns similar to those of businesses
nationally, as discussed in Section 1.1 above. Some companies agreed to monitor their
emissions out of a sense of corporate responsbility and good corporate citizenship. Some
felt that being seen as an environmental leader would strengthen their brand or corporate
image. Others believed that voluntary action to reduce carbon emissons was the most
effective way to forestal regulation, with some saying bluntly that business fallure to take
the lead in reducing emissions was tantamount to accepting future regulation. Many, like
most of the members of the CEO Cadlition, believed that the chalenges of sustainable
development, including becoming more energy- and resource-efficient, presented enormous
business opportunities for the development of new products, new technologies and red
competitive advantage. Many continue to believe that the strongest path for the U.S.
economy isto accelerate the development of cleaner, more efficient technologies and to
promote the expectation that business should ddliver constantly improving environmental
performance. Some registry supporters were motivated by al or combinations of these
cdculaions.

Throughout the legidative campaign in 2000, a handful of companies actively supported
creation of the registry, writing letters, caling legidators and occasiondly lobbying in

person. They represented many sectors of the Cdifornia economy: BF Goodrich Aerospace;
BP; Capine; CH2M Hill; Dole Foods, Fetzer; Gap, Inc.; Kinko's, Los Angeles Department
of Water and Power; Patagonia; Science Applications Internationa (SAIC); SeaWest
Windpower; Shaklee; Silicon Energy. This active support—even though it came from only a
amdl number of companies—he ped convince the legidature that businesses would in fact
participate in and report their emissons to the regidtry.

2.6  Environmental Oppostion and Support

The Washington, D.C. offices of the Natural Resources Defense Council (NRDC), the Sierra
Club, the Union of Concerned Scientists (UCS) and the League of Conservation Votersdl
initidly had significant reservations about the idea of a state GHG regisiry, based in part on
their experience with the inadequacies of the 1605(b) program. The nationd office of
Environmenta Defense (ED) aso was unreceptive. It was developing its own proprietary
nationa registry. The Cdifornia offices of these same organizations, however, were more
inclined to view a date regisiry as a useful tool for promoting energy efficiency, and were
more confident that an effective one could actualy be created. Their views ultimately
prevailed over kepticsin ther nationd offices.
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The environmenta groups, generaly, had severa concerns. They noted that because climate
change isagloba and transnationd issue, reporting emissons on adtate level represents
misplaced emphasis that threstens to waste time, effort and resources—and worse. State
registries could creste entitlements to credits for reductions, perhaps based on inconsistent or
inadequate criteria from State to sate. These entitlements would likely be uncoordinated
with nationa and internationd crediting programs and so hamper the establishment of
effective nationd registries. Given lack of agreement about how emissions boundaries
(respongbility for emissions) should be defined, differing Sate programs would likely
misalocate reduction credits, rewarding some companies/industries at the expense of others,
again hampering establishment of a consstent nationd reporting program

Mogt environmenta groups believed voluntary reporting programs do not condtitute an
effective response to the scope and seriousness of the climate change problem. While
voluntary programs may encourage afew exemplary companies to cut emissons, only an
enforceable mandate would produce materidly sgnificant cuts. This judgment led some
groups to oppose voluntary programs and othersto offer limited support for them. Those
opposing voluntary programs argue that they undermined support for concerted nationd
action by encouraging the vain hope that carbbon regulation will not be needed, diverting
policy-maker attention from the need for a nationd solution. Further, it bought time for the
great mgjority of companies to Smply maintain their energy use/emissions status quo.

Carbon emissons trading under a voluntarily imposed cap (or under anationa cap for
countries observing the Kyoto reduction targets) holds out the promise of finding leest-cost
ways to reduce emissions.*® Such trading depends on defining emissions quartitiesin
consstent, transparent and verifiable ways—exactly the work of GHG registries—and many
supporters of emissions trading welcome the development of registries. Most environmenta
groups, which generdly mistrust market-based approaches to problems, are skeptical of
emissons trading.2’ Many groups believe trading is at best a sideshow to the core work of
increasing efficiency and cutting emissons. The Serra Club and others go further, holding
that it is fundamentaly unethicd: trading the "right to pollute” implies that thereisin fact a
right to pollute, which they strongly dispute.

In the debate over the Cdiforniaregistry, however, state and loca environmenta groups
argued that voluntary approaches are the only ones achievable in the current politica climate
inthe U.S,, given a Congressin gridlock on theissue. Supporting voluntary programs could
help creste a bandwagon effect. If severd leading companies could show it was possible to
make sgnificant reductions at low cost, and these companies were to be rewarded for doing
S0 by their shareholders and customers, regulators and the public, more companies would be
encouraged to act and eventudly Congress would find mandatory restructions politically and
economicaly acceptable. Voluntary initiatives, especidly if they have robust monitoring and

19 U.S. Senators Joseph Lieberman and John McCain introduced legislation (S. 139) to institute a carbon cap
and trade program in the U.S. in January 2003. The bill callsfor the electricity, transportation, industrial and
commercial sectorsto reduce annual GHG emissions to year-2000 levels by 2010, and to year-1990 levels by
2016.

20 Environmental NGOs oppose emissions trading of criteria pollutants on the grounds that it concentrates
emissionsin particular neighborhoods, in violation of basic environmental justice. Trading GHG emissions does
not create thiskind of local concern.
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reporting requirements, could also help prepare companies to respond more effectively to
future mandatory limits.

In addition, SB 1771 contained a separate provision requiring the Cdifornia Energy
Commisson to update its inventory of emissons of greenhouse gases from dl sourcesin the
date every five years. Many environmental groups saw this requirement as essentid to the
ability to gauge progress toward reducing emissons. It added to their interest in the hill.
After ax months of active debate of these issues, much of it facilitated by CEERT, the mgor
environmental groups varioudy offered their conditional support or at least agreed not to
oppose the regidtry. The Cdifornia offices of these groups, meanwhile, actively worked to
secure passage of abill that would meet internationa standards for data integrity,
transparency and independent verification of reported emissions.

2.7 Passageof SB 1771

To preserve aplace in the legidative caendar for the 2000 session, Senator Sher introduced
the registry in early February 2000 asa"spot hill," i.e., abill without specific content.
Language outlining the concept of the registry, much of it based on the CEO Codlition Early
Action Crediting program, as modified with the suggestions and requests of both businesses
and environmenta/public interest NGOs, was added later in the spring. Because any hill
addressing climate change was sure to be seen primarily as an environmental measure,
Senator Sher made it clear to dl parties that he would not advance the bill until it had the
consensus support of the mgor environmenta organizations. Continued reservations about
the registry from the nationd offices of the mgor environmenta groups delayed agreement
on afind program until July. At that time the Senator amended SB 1771. He provided
operationa details for a comprehensive registry program. Thisdelay in getting such a
complex program in front of the legidature and into public debate dienated afew of the
magjor business lobbies in the sate and greetly affected subsequent efforts to shape the

regidry.

The Cdifornialegidature consders severd thousand bills each session and typicaly passes
and sends more than 1,000 of them to the Governor to be signed into law. In the summer of
2000, the legidative schedule for SB 1771 did not give the registry concept much visbility as
the bill moved—Ilargely without controversy—from committee to committee. But the
amendment of the bill with alarge amount of complex technica detall late in the sesson did
not provide much time for evaluation. The Cdifornia Council for Environmenta and
Economic Baance (CCEEB) and the Cdifornia Manufacturers and Technology Association
(CMTA) in particular complained, with some judtification, that the registry concept had not
been given adequate public debate and that their members had not had adequate time to
consider the measure. They threatened to opposeit.

Despite concern that the program had not received sufficient public debate, SB 1771 passed
the Cdifornia Assembly on avote of 46-30 and the Senate on avote of 23-13 on August 31,
the last day of the 2000 legidative session. The vote was largely aong party lines, reflecting
the Democratic mgorities in both houses of the legidature. Efficiency and climate change
never became priority concernsin the 2000 legidative sesson, and passage of the bill likely
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had less to do with its merits than with the legidature's respect for Senator Sher. Skillful
positioning of the bill by V. John White and Kip Lipper, Senator Sher's Chief of Staff, also
played acrucid role.

After the vote, CCEEB, CMTA and afew other business organizations lobbied the Governor
to veto the bill. Much of the opposition—to the completely voluntary program—was seen as
coming from one mgor oil company. LorettaLynch, at thet time President of the Cdifornia
Public Utilities Commission, intervened forcefully againgt a veto, with support from NRDC
aswel. Governor Davis signed the bill into law on September 30, 2000, the last day for
action on bills under the Cdlifornia condtitution. He responded to the concerns that
companies had not had adequate involvement in development of the registry program by
directing, in his Sgning message, that Senator Sher sponsor clean-up legidation in the next
sesson devoted to modifying the bill to ensure business participation in theregidiry. This
enabled the Governor to appear responsive to industry critics of the bill while dso dlowing
him to take credit for a pro-environment messure.

2.8 Clean-Up Legidation: SB 527

In response to the Governor's Signing message, Senator Sher convened a Registry Working
Group of key stakeholdersin thewinter of 2001. He welcomed the participation of all
organizations willing to engage in good faith to improve the workability of theregistry. The
gods of the Working Group were to expand business involvement in and support for the
registry; to develop a consensus plan for amending the technica guidelines and reporting
requirements of SB 1771 necessary to secure such support; and, to help support the start-up
of the registry asrequired by SB 1771, including timely appointment of a Board of Directors,
daff and budget. Active participants included the California Council for Environmenta and
Economic Badance (CCEEB); Cdifornia Manufacturers and Technology Association
(CMTA); Cdifornia Chamber of Commerce; BP Amoco; Edison Misson Energy; PG&E;
Union of Concerned Scientists; Pacific Forest Trust; Natura Resources Defense Council;
Environmenta Defense; Clean Power Campaign; Los Angeles Department of Water and
Power; Sacramento Municipa Utilities Didrict; and the Cdifornia Air Resources Board.
Resources Secretary Mary Nichols helped build business participation in the Working Group
and encouraged the active participation of the Cdifornia Energy Commission and the
Cdifornia Department of Forestry aswell.

In early 2001, Senator Sher introduced a legidative vehicle (SB 532, later renumbered SB
527) to carry amendmentsto SB 1771. The Registry Working Group met for nine months,
from December 2000 through the passage of SB 527 in August 2001. It energeticaly
debated the content of amendments. Having been unable to convince the Governor to veto
SB 1771, CCEEB initidly seemed intent on killing the registry dtogether, and actively
lobbied state agencies to withdraw their support for the program. CCEEB saw the Working
Group as an opportunity to eiminate many of the key provisons of acomprehensve GHG
reporting protocol. Wendy James and Molly Tirpak, Working Group staff representing the
Center for Energy Efficiency and Renewable Technologies, played acritica rolein
rebuilding business support for the registry. Environmenta NGOs viewed many of the
amendments proposed principaly by CCEEB as weakening the integrity of the registry asa
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GHG reporting program. CCEEB, for example, proposed that companies should be alowed
to report emissions from individua plants, while the NGOs inssted that companies should
report al their emissons, asrequired in SB 1771. Statewide vs. nationd reporting of
emissions, and reporting CO, vs. dl six greenhouse gases were other key points of
contention. CCEEB argued in each case for the most limited course of action.

Environmental groups viewed CCEEB primarily as a representative of Chevron, the CCEEB
member most widely seen as intent on discouraging any action to address climate change.

Working Group members representing state agencies and cities joined the environmental
NGOsin pointing out that, as an entirely voluntary program, no company was required to
participate in the registry. Some of theindividua corporate participants in the Working
Group aso argued that efforts to relax the provisons of SB 1771 did not serve the interests
of companies intent on receiving future credit for their basdlines and annua emissons
results. Meanwhile, the fact that SB 1771 was aready on the books led CCEEB to
compromise on mgor points. Without a cleanup hill Senator Sher was willing to support,
CCEEB would be |€ft to choose between living with the provisons of SB 1771 and seeking
its repeal—a progpect paliticaly difficult and alikely public relaions disagter.

In the hope of widening business participation in the registry, the Working Group eventualy
reached consensus on significant changesto SB 1771

= Statewidevs. national reporting: SB 527 encourages rather than requires participants
(asin SB 1771) to register emissions from al sourcesin the U.S. after three years.

= Direct and indirect emissons. dlarifiesthat direct and indirect emissonsareto be
reported separately.

= Gasesto bereported: SB 1771 encouraged (but did not require) participants to report
emissions of greenhouse gases other than CO, when they firdt join the registry. SB
527 directs that they do so after participating for three years.

= DeMinimuslevdSmateridity: SB 527 added a provison that emissons below a
certain threshold did not have to be reported.

» Reporting Metrics. SB 1771 directed that participants report emissions per dollar of
revenue (except eectric utilities, which report emissons per kilowett- hour of
electricity generated). This provison was important to nationa business groups
working for passage of anationa voluntary reporting program; for eectric
generation, it dso diminated the potentid problem of double-counting direct
emissions from generators and indirect emissions reported by users of dectricity. SB
527 directs that participants report only emissions quantities.

= Catification: SB 527 givesthe regidry flexibility in adopting certification programs
appropriate for different types of emitters. Thiswas a ussful improvement over SB
1771.

= Public Process. SB 527 directs the registry to use public processes in the devel opment
of regigtry policies, indluding conducting its affairs in open, scheduled public meetings.
Thiswas aso a useful improvement, and the only new provison on which there was no
disagreement.
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With these changes, SB 527 passed the legidature without oppostion. It was signed into law
by Gov. Davisin September 2001. The Registry Working Group staff drafted by-laws and
prepared a business plan and recruitment database to support the registry'stimely start-up,
smoothing the trangtion to the permanent registry staff.

3.0  Structureand Operation of the Registry
3.1  Nonprofit Corporation Sructure

Theregidry isa public-private partnership, organized as a nonprofit, public benefit
corporation. This structure makesit clear that, becauseit is not part of or associated with any
date government agency, the registry is avoluntary rather than aregulatory program. During
the two-year campaign to establish the registry, many companies said that it would be easer
for them to agree to participate if the program were to be housed in an independent
corporation. This structure—a state-incorporated nonprofit corporation with a stakeholder
board of directors required to report regularly to the governor and state legidature—also
appropriatey reflects the legidature's intent to establish a partnership with the private sector
to address climate change concerns. The parties mutualy agree on the content and
boundaries of the program. Regigiry participants (primarily companies) establish interna
efforts to monitor and reduce emissions and have these results independently certified. The
governor gppoints the Board of Directors, and the state (primarily through the Cdifornia
Energy Commission) provides technica support and vouches for the accuracy of emissons
reported in accordance with the requirements of the legidatively mandated program. The
public- private partnership structure helped win support from some Republican legidators.

While there were precedents for the state establishing an independent nonprafit corporation,
Senator Sher and other legidators and government officids felt that the registry would be
more gppropriately organized as aunit of the Cdifornia Air Resources Board (CARB), the
Cdifornia Environmental Protection Agency or the Cdifornia Energy Commisson. Both the
CARB and Cd EPA have regulatory authority and were unacceptable to the registry's
business supporters. Environmental and business support for organizing the registry asa
nonprofit corporation eventualy carried the day.

Senator Sher, aprofessor of condtitutiona law at Stanford University, remained concerned
that the state could not guarantee the accuracy of registered emissons, to the people of the
State of Cdifornia, if it did not directly oversee the data collection and verification process.
He inssted that the independent, third-party certification of reported emissonsrequired in
the bill be supplemented by having Cdifornia Energy Commission (or other state agency)
personne accompany certifiers on occasond random vigts to registrant facilitiesin order to
help ensure the integrity of registry data collection, measurement and reporting processes and
results. Thislimited state oversight was accepted by al parties as the minimum necessary to
ensure the integrity of the program. It reinforced the state's commitment to use its best
efforts to ensure regidrants receive al gppropriate consderation in any future regulatory
regime.
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3.2  TheReporting Protocol

Theregisiry's gpproach to reporting emissons derives largely from the CEO Codlition Early
Action Crediting proposal, as modified into legidation by the stakeholder process described
above. The legidation was trandated into programmeatic guidelines by the California Energy
Commisson. Although the registry protocol was developed independently by California
sources, it was informed by and is completely consistent with the Greenhouse Gas Protocol
Corporate Accounting and Reporting Standards devel oped by the World Resources
Ingtitute/\World Business Council for Sustainable Development (World Resources Indtitute,
2001). Development of the registry’s technica reporting requirements benefited greatly from
regular communication with WRI staff. SB 1771/527 anticipates thet the registry will adopt
industry-specific reporting requirements as these are accepted by international stakeholders
and added to the WRI protocol over the next severd years.

Congstency with the WRI/WBCSD Greenhouse Gas Protocol standards is sgnificant for two
reasons. Firg, these standards have broad credibility with business, NGOs and
governments—they were developed by more than 350 participants from those sectors.
Second, the Greenhouse Gas Protocol has been adopted or informed many other climate
initiativesin the US and internationdly, including the UK Emissions Trading Scheme,

Chicago Climate Exchange, EPA's Climate Leaders Program, and the World Economic
Forum Globa GHG registry. This move towards harmonizing emissions monitoring and
reporting standards will reduce the transaction costs of businesses wishing to participate and
dlay concerns about the development of incompatible jurisdictiond rules,

Registry participants report direct emissons and indirect emissons. Direct emissons are
defined as those under management control of a participating entity, including emissons
from on:Ste combustion, fugitive non-combustion emissions and vehicles owned and
operated by the participant. Indirect emissions are those embodied primarily in purchased
electricity (net eectricity and steam imports, including offste steam generation and district
heating and cooling). Participants are encouraged, but not required, to report other indirect
emissions, e.g., from outsourced transportation services such as shipping of materials and
products, employee commuting and contract manufacturing. SB 527 provides thet the
registry board may revise the scope of indirect emissons that it may require to be reported
after January 1, 2004.

For thefirst three years of participation, registrants are required to report only emissions of
CO,. Theredfter, they must also report emissions of the other major greenhouse gases*:
Participants are not required to report emissions of any greenhouse gas that is de minimisin
quantity in reation to their total emissons.

Participants report their actual emissions results each year intons. They may etablish their
emissons basdine in any year after 1990, provided they have adequate energy and fud use
data to support accurate emissions caculations for that year. To smplify both the calculaion
and the reporting of emissions, the registry hired CH2M Hill to develop aweb-based

21 Hydrofluorocarbons (HFCs), Methane (CH4), Oxides of Nitrogen (N,0), Perfluorocarbons (PFCs), and
Sulfur Hexafluoride (SFg).
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emissions database and application suite. This state-of-the-art technology is known as
CARROT: Climate Action Registry Reporting Online Tool.

All GHG emissions data are entered and managed via CARROT, which provides tools,
information and many levels of reporting and tracking to meet the needs of registry
participants, certifiers, and the public. CARROT produces facility-level and entity-leve
emissons reports, industry summary reports, and registry administration reports. Multiple
user levels endble the different divisons or subsdiaries of an entity, for example, to
collaborate in drafting their emissons reports and to request certification on line before the
entity formaly submitsitsfind results. The registry's reporting requirements are built into
CARRQT, adong with data security and revison management provisions. CARROT enables
the registry to support a potentidly huge volume of participants and detailed emissons data
with avery lean Saff.

In contrast to the U.S. 1605(b) program, the basic unit of participation in the Cdifornia
regigtry is an entity in its entirety: a corporation, a city or county, and each state government
agency. The registry does not acknowledge emissions results for individud facilities or
projects. Ingtead, facility-leve reporting isrolled up and summarized interndly by
CARROT and only the summarized entity-leve report is made available to the public.

At aminimum, participants must report dl of their Cdiforniaemissons. They aedso
encouraged to report their total U.S. emissons (and their tota worldwide emissons), in order
to receive equa congderation for their emissons records in future nationa or internationa
regulatory regimes. SB 527 directs the registry to recommend to the legidature by 2004
whether or not the registry should require, rather than encourage, participants to report all
their U.S. greenhouse gas emissons rather than just those from Cdifornia sources.

Also in contrast to most other emissions reporting programs (but consistent with the
WRI/WBCSD GHG Protocol corporate reporting standards), the registry requires
participants that outsource production or services (i.e., subcontract them to other companies)
to report the emissions associated with the outsourced activity and to remove such emissons
from their emissons basdine. Thisis essentid to ensure that reported emissons reflect

actua emissons. Participants must dso adjust their basdinesto reflect mergers,

acquistions, divestitures or other changes in their corporate structure.

These provisons clearly define each participant's emissions "footprint,” the emissonseach is
responsible for reporting. Thisis prerequisite to the state's ability to vouch for the accuracy
of emissons reported under the registry. Together, these provisions condtitute the most
comprehensive reporting program now operationd inthe U.S.

3.3 Sart Up and Recruitment
Cdifornia Secretary of Resources Mary Nichols directed that the registry be incorporated as
a nonprofit, public benefit corporation in May, 2001 and gppointed Diane Wittenberg, along-

time executive of Southern Cdifornia Edison respected by both corporations and
environmentaidts, as presdent. Gov. Davis appointed a distinguished Board of Directorsin
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September 2001, dl from organizations willing to address climate change concerns and
representing corporations, the public, academic and NGO sectors, as directed by the
legidation:

Dr. Charles F. Kennd, Vice Chancellor, Dean and Professor of Marine Sciences at
the Univergity of Cdifornia, San Diego Scripps Ingtitution of Oceanography;

Robert A. Maone, Regiona President, BP,
Peter M. Miller, Senior Scientist, Natural Resources Defense Council;
Jan E. Schori, Generd Manager, Sacramento Municipd Utilities Didtrict.

By datute, the Resources Secretary and the Secretary of Environmenta Protection are dso
ex-officio members of the registry board of directors, Resources Secretary Mary Nichols
currently serves as chair of the board; sheisjoined by Ca EPA Secretary Winston Hickox.

The Cdifornia Energy Commission (CEC) retained Arthur D. Little, Inc. to develop the
detailled GHG reporting protocol cdled for in SB 527 (Caifornia Energy Commission,
2002). The CEC aso retained qudified organizations to provide technica asssance in the
design and implementation of energy efficiency and emissions monitoring programs and

third party certifiers. The registry formaly adopted both a Generd Reporting Protocol and a
Certification Protocol in October 2002 (California Climate Action Registry, 2002). With this
foundation in place, the registry began recruiting organizations to register their emissons.

Concurrent with the regigtry's authorizing legidation, the State legislature authorized two
years of start-up funding from the state generd fund; thereafter the registry must rely on
membership fees and payment for services provided. To expand theinitia recruitment
campaign and get it off to an early start, the Energy Foundation supported the registry with a
grant eermarked for encouraging companiesto join the registry. This support was crucid in
enabling the registry staff to develop outreach activities until state funding was secured.

The registry announced its first 23 charter membersin October 200222 Theseinclude 11
corporations (BP, New United Motor Manufacturing (GM-Toyota), PG& E, Qualcomm et.
a.); thecities of Los Angdles, Sacramento, San Diego and Santa Monica;, two state agencies
(Cdifornia Environmenta Protection Agency, Caifornia Energy Commisson); two

municipa utilities (Los Angeles Department of Water and Power, Sacramento Municipa
Utilities Digtrict); three NGOs and the University of Cdifornia-San Diego. Asthe EPA did
0 successfully with its Climate Wise program,®® the regiistry's growth plan includes having
members recruit other participants from among their peers.

The opportunity to hep formulate GHG emissions policy gppears to be amgor motivation
for membership. Theregistry has emerged as a neutral forum for learning about, testing and

22 For additional information, see www.climateregistry.org.

23 By 2000, 535 companies had made greenhouse gas monitoring or reduction commitments under the EPA
ClimateWise program. A large majority of these companies reported cost savings and comp etitive and other
business advantages as resulting from their attention to emissions.
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perhaps shaping the accounting principles and industry metrics by which emissons
performance will be measured in the future. Companies, especidly, want to have something
to say about how these standards are developed and applied. While there are several other
GHG reporting and standards- development initiatives, the CCAR uniquely provides the
context of an operating registry for daboration of crucid accounting issues.

SB 1771 envisioned the registry becoming sdf-supporting on afee for service basswithin
the two years of start-up funding provided by the state. This ambitious target was
necessitated by the likelihood that the legidature would not have agpproved alonger period of
date funding. It now gppearsthat it will take five- seven years to amass a membership large
enough to make the registry sdlf-supporting. For participants, the mgjor cost of membership
is paying for third-party certification of reported emissons. This makes it essertid that
membership dues be kept low enough o that the combined cost of dues and certification
does not condtitute a barrier to participation. But low revenue from dues delays the
achievement of sdf-support.

The regidiry has secured foundation grants to enable it to continue operating when itsinitia
two years of gate funding end in 2003. The regidtry is dso developing a package of services
to sdl to its members, non-members and other states. With alarge enough pool of members,
the registry expectsto be able to become self-sugtaining, while aso keeping dues low enough
to enable broad participation. Theimpact of the registry in reducing statewide emissions will
depend heavily on the success of the recruitment campaign.

4.0 L essons L ear ned

In the meantime, the organizers of the registry offer these reflections on establishing Sate-
levedl emissions-monitoring programs.

=  Onelegidative sesson istoo short a period to introduce and circulate a proposa for
comment, build stakeholder interest, devel op the mechanics of amonitoring program,
fogter debate on key issues and build sufficient political support. Given the partisan
dynamics of climate change issues and the unavoidable complexity of emissons
mechanics, thiswork is better gpproached as a two-three year campaign, regardless of the
sze of campaign daff. A larger staff may alow outreach to more potential supporters
and more time for discusson with skeptics and opponents. Buit it is unlikely to
sgnificantly shorten the time required to coalesce political support for the program.

=  Moretimeinvested in fogtering buy-in to the program prior to enacting the legidation
may facilitate the subsequent recruitment of participants. But there is no data from the
Cdlifornia experience to support this assumption, and, in fact, many of the companies
most active in the stakeholder discussions (those represented by CCEEB, for example)
have yet to join the registry. Companies generdly have been dower to Sign up than
anticipated (dthough more cities and state agencies have committed to participate than
expected). Macroeconomic concerns gppear influentid, if not determining. An
expanding economy supports consderation of issues, such as sustainability or carbon
ligbility, perceived to be of potentid long-term sgnificance; a contracting economy
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narrows corporate focus to immediate profit and loss concerns. Politicad momentum aso
influences corporate attention. Companies are more likely to engage on issues that they
see being actively treated in nationd legidation. Even the best stakeholder involvement
processis unlikely to outweigh these larger economic and political dynamics.

= Degpite ddays and the complexity of the subject matter, the Cdiforniaregistry was
developed, passed by the legidature and Sgned into law in lessthan ayear; thisat atime
when the economy was beginning to contract (but was not yet in recession), and when
there was little sense of nationd |eadership on climate change issues. Handicapping
legidative prospectsisin this respect like trying to predict the stock market. The odds
favor a campaign robust enough to eventudly prevail, regardiess of the short-term
economic and politica context.

= Thelevd of detall and directive in the legidation isakey drategic decison for the
organizers of programs like registries which do not enjoy consensus support. Enabling
legidation, which directs only that a program be established, is often easier to pass than
bills containing detailed provisons. This then entrusts implementation details to non-
legidative agencies or stakeholder processes, where thereis arisk that the ultimate
program will not fully reflect the intent of the legidation or its ponsors. The dternativeis
to write detailed program guidance into the legidation. This may in some cases better
preserve program integrity, but at the risk of making it more difficult to pass®* New
Hampshire and Wisconsin have chosen the former gpproach, passing legidation
authorizing the creation of greenhouse gas regidtries, with the details of participation,
reporting standards and verification Ieft to be worked out mainly by industry-dominated
stakeholder groups. The result in New Hampshire's case (Wisconsin does not yet have an
operationa program) is aregistry which has many of the same limitations as the 1605(b)
program, to the disappointment of both its organizers and the New Hampshire companies
that had argued for higher reporting and verification sandards. Californidsregistry laws
include extensve technica detail on registry organization and operation. In Cdifornias
case, passage of SB 1771 without adequate public debate effectively required alegidative
clean-up process as a vehicle for vetting this detailed and complex program with awider
Set of stakeholders.

= A complex and potentidly controversid program like a GHG registry needs strong
legidative sponsors and killful legidative handling. Key activities must include:
orchestration of co-sponsors and securing extra-legidative support before the measureis
introduced; andysis of and outreach to swing legidators, both in committee and floor
votes, ensuring thet legidators hear from key congtituencies; coordination of lobbyidts;
and a grategy to ensure that the governor will, in fact, sgnthe bill. It isdifficult to
overstate the importance of having respected, experienced, resourceful and tenacious
political operatives leading this effort. Thereislittle chance the CCAR could have
succeeded without excdllent legidative leadership.

24 There are of course other options. New Jersey, for example, has a number of progressive emissions reduction
programs established by executive order and department head initiative.
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= Given grong legidative leadership, it is possible to wage a successful campaign with a
smdl number of active supporters. Broader support is dways preferable. It can facilitate
legidative gpprova, and it will likely speed program implementation. But condtituencies
willing to passvely sign on to a measure count for less than those willing to write letters,
cal or vigt legidators and pay for or provide professond lobbyigts. In the case of the
Cdiforniaregigtry, the active support of 16 companies, Sx environmental groups and
four state agencies was enough to get the bill enacted into law.

= [tislikey to teke the CCAR five-saven years to become financidly sdlf-supporting,
given the pace of membership recruitment and the need to keep dues low enough to
award impeding participation. The authorizing legidation, however, cdlsfor only two
years of sate funding. The redlity isthat the legidature would have been highly unlikey
to pass ahill requiring alonger period of state funding. This gap underlinesthe
importance of foundation support for public-private partnerships like the registry.

The mogt important learning, of course, will be whether or not the registry will be effectivein
reducing statewide emissions and/or in influencing Congress to develop a nationa program
for encouraging emissions reductions. Participants in the CCAR would argue that other
dates do not have the luxury of waiting to see the outcome in Cdifornia before launching
their own registry programs.

50 Firg Steps Toward Energy Security

The energy crisgsthat skyrocketed pricesin Cdiforniaand the entire western U.S. from the fall
of 2000 through 2001 brought energy efficiency more forcefully than ever to the attention of
state policy-makers. The Governors of the 14 western states, for example, adopted a suite of
policies to promote energy efficiency (Western Governors Association, 2001), and consumers
in Cdifornia cut their consumption of dectricity 20% in 2001 in response to high dectric
prices and incentives to conserve. In the midst of the chaos of dectric market restructuring,
many dates are paying renewed atention to ways of meeting energy needs through demand-
side management (both efficiency and conservation measures) ingtead of relying primarily on
new resource supply. Rate certainty and affordability are important dimensions of energy
security. Energy efficiency programs and public concern to migrate toward a cleaner, more
sugtainable and lower emission future gppear to be mutualy supportive, and to reflect growing
popular pressure for action to stabilize and reduce emissions.

By the end of 2002, 100 countries had ratified the Kyoto Protocol and that treaty appeared
poised to become effective in 2003, without the participation of the U.S. There are indications
that the Bush Adminigtration policy of isolating the U.S. from internationd action to address
climate change may be fudling date-level programs, as governors and legidatures respond to
popular concern about theissue. In January 2003, New Y ork Governor Pataki, for example,
issued an executive order requiring the state to obtain 25% of its eectricity from renewable
sources by 2010. Fifteen states have smilar minimum purchase requirements for renewable
energy. Severa New England states begin regulation of CO, from power plants in 2003, and
New Y ork appears poised to follow Cdifornias lead in moving to regulate CO, from vehicles.
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State programs promoting efficiency, renewable energy and carbon management express
widespread popular concern not yet reflected in nationa debate or policy. Some argue that
gtates can do little to address energy insecurity, compounded as it is with economic and
ecologicad vulnerabilities aswdl as a growing nationa dependence on imported energy. A
growing number of governors, legidators and citizens groups resolutely disagree. They point
out that states can derive immediate economic and qudity of life benefits from encouraging
energy efficiency and reducing emissions®®—and that state GHG reductions achieved by
even aminority of states conditute a the very least a postive step toward sabilizing the
concentration of atmospheric carbon.

State programs will strengthen the call for congressiona action to address energy insecurity,
environmenta unsustainability and increasing concentrations of aimaospheric carbon. State
emissions programs, while inadequate in themsdaves to achieve large emissions reductions,
will help shape both the content and the timetable of any comprehensive nationd program.

%5 Former New Hampshire Governor Jean Shaheen, for example, concluded that, "In fact, states, cities and

counties are not only setting the pace in reducing climate-altering emissions, they are discovering solutions that

provide their communities with extraordinary collateral benefits at the same time, including saving money,
improving quality of life and enhancing economic devel opment and competitiveness." (Shaheen, 2001).

Olsen: California Climate Action Registry 22



David Olsenis currently President of Clipper Windpower Development Company. Heisthe
former President and CEO of Patagonia, Inc. He served as the President of the CEO
Coadlition to Advance Sustainable Technology, 1999-2001, in which capacity he led efforts to
edtablish a greenhouse gas regigry in Cdifornia.

The author would like to thank the following people who read and commented on the
manuscript: Dr. Danid Arvizu, CEO Codition to Advance Sustainable Technology; Raph
Cavanagh, Naturd Resources Defense Council; Eric Heitz and Marcus Schneider, Energy
Foundation; Wendy James, Better World Group; Marshdl Kaplan, Executive Director, Wirth
Chair in Environmenta and Community Development Policy, Graduate School of Public
Affairs, Univ. of Colorado; Julia Levin, Union of Concerned Scientists, Kip Lipper, Office of
Senator Byron Sher; Charles McDermott, Deana Perlmutter and Ralph Peterson, CEO
Coadition; Janet Ranganathan, World Resources Indtitute; Meredith Tirpak, |CF Consulting;
Heidi VanGenderen, Senior Associate, Wirth Chair, Univ. of Colorado; V. John White,
Center for Energy Efficiency and Renewable Technologies;, Diane Wittenberg, Cdifornia
Climate Action Regidry.

Refer ences

Baer, Paul, et. a. 2000. "Equity and Greenhouse Gas Responsihility,” Science, Vol. 289, No.
5488, September 29, 2000. Washington, D.C.: American Association for the
Advancement of Science.

Cdifornia Climate Action Regidry, 2002. General Reporting Protocol. LosAngees
Cdifornia Climate Action Regidtry.

Cdifornia Energy Commission. 2002. "Committee Report: Guidance to the Cdifornia
Climate Action Regisiry: Genera Reporting Protocol,” PS00-02-005F. Sacramento:
Cdifornia Energy Commission.

Cdifornia Energy Commission. 2002. "Committee Report: Guidance to the Cdifornia
Climate Action Regigtry: Certification Protocol,” PS00-02-030F. Sacramento:
Cdifornia Energy Commission.

Canada’s Climate Change Voluntary Challenge and Regidiry, Inc. 1999. "Regidration
Guide" Ottawa 1999. www.vcr-mvr.ca

Claussen, Eileen. 2003. "Testimony of Eileen Claussen before the Committee on Commerce,
Science and Trangportation, United States Senate, January 8, 2003.

Davis, Wade. 2002. "We Need a Globa Declaration of Interdependence,” Toronto Globe &
Mail, July 6, 2002.

Olsen: California Climate Action Registry 23



Dernbach, John C. et. a. 2000. "Moving the Climate Change Debate From Modelsto
Proposed Legidation: Lessons From State Experience” Environmental Law
Reporter (November): 10933-10979.

Goldemberg, José. 2000. "Adapting Energy Use for the Future: The World Energy
Assessment,” International Herald Tribune, January 15-16, 2000.

Lashof, Danid, and David Hawkins. 1999. "L ess than Meets the Eye: An Andyss of
Greenhouse Gas Emissions "Reductions’ Reported by Electric Utilities"
Washington, D.C.: NRDC.

Rabe, Barry G. 2002. "Greenhouse & Statehouse: the Evolving State Government Rolein
Climate Change." Arlington: Pew Center on Globd Climate Change.

Shaheen, Jeanne. 2001. "Teaming Up Againg Climate Change," Environmental Protection,
Vol. 12, No. 6, June 2001. Ddlas. Stevens Publishing.

ten Brink, Patrick et. d. 1999. "Busness Voluntary Initiatives to Address Climate Change.”
Report to the International Chamber of Commerce, World Business Council for
Sugtainable Development, Keidanren, U.S. Council of Independent Business, World
Wide Fund for Nature and United Nations Environment Programme. Brussds
ECOTEC.

U.S. Department of Energy, Energy Information Adminidtration. 1994. Voluntary Reporting
of Greenhouse Gases Under Section 1605(b) of the Energy Policy Action of 1992,
General Guidelines. Washington, D.C.: Energy Information Adminigiration.

U.S. Generd Accounting Office. 1998. Climate Change: Basic Issuesin Considering a
Credit for Early Action Program. Washington, D.C.: Generd Accounting Office,
Resources, Community and Economic Development Divison (GAO/RCED-99-23).

U.S. Office of Technology Assessment. 1991. Changing by Degrees. Steps to Reduce
Greenhouse Gases. Washington, D.C.: Office of Technology Assessment: Appendix
B.

Western Governors Association. 2001. "Western States Short- Term Energy Conservation
Strategy,” www.westgov.org.

World Resources Ingtitute and World Business Council for Sustainable Development. 2001.

The Greenhouse Gas Protocol: A Corporate Accounting and Reporting Standard.
Washington, D.C.: World Resources Institute.

Olsen: California Climate Action Registry 24



Appendix A
SB 1771

Olsen: California Climate Action Registry

25



Appendix B
SB 527

Olsen: California Climate Action Registry

26



University of Colorado at Denver

Wirth Chair in Environmental and Community Development Policy
Graduate School of Public Affairs

1445 Market Street, Suite 350
Denver, Colorado 80202-1727
Phone (303) 820-5602
Fax  (303) 534-8774

Dear Colleague:

| am pleased to provide you with a case study developed by David Olsen, a Senior Wirth Chair Fellow,
concerning Cdiforniasinitiation of a statewide registry to record carbon emisson reductions. The case
Sudy, titled “ State Climate Change Initigtives. Creation of the Cdifornia Climate Action Regidtry,”
indicates that Cdifornia has established the most comprehensive GHG monitoring and reporting systems
intheU.S.

As David Olsen describes, the process generating the California Registry was not an easy one. The
initia ideawas not uniformly supported by business, palitical and environmenta leaders. Through
drategic did ogue and compromise, the Registry was enacted by the legidature in 2000. Its structure
and ground rules were refined by the legidature in 200l. The Registry is now operationd.

Olsen describes the substantive, methodologica and politica factors influencing the find form and shape
of the Registry. He summarizes the lessons learned preceding and during the process leading to the

Regidry.

We would welcome your comments concerning the case sudy. The Chair will use its contents, aswell
as other Wirth Chair analyses, to engage public, nonprofit and private sector leaders throughout the
West in long overdue discussions concerning climate change problems and the benefits aswell asthe
possible cogts of state registries.

Sincerdly,
Marshal Kaplan

Executive Director
Wirth Char



State Climate Change I nitiatives:
Creation of the California Climate
Action Registry
By
David Olsen

Senior Fellow, Wirth Chair

April 1, 2003

Abstract

The Cdifornia Climate Action Registry, crested by legidation in 2000, is a
voluntary program to improve energy efficiency and monitor and reduce
greenhoue gas (GHG) emissons. It functions as a public-private
partnership and is incorporated as an independent nonprofit organization,
with a board of directors made up of dtate officids and representatives of
busness, cty govenment and public interes  non-governmentd
organizations. It is based on a comprehensve protocol for reporting and
independently certifying emissons. It commits the date to use its best
efforts to ensure that paticipating entities receve dl  appropriate
consgderation for emissons basdines and reductions reported under the
protocol in any future naiond or internationd carbon regulatory regime.
The hisory of the establishment of the regigry is indructive as to both the
opportunities for and limitations of voluntary action to address climate
change.



