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Climate Change
Policy Update

Failed Legislation in the US Senate could
Spur Regional Initiatives

The last glimmer of opportunity for passing comprehensive climate
legislation this session was extinguished in the US Senate as proponents
for the measures failed to secure enough votes. Accepting that the
American Power Act would not attract the 60 votes needed to avoid a
filibuster, Senators Kerry and Lieberman agreed to shelve their plan and
focus their attention on a bill by Senator Majority Leader Harry Reid that
dealt with the oil spill, energy efficiency, natural gas freight transport,
and green jobs. But faced with tepid support on both sides of the Senate,
even Reid’s bill was pared down and eventually abandoned altogether.

With midterm elections approaching in November, it is unlikely that
major climate legislation will be tabled before winter. A reshuffled House
and Senate is expected to bring more Republican representation to
Washington, and while the GOP supports “market-based solutions that Contents
will decrease emissions,” it specifically opposes cap-and-trade and has
voted against most legislative action aimed at dealing with the issue. The Failed Legislation in the US Senate
Democrats have had trouble galvanizing their members, and this past could Spur Regional Initiatives 1
session’s fractured support could easily seep into next year.

Canada’s Coal Play 2
Failure of carbon legislation in the Senate means that broad carbon

regulations promulgated by the US Environmental Protection Agency EPA Moves to Ensure PSD
might be the (more expensive) direction the US is heading, or will at least Permits are Ready 2

be the regulatory “stick” that discourages further procrastination in the Provincial Cap-and-Trade Pact 2

legislature.

UN Climate Change Talks
Another possible route for the US — with significant Canadian Make Slow Progress 3
involvement — pivots on the further development and implementation of
regional initiatives. The Western Climate Initiative (WCI), the Regional Updates in Brief 3

Greenhouse Gas Initiative (RGGI), and the Midwestern Greenhouse Gas
Reduction Accord (MGGRA) are each developing their programs. RGGlI is
already using an operational carbon trading system for emissions from
power plants in ten Northeastern and Mid-Atlantic states. The WCI,
whose members represent 20% of US GDP, and 76% of Canadian GDP,
released an updated cap-and-trade design summary and is on track to
start in January, 2012, recognizing uncertainty exists in California. And
the MGGRA presented its final recommendations to US state governors
and Canadian provincial premiers as it looks to implement the Accord.

The Importance of California 4

Administrators from each regional initiative are already looking at ways
to link their programs so that carbon can become a fungible commodity
within the different frameworks. With Canadian climate policy paralyzed
by stalled federal action in the US, it seems that comprehensive climate
action now rests on the cooperation of sub-national players on both sides
of the border.
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Canada’ s

The federal government announced
in June that it plans to shut down 33
of Canada’s 51 coal fired units,
producing estimated GHG reduc-
tions of 15 megatonnes by 2025.
This means that while 65% of
Canada’s thermal wunits will be
closed, their contribution to the
country’s total greenhouse gas
emissions will only fall from about
13% to 11%. The relatively small
emission reductions compared to
the large number of closed units is
explained by the smaller average
size and low use of the mothballed
units.

Co ¢

ment aggregates other provincial and
corporate coal commitments: Nova
Scotia Power Inc. is expected to reduce
emissions from its five thermal units by
25% while the province increases its
share of renewable energy to 40% by
2020, and Ontario’s Environment
Ministry estimates that closing its 15
coal units by 2014 will result in GHG
reductions of 19 megatonnes — more
than the total federal estimate. The
apparent discrepancy is reconciled when
increases in electricity demand and
increased natural gas generation are
accounted for nationally, especially in
Alberta and Saskatchewan.

The federal government’s announce-
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The Delphi Group is blogging! Check out our up-to-the-minute resource at delphi.ca/blog or
follow us on Twitter @delphi_group.

Provincial Cap-and-Trade Pact

The premiers of Canada’s two biggest
provinces have again confirmed their
commitment to creating a cap-and-
trade system. Last June, Quebec
passed legislation and regulations
enabling the development of a cap-
and-trade system (Bill _42), and
Ontario passed similar legislation in
December (Bill 185), with associated
regulations pending. British Columbia
passed legislation enabling cap-and-
trade in 2008 (Bill 18) and Manitoba’s
Premier committed to introducing
similar legislation in 2010.

These actions are required for the
provinces to participate in the
Western Climate Initiative (WCI). The
WoCl is ready to launch in 2012 despite
the uncertainty surrounding
California’s ability to participate. As it
stands, Ontario, Quebec, BC,
California and New Mexico will begin
emissions trading in 2012, with other
WCI Partners linking in to the system
later.
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EPA Moves to Ensure PSD Permits are Ready
Environmental Protection Agency (EPA) regulation of greenhouse gases (GHGs) is slated
to come into effect on January 2, 2011, when phased-in prevention of significant
deterioration (PSD) provisions under the Clean Air Act (CAA) will apply to specified new
and modified stationary sources.

The EPA’s tailoring rule, published June 3rd, sets new GHG emissions thresholds for Title
V Operating permits to be issued to existing facilities, and pre-construction permits for
new and modified stationary sources to be issued under the CAA’s PSD program.

To date, states have issued PSD permits for other pollutants, and will face the bulk of
the regulatory burden required to issue permits covering GHG emissions. Authority to
issue PSD permits is contained in State Implementation Plans (SIP), some of which will
require modification to conform to new GHG permitting requirements. In states where
SIP plans do not cover GHG emissions, neither the EPA nor the state has authority to
issue PDS permits to sources of GHG emissions. And timelines to enact required
regulatory changes are tight.

On August 12, the EPA proposed two rules to ensure that gaps for any state unable to
make necessary changes by January 2011 are filled, allowing businesses that will
require PSD permits that address GHGs to receive them by the January deadline.

Proposed Call for State Implementation Plans

The EPA’s first proposed rule would require states to update their SIPs so that they
conform to new federal GHG requirements. States subject to this rule are: Alaska,
Arizona, Arkansas, California, Connecticut, Florida, Idaho, Kansas, Kentucky, Nebraska,
Nevada, Omaha, Oregon, and Texas. The EPA is working closely with these jurisdictions
assist with required revisions.

Proposed Federal Implementation Plan

For those states unable to develop and submit SIP revisions by January 2, 2011, the EPA
is proposing a Federal Implementation Plan (FIP). In this scenario the EPA would issue
PSD permits until the state’s SIP revisions are complete.

The EPA will accept comment on both proposals for 30 days after publication.
Comments may be submitted with Docket ID No. EPA-HQ-OAR-2010-0107.
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UN Climate Change Talks Make Slow Progress

International climate negotiations made slow progress in early August, and many
fear that the parties’ stance on key issues is still too far apart. These negotiations
are intended to lay the foundation for the annual United Nations Climate Change
Conference, happening this November-December in Cancun, Mexico.

Negotiating positions tend to split down the line of rich and poor countries, and
are further complicated by transitioning countries, which, while still developing,
are believed by some to be able to set medium-term emission reduction targets.
As the world’s largest greenhouse gas emitter, China is particularly important,
but reluctance to set binding targets or allow for international verification of its
emissions has created a logjam in the negotiations.

The delegates aimed to author a “shared vision” that would guide Cancun’s
outcome, but positions remain far apart. Those in the developing world who will
be most affected by climate change insisted that temperature rise be kept below
1.5°C, but the US and other developed countries pointed to the 2°C limit that
was endorsed under the Copenhagen Accord last December. Many developing
countries did not help to write the Copenhagen Accord, however, and do not
feel its text is binding. Global temperatures have already risen by 0.8°C since pre-
industrial times.

Notional agreement on emission reductions also eluded the negotiators.
Suggestions ranged from global reductions of 50% over 1990 levels by 2050, to
“more than 100%” for some countries, reflecting some countries’ potential to
totally decarbonize and become net carbon sinks. Developing countries
reminded their counterparts that technology transfer and financing were critical
to their clean development, but haggling over amounts and timelines continued.

Delegates were heartened by the more congenial tone of the meeting, but were
left feeling nervous about its slow progress.

By Jeff Beyer, jbeyer@delphi.ca

Updates in Brief

Jeff Beyer will leave Delphi in
September to pursue his MSc
Environmental Change and
Management at the University of
Oxford. We wish Jeff well in his new
venture and look forward to his
future contributions to our Policy
Update as a guest author.

Environment Canada publishes
notice for 2010 GHG reporting,
indicating that facilities emitting
>50,000t-CO,e in 2010 must report
by June 1%, 2011.

OPA updates FIT rules and
documents. New or amended
documentation includes: FIT pro-
gram rules; summary of changes;
forms; a reduced price schedule for
ground-mounted solar PV projects
less than 10kW; and guidelines for
multiple projects on one property.
Behind the meter facilities and in-
series metering configurations are
no longer permitted. Timelines
posted June 1% are delayed due to
application volume. Applications for
projects under 10kW not permitted

until program changes announced
August 13" are implemented.

US House bill would rescind $1.5B
in clean energy loan funding.
Equivalent legislation was passed by
the Senate in August and would
redirect funding for clean energy
loan guarantees to a $26B state aid
package.
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The Importance of California

California is has historically been an engine for sustained environmental
action at both the regional and US federal level. In last week’s address to
California’s State Assembly, BC Premier Gordon Campbell praised the
state’s legislators for creating “a foundation upon which the rest of the
continent indeed has been standing,” with particular reference to Assembly
Bill 32 (AB 32), the 2006 Global Warming Solutions Act.

But AB 32 is under threat.

In Delphi’s May Climate Policy Update, we explained California’s
Proposition 23, the ballot initiative that is attempting to suspend the
legislation until unemployment falls below 5.5% for four consecutive
quarters (unemployment is still above 12% in the state). Prop 23 is being
sponsored by three Texan oil companies, but those who want to keep
California’s legislation in place gained some heavy-hitting support this week
after Google, Levi Strauss, Virgin America, Warner Bros. and dozens of
other companies joined a coalition opposing Proposition 23.

The appetite for climate action among the voting public is holding, too. A
recent poll revealed that 67% of Californians support AB 32. But even if the
Proposition fails, November’s gubernatorial elections could throw AB 32
another curveball. Meg Whitman, the Republican candidate running to
replace Governor Schwarzenegger, has stated that suspending AB 32 would
be her first order of business. Jerry Brown, Whitman’s Democratic rival,
would make only “small changes” to the bill, and touts climate change as
one of the issues that clearly separates him from his opponent. Right now,
voter intentions are too close to call.

If AB 32 is suspended, officials from the California Air Resources Board
seriously doubt that the state could implement the Western Climate
Initiative (WCI), and worry that the development of the state’s Low Carbon
Fuel Standard could stall. California is the WCl’s largest partner by far, and
without it, the initiative’s future would be uncertain.

A lot rests on California’s continued engagement with climate change. That
may be why Premier Campbell showed so much appreciation to the state’s
legislators in his address (he said “thanks” eleven times in less than 2
minutes). He has largely pinned his political legacy to the province’s climate
action, and understands that the long term economic prosperity of British
Columbia —and indeed, the world — depends on climate action.

It might seem like a while until the UN Climate Change Conference takes
place in November-December, but the seeds of its success or failure are
already being sown. The international conference will follow directly on the
heels of the US midterm elections and California’s gubernatorial vote. Their
outcome could play a major role in determining global perceptions of
America’s seriousness in fighting climate change. The world put their trust
in President Obama when he notionally presented cuts of 17% below 2005
levels by 2020 in Copenhagen, and gave him a year to deliver. While he
hasn’t delivered on that target so far, he has supported the advancement of
EPA regulations and vehicle emissions standards, which could buy him
some international credibility. But keeping California in the game would be
a much needed legislative measure to showcase America’s sincerity in
tackling emissions. Without the Golden State on board, however, and with
Kyoto about to expire, the world’s politicians might need to start looking
elsewhere for leadership, or step up to the plate themselves.
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