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Waxman-Markey Clears First Hurdle

The 2009 American Clean Energy and Security Act, co-sponsored by Senators Henry
Waxman and Ed Markey, made it through the US House of Representatives’
Committee on Energy and Commerce following weeks of debate.

A diluted version of the original Bill passed through Committee in May and legislators
conceded many points, including the medium-term GHG reduction target (down from
20% to 17% below 2005 levels by 2020), the auctioning of allowances (from a
suggested 100% auction to a 15% auction and 85% free allocation), and adjustments to
the value of international offsets (from 1:1.25 value to equivalency). But the Bill was
still lauded as a major step forward for the US, laying the groundwork for a national
cap-and-trade system.

The bill covers 85% of the US economy, including electricity producers, oil refineries,
natural gas suppliers, and energy-intensive industries like iron, steel, cement, and
paper manufacturers. Emissions cuts would start in 2012 and a cap-and-trade program
would be completely phased in by 2016.

The “border adjustment” clause — designed to protect US manufacturers who would
otherwise be at a competitive disadvantage — was scorned internationally. This clause
would force exporters to the US to pay fees in the form of emissions allowances if that
country lacked commensurate GHG regulations.

Canadian Environment Minister Jim Prentice derided the clause, saying that he was
“very concerned... with the idea of carbon border adjustments” and that “trade
protectionism in the name of environmental protection” is “thinly-disguised”
protectionism and ultimately “futile”.

Minister Prentice indicated that Canada will develop “equivalent environmental
regulation” to avoid “trade-related consequences” from the Bill, and has outlined
timetables that mimic those being proposed in the US.

While Environment Canada tries to divine what the final Bill will look like so that it can
develop legislation in lockstep, there are still storms on the horizon for the Bill,
including revisions and votes by eight more committees, the House and the Senate,
and final Presidential approval.

Satisfying competing interests from representatives from the Rust Belt, the oil-patch,
and the biofuel-rich agricultural heartland pose challenges, but Waxman and Markey
are optimistic that the US will have some domestic legislation to back up its position in
time for this December’s UN Climate Change Conference in Copenhagen
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Ontario Joins the International Climate

Action Partnership

In the summer of 2007, Ontario
introduced its Action Plan on Climate
Change, which established the goal of
a 6% reduction in greenhouse gases
below 1990 levels by 2014, 15% by
2020 and 80% by 2050.

Since then, Ontario has moved steadily
to support this goal with the latest
step being the June 3" announcement
that it has joined the International
Climate Action Partnership. ICAP is a
partnership of countries and regions
pursuing the implementation of
carbon markets through mandatory
cap-and-trade systems.

Prior to joining ICAP, Ontario signed an
MOU with Quebec to develop a cap-and-
trade system (June 2008), joined the WCI
(July 2008), and recently introduced
legislation (May 2009) that, if passed,
would provide the authority to set up an
emissions trading system in Ontario.

John Gerretsen, Ontario Environment
Minister, noted that this “is a positive
development” as “ICAP’s goal is to help
current and emerging cap-and-trade
systems develop so that they can link with
other systems around the world ... our
membership in ICAP will complement the
work we’re doing with BC, Quebec and
other jurisdictions in the WCI”.

By Hewitt Roberts hroberts@delphi.ca
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both cap-and-trade systems and a carbon tax.

Phasing Out Coal in
Canada

Environment Minister Jim Prentice
recently announced that Canada
will phase out coal-fired power
plants. In an interview with the
Globe and Mail, Prentice said, “the
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toward involves a capndtrade
system relating to thermal coal, and
the requirement of phasing out
those facilities as they reach the end
of their useful, fully amortized life
It was reported that new coal plants
with carbon capture and storage
technology would be permitted.

Coal-fired electricity represents
roughly 18% of Canada's current
emissions. This move will have the
greatest impact on Alberta,
Saskatchewan, and Nova Scotia,
where as much as 70% of electricity
comes from coal. Mr. Prentice said
that regulations would be unveiled
later this year.

Carbon Tax and Cap-and-Trade:
The New Environmental Hybrid

It’s not only automakers that are banking on hybrids to reduce greenhouse gas
emissions. Lawmakers are increasingly taking a ‘hybrid approach’ to reducing GHGs
by implementing both cap-and-trade systems and a carbon tax. While these
approaches have traditionally been seen as opposing, BC and Quebec are hoping to
leverage both mechanisms to meet climate change targets.

The recent re-election of the BC Liberals under Gordon Campbell signals that BC's
carbon tax, implemented on July 1, 2008, will continue as a means to reduce GHG
emissions in the province. The tax, levied on all sources of GHG emissions, started
at $10/tonne in 2008 and rises by $5/tonne annually until it hits $30/tonne by
2012. The provincial government also unveiled legislation in April 2008 to enable
the implementation of a cap-and-trade system, signaling its intention to adopt a
hybrid approach to GHG reduction.

On May 12th, Line Beauchamp, Quebec’s Minister of Sustainable Development,
Environment and Parks, tabled cap-and-trade legislation that would see a program
up and running by 2012. The plan targets entities emitting more than 25,000
tonnes of GHGs and will help the province achieve a 20% emission reduction from
2005 levels by 2020. The cap-and-trade system will be additional to Quebec’s
carbon tax which came into force in 2007.

These announcements suggest that Canadian provinces are looking to leverage a
variety of market mechanisms to achieve their goals. Europe led the world with
their Emissions Trading Scheme (ETS) and proposals for national or pan-European
carbon taxes are continually under review. Countries such as Sweden, Norway,
Finland, the Netherlands, and Italy already tax carbon and four of them are also
bound by the ETS.

With public support for ambitious climate legislation, growing momentum and
expectations for an integrated national or international carbon market, and
economic and environmental experts continuing to call for a simple price on
carbon through a tax, it is not unlikely that a hybrid regime will eventually emerge.

By Jeff Beyer jbeyer@delphi.ca
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Low Carbon Fuel Standard in California and
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In April 2009, the California Air Resources Board (CARB) adopted a regulation that
implements Governor Schwarzenegger's Low-Carbon Fuel Standard (LCFS). The
standard — a first of its kind worldwide — will come into force starting in 2011 and

requires a reduction in the carbon intensity of all fuels sold in California by 10% by
2020.

CARB expects that this standard will achieve a 16 million metric ton reduction in GHG
emissions. While the standard has been welcomed by many, there is strong
opposition from some — most notably Canadian petroleum producers and refiners
who might be required to blend their fuels appropriately to meet the target.

While a low carbon standard was proposed in the draft federal Waxman-Markey Bill,
it was dropped under intense pressure from various groups. However, California-like
LCF standards are under consideration in other states and there is the possibility that
the Environmental Protection Agency may independently bring in such standards.

Canadian oil sands producers have expressed concern with the LCFS, as the
estimated carbon intensity of this oil is up to 30% higher than conventional oil.
Federal Environment Minster Jim Prentice and Natural Resources Minister Lisa Raitt
have expressed their displeasure with the Bill. According to Rick Hyndman — Senior
Policy Advisor at the Canadian Association of Petroleum Producers, the concern is
not the California standard as such, because California imports very little oil from the
oil sands, but rather the potential influence the California standard may have on
other states, or even on federal legislation.

In the short term, the impact on Canadian oil sands producers is expected to be
minimal. However, similar standards may be enacted in other states and potentially
even at the federal level, through the EPA.

By Jimmy Desai jdesai@delphi.ca

Canada Establishes Rules

for Cap-and-Trade
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The Canadian government recently
indicated that it is still committed to
the 2020 goal of a 20% reduction in
GHG emissions from 2006 levels.

Under “Turning the Corner”
released last year, the initial
intention was to have a cap-and-
trade system approved and running
by 2010. However, after much delay
and a start date pushed to 2012,
the federal government has finally
announced some details of a cap-
and-trade system to meet its
reduction commitments.

The government also released two
draft documents that set out the
rules for a federal carbon-offset
scheme. According to the Globe and
Mail, they define what offset
projects qualify for the federal
system, the value of offset credits,
and how reductions are to be
tracked and verified.

Canadian Environment minister Jim
Prentice said that “the offset
system, like all elements of our
climate change plan, is aimed first
and foremost at reducing emissions
in Canad& and that the federal
offset system will “complement
regional carbon markets and “not
supplant or duplicate therf\


http://www.arb.ca.gov/fuels/lcfs/030409lcfs_isor_vol1.pdf
http://www.nationalpost.com/news/story.html?id=1543196
http://www.nytimes.com/gwire/2009/04/30/30greenwire-as-calif-aims-at-carbon-canada-sees-itself-in-12208.html
http://www.nytimes.com/gwire/2009/04/30/30greenwire-as-calif-aims-at-carbon-canada-sees-itself-in-12208.html
mailto:jdesai@delphi.ca

The Delphi Group

428 Gilmour Street
Ottawa, ON, K2P OR8
613 562 2005
hroberts@delphi.ca

196 Spadina Ave, Suite 402
Toronto, ON, M5T 2C2

647 727 4726
spacifico@delphi.ca

Find us on the Web:
www.delphi.ca

Delphi

Environmental Strategies. Business Solutions.

Disclaimer:

The information, concepts and
recommendations expressed in this
document are based on
information available at the time of
the preparation of this document.
Action or abstinence from acting
based on the opinions and
information  contained in this
document are the sole risk of the
reader and Delphi shall have no
liability for any damages or
losses arising  fromuse of the
information and opinions in this
document.  All information is
provided “as is” without any
warranty or condition of any kind.
The document may contain
inaccuracies, omissions or
typographical errors.

”

The Delphi Group © 2009

4 EA 53 %0! 60

Paradox in the Making?

The Environmental Protection Agency may have been angling for a stronger Climate
Bill when it released its endangerment finding, but despite a baited hook, this big
fish got away. Six key greenhouse gases were found to “threaten the public health
and welfare of current and future generations,” according the US Environmental
Protection Agency (EPA). This conclusion, referred to as an “endangerment finding,”
gives the agency the authority to regulate the emission of these gases under the
Clean Air Act, but does not require them to do so. What is interesting about the
finding is its timing, the stated reluctance of the agency to exercise its newfound
authority, and how the two may have paradoxically interacted to influence the
outcome of the new US Climate Bill.
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The EPA’s finding was released at the same time as the seminal Waxman-Markey
American Clean Energy and Security Act was being furiously debated by the US
House of Representatives’ Committee of Energy and Commerce. Some believe that
the EPA released their findings concurrently with the tabling of the Bill in order to
influence the outcome of the debate. The logic goes that with the threat of
regulation — widely believed to be a more expensive and economically damaging
path to GHG reductions — a tougher Waxman-Markey agreement was more likely. A
strong Bill would effectively protect American businesses from the cumbersome
meddling of the EPA.

However, Lisa Jackson, head of the EPA, who originally stated that the
endangerment finding would “indeed trigger the beginning of regulation of £C
later reversed her statement, saying that the finding “does mt mean regulatiotf
Additionally, she said that “the best way to address [the costs of GHG reductior
through a gradual move to a markéfsed program such as a capdtrade
program” similar to the one suggested by Waxman-Markey.

The timing of the endangerment finding, Ms. Jackson’s reversal, and the EPA’s
acknowledgement that regulation would be more damaging to the US economy
than some form of a cap-and-trade system may have paradoxically achieved the
opposite of what was intended if indeed the endangerment finding was released in
an attempt to strengthen the outcome of Waxman-Markey’s Climate Bill.

Releasing the finding during the Bill’'s debate may have emboldened detractors who
could topically cite the unmanageable costs of tackling GHG reductions — after all,
even Ms. Jackson admits that “there are costs to the economy of addressing gl¢
warming” Flip-flopping on the EPA’s intention to regulate GHGs and later endorsing
some kind of market-based program doubtlessly dulled the legitimacy of the threat
of regulation. Add to that a memo, posted in an Obama administration interagency
review of the endangerment finding, which stated that action from the EPA would
have “serious economic consequentdsom “costly regulatory progranysand the
political palatability of regulation all but evaporated.

These synchronous events may have given critics of the Waxman-Markey Bill the
confidence they needed to hammer in over 300 pages of exemptions and special
clauses, diluting the Bill to a pale shadow of its former self — and that’s even before
it’s scraped across the floors of the House and Congress. On the other hand, if the
EPA is ultimately dissatisfied with the Bill it will be entitled to enact emissions
regulation on its own.

By Jeff Beyer jbeyer@delphi.ca
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