CAP & TRADE DESIGN RECOMMENDATIONS 

TO SUPPORT LOCAL GREENHOUSE GAS REDUCTION INITIATIVES

The California Air Resources Board (CARB) should design a greenhouse gas (GHG) cap and trade program that recognizes and rewards GHG reductions created by local governments and communities, including reductions from energy saving and clean energy and natural resource protection through land use planning.

The Rationale for Recognizing and Rewarding Local Initiatives. Local governments and communities are well-positioned to achieve significant GHG emission reductions to help meet AB32 targets. Indeed, rewarding local governments and community organizations for supplying GHG reductions would enhance the effectiveness of the cap and trade program, as it would align incentives among statewide and local initiatives, help motivate individuals, households, and small businesses to contribute to the State’s emissions reductions goals, and convey other public benefits.
· Local government and community initiatives are necessary to meet AB32 GHG reduction targets.

· Local government and community programs will expand emissions reduction opportunities.

· Local governments and communities can deliver low-cost and innovative GHG reductions.

· Local government community networks are efficient means to deliver and implement programs. 

· Local government and community programs are needed to help to stimulate new clean technology, energy conservation, and smart land use with natural system protection.

· Local government and community efficiency improvements and clean energy generation for households and businesses will help mitigate potentially higher energy prices.

· Local government and community initiatives will generate jobs, reduce hazardous air pollution, improve water quality, and protect habitat and overall quality of living.
Fairness stipulates that the reward for GHG reductions should be granted to the entity that causes the reductions to occur. However, in 2012, when California’s cap and trade program commences, the GHG reductions from local government and community initiatives would be awarded to capped entities unless CARB designs its program to recognize the emissions impact from local efforts by allowing local governments and communities to claim the reductions. CARB should align the incentives created by cap and trade with local initiatives.
Two Cap and Trade Design Recommendations to Recognize and Reward Local Initiatives. 
1. CARB should design the cap and trade program to recognize local government and community-based GHG reductions, including projects and programs for electricity saving, clean energy, and natural resource protection through land use planning, by rewarding them with allowances set aside for their initiatives. Local governments and community organizations should be able to 
a. Sell the allowances they earn into California’s carbon market to help fund their initiatives, or 
b. Retire the allowances they earn to retain the GHG reduction benefit (analogous to the Regional Greenhouse Gas Initiative’s policy for voluntary renewable energy purchases – Model Rule, Section XX-5.3(d)).
2. CARB should also direct a portion of allowance auction revenue to support local government and community-based initiatives that reduce GHG emissions. The fund would serve as a complementary mechanism to setting aside allowances; it would be used for local governments and community organizations that prefer to receive direct compensation for their GHG reduction initiatives. The fund would be independent from an offset program and should be reserved for programs developed and administered by local governments and communities. 
