September 2, 2009

The Honorable Barbara Boxer The Honorable JoleFy
United States Senate United States Senate

112 Hart Senate Office Building 218 Russell Ser@atfice Building
Washington, DC 20510 Washington, DC 20510

Dear Senators Boxer and Kerry:

The “State Voice” group is a bipartisan, regionaliyerse coalition of state
environmental officials interested in promotingtieosg national climate change program
in the U.S. The senior regulators who comprisg ginoup have experience in designing
and implementing some of the world’s most effectiveenhouse gas (GHG) emission
reduction programs. We offer our support and tieased recommendations to help the
Senate craft an effective national framework fdriezing the GHG reductions needed to
protect against the growing threat from climatenggand move our nation toward a
low-carbon future that will revitalize the economy.

We support aggressive federal climate legislathat includes an economy-wide cap-
and-trade program. As representatives from staitdge in climate change and energy
initiatives, we have demonstrated the importard tbat states can and should play but
understand that federal action is also needed bé&lieve that a robust local-state-federal
partnership is critical to achieving the cap anddst-effectively implementing a national
climate strategy. The states look forward to disthimg such a partnership with the
federal government and localities to enable arcétfe national response to the threat
posed by climate change and continue to build @axcénergy future. The American
Clean Energy and Security Act (the House bill) pdeg a solid framework upon which
the Senate can build. We urge the Senate to stremghe House bill and provide local,
state and federal officials with the resourcesfiectively implement a coordinated,
effective national response.

While we recognize the difficult challenges of reiag) agreement on such sweeping
legislation in a manner that balances regionatéstis and sets the stage for passage, we
believe that the following fundamental componentsiie incorporated into a strong
climate bill:

» The level, timing and integrity of the emissiong.cdhe level and timing of the cap
must be consistent with what science tells us égled. Program elements that
undermine the emissions cap should be avoidedydimzy overly generous offsets
provisions that allow regulated entities to buyittkeay out of the cap and threaten
the environmental integrity of the bill, and “safeialves” that undermine the carbon
market and delay the onset of emissions reducsiayets.

» The House bill's strong protections for state atitiianust be maintainedGiven our
experience in designing and implementing GHG emmsseduction programs and
our long history of leadership and innovation,etanust be encouraged and




empowered to pursue a menu of innovative approatia¢svill help achieve the cap
in a timely and cost-effective manner and contittupromote an effective national
response to climate change.

» Legislation should provide for consolidation of darequired of the states and better
coordination with the federal agencieStates are committed to a close federal-state
partnership and want to strengthen our role irdgsgn and implementation of
federal climate legislation and our work with fealemgencies. Within the House bill,
there are at least 11 plans due from states towafederal agencies related to
mitigation and adaptation. We suggest the Sertttdamguage that would provide
for consolidation of these plans into one or twegnated state climate plans.
Federal review and approval should be requiredherstate plan(s) to ensure
coordination and efficiency in implementation.

» Congress must maximize funding for energy efficieand support the continued
growth of state enerqgy efficiency and clean en@mgrams. Increased investment
in energy efficiency programs represents the bagtte achieve GHG reductions and
contain the costs of a carbon cap-and-trade progsalower energy demand
translates directly into reduced demand for allovesrand lower allowance prices.
Many states have comprehensive programs that aatetbe deployment of energy
efficiency, renewable energy, and other clean gntchnologies. These programs
deliver important energy savings to electric anirad gas customers, create
significant new energy service jobs, and providembdreconomic benefits as reduced
demand allows customers to invest those savingthigr parts of the economy.

Attached are a set of specific recommendationswigaask the Senate to consider in its
deliberations. We will submit more detailed comtsemdividually or collectively, as
the Congressional legislative process moves forwsve look forward to serving as a
valuable resource as the Senate develops its elio@nge legislation.

The time to act is now. Our states, the nationthednternational community are
already experiencing the adverse consequenceswaiinduced climate change. Our
nation must take bold steps now to address thigis¥he Senate has a historic
opportunity to chart a new path by passing strdimgate change legislation. Through
this legislation, the Congress can put us on tlie feachieving the needed GHG
reductions, spur the development of a robust loMearaeconomy, and help protect our
national security. However, only a full commitmevili suffice.

We ask that Congress look to what our states hame ds the model for a strong national
program and to develop a local-state-federal pestmg to achieve our nation’s goals.
Republican and Democratic administrations fromestat all parts of the U.S. have
adopted climate action plans to address this thiBgartisan groups of states have
voluntarily joined together to form regional pantst@ps to meet this challenge. Nearly
all of the programs included in the House bill already being implemented in our states
and we believe can be extended to all states. efilmither technological advances will
certainly be needed, tremendous progress has glbegh accomplished as a result of



these state efforts. Our states are startingalzeethe tremendous potential benefits
associated with promoting a low-carbon economyestment in low carbon

technologies has created new businesses and ttezidant jobs. Energy efficiency
programs are already saving our consumers signtfiteney through lower utility bills
and are improving the reliability of energy sergcéAny delay in proactively addressing
climate change will subject future generationsranthtic adverse consequences that can
be avoided and ultimately result in our nation pgyinore to address this problem.

The members of the State Voice group stand readgdist the Senate in any way we can
as you draft your climate change bill. Please takeantage of the wealth of knowledge
and experience our agencies have developed inrdiegignd implementing effective
climate change policy over the past decade.

Sincerely,

The State Voice Group

Mary D. Nichols, Chair Amey Marrella, Acting @onissioner
California Air Resources Board CT Department n¥iEonmental Protection
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Douglas P. Scott, Director David P. Littell, Comssioner

IL Environmental Protection Agency ME DepartmehEavironmental Protection
b@@jﬁ %/m L //M
Laurie Burt, Commissioner Mark Mauriello, Comniissr

MA Department of Environmental Protection ~ NJ Depeamt of Environmental Protection
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Pete Grannis, Commissioner Dick Pederson, Rirec
NY Department of Environmental Conservati@R Department of Environmental Quality
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Jay J. Manning, Director
Washington State Department of Ecology




Attachment

cc: Senator Mitchell McConnell
Senator James M. Inhofe
Senator Max Baucus
Senator Chuck Grassley
Senator Harry Reid
Senator Richard G. Lugar
Senator Jeff Bingaman
Senator Lisa Murkowski
Senator Tom Harkin
Senator Saxby Chambliss
Senator John D. Rockefeller
Senator Kay Bailey Hutchison



State Voice Group Recommendationsto the Senate
Concerning Climate L egislation

We support the enactment of a strong national captia@de program that achieves the
emission reductions necessary to address the ngaeof climate change and the need
for a new and sustainable clean energy econome.fdllowing recommendations are
offered to help the Senate enhance the strengthadgdress what we believe are the
weaknesses or omissions in the House bill.

Greenhouse Gas Emission Reduction Tar gets

Structure

The federal cap-and-trade program must be econoiag-w coverage and include
national emission reduction targets consistent whht the prevailing science suggests is
needed to stabilize atmospheric concentrationsHiE&at levels adequate to forestall
dangerous anthropogenic interference with the ¢érsgistem. The House bill
establishes a solid cap-and-trade framework.

Level and Timing of Reductions

Congress needs to set firm emission caps and tapgemote sufficient action and
provide industry with clear, long-term planning etfjves to mobilize the investment and
promote the innovation needed to meet these otgexctiThe House bill falls short of
requiring the GHG reductions in the U.S. calledldgithe consensus opinion of the
scientific community.

Recommendations

1. The Senate should establish reduction targe2® percent by 2020 and 83 percent by
2050 from 2005 emission levels.

2. The level and timing of reductions required urthe cap must be periodically
reviewed and adjusted, as necessary, in light wfsaence.

Offsets

Offsets that are real, additional, verifiable, enéable, and permanent offer an
opportunity to reduce the overall costs of achigwnr climate goals while realizing
cost-effective reductions from sources not covéxethe cap-and-trade program. They
also provide a means of achieving early progressvasarbon technologies are
developed and deployed. However, overly generffaets provisions such as those
included in the House bill could undermine the famental GHG reduction goals and
delay the nation’s transition to clean energy.eneure the integrity of the cap-and-trade
program and ensure that offset providers realiee thotential, all parties must be
assured of the environmental integrity of offsdtsider an effective cap-and-trade
program, the majority of emissions reductions sti@ame from capped sources, not
offsets.



Recommendations

1. State Voice members recommend that the Senatdisistgbantitative offset limits
that provide reasonable assurance that the majufrdynissions reductions will come
from within capped sectors, similar to the apprd@iien in deriving offset limits in
the Regional Greenhouse Gas Initiative (RGGI) andamtemplated in the Western
Climate Initiative (WCI).

2. The statute should require a 1.25:1 ratio whengusffsets for compliance purposes
to promote the necessary investment in GHG redudtiategies and technologies
for capped sources.

3. Preserving the integrity of offsets will requiredeiparticipation in protocol
development and oversight of offset programs, iiclg a mandatory role for
environmental agencies that have significant eigeei designing and implementing
rigorous offset programs and protocols.

4. The statute should provide clear guidance regaritiegespective roles of USEPA
and USDA in crafting specific offset regulationglastablish clear requirements that
the offsets represent emission reductions or caskquestration that is real,
additional, verifiable, enforceable, and permanent.

5. The statute should provide clear requirementsttieimplementing agency offset
regulations address the variations in state f@edtagricultural practices to ensure
environmental integrity and a level playing fiel bffset projects, while deferring to
agency expertise in developing specific regulateguirements.

6. To the extent the Senate creates a separate prégréonestry and agricultural
offsets, it is critical that it have a parallel stmuction to the offset section in Title Il
of the House bill.

7. The statute should provide clear requirementsthi@implementing agency offset
regulations require a robust independent veriticatomponent, including a
requirement that all offset project eligibility djgations and monitoring and
verification reports are independently verifiedgilility applications include a site
audit, and report verification include periodiaesiisits (or other mechanisms such as
remote sensing) to ensure that projects are beipggmented properly over time.

8. The statute should provide clear requirementsttieimplementing agency offset
regulations include a robust independent verifeareditation component that
addresses verifier competence, protection agaimdticts of interest, periodic
evaluation of verifier performance, and sanctiarspoor verifier performance,
negligence, and fraud.

9. The statute should clearly distinguish betweendstedized activity baselines used to
evaluate project additionality and project-speddiissions or sequestration
baselines used to determine emission reductiosequestration achieved through a
specific offset project.



State Climate Change Progr ams

Strong federal action is absolutely necessary tivess climate change. However, to
achieve the goals of meeting challenging GHG redndargets and moving the nation
toward a new and vital low carbon economy, an #éffemational program will need to
include a significant role for state and local goweent. A strong local-state-federal
partnership should be clearly outlined in the &dllthe framework around which the
national climate change strategy will be builtat8s and localities will provide much of
the innovation needed to achieve the environmeetedtgy and economic goals of a
national climate strategy. Further, states walyph key implementation role, consistent
with that of other federal environmental progranifie House bill largely protects state
authority, with the exception of the moratorium wspd on regional cap-and-trade
programs and transmission line siting in the Wesheterconnect. Preservation of state
authority to implement GHG reduction programs sjteans the federal program and
enables continued policy and technological inn@vatiProviding the states with the
ability to retire federal allowances is essentiaéhsure that state emission reduction
programs result in national GHG reductions beydrsé¢ that would be achieved by the
federal cap alone.

Recommendations

1. The Senate must preserve the state authority poogisrom Section 334 in the
House bill to allow states to implement GHG redmuetprograms, including those
directed at reducing emissions from sources covieyatie federal cap.

2. Other savings provisions from the House bill muspbeserved including: state
authority to adopt or enforce renewable electrioitgnergy efficiency laws (Section
101); state renewable energy standards (Section 4@2e demand management,
demand response and regulation of load-servingien{iSection 144(e)); state
regulation of electricity rates (Section 721(d))dastate unfair competition, antitrust,
consumer protection, securities and commaodities &ection 341(a) adding a new
Section 401(e) to the Federal Power Act).

3. If the Senate finds it necessary to impose a shoratorium on state/regional cap-
and-trade programs, the duration should be comsigté¢h the requisite compliance
periods within existing programs and should not e@nce until an equivalent
federal program is operational. If, for any regsmplementation of the federal
program is delayed, the moratorium should be shtyildelayed.

4. Provide for an equitable exchange of state allowarfior federal allowances to
protect investments by market participants in stafgand-trade programs. The
current exchange provisions in the House bill pdteva good model, but the statute
should also direct USEPA to consult with statesl@m@nting cap-and-trade
programs when promulgating exchange regulationsrder to execute a smooth
market transition.

5. Provide for offset projects approved under statgyg@ams prior to enactment of a
federal program to receive federal allowancesherremainder of their full approved
crediting period that occurs after January 1, 2088ch allowances should be



provided through an allowance set-aside, not aveairdeddition to the federal cap.
Any provision of federal allowances should be cogéint on retirement of state offset
allowances, to prevent double crediting.

6. Ensure that states with existing cap-and-traderprog are sufficiently compensated
for lost auction revenue in order to continue spaitgrams and plans to fund energy
efficiency and renewable programs that are keystoeving our national climate
goals.

7. Require that federal agencies consult with theestparticipating in the three regional
cap-and-trade initiatives when developing rulesiamglementing the federal cap-
and-trade program.

8. More explicitly address the local-state-federakmpanrship model in the Senate bill to
provide clear direction regarding the need foripgration at all levels of
government.

Provide incentives for the development and implegatgon of cost-effective state and
local programs through performance-based funding.

Consolidation of Required State Plans

To ensure efficient implementation of national @b policy, Congress must clarify and
strengthen the role of the states and the partiogpéederal agencies and provide for
effective coordination among these entities. Basedur analysis of the House bill,
there are at least 11 plans due from states toaalifferent federal agencies on a
number of important topics ranging from energycédincy goals to adaptation planning.
The subject matter of the plans makes sense, theofacoordination at the state and
federal level does not. Clarification of roles ammbrdination among the federal agencies
that will approve and oversee these state climaiesps critical. The Senate has an
opportunity to avoid creating regulatory silos tbah undermine early and successful
implementation of our national climate goals. Spobvisions would ensure greater
efficiency and coordination by and within eachestaind improved coordination by and
among the lead federal agencies.

This proposed consolidation is also an opportuisitiprmalize the federal-state
partnership we have been advocating. States lemmelbaders in spearheading and
implementing many new and effective climate acpoograms. We have learned that
coordination among our state agencies, especiadygy and environment, is critically
important to the success of such programs.

Recommendations

1. Language should be added to the legislation to ptermonsolidation of these plans
(or “sub-plans”) into one or two integrated stdtenate plans and ensure alignment
with state climate action plans.

2. The states should have an active and distinctindlee development of federal
regulations and programs.



3. The legislation should recognize the unique rolthefstates in helping the federal
government craft the regulations and programs #emspunder a federal cap-and-
trade regime.

Allowance Allocation and | nvestment

To date, state programs have constituted U.S. tdimetion. Existing state programs
such as energy efficiency and renewable energylatda are critical to achieving
emission goals at the lowest cost and to creatiagrgjobs and a sustainable energy and
economic future. The RGGI participating stateseh@g@monstrated that use of allowance
value to support energy efficiency and other clea@rgy measures is a powerful tool for
reducing the cost of a cap-and-trade program aoich@ting a vibrant clean energy
economy. States and local government are bediqruesil to develop approaches to
increase transportation system efficiencies andaethe number of vehicle miles
traveled. These state and local-based prograrhbevkeys to addressing the demand
inelasticity of the transportation sector and Wwél critical to lowering the burden on the
electricity sector for achieving the emissions s required by the cap. States
should receive substantial allowance value undefateral program for investment in
energy efficiency, clean energy, transportatioicigfficy, and other programs. As the
Senate develops the provisions for the distributibemissions allowances, it should
ensure that these state-run clean energy and trdaspn programs are adequately
funded. All states that have taken early actiash @stablished cap-and-trade programs,
including programs that fund GHG reduction actestishould be appropriately
recognized and should not be disadvantaged by atloevdistribution strategies.

Recommendations

Enerqgy efficiency and clean energy

1. The State Energy and Environment Development (SEHRDYs programs should
receive 15 percent of total allowances.

2. This increase should come from eliminating the & free allowances provided in
the House bill to industries that can pass thraallfiwance costs to consumers.

3. Energy efficiency and renewable energy allocatsimsuld not diminish over time.

4. The language in the House bill should be clarifeénsure that the allowance value
provided to electricity LDCs for cost-effective egg efficiency programs is
consistent with the requirement that allowance @&le used “exclusively for the
benefit of retail ratepayers.” State clean engnggrams have demonstrated multiple
benefits that accrue to ratepayers through suargnes. This clarification would
complement the provisions addressing the allocaif@ailowances to natural gas
LDCs, which explicitly reference the use of allowarvalue for cost-effective energy
efficiency programs as an appropriate use.

5. Maintain the 50 percent emissions/50 percent engegiyeries-base LDC
distribution formula in the House bill for the elacity LDC allocation.

6. Strengthen language from the House bill to enwakany ratepayer rebates provided
using allowance value from the natural gas andmd#dy LDC allocations occur as
“lump-sum” rebates to the fixed portion of utiliyls (or as a fixed credit), rather




than as a percentage of the energy portion ofitheThis will avoid creating
perverse incentives to maintain or increase enesgy which would undermine the
impact of a carbon price signal.

7. Preserve the funding for “clean energy hubs” predith the House bill.

Sate carbon sequestration program funding

1. Allocate allowances to support state efforts to iméze carbon sequestration by
forests and wetlands. Direct support to statelsh&iimore efficient for achieving this
goal than through offset projects, which entaihgigant transaction costs.

Set-aside pool for state allowance retirement

States should be authorized and encouraged tovactgductions in GHG emissions
beyond what is required by federal regulations. piépose creating an allowance set-
aside from within the total allowance budget, wheetm be drawn from and retired by
states. These allowances could be retired thrdeghonstrated state policy-driven-
reductions. This approach would provide an inaentor creative state action and reduce
overall emissions in the system. Allowance retigats would be allowed for reductions
from within the capped sectors that have resultedaily from a specific state program
that goes beyond the federal program.

1. An allowances set-aside program should be esieol to provide an incentive for
states to voluntarily implement jurisdictional prams that achieve GHG reductions
beyond those expected under a federal program.

2. States would compete to earn allowances thad dmuretired from the federal
system.

3. Allowances from this allocation should flow baoko the auction pool if the set-
aside is under-subscribed.

Transportation

1. Significant allowance funding is needed to suppffdrts to reduce GHG emissions
through innovative transportation efficiency anddaise planning and
implementation.

2. Sufficient on-going funding from the cap-and-tramegram will be needed in
addition to transportation bill appropriations.

Adaptation

1. Preserve the level of allowance funding in the Hooifl for local, state and regional
climate adaptation planning and implementationnioaece ecological and human
environmental resilience and adaptive capacity.

2. Provide federal investment in climate impact agsess tools to assist in effective
adaptation planning and implementation.

Transportation Planning

Achieving the requisite GHG reductions from thengortation sector under an
economy-wide cap-and-trade program is a challeingiewtill require a strong and on-



going complementary commitment to innovative tramsggion efficiency and land-use
planning and implementation. Congress must hedpirenthat transportation planning
adequately accounts for greenhouse gas emissinse most measures will be
locality/state-specific in design, federal climégislation should support the efforts of
states and localities to innovate and implememisipartation efficiency and land-use
planning measures.

Recommendations

1. The Senate should clearly spell-out the requiresfmtinteragency cooperation in
the bill, including that environmental agencieshat local, state, and federal level
should have concurrence roles in reviewing trartggion/land-use emission
reduction goals, certifying emission reduction glaand developing modeling
methodologies.

2. Reinstate the provisions of Section 222 inHnergy and Commerce Committee draft
of the House bill requiring Metropolitan Planningg@nizations and states to
establish strategies and goals for GHG reductions.

3. Promote stronger incentives for transportation flagdincluding funding for mass
transit, based on a formula that rewards areagdiocpto the stringency of their
GHG reduction goals and the viability of stratedmsachieving them.

4. Provide allowance value for state mass transitstment along the lines of the
provisions in the CLEAN TEA proposal introduced ®gnator Carper.

5. The federal government should provide capacitydag funds to states and
localities for planning and modeling in the eargays of the program.

6. Additional resources, either from allowance valuether sources, should be
provided to regions and communities to implemeatrtiost cost-effective
transportation/land-use emission-reducing projects.

Clean Air Act Authority for Stationary Sour ces under the Cap

History has shown the Clean Air Act (CAA) to beeffective framework for achieving
national environmental and public health goalsecHally, emission performance
standards have proven critically important in praémgpthe application of clean
technologies and strategies to new sources antingxsources undergoing major
modifications, and ensuring equitable compliancih éderal requirements. Congress
should guarantee that these well-established teaisin available to assist in achieving
the nation’s GHG reduction goals.

Recommendation

1. Eliminate the provisions in the House bill that k¢ USEPA from regulating
capped sources under CAA authority.



Renewable Enerqy Standards

Thirty states currently have renewable energy stadsd(RES) to promote the
development and deployment of low carbon technel®pr electricity generation.
These programs have led to a national surge irstmant in and deployment of
renewable sources of energy. Much of this newagape indigenous to our states and
regions, which provides jobs and promotes energyrgg.

Recommendations

1. Support at least a 20 percent national RES by 2020.

2. Support authority for states to set more string&B$ minimum standards and
stipulate that federal renewable energy creditatogved to count toward
compliance with state RES goals only if they megtesponding state requirements.

3. Protect state authority to require that all, ooipn of the state standard be met by
resources located in and/or physically delivered that jurisdiction or relevant
control area.

4. The eastern states that are part of State Voiagpdgnave gone on record opposing a
role for FERC in transmission line siting. The vees states have gone on record as
saying that FERC preemptive authority may be hélpfder certain circumstances
for transmission lines in the Western Interconnlectyever there must be limitations
on use of such authority. Although a good stad,House bill does not fully meet
the interests of the western states and furtheifroation to section 216 with regard
to the Western Interconnect would be necessarylist ¢he support of western states.

Adaptation
The science is convincing that the onset of clinchi@nge-related threats is already

affecting the globe, our nation and our statesthatladaptation will be necessary to
address impacts that are unavoidable due to passiems. Coordinated and pro-active
adaptation planning and implementation acroseaéls of government will be needed to
address this threat. Sufficient funding will beeded to implement these strategies.

The current and projected impacts of climate chamtjenanifest themselves according
the nature of an area’s weather, ecosystems attcehuironment.Localities, states, and
regions need to develop and deploy adaptation messo address these unique adverse
climate change impacts that are occurring and tla@aidable impacts that will occur.

As with aspects of mitigation, many adaptation meas are best developed and
implemented at the sub-national level. Our agenare involved in state climate
adaptation planning efforts that make clear theaéredous challenge of addressing
uncertain, but inevitable consequences and the lesnmter-relationships that must be
forged to design and implement effective adaptatioategies. The states recognize the
critical role that the federal government must mapecially with regard to providing
“good science,” planning and engineering suppaoid, sufficient resources to effectively
address the monumental challenge of adapting lmaging climate.



Recommendations

1.

2.

Comprehensive national climate change policy mustnpte and fund strategic
adaptation measures at all levels of government.

The bill must promote partnerships among sub-natiand national efforts to enable
targeted and cost-effective responses.

Federal agencies must play a central role in dgugdothe tools needed to
understand, predict and effectively address theatgpof climate change.

Regional offices of federal agencies involved imelte adaptation planning should
be encouraged and funded to support regional sffort



