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LEARNING OBJECTIVES

proposals for a U.S. federal greenhouse gas
cap and trade system

—
A review of presidential stances on climate
change policy

An overview of some of the key players
involved creating and passing cap and
lation in the S. Congress, and

How a potential natioh-wide carbon market
might interact with the regional cap and
trade systems already in existence in the
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HISTORY OF CLIMATE CHANGE LEGISLATION IN THE U.S (Q
St

As you know, the United States is the only developed country
that has not ratified the Kyoto Protocol. This means that the
country responsible for about 20 percent of the world’'s
greenhouse gas emissions is the only industrialized nation
that is not bound by international law to reduce those
emissions. When then-President George W. Bush of ally
rejected the Kyoto Protocol in 2001, it became clear that the

United States would not par pate in the approach to
greenhouse gas reduction pursued by the rest of the world.
But since then, several proposals for a nation-wide
greenhouse gas cap-and-trade system have been introduced
in the U.S. Congress.

Their bill was called the “Climate Stewardship Act” and was first
introduced in 2003. The bill proposed an economy-wide emissions
trading system that would include the transportation sector, similar

following years, most of them also proposing economy-wide caps.

This chart shows the trajectory that U.S. greenhouse gas emission

levels would have to take to meet the targets and timelines proposed
by some of the bills we just listed. Most aim for a reduction of 60- 80%
below current U.S. emission levels by the year 2050.

For the United States, no
PointCarbon international GHG reduction
Economy-wide U.S. Emission Targets obligations apply, so Congressional
Slie 1n the 110t Congress leaders have focused on a long-term
timeline that would
T uncertainty for utilities and other

- il o ntities that will be covered under a

- / a2 -and-trade system. Giving a clear
puve IR o gislative signal to the private

- . sector, so they know what the

-t economy's emission reduction

requirements will be several decades
ahead, allows firms to plan

- investments such as new power
generation facilities that often cost
billions of dollars.

industrial production, and transportation. The I aims to lower

emissions from covered sectors to 17 percent below 2005 levels by

the year 2020, with continuing emission reductions such that U.S.

emissions should be 83 percent lower than their 2005 levels by 2050.
T

Under the bill, power plants are responsible
for emissions from the coal and natural gas
they burn, but not for the emissions from
petroleum. Petroleum emissions are regulated
at the point of petroleum refineries and
importers based on the carbon content of the
fuels they produce or import.

Emissions from the transportation
sector would, therefore, be covered

— Businoss asusvol projctions, okl US emisions
Businossasvol emissions o covered secors

petroleum, coke, natural gas liquids
— Woman reduction orges from covered secors and coal-based liquid fuel facili




UIREMENTS

Compliance requirements would resemble those under the
EU ETS. Each year on April 1st, entities covered under the
emissions cap would be obligated to surrender one
allowance for each ton of carbon d

emissions they emitted (or the fuels they sold will emit)
during the previous year. Allowances a bankable into
future years.

Unlike the EU ETS, emitters would be allowed to borrow
allowances from future years - but to a very limited extent.
Borrowed allowances would be discounted relative to
current vintages. An emitter could choose to surrender
offset credits instead of allowances, up to no more than a
stated percentage (roughly 30 percent) of the compliance
obligation.

COMPLIANCE QUIREMENTS

Offsets could come from domestic or international emission
offset projects. Domestic offsets could only come from
sectors not already covered by the cap, which rules out |
most renewable energy and industrial efficiency projects. =
Therefore, most domestic offsets under the Waxman-Markey g
bill would probably come from projects in agriculture or
forestry, such as changed land use practices.

On the international side, the bill would allow offset cred
or CERs, from the Kyoto Protocol's Clean Development
Mechanism to count as offsets. It may also recognize the
emissions permits or allowances from cap-and-trade
schemes outside the United States, potentially creating a
ink to other emissions trading programs worldwide.

The Waxman-Markey bill would create
about 4.6 billion allowances for the year
2012. The number of emission allowances
allocated would increase slightly over
time as more sectors are added to the
cap, and then would decrease over time
in line with the emission reduction
target through 2050. Only about 1 bil

lcarbon dioxide equivalent emissions,
would be available to U.S. emitters in
2050. Recall that the United States
currently emits over 7 billion tons
carbon dioxide equivalents per year.

areenhouse gas emissions caused by their manufacture (since U.S. manufacturers would have been held
accountable for those emissions had the product been made in the United States). This requirement
would enter into force in 2020, and apply only to countries that are not party, in some form, to an
international climate agreement or that have otherwise taken on emission reduction targets in at least
some sectors.




INTERACTION WITH REGIONAL CARBON MARKETS?

It remains to be seen how the new push toward a
greenhouse gas cap-and-trade at the national level will play
out in the United States. The U.S. legislative process has
many steps and takes a long time. If a comprehensive cap-
and-trade plan is passed in the 111th Congress, it will not
enter into force until 2012. The relevant government
agencies will need time to create the required regulations
and infrastructure, including an emissions registry,
authorities for verification of offsets, and more.

In the meantime, existing regional programs would continue. RGGI
is already in force, and the Western Climate Initiative is scheduled
to begin in January 2012. Therefore, it has become a contentious
issue whether an eventual federal program will take over, or “pre-
empt” existing regional programs. The Waxman-Markey bill would
require a moratorium on regional programs for at least five years,
meaning RGGI would end in 2012 and be “folded into” the more
comprehensive federal program.
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