November 28, 2007

Alan Lloyd
Chair, Economic and Technology Advancement Advisboynmittee

Bob Epstein
Vice-Chair, Economic and Technology Advancementisoiy Committee

RE: ETAAC Report Discussion Draft

Dear Chair Lloyd and Vice-Chair Epstein,

We appreciate the ETAAC’s dedicated efforts in suppf AB 32 implementation. The
ETTAC Report Discussion Draft (“the Report”) is iampressive document with many
valuable ideas that should contribute to Califomgiccess. In this letter we provide
comments on these sections of the Report: findre@sportation, electricity, and
comments on the Market Advisory Committee (MAC)axp

First, we provide this summary.

Finance

The California Carbon Trust responds to the neethi® development of the
institutional capacity for effective utilization afiction revenue. We value the
emphasis given to directing investment to projecitSalifornia, that advance the goal
of environmental justice, and that look to put 8tate in a position to achieve our
long term climate objectives beyond 2020.

The section provides important policy approaches d@lddress the spectrum of
innovation challenges from generation of new tetbgies to their diffusion.

Transportation

Vehicle Efficiency Improvements — We fully supptre inclusion of feebates as a
recommended strategy in the ETAAC report. Furtheeywe recommend that a
feebates section be placed in the report undefridwesportation chapter. We also
support the development of greenhouse gas emistodards for medium and
heavy-duty vehicles.



Transportation (continued)

Fuels — The low carbon fuel standard, if fully imyplented, will reduce the lifecycle
emissions from our transportation fuels. Howeuaerentives and research funding
are also needed to ensure that the most advandgat@mising low carbon fuels are
successful in the market place.

VMTs — Reducing vehicle miles traveled will be edssd to achieving deep
reductions in the transportation sector. In addito the VMT reducing strategies
identified in the report, recommendations to imgr@ublic transit as a transportation
alternative should also be included. These inclbdéare not limited to, electronic
fare collection through smart cards, bus rapidditasystems, real-time departure and
arrival information, and electrification of passengail service.

Electricity

Auctioning is a preferable method for encouragiadyeaction. The effort and risk
associated with developing early action quantifa@saprotocols outweigh the
potential benefits.

The ETAAC should clarify that energy storage is aotear-term limiting factor for
increased renewable development.

Review of MAC Report

We agree that a price ceiling is inadvisable, thoweg support a price floor. To
guote the MAC Report, “While a price ceiling cojgmpardize environmental
integrity and reduce the return on investmentdearctechnologies, a price floor
would reinforce environmental integrity and theueabf clean investments,” p.68.
We appreciate the general agreement amongst thé&ETembers that some
auctioning will be necessary. Our view is thattenngng should be the sole method
for allowance distribution for reasons explainedhia body of this memao.

We appreciate the sophisticated exploration ofwation — offset interactions in the
ETAAC Report, including the advantages of limi@ur view is that offsets should
be strictly limited to a small percentage of thasmion reductions that regulators
intend to capture via a cap-and-trade programsaodld occur only within un-
capped sectors in California or other places thathadopted strong global warming
caps. Moreover, offsets must satisfy AB 32’s regmient that emission reductions
are real, surplus, verifiable, enforceable, andnaeent.

That concludes this summary. Extended commeritsiol
Thank you for taking our views into consideration,

Chris Busch, Ph.D.
Economist, California Climate Program, Union ofnf€erned Scientists



FINANCIAL

We appreciate the positive vision and practicainoisim that this chapter exudes: “With
billions of dollars now being invested in Cleant@gmpanies, California has a unique
opportunity to create new jobs and entire new itriess” p. 2-1. We agree and find this
chapter’'s recommendations to be a value contributalirecting policy and market
incentives to the task of fostering innovating.

California Carbon Trust

Our view is that this concept offers great promi$ée California Carbon Trust responds
to the need for the development of an institutiaragdacity for effective utilization of
auction revenue. We value the emphasis givenréztiing investment to projects in
California, that advance the goal of environmeptsiice, and that look to the put the
State in a position to achieve our long term clemaiductions beyond 2020.

Clean Tech Commercialization

Though much attention is given to research andldpueent, the process of effective use
of policy levers to encourage the diffusion of nimshnologies is just as important and
often ignored. Thus we appreciate the attentiacotomercialization in addition to the
generation of new technological options.

Cleantech Workforce Training Program

A useful step to ensure that sufficient skilleddabxists to move forward with clean tech
development, much of which is labor intensive. ISagprogram would have the benefit
of helping to spread the benefits of climate actiwore broadly. Disadvantaged
communities could be targeted consistent with AB 8@mmunity empowerment
directive.

Fee and Tax Shifting (Feebates)

Voices in the environmental community have conaityeargued that market
mechanisms other cap-and-trade should be consid®vedare in agreement with the
recommendation that fees and rebates should beogatpin the effort to harness market
forces in the transition to low carbon technologies

Municipal Assessment Districts

This is another very good idea. Does the ETAACehavy suggestions with respect to
how CARB might encourage municipalities to undestakch actions?



TRANSPORTATION

The draft report appropriately acknowledges thaicte technology advances and
market mechanisms alone are insufficient to achikgeneeded emission reductions from
the transportation sector in the 2020 and 2050ftamees. Measures to reduce travel
demand and to implement technology forcing vehacld fuel standards are necessary
components of any successful transportation enmssiduction strategy.

Additionally, Californians must be educated onftireats of climate change and the
choices that are available to them to help takeipavoiding the worst impacts. A
concerted public outreach campaign along with lalgedf products and services for
climate emissions will allow consumers to educateoices with respect to climate
change. These recommendations are appropriatlydied in the transportation of the
draft report.

The following are comments pertaining to the thspecific areas targeted in the report to
achieve emission reductions. These include fuddaraintensity, vehicle technologies,
and transportation activity levels.

Fuels

We agree with the report that, if fully implementéae Low Carbon Fuel Standard under
development will reduce the life cycle emissiomirtransportation fuels on a per gallon
basis. However, the standard may not be suffi¢@imcentivize the most advanced
fuels, like cellulosic ethanol, electricity, anddnggen, necessary to move our
transportation systems to near-zero emissiongnine funding from sources such as
AB 118 (Nuiiez) for truly advanced fuels will be ded to advance basic research and
ensure that vehicle, fuel and infrastructure tetdgies are harmonized to allow
penetration into the market of the cleanest trartapon systems.

Feebates

Additionally, feebates have been shown to provigéssions reduction benefits above
and beyond the regulatory vehicle standards. Tos effective feebate program for new
vehicles would be configured on a fleet-wide basig,arbitrarily by so-called vehicle
class. There is currently a bill in the stated&gure to implement such a program in
California (AB 493 Ruskin). We fully support theclusion of feebates as a
recommended strategy in the ETAAC report. Furtheeywe recommend that a feebates
section be placed in the report under the Tranaport chapter.

Vehicle Improvements

We support the development of standards for heany-eehicles as well as a phase Il to
the AB 1493 standards to reduce GHG emissions.u¢tegl GHG emissions from the
vehicles themselves is necessary to meet our 202@@50 goals. As noted in the draft
report, current standards only apply to passengieicies. These standards should be
expanded to include medium and heavy-duty vehiagsff-the-shelf technology and



advances in hybridization already show signifigaotential to reduce fuel consumption
and GHGs. Standards for heavy and medium truck$i@lp overcome market barriers
that currently prevent these technologies fronmyfatitering the market place.

Reducing VMT

The draft report identifies numerous opportunif@saddressing growth in vehicle miles
traveled. We are supportive of the recommendatioade in the report to reduce vehicle
activity through smart growth development, pay-as-grive insurance, congestion
pricing, parking cash-out programs, and improvezkss to alternative modes of travel.

In addition to the strategies identified in theorgo reduce VMT, we recommend
including additional items related to improving fialiransit systemsTechnologies are
currently available to improve the accessibilitylarsability of our current transit
systems, with the goal of providing a more viabé#iable, and attractive alternative to
personal vehicle use. We recommend the followwlgigs be included in the report
recommendations.

Electronic Fare CollectionSmart Cards for use on different regional trangtens can
reduce times spent boarding buses and allows thefume form of payment on multiple
transit systems in a region. The Bay Area is culydaasting a program, but full
implementation is not expected for many years. s€hadectronic fare collection systems
should be encouraged to make paying for transinpls affair and not a barrier to public
participation.

Electrification of Passenger Rail Servicéhe report notes benefits of electrifying freight
rail, but not passenger rail service. Electrifi@atof current passenger service should
also be included, as these trains generally operatdan areas. For example, Caltrain
operates on diesel fuel and runs the entire leofgthe San Francisco peninsula and
beyond. Electrification of this line would redu€©®2 emissions and provide significant
criteria pollutant benefits to residents near theddines.

Time of Arrival Information: One barrier to greater use of public transiheslack of

easily accessible up-to-the-minute information dlous or train arrival and departure
times. Given the importance of timeliness in tdgda&pciety, this lack of information
discourages public transit use. Systems whichigeothis information, such as the
NextBus technology currently in-use in San Fraraigeovides assurances to commuters
that they will arrive on-time and removes one muagrier to public transit use.

Bus Rapid Transit:Bus Rapid Transit can provide an express traesitice using
dedicated lanes, removing city traffic as an obdetand providing added value to transit
riders. These systems are being successfully gmeglaround the world. Zero-emission
technologies should be prioritized for these system




ELECTRICITY

Quantifying early action

We support auctioning as the preferred methodriooeraging early action (mitigation
actions taken in advance of mandatory measureggtigning of emissions allowances
inherently rewards early action by decreasing theunt that regulated entities that have
taken early action must expend on allowances.e thie Market Advisory Committee,
we do not support providing additional credit farlg actions. We offer the following
arguments in support of our position.

1. Such protocols present the same additionality élbeed quantification challenges
as offsets, and developing these, protocols woelddmplicated and time
intensive.

2. Given that CARB is already over stretched, this Mdoe a diversion of attention
from higher priority tasks.

3. Even with a dedicated effort to get early actiootpcols right, it would be
reasonable to expect that some non-additional slamuld be validated.

4. Considering the time required to develop earlyacprotocols, it seems unlikely
that these mechanisms would be in place before-20Q9, which suggests that
the potential benefits are not too large.

These objections notwithstanding, we recognizetti@tllowance banking mechanism
proposed by the ETAAC could provide incentivesdome additional emissions
reductions prior to the onset of the AB 32 cap. Mitevide the recommendations below
to guide any early action banking mechanism thaR8Anight pursue.

We disagree with the draft report’s suggestion @aRB could develop this banking
mechanism before other AB 32 regulatory designeissue resolved. CARB must
develop any early action banking mechanism in awetjon with determining market
design rules and emissions caps for the affectetdrse Threshold issues, such as
allowance distribution and the trajectory of theigsions cap, should drive the
development of any early action valuation method, ot vice versa.

If CARB provides emissions allowances to early excfwior to 2012, these allowances
must be reflected in the emissions cap. In otledg; CARB should reduce the
emissions cap by the same amount of allowancest tihigtributes to early actors. This
maintains the stringency and integrity of the cggbsuring that GHG reductions
effected by early actors do not enable regulatéitiesito emit correspondingly more
pollution. By making decisions about the emissioag and early action valuation
methods in parallel, CARB will ensure that AB 32issions regulations are internally
consistent and result in the best environmentalaues.

Furthermore, the ETAAC should also recognize thaR8 need not provide early action
credits to directly regulated entities (whetherytbe point sources or load-serving
entities in the energy sector). Although auctignih allowances is the preferred method
to recognize early action by regulated entitiea cap-and-trade regime, it is also



possible to recognize and reward early action tiincan administrative allowance
allocation process for utilities that accountsverified energy efficiency savings that
these utilities have achieved subsequent to a daseline year.

Energy Storage

The ETAAC should clarify that energy storage is aatear-term limiting factor for
increased renewable development.

We share the ETAAC’s support for an aggressive rqamogof research, demonstration,
and deployment of electricity storage technologidswever, the draft report overstates
the challenge of integrating intermittent renewaklurces and wrongly implies that
energy storage is required to enable higher peiisaof intermittent renewables.
California’s electricity system is capable of ingorating much higher levels of
renewables than it currently does. While the sshtmuld prioritize energy storage as an
important enabling technology to achieve long-temmssions reductions beyond 2020, it
is unlikely to help the state meet the near-ternssions limits that are prescribed by AB
32.

In the near term, energy storage is that limiting factor for increased renewable
generation. Numerous studies have shown that amedgy penetration levels of up to
20% can be easily accommodated by the electriggies at minimal cost (wind energy
currently comprises only 2% of California’s elecity supply)® Earlier this year, the
California Energy Commission released its finaéintittency Analysis Project report,
which found that the state can readily incorpo83%& renewable energy in 2020 with
only modest investments in infrastructure and clkartg system operatioAsWe are not
aware of any analysis that shows that advancedygiséorage technologies are necessary
or practical for California to achieve 33% reneveshlby 2020. To the contrary, reaching
this near-term target can be accomplished by miticeemtly utilizing the existing hydro
storage capacity that is already available to taees

Advanced energy storage is an important “game-ahghgechnology, and will be
increasingly significant in the context of achigyithe deep emissions reductions that are
required beyond the limited 2020 timeframe. Acaoagty, the ETAAC should

encourage the advancement of storage technolog@eag-termtechnology strategy,
while maintaining emphasis on addressing the nuuserear-termbarriers facing
increased renewable development in California.

ETAAC REVIEW OF THE MARKET ADVISORY COMMITTEE 'S REPORT

! See: U.S. Department of Energinnual Report on U.S. Wind Power Installation, Casid
Performance Trends: 2006May 2007.

2 California Energy Commissiorintermittency Analysis Project: Final Repor€EC-500-2007-081, July
2007.



We support policies other than cap-and-trade addh@nant strategy for achieving the
emission reductions mandated by AB 32, but we lads@ recognized that a well
designed cap-and-trade program could have a useéuin the overall portfolio of AB 32
implementation policies.

We are heartened by the robust development ofypoptions in the various sectors of
the economy that occurs throughout the documehis implicitly suggests that the
ETAAC believes that policies other than cap-anddrahould do the heavy lifting in AB
32 implementation. This point is made explicityaell, “[cap-and-trade] cannot
address all of the different market failures thatyrprevent or impede the development
and deployment of new low-carbon technologies. flementary measures and
regulations will also be necessary,” p. 8-2. Weiaragreement with this view.

The ETAAC approach of analyzing cap-and-trade aef@gtures in terms of the extent
to which early action and innovation are incengdzand clear price signals are provided
provides a reasonable organizing frame. As the AT Aeport (“the report”) observes
other criteria will also be relevant. While notshing to comprehensively address the
guestion of what criteria would be relevant to desif cap-and-trade, we would like to
highlight one additional priority area: Attentiémincidental environmental impacts,
environmental justice concerns. The report inctusteme positive ideas for directing
investments to GHG mitigation opportunities withlmenefits for communities most
burdened by pollution, in particular the Califor@arbon Trust concept. However, our
view is that institutions and procedures shoulgtiein place to assess and monitor
impacts due to flexible compliance to ensure tlegfative environmental consequences
do not result. Put differently, we urge activeanément AB 32’s anti-backsliding
provisions and we hope that ETAAC would join us.

Broadly speaking we are in agreement with reporthenssues of scope, borrowing,
banking, and the rejection of a price cap on alloves (“safety valve”). Additional
specific comments follow:

Allowance distribution

Allowances under a cap-and-trade system represeswly created asset derived from a
public resource, the atmosphere. Thus, we urdehibaralue represented by allowances
be used to further public interest. The MAC rembates that, “the principles of cost-
effectiveness, fairness, and simplicity... favor ategn in which California ultimately
auctions all of its allowances,” p. 55. We agréeictioning has many advantages as a
method of allowance distribution.

Momentum for auctioning as the primary method tdvaance distribution is probably
the most significant recent development in cap-@ade policy. This has been the result
of new insights from researchers, real world exgere in the European Union, and
visionary decisions by policy makers in many of steges in the Regional Greenhouse
Gas Initiative (RGGI).

All states in RGGI that have made a decision cowadhce distribution thus far have
decided to auction 100% of their allowances. Theogean experience has provided



empirical evidence that energy providers can plsgjanuch of the allowance cost, and
will do so regardless of how allowances are disted. Dallas Burtraw, Larry Goulder,
and others have provided an analytical understgnofimow windfall profits come about
and why free allocation does not shield consumers.

The key insight is that the price of an allowandk lve the relevant determinant of price
effects due to cap-and-trade and not the methadlafation. The method of allocation
will not affect the underlying supply and demanddtiowances that should determine
price in a well-constructed market. It is thisghase price for an allowance, or the
associated opportunity cost of not selling for koveance being held, that will be the key
variable (with the possible exception of the elettyr sector). Put differently, free
allocation is in effect a lump sum transfer thagésloot affect prices at the margin that
drive decision-making in a competitive market.

An important exception to the above reasoning coaltlr in the electricity sector if a
load-serving entity approach is taken. Since itaremwned utilities operate in a cost of
service regulatory environment, a load servingtgi@pproach would greatly curtail the
potential for windfall profits. Similarly, it wodl be reasonable to expect that publicly
owned municipal utilities would pass along the eadd allowances to consumers in their
service areas. Considerations such as this aresaring GWAC members wish to not
foreclose that free allocation should have some abkhe outset. At the same time, it is
important to point out, that we are united in oppos to the notion of grandfathering
allowances. Because we are a relatively clear,dtathe extent that California can
continue the trend against grandfathering as alolision method, we will be better off in
the national system that most people hope forresaaterm eventuality. Moreover,
auction revenue could be used to achieve whatenads gould be achieved by freely
distributing the allowances.

Auctioning has other advantages. It createse lg@aying field and the right incentives.

o We agree with the ETAAC report that auctions imfjcadvantage cleaner
actors and reward early action.

o We agree that auctions lead to early and bettee gliscovery, thereby
encouraging price stability.

o A point not made in the report is that auctionirgsl not disadvantage new

entrants who would seek to enter a market.

Auctioning also provides an efficient source oferewnre with many valuable uses, notably
support for research, development and commerctadizaf global warming solutions.
This is reflected in the ETAAC proposal for a Caiifia Carbon Trust, which would
depend on auction revenue for viability. We &gate the ETAAC report’s exhortation
to avoid “fiscal drag” — auction revenue that idected should be promptly recycled to
productive uses. In addition to being an effitisource of revenue (in the sense that the
revenue comes from correcting what economists woalldan environmental

externality), auctions are an important step intthasition to an era where global
warming pollution is no longer costless. Justtagoinputs like labor have a price,
pollution must be a recognized as a part of pradocnd given a price. In this way,



producer and consumer decisions will reflect th@ad@ost of pollution and we can
move closer to maximizing our combined environmieat@ economic performance.

Offsets

We agree with the report that offsets are a wayritty in uncapped sectors; that they
have the potential to bring down the direct co$tsompliance; and that a standards-
based approach is preferable.

Our view is that offsets should be limited to a Biparcentage of the emission
reductions that regulators intend to capture wa@and-trade program.

We offer the following reasons to limit offsets.

1. Ensuring declining emissions in California’s highitting sectors.

2. Capturing co-benefits of investment in climate siols for California.

3. Spurring induced innovation — creating the globatming solutions that will grow
California exports and provide the breakthrouglhmetogies we will need for future
reductions.

4. Meeting California’s emission reduction goal is i@etable with in-state action at low
cost or possibly with a net benefit even beforesagring environmental co-benefits.

Ensuring declining emissiondVith offsets possible anywhere in the world, eaesmall
set of initial offset types could imply a very largupply. Depending on the extent to
which policies other than cap-and-trade are inaludehe scoping plan, a very
permissive offset policy could allow emissions ialirnia to continue to rise.

Capturing co-benefitsAB 32 instructs CARB to maximize, to the extezdidible, additional
environmental and economic benefits for Californiiathis context, it is problematic that
carbon markets only value carbon — what of the egon and environmental benefits of
investment in global warming solutions? In partcuthere are substantial public health
benefits, notably improved air quality, associatgtth investments in clean technologies. If
no mechanism exists to value these co-benefitg,dbeld well be lost to the people of
California.

Spurring induced innovationWe appreciate the sophisticated exploratiomobdvation

— offset interactions in the ETAAC Report. As weadissed in our comments of
September®to ETAAC, offsets weaken the incentive for inndeatin capped sectors.
Maintaining emission reductions in capped sectaligwovide the demand pull needed
to commercialize emerging technologies and incedithe invention of new clean tech
options. Put differently, to the extent that ofésgpread out the mitigation effort they
reduce the stringency of the program and theywakszken the price signal that will
indicate to entrepreneurs the returns expected fha@in inventive aspirations. A
permissive approach to offsets would weaken themiatl for cap-and-trade to induce
innovation in capped sectors. (We appreciate #@oR’s sophisticated observation that
cap-and-trade has a mixed track record in ternisdefcing innovation.)
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Modest implementation cost©ur view is that meeting the 2020 goal with in-stat
action could be done at low cost or could everdygehet economic benefit even before
environmental benefits are taken into consideratibhnis is what economic analysis by
CARB and researchers at UC Berkeley has indicatéareover, economic models
typically ignore the potential for gains from nexpert markets. California is leading all
US states in receipt of venture capital investniewctean technology. We would also
note that the price of emission reductions (thevedince price or offset price) should not
be interpreted directly as the economic cost, @swbuld ignore not just environmental
benefits but the ancillary economic effects. Thsre different between direct costs and
social costs.

Other observationsThe treatment of offsets would benefit from dssian of the
challenging nature of estimating the benefits édetfprojects. As an intangible thing,
the analytical and monitoring costs associated wifitbets are nontrivial and should not
be ignored. This is why the MAC observed in itsdfiReport that, “Depending on the
size and scope of the [cap-and-trade] programitedcope of potential offsets, the
number of staff needed to implement an effectifeedfmonitoring program could
conceivable be larger than the staff needed tahermrap-and-trade program itself,” p.74.

One direction the MAC did not go — a perspectiat thie believe would be useful in the
AB 32 implementation process — is an empirical eatan of how offset projects have
performed thus far. What can we learn from theseignce of the Clean Development
Mechanism, prior pilot projects (such as the Uni&attes Initiative on Joint
Implementation) and, voluntary offset projects?ifdlgh voluntary offsets are in many
ways different from offsets in a mandatory compt@setting, the analytical challenge is
the same: estimation of the benefits of a projeet business as usual.)

The core of the challenge of estimating the cattemefits of offset projects is that, “[n]o
test for additionality can provide certainty abadtat would have happened otherwise,”
p.86, according to a recent article in the joutdatureby Gillenwater et ai. The authors
argue that, “the solution to additionality liesadopting tests that will achieve a balance
of false negatives (that is, truly additional patgemistakenly classified as business-as-
usual) and false positives (that is, business-asiysojects classified as additional),”
p.86. In this article, the subject is the volugtararket, however we have heard precisely
this argument made by offset providers in the puivleetings on the construction of a
California cap-and-trade program (e.g. in fronEGAAC itself and in stakeholder calls
on the Western Climate Initiative). They say, “\Wefnore worried about false
negatives.”

In such a probabilistic framework, fewer false rteges mean more false positives and
allowing more false positives would imply more vied offsets projects that are in
reality not additional. Economic rationality wouteé consistent with for-profit offset

3 Gillenwater, Broekhoff, Trexler, Human, and Fowl2007. “Policing the voluntary carbon market,”
Naturevol. 6 (November). The quantification challengehe essentially same for offsets in voluntary and
mandatory contexts. Thus, the point about additignapplies to offsets in the mandatory settisghell.

The two types of offsets raise different policy cems and
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providers being more concerned with getting theappsed projects approved than with
ensuring that no false claims of emission redustgubstitute for real reductions under
AB 32. However, the letter of the law is clearlH@ductions must be real, surplus,
verifiable, enforceable, and permanent.

An observation on this statement: “Limits on offse may make more sense in some
sectors than in others (due to differences in gtlecost and prospects for technological
innovation),” p. 8-5. We appreciate very much ¢fffert to think creatively with respect
to the challenge of crafting offset policy in a wigat maintains incentives for
innovation. However, it seems to us that in a radttor cap-and-trade having different
offsets limits in different sectors would fail tave the intended effect. Why? It is really
the sum of allowances and offsets that will drimebon market dynamics (the price of an
allowance). Consider this very simple example #tmpts to illustrate this point.
Suppose there are two sectors X and Y and thaffset® are allowed. Allowing sector

X to purchase an offset would free up an additi@ilalwance for sector Y to use. Soin
an unfettered (i.e. one with no constraints ondsa@imong sectors) multi-sector cap-and-
trade system, it seems to us that different offsets for different sectors would

probably not be effective.

Cost-containment

We agree with the ETAAC recommendation againsi@meiling, “safety valve.” We
support a price floor, as did the MAC: “While agerceiling could jeopardize
environmental integrity and reduce the return af/@gtments in clean technologies, a
price floor would reinforce environmental integrapd the value of clean investments,”
p.68. The MAC report further observes that, “Aamation price is generally considered
a good feature of auction design. If bidders arwilling to pay the reservation price for
a lot of allowances then those allowances are wlthirom the market during that
auction, which contracts the supply of allowanaes maintains the floor on the market
price of allowances.”

We note the carbon market price manager idea esative idea, but we do not believe it
is necessary. We expect that the costs assoeigieacquiring allowances will be
manageable. We would expect the economic impdaineate action to be much
smaller than the costs imposed by price spiked isnol natural gas. And economic
growth has continued despite the variability andepspikes in those markets.
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