Office of Policy and International Affairs

Office of Natural Gas Analysis, PI-23

Attention: Voluntary Reporting Comments,

U.S. Department of Energy

Forrestal Building, Room 7H-034

1000 Independence Avenue, SW

Washington, DC  20585 

Re: Voluntary Reporting Comments

June 5, 2002

Dear Madam or Sir,

We are writing to express our conditional support for revising and improving the national Voluntary Reporting of Greenhouse Gases Program, originally created under section 1605(b) of the Energy Policy Act of 1992.  We feel that a rigorous reporting program will provide businesses and other entities with the right incentives to act now to reduce the greenhouse gases (GHGs).  Towards this end, each of our states have established or are developing reporting programs.  A federal program would complement these efforts by creating a more efficient mechanism for companies with activities in multiple states (which includes many of the largest emitters in the Northeast), establishing consistent reporting protocols across the country, and by increasing the likelihood that real efforts to reduce GHGs will be recognized under future, federal policies.  

However, a successful federal reporting program will require substantial improvements over the existing “1605(b)” option if it is to be rigorous, broadly acceptable, and compatible with current efforts at the state level.  We strongly feel that the current design of 1605(b) is an inadequate template for a program that could potentially give regulatory credit for actions.  1605(b) was created to simply provide technical assistance and document and promote various voluntary actions.  As such, it lacked the rules necessary to adequately document and record either emission baselines or emission reductions for future recognition under a regulation.  The current desire to explicitly include baseline protection and some form of transferable reduction credit greatly expands the need to improve the current reporting guidelines.   

Towards this goal of improving 1605(b), our attached comments support the following recommendations:

· Narrow the focus of the program to providing technical assistance, baseline protection, and the registration of emissions reductions.  Public recognition, particularly corporate recognition, should be left to existing programs.

· We support sources filing annual emissions inventories that could be used for baseline protection (i.e. past inventories would be used as the basis for emissions allowances for entities that can demonstrate reductions over time) under a future regulation.  

· Giving out emissions credits for emissions reductions now would also provide a form of protection for early actors.  However, though some from of credit for emissions reductions is supportable, 1605(b) must be substantially improved to insure the credibility of recognized reductions.  We are skeptical of the authority to use 1605(b) to guarantee any future emission credits and strongly suggest that such a claim should not be made without new legislation.  As an interim solution, transferable reduction certificates are supportable, as long as participants know that they may not be recognized in the future and the claimed reductions are subject to vigorous reporting requirements that:

· Ensure the reductions are real, surplus, quantifiable, and verified;

· Address leakage;

· Address additionality;

· Prevent double-counting and establish clear lines of ownership;  

· For baseline protection, reporting should be annual, include direct emissions, and be at the source/facility level.  For establishing and possibly crediting emission reductions, reporting should be at both the entity level (to establish a broader evaluation context) and the project level (to discretely quantify the reductions and prevent taking credit for leakage and coincidental reductions).  Entity level reporting should be at the corporate level.  At a minimum, single facilities claiming reductions must report all their emissions in addition to a discrete project.

· Offsets—investment in projects that take place outside of an entity’s established assets for the purpose of reducing GHG emissions—should be allowed and reported separately.  This should include carbon sequestration and avoided emission projects, such as renewable energy projects.

· Mass emissions should be the default choice for establishing baselines.  For sectors where there is a single, identifiable output (such as electricity generation), output-based baselines should be considered, particularly as “benchmarks” which could be used as default baselines for sectors and designed to address additionality concerns.

· All reporting should include third party certification at a minimum.

· 1605(b) should use established quantification protocols, such as those developed by the World Resources Institute and the World Business Council for Sustainable Development (WRI/WBCSD) described in The Greenhouse Gas Protocol, for entity reporting.  They should develop protocols for project level reporting and create easy to use tools, such as spreadsheets, to ease the burden on participants.

We hope that these comments will provide constructive assistance as you revisit the 1605(b) program.  We look forward to collaborating directly with you over the next several months on these issues.  

Sincerely,
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________________________

Kenneth A. Colburn

Executive Director

Northeast States for Coordinated Air Use Management (NESCAUM)
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________________________

Robert R. Scott

Acting Director

Air Resources Division

New Hampshire Department of Environmental Services
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________________________

Christopher A. James

Director, Air Quality Planning and Standards Division

Connecticut Department of Environmental Protection

Comments on Department of Energy’s Voluntary Reporting of Greenhouse Gas Emissions, Reductions, and Carbon Sequestration

The following comments attempt to address the perceived inadequacies of 1605(b) described above.  Comments are organized in accordance with the questions asked in the Federal Register Notice (Vol.67, No. 87, Monday, May 6, 2002).

A.
Issues Related to Comment Scope

A reporting program can be used to promote several public policy strategies aimed at creating and preserving incentives to reduce GHG emission.  Work done by the Northeast States for Coordinated Air Use Management (NESCAUM) through its multi-stakeholder GHG Early Action Demonstration Project (the Demo Project) identified five basic strategies for a reporting or registry program: 

· Mandatory emissions reporting from facilities and other sources with significant emissions;

· Promotion of and technical support for corporate/facility inventories and risk management;

· Public recognition programs;

· Baseline protection policies;

· Credit for early action and emissions trading.

Though not mutually exclusive, these strategies are different enough that, unless the goals and potential uses of a reporting program are clearly defined, a program pursuing all of them will likely run into problems.  This was certainly the case with 1605(b).  The program was effectively designed for one purpose, assisting entities quantify and record emission reductions.  1605(b) was not designed for public recognition, baseline protection or the creation of early credits.  Nor was it designed as the infrastructure for emissions trading.  This did not prevent the program from being used or promoted for these purposes.  The result has been severe criticism of 1605(b) for failing to measure up to goals that it is inadequately designed to achieve.  

An acceptable and successful program requires a narrow approach if it is to avoid the pitfalls of the current 1605(b) program.  A revitalized program must clearly identify how reported emissions and reductions will be used, particularly for baseline protection and emission credits, and then it must be carefully designed to meet only these new goals.  Open-ended mandates or the continued use of 1605(b) as a catch all for GHG policies will only undermine the legitimacy of the program.  President Bush’s climate change proposal provides an opportunity to improve 1605(b) program by focusing on credibly accommodating two of the strategies outlined above: technical guidance and support for quantifying reductions and baseline protection.  Mandatory reporting requirements and supplying some form of credit for early reductions are also a possibility, though we are skeptical about how these can be made legally binding without new legislation.   

We also feel strongly that 1605(b) should not function as a public recognition program.  Though the Energy Information Agency should maintain an open database for public information and continue to report on the program each year, 1605(b) was not designed for tracking corporate commitments.  The use of 1605(b) to promote corporate actions has generated much of the program’s criticism, since it does not require full corporate accounting.  The redesign of 1605(b) could require corporate-wide reporting in an effort to provide a distinct public recognition benefit.  However, this would largely waste resources since the Environmental Protection Agency’s Climate Leaders program has already been developed for this purpose.  Thus, we suggest that Climate Leaders manage corporate level reporting and report its data to 1605(b) to ensure that all relevant emissions data is in one location.

As 1605(b) currently provides substantial resources for assisting entities quantify their emissions and reductions for non-regulatory purposes, the following comments focus on improving 1605(b) for reporting that could potentially be used in a regulatory context.  As such, it focuses on creating reporting requirements that could support baseline protection, credit for emission reductions, and mandatory reporting requirements.

B. Issues in the Relationship of the GHG Registry to Other Approaches in GHG Reporting

In the Northeast, every state has either implemented or is considering some form of GHG registry/reporting program.
  Other states around the country have followed our lead
, making coordination with federal programs a necessity.  Many state programs were born out of an explicit desire to improve upon 1605(b).  Consequently, we feel that, in the process of reconstructing 1605(b), federal agencies should seek direct input from states.  This opportunity to comment is a starting point, but since many state programs are still being developed, an ongoing process should be established to maintain an open dialog throughout the design and implementation phases.  Though states, regions, and the new 1605(b) program may not ultimately adopt the exact same program, such an effort would encourage coordination on most critical design aspects.  It will also promote sharing information on the best administrative designs for data reporting, storage, and analysis, which will improve the efficiency of designing these systems.

C.
Institutional Issues


C.1
Time Frame of Data Reported

For baseline protection policies that are meant to insure that entities are not penalized for early actions by locking in a historical baseline, we believe that actions that have taken place since 1990 should be reportable.  However, they should only be allowed if the reporting entities can meet reporting requirements that credibly support the veracity of their claims, as outline below.  

Any policy that creates tradable emissions credits or a promise for future credits should only be offered for emission reductions that take place after the revised program is announced.  The goal of such a program is to offer financial incentives to those with the ability to reduce emissions.  Giving credits away for past actions that require no further incentive would be counter to such goals.  Should the new program decide to credit past actions, these actions must be able to meet reporting requirements that credibly support the veracity of their claims, as outlined below.


C.2
Reporting Entity Definition

We do not believe this requires substantive change as long as it remains consistent our comments in section C.3 and C.9.


C.3
Level of Reporting

One of the major quandaries of a reporting or registry program is how to adequately define the scope of the reporting entity.  On the one hand, a program should account for all the emissions of the entity in order to ensure, at some level, that their total emissions are not increasing.  On the other hand, credible reports of emission reductions require project level reporting that demonstrates and quantifies what discrete actions were taken to reduce emissions.  Failure to guard against the first will result in criticisms that the program is rewarding undeserving companies that selectively report reductions while leaving out emission increases.  This is a particularly severe critique if “leakage” is a possibility.
  Failure to include the second leaves the program open to charges that entities are taking credit for reductions that would have happened anyway, such as those due to economic downturns or the result of regulation.  

We maintain that these entity reporting scopes are not mutually exclusive and that an effective program will require both. We feel that the simplest approach would be to require mandatory annual reporting for all sources with significant emissions.  This would supply the necessary data to alleviate concerns over leakage and provide baseline protection to all major sources.  It could also be aggregated from the source to the corporate level each year to show whether participating companies’ emissions were increasing or decreasing.  Only those with decreasing overall emissions would then qualify to participate in emission credit and trading programs.  

Because mandatory reporting is not within the scope of the Energy Policy Act, we would support federal legislation creating a mandatory reporting requirement.  Absent new legislation, we suggest the following requirements for defining entity scope for baseline protection and reporting reductions: 

· Baseline Protection: For entities only interested in protecting a baseline, the reporting scope of the entity should be the source.  In most instances, this will be a facility.

· Reductions: To register early reductions or to obtain any from of credit for reductions, all reported reductions must be associated with a specific activity/project (i.e. reductions cannot be claimed for economic downturns, shifts in production, etc.).  However, in order to ensure credibility, participants in the emission reduction registry need to account for their emissions beyond the discrete action.  Corporate-wide reporting should be the goal.  One way to achieve this would be to limit reduction registration to corporations participating in the Climate Leaders program.  At a minimum, 1605(b) should require participants to report on a facility/source-wide basis.  This will prevent reporting of a single reduction project at a facility where other emissions are increasing.
  Reporting at both a full facility level and the project level will ensure that leakage does not occur, since a facility could not take credit for lower emissions unless it could identify an action it took that accounted for the reduction.   
Carbon sequestration and other types of offsets that take place outside an entity’s established assets should also be allowed.  Because this takes place outside normal facility or corporate boundaries, they should be treated and recorded separately as offset projects.

C.4
Reportable GHGs
All identified GHGs should be reportable.  Any claim in reductions of one GHG must not result in the increase of another GHG unless both gases are reported.  


C.5
Indirect Emissions

Reporting indirect emissions for baseline protection is not necessary, since only direct emissions are relevant for protecting early actors from unfair treatment.  

For reporting reductions for credit, there are two difficulties with including indirect emissions.  First, there is the prospect of double counting if the direct emitter attempts to take credit for the reductions at its source.  However, this should not be a concern if those seeking credit must demonstrate a specific action taken to reduce emissions—direct emitters would not be able to identify the action.   Second, it is often difficult to accurately quantify the emissions impact of indirect reductions.  For example, if an entity decreases its electricity use, how should they determine where the reductions occur?  In the past, reductions were calculated using the emission rates of the local power pool.  However, this method has its controversies, such as whether the average or marginal emissions rate should be used.  Again, this challenge could be overcome by identifying a single method for quantifying indirect reductions that conservatively accounts for uncertainty to ensure that credit is not squandered.   

Because most of the problems with indirect emissions can be resolved and the potential for emission reductions from the demand side are vast, we recommend that indirect emission reductions be allowed, but recorded separately from direct emissions as a way to explicitly call out and avoid the double counting issue.


C.6
Avoided Emissions

Participants should be allowed to record avoided emissions from renewable energy projects.  


C.7
Baselines

We support the possible inclusion of three baseline approaches: historic, output based, and benchmark.  First is the historic baseline.  A historic baseline is based on the total emissions of a project over one year, usually the most recent.  Once this baseline is established, it does not change in subsequent years.  Such a baseline ensures that actual emissions from the project must decrease in order to receive offsets.  Beyond ensuring that aggregate emissions must decrease for credit, such a baseline is also relatively simple and straightforward, since there are no assumptions involved and the baseline is set only once.

The problem with such a baseline is that it does not capture all the factors that influence emissions, such as energy intensity and energy efficiency.  This gives rise to a second type of baseline: an output based baseline.  These baselines are based on emissions per output (i.e. CO2/kWh) for a single year.  Reductions would be measured by taking the current year’s ratio and subtracting it from the baseline ratio and then multiplying this by total output.  This essentially shows how much higher emissions would have been had energy intensity not approved.  Such baselines emphasize and encourage energy efficiency.  They are also useful for projects on new sources, where no historic emissions baseline is available.  

On the down side, defining the right output is often difficult.  Though kWh is an obvious choice for the electricity generation sector and other sectors (such as cement production) have a single output, this is the exception to rule, not the norm.  This automatically limits the use of this baseline to a few sectors.  Output baselines can also reward absolute emission increases from previous years.  In fact, this would likely be the case for many participants due to economic growth.   Relatedly, energy efficiency (or decreased energy intensity) is just as much a fact of life as economic growth: it will occur with or without an improved 1605(b) program.  This gives rise to the question of additionality and whether entities should receive credit for simply taking actions they would have done anyway.

The third type of baseline, a benchmark (also referred to as multi-project baselines or standardized baselines), could ease some of these concerns.  A benchmark uses the output concept, but instead of basing the baseline on a facilities emissions and output, it uses a default measure based on aggregated data for a region, sector, project type or technology. Groups of similar projects compare their emission rates to the benchmark emission rate.  Those that can demonstrate a lower rate for their project would receive credit.

The benchmark can be placed high enough to reward only the best actors.  This overcomes most additionality concerns.  Benchmarks also streamline the project review process and promote consistency and transparency by defining a standardized emissions rate for a sector or project type based on regional, national, or international conditions, so that the process of baseline setting need not be repeated for every project.  Benchmarks can also be used to demonstrate additionality (discussed below).  By setting an aggressive benchmark, at the level of best demonstrated practices for example, a program would increase confidence that it was encouraging reductions that would not likely occur otherwise. 

Based on this, we suggest that mass based emissions be used as the default for baseline determination.  For sectors with a readily identifiable, single output, an output-based methodology could also be used based on the participants emissions until benchmarks can be developed through a stakeholder process that will identify benchmarks high enough to reasonably address the additionality issue.


C.8
Thresholds for Reporting Quantities

Thresholds for reporting corporate emissions should defer to protocols established by WRI/WBCSD
 and used by Climate Leaders.  To the extent they are applicable, similar thresholds should be applied to sources/facilities.  


C.9
Reduction Activity Reports

See response to Level of Reporting (C.3).


C.10
Transferable Credits and Transferring Ownership of Reductions

With adequate reporting requirements, we believe that participants in a reporting program should be able to transfer registered and verified reductions.  By creating credits that could be used in future regulations, a new 1605(b) significantly raises the bar for reporting.  Because the credits would be used under regulation, reporting requirements must be just as rigorous as they would be under regulation.  This is why project only reporting is not acceptable without the greater context of a source’s full emissions, at a minimum.  This is also why we strongly urge you to require a corporate-wide annual inventory (through the Climate Leaders program) to provide even greater context for determining who would qualify for credits.  Additionally:

· Reductions must be real, quantifiable, surplus to current regulations (at a minimum), and verified.  

· Leakage must be adequately handled and additionality addressed.

· Participants must also be able to clearly establish ownership of any reductions before they can trade them.  

Our suggestions throughout have been made with these needs in mind.  However, though we support giving some form of credit to those participants that can show real reductions, including the transfer of reduction certificates, we are concerned about 1605(b) making promises about the future value of transferable reductions without first receiving authority from Congress.  Under the current 1605(b) legislation, there is no congressional mandate that emission reductions will be recognized under future regulations.  Thus, we are skeptical about the programs ability to ultimately deliver on such a promise.  We feel that the best option, outside of new legislation, is to soften the promise to participants by letting them know that reported emission reductions may be recognized under future regulatory regimes, but it is premature to make any guarantees.  Participants would then have the incentive to report as thoroughly as possible (i.e. project level reporting in the context of annual corporate-wide inventories), in order to increase the likelihood that their actions would receive credit.


C.11
Reporting Joint Activities

We urge you to follow the WRI/WBCSD GHG Protocols for addressing this issue.


C.12
Verification and Third-party Audit Standards
Perhaps the largest criticism of 1605(b) and other voluntary actions that aim to recognize the activities of pro-active entities has been the lack of a strong verification component.  Without such a requirement, a registry will lack the credibility it needs to offer baseline protection or the registration of emission reductions.

 On the least stringent end of the spectrum is self-certification, in which the participant certifies that its submission is accurate.  In the middle is outside certification, in which a third party certifies that the participant followed all the reporting guidelines and correctly calculated the emissions.  On the stringent end of the spectrum, third party verification of an entities operations of both the engineering (on-site verification of emissions) and the accounting (checking the math) would provide result in the most reliable information.  However, such a requirement is costly and would likely discourage many entities from participating.   

Much of the solution to the verification question lies in creating strong quantification protocols.  If the protocols are fair and transparent, then the only verification necessary will be to check that participants have followed the protocols correctly.  Essentially, this is the outside certification option.  This does leave the possibility that some entities may fabricate data which would not be caught in the certification unless the certifier did a full audit of the facility.  To discourage this behavior, penalties should be created for any participant who purposely files a false inventory and this could be backed by the prospect of random audits.    

We recommends that third party certification be required based on strong verification protocols.


C.13
Confidentiality of Reported Data
We feel strongly that transparency is critical for any effective trading provisions.  Therefore, we recommend that any entity interested in obtaining a transferable emission reduction certificate be required to waive their rights to confidentiality.

D.  

Technical Issues –Quantification

Strong quantification protocols are critical to the success of the program.  One of the great strengths of the current 1605(b) is its technical knowledge on quantification, particularly at the project level.  NESCAUM’s work on case studies has also provided guidance for specific projects.  For corporate and facility inventories, WRI/WBCSD have worked to create internationally acceptable quantification guidelines (the GHG Protocol).  We suggest that all these resources be used for a new reporting program.  For the contextual level of reporting (facility and/or corporate), we suggest using the protocols and tools outlined in the GHG Protocol.  For project level reporting, we suggest providing quantification protocols and tools such as spreadsheets for major strategies (i.e. carbon sequestration, fuel switches, etc.).  Participants that have alternative protocols that are more accurate should be able to submit these for approval.  For reduction strategies without established protocols, participants should be able to offer their own methodology, which must be evaluated and accepted by technical experts within the 1605(b) program.  Once a new methodology is approved, it would become the protocol for those types of projects.  
We feel strongly that one of the keys for a successful program is to make sure that quantification is user friendly.  Towards this end, we strongly suggest creating easy to use reporting tools, such as the spreadsheets developed in the GHG Protocol and the Climate Leaders program.  These should be integrated with any electronic reporting format to maintain the current ease of reporting into 1605(b).
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� More information, including broader discussions of each of these strategies, is available at � HYPERLINK "http://www.nescaum.org/Greenhouse/Private/Registry_Final.doc" ��http://www.nescaum.org/Greenhouse/Private/Registry_Final.doc� 


� New Hampshire was the first state to create an explicit GHG program, while New Jersey was the first create a GHG emissions trading mechanism under the open market trading program.  Each of the other states are considering their own registries or, in the case of the New England states, collaborating on a regional system.    


� Including California and Wisconsin.


� For example, if a plant shut down or decreased production in Area A while and another opened or increased production in Area B, the entity would be able to register the emissions reduction in A but not B, showing a paper reduction but not a real reduction.


� For example, reporting the reductions from a lighting retrofit when stack emissions have increased.


� More on the WRI/WBCSD GHG Protocol can be found at � HYPERLINK "http://www.ghgprotocol.org" ��www.ghgprotocol.org�. 
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