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August 15, 2006

Speaker Fabian Nunez
Assemblywoman Fran Pavley
California Assembly
Sacramento, CA 95814

Re:  Oppose Unless Amended Position on AB 32
Dear Speaker Nunez and Assemblywoman Pavley:

It was a pleasure seeing you at the HBO documentary screening last week. We
commend you for your commitment to the development of effective global climate
policy. It is possible to make important contributions at all levels of society on this
important global environment and economic issue. However, we are writing to express
our position of “oppose unless amended” regarding AB 32, your climate change
legislation currently being considered by the California Senate. Effective climate change
policies must carefully consider both the ability to make meaningful progress against the
challenge of global climate change and the significant economic impacts such policies
may have. We do not believe the current draft of AB 32 meets these objectives.

The International Climate Change Partnership (ICCP) is a coalition of companies
and trade associations committed to responsible participation in the climate change policy
process at all levels of government. ICCP believes that climate change regulatory
initiatives are best addressed at the national and international levels, primarily because of
the inherent economic inefficiencies associated with such policies at the state level, and
the need to address this global issue in an international framework.

Generally, we believe that climate change policies should be emissions-based,
take into consideration the full basket of gases, avoid product prescriptive or prohibitive
command and control regulations, rely to the maximum extent possible on market-based
mechanisms, and properly recognize verifiable voluntary actions. They must also be
rationally integrated with energy policies. In its current form, AB 32 creates an
undefined regulatory authority within the California Air Resources Board, fails to ensure
coordination among the myriad of agencies and departments already implementing
energy programs and other initiatives that influence greenhouse gas emissions, and fails
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to embrace market-based mechanisms. This bill, if passed, could impose substantial
economic harm on consumers and businesses within the state and would in all probability
shift, rather than reduce, many emissions sources, thereby discrediting any gains in global
climate change protection.

In particular, the addition of market-based mechanisms would be a significant
improvement. Policymakers around the world have worked for 17 years to develop cost-
effective policy approaches to address greenhouse gas emission reductions. The Kyoto
Protocol, which is being implemented by all developed countries except the United States
and Australia, mandates market-based mechanisms as the primary vehicle for achieving
emission reductions. No country or state has proposed to cap emissions without availing
itself of a broader market in which to obtain the lowest cost reductions possible. In light
of this fact, the current version of AB 32 would be a significant step backwards in the
global climate policy process. As such we believe that AB 32, rather than becoming a
model for national action, would likely set back the effort to create an effective national
program.

ICCP believes that it is highly appropriate to adopt climate change programs that
affect public procurement, technology innovation and implementation, and education of
the public concerning its responsibilities for dealing with the issue. State level carbon
caps, however, have difficulties associated with leakage and the potential to cause
economic disruption in state economies. California has already experienced the
unintended consequences and economic disruption that can be caused by poorly designed
and implemented energy legislation.

California already has a more effective “climate change” program as a result of its
numerous measures for energy efficiency and utilization. This is reflected in the State’s
low per capita energy consumption and other factors. However, those gains have
absorbed the “low-hanging fruit” in the California economy. Without an effective
trading program providing access to new, lower cost reductions, the marginal cost of
reductions in the State will be significantly higher than would otherwise be expected, or
than will be the case in competing states.

The Administration’s redraft is a significant improvement over the current version
of AB 32 because it provides some check and balance of the broad regulatory authority
given to the California Air Resources Board and proposes cap and trade as the primary
market-based mechanism for achieving emission reductions among significant emitters.
The state Board created by this redraft will substantially improve the accountability of the
climate change program. Additionally, the Administration’s proposed opportunity for
legislative review of the regulations promulgated under this law is important and similar
to the process used with AB 1493. However, there are several additional issues that
should also be addressed in the legislation if it were to become law. The enclosed list
outlines measures that ICCP believes will enhance any legislated climate program to be
implemented by California.
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Finally, we would also note that this bill assumes a 1990 base year for emissions
baselines and reduction targets. While it is true that other policies at the international
level have been based on 1990 emissions, we believe that it is no longer practical to use it
as a basis for a regulatory program. Except for the few industries that have already
tracked their emissions to 1990 levels, this becomes a significantly difficult task for a
private sector entity to pursue and for a government agency to enforce. For purposes of
any future climate policy discussion, we believe that it is more practical to use a current
baseline of emissions with a surrogate emission reduction target approximating the 1990
goal, with provisions to recognize early actions.

While ICCP remains concerned over the risks to the State of a unilateral
California program of this nature, we believe that the bill can reduce those risks if
combined with the suggested changes from the Administration’s redraft and the
additional essential elements from the enclosed list. In so doing you can enhance the
potential for a successful, responsible, cost-effective global climate policy.

Again, | appreciate your willingness to continue the dialogue on this critical issue.
We look forward to working with you in the weeks and months ahead in consideration of
these important environment and economic policy approaches.

Sincerely,

Kevin J. Fay

Executive Director

International Climate Change Partnership
2111 Wilson Boulevard, 8 Floor
Arlington, VA 22201

703-841-0626

fay@alcalde-fay.com

Enclosures

Cc: Linda Adams, Secretary, CalEPA
Susan Kennedy, Chief of Staff, Office of the Governor






