RGBT Regional Gmnh:“
. | An Initiative of the Northeast & Mid-Atlantic States of :

Creating a Multi-state CO,
Cap and Trade Program for the
Power Sector

Nancy L. Seidman
Division Director, BWP
Massachusetts Dept. of Environmental Protection
February 7, 2005



An Initiative of the Northeast & Mid-Atlan

RG@ I Regional Grée

Overview of Presentation

 Overview of the RGGI Process
o Status of the Work to Date
 Some Early observations
 Next Steps
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Goal

Design a Regional

Cap-and-Trade
Program Initially
Covering CO2
Emissions from
Power Plants
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Statistics

 3rd Largest
World Economy

e 149% of US GHG
Emissions

e 3.2% of World GHG
Emissions
(L Germany)
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Context: Early Movers

e History of Regional Cooperation on Air
Quality - Ozone Transport Commission

* NJ First with Official Target

 New England Governors/ E. Canadian
Premiers Plan (2001)

 NY Greenhouse Gas Task Force (2001)
* Now state plans in CT/MA/ME/RI °



RGBT Regional Gmw
\ | An Initiative of the Northeast & Mid-Atlantic States of

RGGI Progress to Date

e Stakeholder Process, Resource Panel

* Technical Groundwork: Data Assembly
& Analysis, Energy & Economic Modeling

e Policy Consultation & Decision Making
o Applicabllity
* Internal Flexibility Mechanisms
o Offset Credits (External to Cap)
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Stakeholder Group

o Stakeholder Group Composition: 24
organizations/companies
— Electric generators
— Electricity distribution companies
— Energy efficiency & renewable energy interests
— Energy users
— Consumer interest organizations
— Environmental organizations
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Resource Panel

 Electricity Markets and Delivery: New
England, New York, PIJM ISOs

 Research Organization: WRI, Pew, RFF
 Emissions Trading: Natsource

 Energy: Regulatory Assistance Project
o Air Quality: NESCAUM
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Emissions Data by State
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Modeling Analysis for a
Regional Carbon Cap

e Carbon emissions

e Other emissions

* Electricity prices

o Total electricity system costs

* Fuel use and diversity

* Reliablility

* Imports and exports of electricity
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Key Issues

e Model Reference Case

e Consider factors In setting cap levels to
model and, ultimately, to recommend

e Seek to minimize implementation costs

 Decide which reductions from external
sources qualify for credit
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Essential Components
« Adoption
e Stringency

o Simplicity of design: Inspire others to
follow

e Enforcement
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RGGI Spring 2005
Complete Modeling and Model Rule

Determine Cap Size and Mechanics
Determine State Emissions Budgets

Plan State-by-State Implementation
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RGGI Future Goals

e Add States to Emissions Market
» Add Offset Categories Over Time

» Possible Expansion to Major Stationary
Sources in Other Sectors

DEMONSTRATE SUCCESS
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IPM® Analytic Framework

Operateonsl Factors

Eainting Paveer Plant
Warinbde Cost
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The Groundwork

Caia Assembly

+ [Emissions Data
= Generation Data
« TSSO Summary

120 Modeling

Reference Case

Cap & Trade Level Scenarios
Sensitivity Scenarios

Poficy, Structure & Flexibility Runs
Model Rule Scenario

Modeling Report

REMI Modeling and Benesfits Analysis

Reference Case

Cap & Trade Level Scenarios
Sensitivity Scenarios

Poficy, Structure & Flexibility Runs
Medel Rule Scenario

REMI Modelng Report

+ [Bottoms-up Benefits Analysis

s -

« [Regional Stakeholder Group
+ Website

« [nformal Stakeholder Briefings
» Siate Processes

The Model Rule

[wiTechnical Support Document]

FPost-Model Rule

Applicabilily: 25 MW+

Mew Source Allowance "Pocl”

Opt-In Provision, i any

Compliance Period

Bankina

Borrowing {if any)

Rulemnaking

Initiate Rulernaking

Coordinate Technical Support

Cooperate on Allocation Methodologes
Engage Regional Group f Changes to Model
Rule Required Based on State Rulemaking
Processes

Early Action Credits

Ciffzet Provisions

Penalties & Enforcement

Menitoring & Reportng

Reciprocity Provision

Regional Emissiens Cap

State Alowance Budgets

The MOU

State-by-State Allocatons

Link with other Trading Systems (if any)

Method for Adding States

Commit to Initiate Rulemaking

EATS/RGGR Commitment

Ensure Reciprocity through Regional Body/Funding

Future Cffset Design

Recommendations on Collateral Energy Policies

Regional Organization
Establish Regional Onganization to

> Assistin the Cooperative Desgn
of Additional Offset Standands;

» Assistin the Cooperative Drafting of
Guidance Protocols for Offset Standards

> Provide Technical Assistance for Offset
Projects Review

o Coordinate Linking Discussions Between
States and Cther Trading Systems;

> Assist in Mutually Advantageous
Launch and Maintenance of EATERGGR
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