Public Listening Session
March 16, March 29, and April 18, 2023

Climate Commitment Act

Cap-and-Invest Program Linkage
Washington State Dept. of Ecology, Air Quality Program

The meeting will start at 6 p.m.
We will check sound 5 minutes before the start.




Facilitators and Presenters

* Nick Bourgault, Ecology- Technical host
e Stephanie Potts, Ecology - Cap-and-Invest Program Linkage Planner
 Claire Boyte-White, Ecology - Cap-and-Invest Policy Relations

* Andrew Hayes, Ecology - Cap-and-Invest Policy Manager

 Jay Carhart, Cascadia Consulting - Facilitation support

* Gretchen Muller, Cascadia Consulting - Facilitator



* Overview presentation - 30 minutes
» Cap-and-Invest program
* Linkage process and timeline

* Questions - 30 minutes
Break - 10 minutes

Discussion in breakout rooms - 40 minutes
e Overall comments on linking
* The potential impacts of linking

* The criteria Ecology will consider when deciding
whether to link carbon markets

Discussion recap - 10 minutes
Next steps - b minutes




Share comments during this listening session
Meet with Ecology staff

Online survey at cca.wa.gov/linkage

Email us at CCALinkage@ecy.wa.gov
Leave us a voicemail at 425-466-5358

Send written comments to:
Stephanie Potts
WA Dept. of Ecology - Air Quality Program
P.O. Box 47600
Olympia, WA 98504-7600



https://ecology.wa.gov/Air-Climate/Climate-Commitment-Act/Cap-and-invest/Linkage#sessions
mailto:CCALinkage@ecy.wa.gov

Cap-and-Invest Overview



Cap-and-Invest Program Basics

Key terms
* Allowance
 Cap
 Compliance
e Offset

How it works
* Caps emissions, declines over time
* Entities must obtain allowances for covered emissions

e Can also hold or sell extra allowances to generate
revenue




What Counts as ‘Covered Emissions’

Covered Emissions - 75%

* Emissions from: other
* Facilities that emit more than 25,000 metric tons CO,e Natlﬂ’j}/'oGas 1%
e Gasoline and on-road diesel
e Electricity consumed in WA state
* Natural gas
e 2027 - Waste-to-energy facilities Electricity
e 2031 - Railroads 19%

Transportation
35%

Not Covered - 25%

* Emissions from:
* Facilities that emit less than 25,000 metric tons CO,e
* Agricultural operations 3%
Refineries

* Aviation fuels and most marine fuels Not Covered 6%
25%

Industrial
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Offsets

 Emitters can use offsets credits to fulfill a portion
< of their compliance obligation

e Offset credits are obtained by investing in projects that
reduce, avoid, or remove greenhouse gas emissions

* Limits apply to the use of offset credits

* To maximize limits, emitters must source a portion of their
offsets from projects on Tribal lands

 (Offset credits are “under the cap”
* Eligible project types include:

* Forestry
* Urban Forestry
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* Ozone removal projects




Implementation

Program launched Jan. 1, 2023

Emissions reporting and auctions trainings

* Development of third-party verification and offset
programs

Providing guidance on exemptions

 Example: farmers, fishing vessels, aviation, biofuels, exports

First Auction held Feb. 28, 2023
Starting to look into linking to other carbon markets




CCA Auction Proceeds
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Account Account

All revenue to be appropriated by the Legislature



Benefiting all of Washington

e Minimum 35% to overburdened communities
e Statutory goal of 40%

* 10% to projects with Tribal support

* Annual reports to Legislature and Environmental
Justice Council




Linkage Overview



What is Linking?

* Multiple cap-and-invest programs join markets

 California and Québec, Canada, are linked already

* |n a linked market:
e Joint allowance auctions
* A common allowance price

 Allowances issued by California and Québec could be used
for compliance in Washington, and vice versa

* Trading allowances across jurisdictions



Linkage in the Climate Commitment Act

* The Climate Commitment Act directs Ecology to “seek to enter into linkage agreements
with other jurisdictions with external greenhouse gas emissions trading programs”

 The CCA has requirements that must be met for Washington to link with another program

 Criteria related to ensuring a linked program provides benefits to overburdened communities
and reduces compliance costs while meeting GHG reduction targets

* Environmental Justice Assessment
* Get input from partners and the public

* CCA directs Ecology to build a program that can link
 WCI, Inc. for auction platform
* Auction structure
* Adoption of California offset protocols



=

Why link?

* |ncrease emissions-reduction opportunities

* Reduce the cost of compliance for covered businesses
and consumers

* Provide consistent requirements for businesses that
operate in multiple jurisdictions with cap-and-trade
programs

 Allow for more streamlined and cost-effective auction
administration and program management

* |Increase overall market security




Offset Credits in a Linked Program

2023-2026 5% 3% All 50% or more
2027-2030 4% 2% All 75% or more
2031 and later 4% 2% All 75% or more

*In a linked program, the rest of the offset credits must be located in one of the linked jurisdictions



Criteria for Linking

Ecology must determine whether any potential linkage agreement would meet
the CCA’s requirements, which includes:

1. Ensure California and Québec have provisions to ensure their programs
provide benefits to vulnerable populations and overburdened
communities

2. Not have an overall negative effect on highly impacted communities in
any jurisdiction

3. Not negatively impact Washington's ability to meet the emissions-
reduction commitments set in state law

* Includes looking at unused allowances in a linked program

4. Reduce the cost of compliance for covered businesses



Criteria for Linking

Ensure that California and Québec have provisions to ensure their programs
provide benefits to vulnerable populations and overburdened communities.

We will look at:

 Policies California and Québec have to ensure that their cap-and-trade
programs provide benefits to vulnerable populations and overburdened
communities.

* Types of projects and programs that have been funded with cap-and-trade
revenue in California and Québec.



Criteria for Linking

Ensure that linking would not have an overall negative effect on highly
impacted communities in Washington, California, or Québec.

We will look at:

* For California and Québec: Existing research on the impacts of cap-and-
trade programs on highly impacted communities in California and Québec.

* For Washington: Policies in the CCA, the HEAL act, and other environmental
regulations that would assess and mitigate negative effects on highly
impacted communities in Washington.



Criteria for Linking

Ensure that linking markets would not impact Washington's ability to meet the
emissions-reduction commitments set in state law.

Includes looking at unused allowances in a linked program.

We will look at:

* Policies in the CCA and related regulations that allow Ecology to adjust the
number of allowances offered each year based on whether the cap-and-
invest program is meeting its goals.

 Existing analysis on the allowance supply in the California-Québec market.



Criteria for Linking

Ensure that linking markets would reduce the cost of compliance
for covered businesses.

We will look at:

* The economic analysis of the cap-and-invest program that
showed estimated allowance prices under different scenarios.



P ro Cess & Ti m el i n e Discuss linkage agreement with California

and Québec
May need to make regulatory adjustments

+ Input from Tribal governments, Share findings on linkage criteria

stakeholders, and the public

Tribal government and public input on
draft linkage agreement

* Analysis of linkage criteria : _
Environmental Justice Assessment

First half of 2023 Late 2023 through 2024
Linkage Exploratory Process Linkage Agreement Negotiations
0y
If we decide (:::)
E IQ\ ok C=r Co
Summer 2023 2025 or Later
Decision to Pursue Linkage Linking Markets

Report with preliminary analysis of linkage
criteria and summary of feedback received

California and Québec would need to go through their own processes and decide whether to pursue linking



Opportunities for public input

Now through mid-May Expected in 2024

Before Ecology decides whether to Before we link (approve linkage agreement):
pursue linking: * Rulemaking (if regulatory changes are
 Whether to pursue linking needed)

* Linkage criteria * Draft linkage agreement

First half of 2023 Late 2023 through 2024
Linkage Exploratory Process Linkage Agreement Negotiations
If we decide (:::)
l@ to link ) 9 co
Summer 2023 2025 or Later
Decision to Pursue Linkage Linking Markets

California and Québec would need to go through their own processes and decide whether to pursue linking



Breakout room discussions



Discussion format

Transition to Overall Linkage Transition back
Breakout comments criteria to main group
Rooms (15 mins) (15 mins) and report out




Discussion format

* Each room will start with your overall thoughts on linkage

* Then you will focus on one or two of the four linkage criteria:

e Room 1:

 Criteria 1: Ensure that California and Québec have provisions to ensure their programs provide benefits to
vulnerable populations and overburdened communities

 Criteria 2: Ensure that linking would not have an overall negative effect on highly impacted communities in
Washington, California, or Québec.

e Room 2:

» Criteria 3: Ensure that linking markets would not impact Washington’s ability to achieve its greenhouse gas
emissions reduction limits, including an analysis of pre-2020 unused allowances in a linked program.

* Room 3:
 Criteria 4: Ensure that linking markets would reduce the cost of compliance for covered businesses.

e Room 4:
* Across criterion



Share comments during this listening session
Meet with Ecology staff

Online survey at cca.wa.gov/linkage

Email us at CCALinkage@ecy.wa.gov
Leave us a voicemail at 425-466-5358

Send written comments to:
Stephanie Potts
WA Dept. of Ecology - Air Quality Program
P.O. Box 47600
Olympia, WA 98504-7600



https://ecology.wa.gov/Air-Climate/Climate-Commitment-Act/Cap-and-invest/Linkage#sessions
mailto:CCALinkage@ecy.wa.gov

Next Steps

First half of 2023 Late 2023 through 2024
Linkage Exploratory Process Linkage Agreement Negotiations
LY
If we decide (:::)
E lQ\ ik 7 — 69
Summer 2023 2025 or Later
Decision to Pursue Linkage Linking Markets

Report with preliminary analysis of linkage
criteria and summary of feedback received

California and Québec would need to go through their own processes and decide whether to pursue linking



Stephanie Potts

Senior Environmental Planner, Cap-and-Invest and Linkage
CCAlinkage@ecy.wa.gov

425-466-5358

cca.wa.gov/linkage



mailto:CCAlinkage@ecy.wa.gov
http://cca.wa.gov/cap-and-invest/linkage
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