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~ Examples of Existing Offset Programs
- Potential Procedural Framework for Offset

« Conclusions
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measures or purchased allowances*

- Offsets are thus project-based reductions that
are converted into emissions permits through a
regulatory process

*This is very different from a criteria pollutant offset as defined
in CAA Sec 173
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- Clear rules and process for creating of offsets

— Offers certainty to investors regarding process and ability to
convert investment in reductions into offsets

— Should ensure that offsets have environmental integrity

« Clear rules regarding use of offsets to meet cap

— Offers certainty to buyers that offsets can be used for
compliance

Greenho
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- Creation Certainty

— Investors/creators need certainty regarding process
and eligibility criteria to convert reductions to offsets

© Use Certainty

— Buyers require certainty that purchased offsets can be
used towards reduction requirement (no buyer liability)
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Limited market activity

~ Clean Development Mechanism Under Kyoto Protocol

Demand uncertainty (absent Kyoto’s entry into force)
No ability to convert reductions to offsets

Results in lack of investment in projects

llliquid market
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CLEAR

«Demand in place due to CAA-
related regulations

UNCLEAR

«Uncertainty regarding entry into
force of Kyoto Protocol

«Cap not yet binding

CLEAR

«Certainty with regards to rules for
creating offsets

«Process for creating offsets
ensures integrity

UNCLEAR

»No mechanism to convert
reductions into offsets (absent KP
EIF)

«Cap not yet binding

CLEAR
« State recognition of offsets
«Buyer assumes no risk

UNCLEAR

=No certainty that reductions can
become offsets
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- Pre-approval process for projects and monitoring plans

v — Provides basis for investment and forward contracts

~ State-issuance of offsets

— Provides buyers with certainty

© Absolute fungibility with allowances

Post-Project

v — Increases use certainty (no buyer liability)

Greenho

*Note: Also important to have process for new project types
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APPLICANT

Initial Project Application (IPA) Notification of Approval (NAI)
*Notifies the administrator that applicant *Notifies the applicant if:
will be applying for offset credits. *Project meets eligibility criteria

ApplicatiorT indicates: <Administrator has reviewed
*Project type and/or approved proposed M&V
*M&YV plans methodology and estimated

«Estimated emissions savings emissions savings

Notification of Intent to Proceed (NIP)

*Notifies the administrator that project will
be undertaken and when work will begin

Notice of Allowance Crediting

, _ » Reviews claimed emissions savings and
Notice of Control Period Results methodology

* Measures and reports emissions «Notifies state to issue offset credits

savings to administrator «Notifies applicant that offsets have
*Explains M&V been credited to applicant’s registry

account
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Universe of reductions that satisfy rules for offset creation

\ /

Cost-effective offsets that can be used to
achieve cap

« Over time, universe of offsets eligible to meet cap may

expand as new M&V methods, etc. are developed
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— Systematic demand from binding emissions cap

— Clear processes for offset creation (pre-established
baselines, M&V protocols, certification)

— Buyer faces no risk when using offsets

+ However, because programs balance multiple
risks,they cannot deliver all potential benefits of trade

Greenhot
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