MEMORANDUM
April 20", 2006

To:  RGGI Environmental & Energy Commissioners and Staff Working Group
From: Matthew Auten, Rhode Island PIRG
Jason Babbie, New York PIRG
Doug Bogen, Clean Water Action of New Hampshire
Marc Breslow, Massachusetts Climate Action Network
Dale Bryk, Natural Resources Defense Council
Larry DeWitt, Pace University Energy Project
Matthew Davis, Environment Maine
Pete Didisheim, Natural Resources Council of Maine
Andy Fellows, Clean Water Action, Chesapeake Program
Frank Gorke, Massachusetts PIRG
Brad Heavner, Maryland PIRG
Seth Kaplan, Conservation Law Foundation
Cindy Luppi, Clean Water Action of Massachusetts
Rob Moore, Environmental Advocates of New York
James Moore, Vermont PIRG
Dena Mottola, New Jersey PIRG
Georgia Murray, Appalachian Mountain Club
Derek Murrow, Environment Northeast
Alan Nogee, Union of Concerned Scientists
Chris Phelps, Connecticut PIRG
David Pringle, New Jersey Environmental Federation
Roger Smith, Clean Water Action of Connecticut
Erika Staaf, New Hampshire PIRG
Eric Stiles, NJ Audubon Society
Jeff Tittel, NJ Sierra Club

RE:  Preliminary concerns about the draft RGGI model rule.

The Regional Greenhouse Gas Initiative represents one of the most important policy developments to
date in this nation’s fight against global warming. If properly designed, RGGI will reduce electric
sector emissions while demonstrating to the rest of the country that it is possible to reduce emissions
in a cost-effective manner while promoting technological innovation that stimulates the local
economy.

Notwithstanding the precedent-setting potential of this program, the emissions reductions outlined in
the governors’ December agreement (Memorandum of Understanding, or MOU) are quite modest.
Any weakening of the cap through exemptions or other loopholes will undermine the integrity of this
important program. Unfortunately, several provisions in the Draft Model Rule have the potential to
do precisely that. We must have a Model Rule that ensures the environmental integrity of this
program, and therefore urge the states to address the concerns we have outlined below.



These comments are preliminary and summarize our key concerns. We will be filing additional
detailed comments on the model rule prior to the May 22" deadline.

Stringency of the Cap

We are very concerned that some of the flexibility mechanisms and design elements in the model
rule will further inflate the cap and make the program less effective at reducing the region’s
greenhouse gas emissions and do not accurately reflect the spirit of the MOU. The model rule as
currently outlined could result in emissions which are higher than business as usual and not require a
reduction in emissions until later years.

The states should limit exemptions and loopholes by:

1) Not exempting large industrial power generators if their emissions were included in the
initial calculation of cap levels, or if they are exempted, reducing the state cap by an
amount equivalent to the exempted units’ annual emissions. In order to judge the
implications of this element of the rule the states should immediately identify those units
they think could be eligible for this exemption.

2) Not exempting emissions from fossil fuels where biomass input exceeds any arbitrary
threshold, such as the 50% proposed. Carbon emissions do not go to zero over any
arbitrary threshold, and should be calculated based on the proportion of fossil fuel input
to any dual-fueled plant, except for de minimus use of fossil fuels. In addition, annual
reporting should be required from all plants over 25 MW that burn fossil fuels to ensure
compliance and improve state GHG inventories.

3) Address early reduction credits through a state’s allocation scheme, not by inflating the
cap and creating additional allowances of this type from the 2006-2008 period. In
addition, any improvements in plant efficiency or reductions in emissions due to court
orders or settlement agreements prior to December 2005 should not be eligible for early
reduction credits.

RGGI, when adopted, could set an important precedent by capping and ultimately reducing CO2
emission from the power sector. But RGGI is a quite modest program that starts by capping carbon
dioxide emissions above today’s levels. The slight increase in emissions that is already allowed
between now and the start of the program is a reasonable concession to the companies regulated by
the program. Anything else that would inflate the cap should be rejected.

Offsets

Throughout the stakeholder process we had been assured by state officials that any offsets program
would be bound by the so-called five point test (real, surplus, verifiable, permanent, and enforceable)
with language that is similar to that included in the Massachusetts 310 CMR 7.29 regulations. We
were pleased to see that the MOU contained the following language: “at a minimum, eligible offsets
shall consist of actions that are real, surplus, verifiable, permanent and enforceable”. We were
surprised and disappointed not to see this same language in the model rule. These criteria must be
clearly spelled out in the model rule for the public to have confidence that any offsets used in the
RGGTI program are equal to on-system emissions reductions, and to ensure our support for the
program.



Additionally, we have serious concerns about the ability of offsets to meet a clear five point test,
considering some of the offset categories and potentially very broad geographic scope of offsets
contained in the draft model rule. We are still examining the protocols for determining the eligibility
of the five offset categories outlined in the model rule and will submit more detailed comments at a
later date.

Consumer Allocation & Strategic Energy Purposes

The model rule and any supporting documents should reject anything which creates the
impression that generators are entitled to allowances. We believe that 100% of the allowances
should be allocated to consumers and that the MOU and Model Rule establish unjustifiably low
minimum percentages for the consumer allocation. Data provided to the state working group
suggests that there will be significant windfalls to generators at the direct expense of consumers
unless the predominant share of allowances is reserved for consumers. If the Model Rule does
not allocate all allowances to consumers, it should make clear that the percentage reserved for
consumers is a minimum which each state is free to raise, and that the percentage allocated to
consumers should increase over time.

We also have serious questions about the scope of the strategic energy purposes provision in the
allocations section. There must be much better definition of this term. At a minimum, we
recommend that the model rule clarify that all of the “consumer benefit or strategic energy purpose”
allowance value must be used to: (1) reduce the costs of the RGGI program to the state’s electricity
ratepayers; (2) provide additional benefits for activities or projects that would not have occurred
anyway and not replace existing programs or investments; and (3) support programs and activities
that do not pose a significant risk to human health and the environment.

Leakage

“Leakage” has the potential to undermine the integrity of the RGGI program, should the program
lead to increased sales of dirty power into the RGGI region and a net increase in emissions. We
believe that the states can and should develop a policy which ensures that the RGGI program
reduces emission from in-region power plants and places the same requirements on imported
power from outside the region, leading to net reductions in emissions associated with electric
power use to achieve the 10% by 2018 target. We intend to participate in the process for
addressing this issue and to offer specific proposals for dealing with leakage that could be
incorporated into the model rule as well as discussed by the leakage task force.

In conclusion, we will be providing much more detailed comments on the model rule before the end
of the comment period. We look forward to working with you to ensure that the final model rule has
the essential elements to provide the public with confidence that this critical, precedent-setting
program to address global warming moves forward with true environmental integrity.



