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Environment Northeast is a nonprofit research and
advocacy organization focusing on the Northeastern
United States and Eastern Canada. Our mission is to
address large-scale environmental challenges that
threaten regional ecosystems, human health, or the
management of significant natural resources. We use
policy analysis, collaborative problem solving, and
advocacy to advance the environmental and economic

sustainability of the region.
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Presentation Outline

Auction Design Elements — Reserve Price
Well established mechanism
May help to address cap level concerns
Cap Level Issues: current data & uncertainty

Use of Auction Proceeds
The Energy Efficiency Opportunity
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Auction Design - Reserve Price

A reserve price is a common element of auction design and we
support inclusion of this mechanism in the auction

The reserve price accomplishes three essential goals:

1. Ensures that the states do not give away a commaodity below its value to
society (the program goal is to deliver a reduction in emissions which
requires a price)

2. Guards against collusive behavior

3. Gives developers of new technologies a higher level of certainty as to
the value of carbon, reducing their development risks.

The reserve price should be set at a level that reflects the low-end of
societies willingness to pay for carbon emissions reductions
At least $3/ton CO2

As the market develops the reserve price should transition to being

about 80% of the current spot market price or the $3/ton limit, whichever
IS higher.
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Auction Design — Reserve with Retirement
or Contingency Account
I

Allowances not sold through the reserve price
mechanism should be removed from the market and we

would suggest two options for this:

Preferred Option: allowances should be permanently retired, as
a low allowance price is an indicator that the cap level has been
set too low (Note: we are quite concerned that the cap level has
been set too high).

Second Option: allowances should be withheld from the market
In a contingency account and released only if the price in the

previous quarterly auction exceeds $20/ton CO.,,.
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Cap Level Concerns — this picture may be
changing...TBD



RGGI Emissions Totals for 2005 & 2006

ENE preliminary calculations based on EPA ARP/CEMS and EIA fuel
use depending on the facility



2007 Emissions: Year-to-date RGGI ARP Facillities

(Incomplete data - fuel use not available for other facilities)



Has the RGGI Cap Been Set Too High?

Maybe — this needs to be carefully monitored with
regular state reporting of emissions data

Policy options need to be developed should the cap be
determined to be too high

Reserve price with retirement — makes sense because
you do not need to assess the relationship and instead
let the market decide

Cap Adjustment Options:

May be necessary, but it is too soon to tell
An adjustment down in every year, or
Moving the first year of cap decline back from 2015 to 2012

RGGI Emissions & Cap Level, Point Carbon, October 31, 2007



Use of Auction Proceeds — Energy Efficiency First

IPM Forecasts of Wholesale Electric Power Prices Changes
Reference Case vs. RGGI Policy
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Supply vs. Demand Investments:

The cap influences supply side technology investments but more direct investment is
needed in efficiency programs to capture the opportunity

New England efficiency programs deliver energy savings at ~3 cents/kWh
while additional supply costs as much as 10 cents/kWh

McKinsey & Company,
Dec. 2007, Reducing
U.S. Greenhouse Gas
Emissions: How Much at
What Cost?

Note that efficiency
improvements almost
all save money
($/tonC0O2)
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