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POLICY INTEGRITY COMMENTS ON GAS PLANNING
l. Introduction

Executive Order 317, which Governor Murphy signed in February 2023, directs the Board to
“initiate a proceeding to formally engage with stakeholders concerning development of natural
gas utility plans that reduce emissions from the natural gas sector to levels that are consistent
with achieving the State’s 50 percent reductions in greenhouse gas [(GHG)] emissions below
2006 levels by 2030 . . . and within 18 months, develop recommendations for how the natural
gas industry can best meet these goals, considering cost and support for well-paying jobs,
including union jobs, necessary to deliver on these goals.”? As a first step in this proceeding, the
Board convened a Technical Conference on August 2—-3, 2023 (the Technical Conference), and
invited stakeholders to provide written comments by September 6, 2023.

Policy Integrity was grateful that our Federal Energy Policy Director, Jennifer Danis, was invited
to deliver plenary remarks at the Technical Conference. Danis’s remarks concerned policy levers
available to New Jersey regulators, and the recommendations included in those remarks are
incorporated in these comments. Her remarks comprised part of a lively two-day exploration of
various parties’ general thinking about what solutions for decarbonizing the gas system might
look like—a useful first step towards shedding important light on the significant differences
among various stakeholders’ perspectives.

The next step will need to be more empirical. The Technical Conference conversations
comprised high-level solutions, which Board will not be able to evaluate meaningfully without a
great deal of relevant information that parties did not bring to the table in this initial forum.
Specifically, next steps should include: (1) a concrete discussion of the current GHG emissions
footprint of New Jersey’s natural gas system; (2) an empirical assessment of that system’s
contribution to New Jersey’s statewide GHG emissions; (3) a data-driven identification and
assessment of the emissions ramifications of various proposals discussed at the Technical
Conference; and (4) the transparent identification of cost impacts and cost allocation of any
considered solutions over various planning horizons. These more rigorous examinations of
industry proposals—including serious emissions accounting, impacts on system investments and
costs, and impacts on rates, over various time horizons—are essential to implementing Order
317’s call for a “formal engage[ment] with stakeholders concerning development of natural gas
utility plans that reduce emissions from the natural gas sector to levels that are consistent with
achievigng the State’s 50 percent reductions in greenhouse gas emissions below 2006 levels by
2030.”

In the next phase of this proceeding, the Board will also need to grapple with the interactions
between the gas system and other sectors, including the electric sector. To do this successfully,
the Board will need to require its regulated electric utilities to participate in this planning
process. During the Technical Conference, most industry speakers largely treated the challenge
of decarbonizing building heating and the challenge of decarbonizing the gas system as one and

2 Executive Order No. 317 (2023); All Executive Orders signed by Governor Murphy are published in the New
Jersey Register and are also available online at: https://nj.gov/infobank/eo/056murphy/approved/eo_archive.shtml.
31d.



the same. But the “thoughtful and thorough assessment and planning process that takes into
account the implications of New Jersey’s decarbonization goals and future changes to energy
needs on the State’s natural gas industry, operations, infrastructure, and customers” (as
contemplated in Order 317) will demand serious consideration of the ability of the electric
system to meet customers’ thermal requirements, as well as the diminishing role of natural gas in
New Jersey’s electric generation fleet.

Overall, these comments recommend as follows:

e Gas use is a major component of New Jersey’s contribution to climate change, and
reducing gas-related GHG emissions will require careful planning, especially in view of
the stranded cost risk.

e State regulatory oversight is critical to achieving a managed transition away from natural
gas. Given the fast pace of decarbonization and the long useful life of gas infrastructure,
continuing to build out the gas system without planning is socially inefficient. FERC’s
persistent failure to meaningfully regulate natural gas infrastructure development
magnifies the need for rigorous state oversight.

e The Board can and must require gas planning. It must require gas distribution utilities to
engage in rigorous planning, incorporating several specified, standardized steps. The
Board’s oversight of planning for the future of the natural gas system should incorporate
the most rigorous science and economics, including incorporating an up-to-date social
cost of GHG emissions.

e A Clean Heat Standard may be a useful input to planning, but must not be conflated with
gas system planning.

e The Board should carefully analyze costs, feasibility at scale, and GHG emissions
impacts of proposed solutions, including alternative fuels such as renewable natural gas
and hydrogen.

1. Gas use is a major component of New Jersey’s contribution to climate change,
and reducing gas-related GHG emissions will require careful planning

New Jersey lawmakers and policymakers have committed to significant GHG emissions
reductions and have recognized the need for speed in addressing climate impacts, which New
Jersey is already experiencing.* In 2007, the legislature passed the Global Warming Response
Act (GWRA), which mandated a reduction in statewide GHG emissions and GHG emissions
from electricity generated outside New Jersey but consumed in New Jersey, to 80% below 2006
levels by 2050.% As amended, the GWRA also recognizes the effects of short-lived climate
pollutants, such as methane, and requires the development of a comprehensive strategy to reduce
those short-lived pollutants.® The amended GWRA also directed Department of Environmental
Protection, in consultation with the BPU and other agencies as appropriate, to prepare “a report
recommending the measures necessary to reduce greenhouse gas emissions, including short-lived
climate pollutants, to achieve the 2050 limit. The report shall include specific recommendations
for legislative and regulatory action that will be necessary to achieve the 2050 limit and any

4 See generally N.J. Dep’t of Env’t Prot., 2020 NEw JERSEY SCIENTIFIC REPORT ON CLIMATE CHANGE (2020).
52007 N.J. Laws ch. 112.
62019 N.J. Laws ch. 197.



established interim benchmarks. The report shall also include recommendations for additional
policies and measures that will be required if the State is otherwise expected to exceed the 2020
limit and any additional measures that will be required to meet the 2050 limit.”’

The resulting 80x50 report found that some progress had been made but signaled the need for
more, faster progress. It notes that the strategies reducing New Jersey’s emissions to date cannot
simply be extrapolated forward—and that cross-sectoral and cross-agency cooperation over long
periods will be needed. “Reaching our 80x50 goal requires planning and collaboration across all
economic sectors, levels of government, political boundaries, and administrations, all fixed on a
carbon neutral future. Achieving this goal depends upon a swift and decisive transition away
from our reliance on fossil fuels, accomplished through adaptive policies that also ensure
reliability and remain responsive to the scope and pace of efforts to electrify the transportation
and building sectors while expanding renewable energy sources.”® Importantly, the report makes
clear that without this focused, economy-wide, sustained effort, New Jersey’s goals will not be
achievable—and that effort must reckon with the fact that although natural gas has been an
important solution thus far, transitioning away from all fossil fuels (including natural gas) will be
the challenge going forward.®

A. Gas accounts for a sizable share of New Jersey’s GHG footprint today, and
likely an even larger share of New Jersey’s contribution to global warming

It is difficult to discern, from New Jersey’s GHG emissions inventory, the exact contribution of
natural gas to New Jersey’s overall GHG emissions footprint, because the inventory quantifies
the impacts of “buildings,” “electricity,” and “fuel-based industrial” without specifying the
relevant fuels that are driving emissions in those sectors (even though such a breakdown is
provided for transportation emissions). However, those three sectors account for a total of 49
million metric tons of COze, almost 54% of the 91 million metric tons of statewide total net
emissions when calculated based on 100-year warming potential,'® and we know that natural gas
is a significant fuel in all three of these sectors. In addition to the emissions impacts of gas
combustion by end users, natural gas transportation and distribution accounts for an additional
2.3 million metric tons.

Moreover, research indicates that upstream emissions associated with natural gas use, which
include methane, can be sizable.*? This means that the GHG inventory, which omits such
upstream emissions, likely understates the contribution of gas use in New Jersey to total climate
pollution.

B. Stranded cost risk demands planning

"N.J. Rev. Stat. § 26:2C-42(c).

8 N.J. DEP’T OF ENV’T PROT., NEW JERSEY’S GLOBAL WARMING RESPONSE ACT 80X50 REPORT XX (2020).

% See id. at ii.

10 See N.J. DEP’T OF ENV’T PROT., NEW JERSEY GREENHOUSE GAS INVENTORY: 2022 MID-CYCLE UPDATE REPORT
7-8 (2022).

11 See id. at 8.

12 See generally J. Littlefield et al., Life Cycle GHG Perspective on U.S. Natural Gas Delivery Pathways, 56
ENVIRONMENTAL SCIENCE & TECHNOLOGY 16033 (Nov. 15, 2022).
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Dramatic reductions in natural gas use, enabled by strategies such as building electrification and
the phase-out of fossil-fueled electric generation, imply that New Jersey will require less natural
gas infrastructure in the future, and will be using existing infrastructure differently. Governor
Murphy’s Order 317 expressly draws the connection between the development of gas utility
plans to reduce emissions and the need to manage stranded cost risk, specifically highlighting the
reality of a “shrinking customer base,” the need for changes in subsidies to avoid encouraging
investments that are destined to become stranded costs, and shifting investment funding from the
natural gas system to the electric system. To avoid continued investment in equipment that is
likely to become stranded, as contemplated in Order 317, this proceeding will need to pose, and
answer, the rigorous technical questions that significant reductions in natural gas use will entail.
This information will be essential to any effort to evaluate the costs, benefits, and risks
associated with various possible pathways, which will be needed for utilities and their regulator
to identify options with the highest net benefits.

I11.  State regulatory oversight is critical to achieving a managed transition away
from natural gas

In states that have established rigorous emissions reductions goals, state regulators must ensure a
managed gas transition to protect ratepayers, and particularly low-or-moderate-income customers
who may not be able to switch before gas rates escalate, as well as to steward the financial health
of gas utilities that will continue to provide important services, even as the nature of that service
will change. Experience shows that state utility regulators have ample authority to require that
this transition be managed. Experience also shows that state utility regulators must take the lead
in this area, because the FERC has declined to do so.

A. Given the fast pace of decarbonization and the long useful life of gas
infrastructure, continuing to build out the gas system in the customary
manner is financially unsustainable

At present, GDCs continue to invest heavily in intrastate pipelines, including additions and
maintenance/repair. This continued investment in a gas system that will be used less over time
due to state clean energy and climate goals gives rise to additional financial risk, as assets that
were presumed to have a useful life of half a century or more could be retired far ahead of
schedule, or used far less than projected by unrealistic utility projections that fail to contemplate
reduced natural gas use.

This mismatch between the time horizon of new gas investments and climate goals exposes both
gas utilities and their customers to new risks of under-collecting or even needlessly stranding
infrastructure. Without rigorous planning overseen by state utility regulators, there is no basis to
expect that gas utilities will identify reasonable pathways to meet emissions goals if that involves
veering significantly away from their business-as-usual activities. Failure to account for the
mismatch between utilities building out long-lived infrastructure and states’ and customers’
needs to rapidly wind down their reliance on the fuel delivered through that infrastructure puts
utilities’ financial health at risk, and threatens to undermine their ability to provide safe,
adequate, reliable service during this period of transition,



This mismatch means that without holistic gas planning, states will be locked into long-lived,
carbon-intensive infrastructure that will be underutilized or unusable well before the end of its
useful life. Gas planning for a decarbonized future is no small task. State regulators must assess
gas distribution company (GDC) investments in interstate pipeline capacity; intrastate pipelines;
continued significant investments required to maintain the existing distribution system, such as
repairs, replacements, and the like; and efforts to extend service to additional customers.

Holistic planning is essential to ensuring that gas companies do not build economically
inefficient and unnecessary infrastructure during this transition period. But there is an additional
reason why planning is foundational to ensuring just and reasonable rates at this juncture:
Because as some customers do move away from fossil fuels, gas companies will lose customers.
Fewer and fewer ratepayers will be available to pay for more and more of the system.*® Higher
than necessary costs borne by fewer and fewer customers is a sure recipe for rates that are neither
just nor reasonable. Moreover, it is possible that these unjust, unreasonable rates will fall
disproportionately on low- and moderate-income ratepayers, who may not tend to be among the
first to exit the system.*

State regulators across the country are statutorily charged with the same kinds of mandates that
spur planning at the federal, wholesale market level—authority to ensure safe, adequate, and
reliable service and just and reasonable rates. They also have broad investigatory, adjudicatory,
rulemaking and enforcement powers.

In addition to New Jersey, a host of other states—California, Colorado, Massachusetts,
Minnesota, Nevada, New York, Oregon, Rhode Island, Washington, Wisconsin, and Hawaii—as
well as the District of Columbia have open proceedings to plan for the future of gas. In some
states, such as Massachusetts, these proceedings originated or are anticipated in response to the
state ratepayer advocate petitioning the regulator to open a proceeding—hbecause ratepayer
advocates appreciate that utility regulators will be unable to ensure just and reasonable rates
without conducting long-term gas planning that accounts for changes in the energy delivery
system required under state environmental laws.

B. FERC’s persistent failure to meaningfully regulate natural gas infrastructure
development magnifies the need for rigorous state oversight

Federal law requires FERC to protect the public interest by regulating interstate transmission and
wholesale sales of electricity and gas. FERC is also required to ensure the orderly development
of electricity and gas supplies at reasonable prices. When it comes to electricity, FERC strives to
fulfill this statutory duty by requiring a robust infrastructure planning process that accounts for
project need, monitoring electricity markets for unfair corporate practices, and ensuring system
reliability through strict operational standards. When it comes to gas, however, FERC does not
require any planning process at all, nor does it oversee system reliability or operations. This
leads to the inefficient construction of unnecessary and often costly gas transportation
infrastructure, namely pipelines.

13 See generally L. Davis & C. Hausman, Who Will Pay For Legacy Utility Costs?, 9 JOURNAL OF THE ASSOCIATION
OF ENVIRONMENTAL AND RESOURCE ECONOMISTS 1047 (Nov. 2022).
14 See id. at 1072-1074.



While it is economically efficient for regulators to optimize the number and size of pipelines
serving a region—it is typically more efficient to have fewer large pipelines than more small
pipelines—doing so effectively gives pipeline owners monopoly-like rights with guaranteed high
returns on their approved investments. That is why Congress requires that, for these kinds of
actors with monopoly-like power, FERC protect the public interest by ensuring “just and
reasonable” rates. One important way to discharge this duty is to ensure pipeline investments are
economically efficient and truly needed through a robust planning process—as noted, something
FERC does for electricity, but not for gas.™ This lack of oversight might not merit much concern
if private actors shouldered all the costs, including externalities, of their own business decisions.
But they don’t.

FERC’s failure to exercise oversight over natural gas infrastructure buildout directly harms states
and their residents. For states with robust decarbonization policies, FERC’s lax process can
undercut diligent state efforts to reduce economy-wide GHG emissions. This further underlines
the need for robust and holistic state action.

Residents and utility ratepayers of states where FERC-approved pipelines will be located can be
directly harmed by FERC’s approval of pipelines that might not be needed, or that address actual
need at higher than necessary cost. Developers of FERC-approved gas pipelines enjoy
condemnation authority,® even in states where the natural gas regulator has objected to the
construction of the pipeline and informed FERC of its objections. Once built, pipelines may be
subject to tariffs that incorporate rates of return as high as 14%." The costs of such tariffs are
ultimately borne by retail customers.

In addition to these direct harms and financial costs, residents of states with climate goals face
the further harm of having their efforts to mitigate climate change by reducing their GHG
emissions be undermined. For a state such as New Jersey, where climate impacts are already
causing serious harm to ordinary residents, this additional harm is particularly devastating.

To avert the harms that arise from FERC approving gas infrastructure that is not in the interest of
state residents and retail ratepayers, it is critical that state utility regulators require the gas
utilities over which they have jurisdiction to engage in robust planning and prevent them from
entering into business arrangements that can harm state residents and ratepayers without state
regulatory oversight.

IV.  The Board of Public Utilities can and must require sound gas planning

As discussed above, New Jersey policymakers have committed to rigorous and rapid GHG
emissions reductions — and for rigorous emissions reductions goals to be achievable, state utility
regulators are key to ensuring a managed gas transition. State regulatory oversight is essential to
protect ratepayers, particularly low-or-moderate-income customers, and to ensure that the

15 See generally Libby Dimenstein & Burgin Unel, Regional Planning for Just and Reasonable Rates: Reforming
Gas Pipeline Review, 49 CoLuM. J. ENV’T L. (forthcoming 2023).

1615 U.S.C. § 717f(h).

17 See, e.g., Order Issuing Certificates, 162 FERC { 61,053, at P 58 (2018).
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essential services that the gas utilities continue to provide will remain safe, adequate, and
reliable.

A. BPU has robust authority to require gas planning for decarbonization

In many states, utilities’ “duty to serve” is regularly cited as a barrier to gas planning. The
concern seems to be that gas utilities may have an essentially non-discretionary obligation to
provide gas service to any customer who wants it, at any time, forever, provided certain
conditions are met. New Jersey’s Public Utilities Law, however, has an unusual feature that
should diminish this concern. Specifically, in addition to New Jersey’s various environmental
and energy laws and executive orders mandating GHG emissions reductions and requiring
coordinated efforts to meet those targets, New Jersey’s Public Utilities Law has incorporated
environmental conservation and pollution protection into its duty to serve.

Specifically, the BPU may require public utilities to furnish “safe, adequate, and proper service,
including furnishing and performance of service in a manner that tends to conserve and preserve
the quality of the environment and prevent the pollution of the waters, land and air of this
State.”1®

What pollution prevention and preserving environmental quality has looked like over time has
changed. Today, New Jersey understands the climate consequences of its natural gas use. New
Jersey’s GHG reduction and clean energy laws reflect that reality. The BPU, even more than its
peers in other states, can inform the entities it regulates that any failures to achieve the pollution
reductions that state policy requires are fundamental failures of their duty to serve. In New
Jersey, the “duty to serve” does not simply override environmental considerations—rather, it
must be harmonized with those considerations.

B. BPU must require its gas distribution utilities to engage in rigorous planning,
incorporating several specified, standardized steps

The BPU has previously established good foundation for a rigorous gas planning process, by
commissioning and adopting the London Economics Study.*® Based on this study, the Board
knows how much available and secured capacity New Jersey has today to meet projected
demand and reliability targets. This information is essential for deciding a path forward.

Going forward, the Board’s challenge is to create a successful long-term gas planning
framework. Generally, such a framework will need to include the following:

1. Arequirement that GDCs seek Board approval prior to signing firm transportation
contracts supporting new gas capacity for long durations. During the approval
process, GDCs should be required to demonstrate net benefits, with calculations
including societal costs related to externalities and genuine need taking into account
important demand drivers such as state policies, electrification and regional trends;

18 N.J. Stat. Rev. § 48:2-23 (emphasis added).
19 See LONDON ECON. INT’L LLC, FINAL REPORT: ANALYSIS OF NATURAL GAS CAPACITY TO SERVE NEW JERSEY
FIRM CUSTOMERS PUBLIC VERSION (2021).



2. A planning process that GDCs must follow when creating their own individual plans,
to be revisited at set intervals, such as biennially. Individual plans should include a
portfolio of non-pipeline alternatives and ranking of resources and system operations
that will protect against gas supply shortfalls that could arise by 2030, including those
resulting from forced outage;

3. Standardization of drivers, inputs, assumptions, and modeling features, including a
definition of a design day that is predicated on objective, measurable, and transparent
weather conditions;

4. Provision for stakeholder participation, including allowing stakeholders to participate
in the process as full parties, and assuring that presumptions, data, and analyses upon
which the GDCs rely are transparent and accessible to stakeholders; and

5. Standardization of GHG emissions impacts and valuation.

Requiring GDCs to obtain Board approval before signing firm transportation contracts will serve
a critically important gatekeeping function: It may help prevent pipeline proponents from
approaching FERC with precedent agreements that purport to establish a “need” for new
interstate pipeline infrastructure that New Jersey does not need, infrastructure that can harm New
Jersey residents and undermine climate goals. The Board should inform GDCs as soon as
possible that they are not free to enter into such agreements without prior Board authorization.

However, this need is not limited to interstate pipelines. To align with state laws, the Board can
and should require GDCs to seek prior approval for any system expansion, to ensure that firm
customer needs are met “in a manner that tends to conserve and preserve the quality of the
environment and prevents pollution.”?® To that end, BPU should require GDCs to (1) clearly
articulate the need for any significant proposed project and disclose all data and analyses,
including baselines and assumptions, relied upon; (2) address how the proposed new capacity (or
capacity-related) contract or project would address reliability objectives; (3) if the proposal is
based on an outage scenario, provide the Board with Tariff provisions, applicable to the GDC’s
existing pipeline network, that substantiate assertions that the posited outage scenario would in
fact result in a shortfall and that the proposal will mitigate that shortfall; (4) if a capacity
constraint is identified, assess the most net beneficial solution by using a transparent and
competitive request for proposal process; (5) demonstrate why non-pipeline alternatives could
not address the project purpose; and (6) assess the GHG emissions impacts from the proposed
additional capacity or project, as well as GHG impacts from alternatives that could meet the
project purpose.

The need to standardize inputs is especially critical for planning to yield results with integrity.
Because input assumptions and data drivers determine model outputs, letting utilities decide
which methods and inputs to use would allow them to exert significant influence over the results
reported in their plans. To protect against strategic modeling behavior, BPU should establish
guardrails based on best practices. In particular, BPU should standardize the types of models
GDCs use; how GDCs address various types of uncertainties, including operational uncertainties
and more difficult-to-model uncertainties such as long-term decarbonization pathways; and the
scope and breadth of the selected models. By standardizing baseline assumptions, and specifying
sensitivity testing with scenarios that BPU curates, the Board can ensure that GDC analyses will

20 N.J. Stat. Rev. § 48:2-23.



more uniformly capture and allow planning for various kinds of uncertainty. Only by
standardizing these features can BPU ensure its GDCs (and electric utility counterparts) are
engaged in meaningful planning that aligns with state laws and shifting energy systems and chart
pathways that will ensure safe, adequate and reliable service while managing costs through the
transition.

Stakeholder participation is critical to successful outcomes—and is an area where the Board’s
track record lags compared to other states. Where stakeholders are often excluded from
proceedings before the NJ BPU, especially if utilities object to their participation, other states
routinely accord stakeholders full party status to ensure a complete and robust record, and some
even offer intervenor compensation. To be clear, the stakeholders whose participation is needed
most may be those whose perspective is very different from that of the Board’s regulated entities.
Academic institutions, nonprofits, and other independent entities also have significant modeling,
legal and economic expertise, and are currently working alongside FERC, DOE, and RTOs and
ISOs to help ensure that the energy system transition needed to reduce climate pollution is
accomplished successfully and cost-effectively. BPU should be sure to create a state process that
ensures that these stakeholders can facilitate the work to be done—and also require its GDCs to
provide open and transparent data and modeling. Excluding such parties from full participation
precludes essential scrutiny, hamstringing regulators’ ability to manage the economic risks of the
energy transition.

Additionally, it will be essential that any gas planning framework incorporate a consistent and
rigorous methodology for assessing GHG emissions impacts, including emissions associated
with fuel extraction or production and transportation. A robust GHG assessment is foundational
because the Board is responsible for making sure its regulated entities plan how they will comply
with state laws requiring GHG emissions reductions in the most net beneficial way. A
standardized methodology for GHG assessment, which examines the GHG attributes of specific
pathways, will make it possible to gauge the extent to which proposed solutions advanced by
utilities and third parties (including solutions involving, for example, infrastructure, operational
changes, and/or specified alternative fuels) do, or do not, align with the reductions in economy-
wide GHG emissions that New Jersey requires. As discussed further in the next section, the
Board will also need to take steps to ensure that the costs of present and future emissions are
recognized based on their full societal costs, and appropriately discounted, in accordance with
the best available science and economic. This framework will be essential for enabling apples-to-
apples comparisons among proposals with very different characteristics, upfront costs, and useful
lives.

Finally, the Board should note that gas planning cannot be undertaken in a vacuum. Rather,
because the electric system currently relies heavily on natural gas generation, and because the
dominant strategy for weaning heating customers off gas relies on the electric system, gas and
electric coordination is foundational. To that end, New Jersey’s electric utilities will play an
important role in planning for deep reductions in GHG emissions from the natural gas system.
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C. The Board’s oversight of planning for the future of the natural gas system
should incorporate the most rigorous science and economics, including
incorporating an up-to-date social cost of GHG emissions

The Board’s oversight of gas companies’ planning must be predicated on open, transparent
inputs, and informed by sound science and economics. The gas planning framework that the
Board will need to establish will need to include a methodology for recognizing the value of
GHG emissions reductions—and the costs of failing to achieve them. That is, when various
pathways are compared to one another, their benefits and costs—including their GHG emissions
outcomes—must be susceptible to being compared to one another in a defensible manner. As
such, the Board will need to assign a monetary value to GHG emissions for use in evaluating
pathways under consideration.

The Board has a strong track record of incorporating climate science in its analytic frameworks;
notably, the New Jersey Cost Test (NJCT) adopted in 2020 a benefit-cost analysis framework
applicable to energy efficiency and peak demand reduction programs that recognizes that carbon
dioxide emissions must be valued based on the damage they cause, and specifically adopts the
Social Cost of Carbon adopted by the federal Interagency Working Group in 2016,% as further
discussed below. However, the time has come for the Board to update its estimate of the value of
carbon dioxide and other GHG, or at a minimum to lay the groundwork for promptly updating
that estimate when the federal government officially adopts new, significantly higher figures,
which is expected to occur in the near future.

Climate science and economics is rapidly developing. After recognizing for years that its existing
valuations of the social cost of carbon substantially understate the true costs of climate change,
the federal government recently released updated draft valuations that apply the latest available
science and economics. These updated values—which, for now, remain unfinalized—are, as
expected, substantially higher than the federal government’s prior estimates. In its design of a
gas planning framework and objective, transparent tools for evaluating gas system proposals, the
Board should ensure that the analytic tools it adopts, including the cost of GHG emissions, are
aligned with the most up-to-date climate science and economics.

1. A complex history has given rise to several defensible Social Cost of
Carbon values, most of which are higher than those developed in 2016

As New Jersey policymakers and regulators are aware, climate change has had—and
increasingly will have—severe consequences for society like extreme weather, the spread of
disease, and decreased food security. The social cost of carbon is a metric to quantify and
monetize climate damages, representing the net economic cost to society of carbon dioxide
emissions. In essence, the social cost of carbon is an estimate of the damage caused by each ton
of carbon pollution released into the air, in dollars.

21 N.J.B.P.U. Docket No. Q019010040, In the Matter of the Implementation of P.L. 2018, ¢.17, The New Jersey
Clean Energy Act of 2018, Regarding the Establishment of Energy Efficiency and Peak Demand Reduction
Programs & N.J.B.P.U. Docket No. Q020060389, In the Matter of the Clean Energy Act of 2018 — New Jersey Cost
Test, Order Adopting the First New Jersey Cost Test (Aug. 24, 2020).
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The social cost of carbon can be used to evaluate a wide range of policies and decisions affecting
carbon dioxide emissions, including regulatory impact analysis and environmental impact
statements, utility ratemaking, resource management policy, setting emissions limits in a
regulated sector, or establishing a carbon price.?? The federal government, numerous states,?
and multiple foreign countries? already use the social cost of carbon to aid their decisionmaking.

Monetizing the impacts of climate change is inherently challenging. Moreover, climate science
and economics has evolved over the years, which requires periodically reevaluating and updating
our social cost of carbon values. The federal Interagency Working Group on the Social Cost of
Greenhouse Gases released its first social cost of carbon estimates in 2010 and updated them
twice over the next six years.? But those valuations were recognized as underestimates from the
beginning, and this fact has become even clearer as climate science and economics has
developed.?® Outside experts have placed substantially higher valuations on the costs of climate
change.?” At this point, the Interagency Working Group’s estimates are widely recognized as
outdated and very conservative.

In January 2017, the National Academies of Sciences called for a comprehensive update to the
social cost of carbon incorporating newer research.?® But that update stalled for four years under
the Trump administration. It was during this long period of delay that New Jersey adopted its
NJCT, relying on the values that the federal Interagency Working Group had adopted in 2016.

The federal government began its comprehensive update belatedly, in 2021.%° In the meantime, it
continues to endorse the old values it had developed during the Obama administration, updated

for inflation, while recognizing that they are underestimates and suggesting that higher values are
likely appropriate.®® In November 2022, the federal Environmental Protection Agency published

22 See Richard L. Revesz & Max Sarinsky, The Social Cost of Greenhouse Gases: Legal, Economic, and
Institutional Perspective, 39 YALE J. ON REG. 854, 872-92 (2022) (discussing potential uses in federal policy).

23 See generally States Using the SCC, Inst. For Pol’y Integrity, https://costofcarbon.org/states.

24 JASON SCHWARTZ, INST. FOR POL’Y INTEGRITY, STRATEGICALLY ESTIMATING CLIMATE POLLUTION COSTS IN A
GLOBAL ENVIRONMENT 11 (2021).

% See INTERAGENCY WORKING GRP. ON THE SOCIAL COST OF GREENHOUSE GASES, TECHNICAL SUPPORT
DOCUMENT: SoclAL CosT oF CARBON, METHANE, AND NITROUS OXIDE INTERIM ESTIMATES UNDER EXECUTIVE
ORDER 13990 at 2—-3 (2021) (describing history) [hereinafter INTERAGENCY WORKING GRP.].

26 Ctr. for Climate & Energy Solutions et al., Comments on the EPA External Review Draft of Report on the Social
Cost of Greenhouse Gases 4-6 (Feb. 13, 2023),
https://policyintegrity.org/documents/Joint_Comments_on_EPA Draft_Update_to_the Social_Cost_of Greenhouse
_Gases.pdf.

2 E.g., Martin C. Hansel et al., Climate Economics Support for the UN Climate Targets, 10 NATURE CLIMATE
CHANGE 781 (2020); Robert S. Pindyck, The Social Cost of Carbon Revisited, 94 J. ENV’T ECON. & MGMT. 140
(2019); PETER HOWARD & DEREK SYLVAN, INST. FOR POL’Y INTEGRITY, GAUGING ECONOMIC CONSENSUS ON
CLIMATE CHANGE (2021).

2 NAT’L ACAD. ScCl., ENG’G & MED., VALUING CLIMATE DAMAGES: UPDATING ESTIMATION OF THE SOCIAL COST
OF CARBON DIOXIDE (2017).

2% INTERAGENCY WORKING GRP., supra note 25, at 36.

30 d.
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draft updated estimates applying the latest available research.3! Those EPA estimates recently
underwent peer review3? and are expected to be finalized in 2023 or 2024.

During the federal government’s long delay, some stakeholders developed their own social cost
of carbon valuations. Most notably, in December 2020, New York State released new valuations
of the social cost of carbon to use in state policymaking, and the New York has continued with
its iterative updates ever since.® Those valuations mostly apply the Interagency Working
Group’s methodology but make key adjustments in accordance with economic evidence.

Table 1: Social Cost of Carbon Estimates (2020$ per metric ton of COz)

Year of Emissions Interagency New York State EPA 2022 Draft
Working Group Estimates (central Estimates (central
(full range of estimate) estimate)
estimates)

2020 14-152 125 190

2025 17-169 134 210

2030 19-187 142 230

2040 25-225 160 270

2050 32-260 178 310

2. Each of the Social Cost of Carbon figures available to policymakers today
has pros and cons

As illustrated above, policymakers applying the social cost of carbon currently have three
principal options: EPA’s draft estimates from 2022, New York’s estimates beginning in 2020 as
subsequently revised, and the Interagency Working Group’s estimates last substantively updated
in 2016.

There are benefits and drawbacks to each approach, and policymakers should consider the needs
and dynamics of their jurisdiction in assessing which estimate is best to use. Below, we highlight
a few benefits and drawbacks of each approach.

Option 1: EPA’s 2022 Draft Estimates

EPA’s draft estimates, which it released in November 2022 for public comment, reflect the most
recent update to the social cost of carbon from the U.S. government. The estimates recently
underwent peer review and are expected to be finalized in 2023 or 2024.

31 U.S. ENV’T PROT. AGENCY, EPA EXTERNAL REVIEW DRAFT OF REPORT ON THE SOCIAL COST OF GREENHOUSE
GASES (2022) [hereinafter EPA EXTERNAL REVIEW].

32 MAUREEN CROPPER ET AL., FINAL COMMENTS SUMMARY REPORT: EXTERNAL LETTER PEER REVIEW OF
TECHNICAL SUPPORT DOCUMENT: SOCIAL COST OF GREENHOUSE GAS (2023) [hereinafter FINAL COMMENTS
SUMMARY REPORT].

33 N.Y. DEP’T OF ENV’T CONSERVATION, ESTABLISHING A VALUE OF CARBON: GUIDELINES FOR USE BY STATE
AGENCIES (revised May 2022) [hereinafter N.Y. ESTABLISHING A VALUE OF CARBON]; N.Y. DEP’T OF ENV’T
CONSERVATION, APPENDIX: ANNUAL SOCIAL COST ESTIMATES: 2023 UPDATE, NY'S VALUE OF CARBON GUIDANCE
2 thl.A1 (2023), https://www.dec.ny.gov/docs/administration_pdf/vocapp23.pdf [hereinafter N.Y. 2023 UPDATE].
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EPA’s estimates reflect the latest available climate science and economics, following the
roadmap laid out in 2017 by the National Academies of Sciences. The estimates have drawn
support from a wide range of experts®* and were recently adopted by both the State of
Minnesota®® and Canada’s environmental agency.3® Both in its use of discount rates and climate
science, EPA’s draft estimates reflect the most recent data and are broadly consistent with expert
opinion. Ir;7fact, peer reviewers who assessed EPA’s analysis broadly praised its methodology
and work.

Because EPA’s estimates have not been finalized as of September 2023, however, they are
subject to change and are not in widespread use. Their use has also not yet been subjected to
judicial review.

While EPA’s valuations are the highest to date of any U.S.-government estimates, they are still
believed to underestimate the true costs of GHG emissions because they omit some key damage
categories such as impacts from wildfires, stronger storms and inland flooding, and ocean
acidification and do not include climate tipping points (like the potential collapse of the Atlantic
Ocean current).3® Nonetheless, because they incorporate the latest science and economics, EPA’s
valuations are considered the most reliable of the available options.

EPA provided three valuations—at near-term discount rates of 1.5%, 2%, and 2.5%— annually
extending out to 2080. They are rounded to the nearest $10. EPA’s selection of a 2% near-term
discount rate as its central estimate represents a step forward from the Interagency Working
Group’s approach, as expert consensus increasingly holds that the proper discount rate for
intergenerational analysis is 2% or lower.

Table 2: EPA 2022 Draft Estimates (2020$ per metric ton of CO2)%

Year of Emissions 2.5% Discount Rate | 2% Discount Rate 1.5% Discount Rate
(central estimate)
2020 120 190 340
2025 130 210 360
2030 140 230 380
2040 170 270 430
2050 200 310 480
2060 230 350 530
2070 260 380 570
2080 280 410 600

34 See FINAL COMMENTS SUMMARY REPORT, supra note 32.

35 Minn. Stat. § 216B.2422(3)(b). Minnesota’s statute requires the state’s Public Utilities Commission to apply
EPA’s 2022 draft estimates for now and then to apply EPA’s final estimates when they become available.

% Social Cost of Greenhouse Gas Emissions—Interim Updated Guidance for the Government of Canada,
Government of Canada, https://www.canada.ca/en/environment-climate-change/services/climate-change/science-
research-data/social-cost-ghg.html (last modified Apr. 20, 2023).

37 FINAL COMMENTS SUMMARY REPORT, supra note 32.

38 EPA EXTERNAL REVIEW, supra note 31, at 73 (listing unquantified impacts).

3 Valuations for each multiple-of-ten year (2020, 2030, etc.) are presented in id. at 3 tbl.ES.1. Valuations for the
year 2025 and presented in id. at 120 tbl.4.2.1 and were rounded for presentation in this report.
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In short, EPA’s valuations are the most up-to-date among the existing options—and therefore,
unsurprisingly, are the highest. Yet they remain subject to change and, as of this filing, are not in
widespread use. Because these estimates use lower discount rates than agencies often use, or
require regulated entities to use, in cost-benefit analysis, adopting these more up-to-date
constructs may require concurrent changes in existing cost-benefit analysis frameworks to ensure
consistency.

Pros
e Most up-to-date and reliable valuations among the existing options
e Likely to be finalized soon by the federal government
e Follow the 2017 roadmap from the National Academies of Sciences and widely praised
by expert peer reviewers
e Extend emissions timeline out to 2080—thirty years beyond the other options
e Likely to be updated in an iterative fashion in the future as more damages are added

Cons
¢ Not final and remain subject to change
Not in widespread use or specifically upheld by any court
Could require state agencies to modify existing cost-benefit analysis frameworks to
conform with new, lower discount rates

Option 2: New York’s 2020 Estimates

In 2020, New York’s Department of Environmental Conservation established its own valuations
of the social cost of carbon for use in state policy.*° Since publishing these estimates, New York
has applied them in various contexts.** Vermont has also adopted New York’s estimates to use in
its own state regulatory activities.*

New York’s valuations apply the same essential methodology used to create the federal
Interagency Working Group estimate (discussed below as Option 3). However, New York made
one key improvement on the Working Group’s methodology: it adjusted the discount rates used
by the Interagency Working Group—which used 2.5%, 3%, and 5%—to 3%, 2%, and 1%.®
New York’s approach to discounting is consistent with the best available science, which supports
lower discount rates for measuring climate damages than the Interagency Working Group had

40N.Y. ESTABLISHING A VALUE OF CARBON, supra note 33.

4L E.g., Notice of Adoption, Advanced Clean Car (ACC) Standards, N.Y. Reg., Aug. 23, 2023, at 4,
https://dos.ny.gov/system/files/documents/2023/08/082323.pdf.

42 See VT. CLIMATE COUNCIL, INITIAL VERMONT CLIMATE ACTION PLAN 52-55 (2021) (adopting New York’s
estimates) [hereinafter INITIAL VERMONT CLIMATE ACTION PLAN]; VT. DEP’T OF ENV’T CONSERVATION,
SUPPLEMENTAL INFORMATION FOR VERMONT’S LOW EMISSION VEHICLE AND ZERO EMISSION VEHICLE PROPOSED
RULES 5-6 (2022) (applying those estimates in rulemaking) [hereinafter VERMONT SUPPLEMENTAL INFORMATION].
3 N.Y. ESTABLISHING A VALUE OF CARBON, supra note 33, at 17-20.
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used.** In fact, New York’s central rate of 2% is identical to what EPA used (see Option 1). As
with EPA’s numbers, using these lower discount rates may require states to make concurrent
changes to other aspects of their analysis.

New York provided all three estimates annually going out to 2050. Those valuations are as
follows:
Table 3: New York’s 2020 Estimates (2020$ per metric ton of CO2)*

Year of Emissions 3% Discount Rate 2% Discount Rate 1% Discount Rate
(central estimate)

2020 53 125 421

2025 59 134 433

2030 64 142 446

2040 76 160 469

2050 88 178 493

In short, New York’s numbers reflect an improvement over the Interagency Working Group
valuations but are not as comprehensive or up-to-date as EPA’s draft estimates. And although at
least one other state is now relying on New York’s figures,*® their use outside New York is
limited compared to the federal approaches. On the whole, moreover, New York’s valuations are
considered underestimates—even more so than EPA’s 2022 draft valuations.*’

Pros
e Updates the discount rates consistent with the best available economics, resulting in
estimates that are closer to the true value than the Working Group’s valuations
e Track record of use by New York and elsewhere in state regulatory processes

Cons
e Limited use outside New York
e Believed to underestimate the true costs of climate change
e Could create analytical inconsistency if combined with higher discount rates

Option 3: Interagency Working Group’s 2016 Estimates

The federal Interagency Working Group first developed its social cost of carbon estimates in
2010. It updated those estimates in 2013 and, most recently, in 2016.%8 In 2021, the Interagency

44 See INTERAGENCY WORKING GRP., supra note 25, at 21 (endorsing discount rates of “2 percent and lower . . .
when discounting intergenerational impacts™); Peter Howard & Jason A. Schwartz, Valuing the Future: Legal and
Economic Considerations for Updating Discount Rates, 39 YALE J. ON REG. 595, 616-24 (2022).

5 These valuations are presented at N.Y. 2023 UPDATE, supra note 31, at 2 thl.Al.

46 See INITIAL VERMONT CLIMATE ACTION PLAN, supra note 42, at 52-55; VERMONT SUPPLEMENTAL INFORMATION,
supra note 42, at 5-6.

47 Compare Table 2 with Table 3.

48 INTERAGENCY WORKING GRP., supra note 25, at 2-3.
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Working Group readopted its 2016 estimates on an interim basis and adjusted them for inflation
to 2020 dollars.*® (The 2021 update also endorsed the use of higher social cost of carbon
valuations, but did not provide such valuations.)

The Interagency Working Group valuations have been widely applied by the federal government
and numerous states, serving as the default climate-damage estimates for most of the past 13
years.%° They have been upheld in federal court®! and subject to extensive agency and expert
review including a public comment period.>?

However, the Interagency Working Group valuations are quite conservative and are now largely
considered outdated. In its 2021 update, the Interagency Working Group acknowledged that its
valuations were substantial underestimates due to the use of high discount rates and the failure to
incorporate the latest climate science and economics.>® Key stakeholders including the National
Academies of Sciences for years to have been calling for an update to the Working Group’s
approach.

The Interagency Working Group provided all four estimates annually going out to 2050. It does
not suggest any particular estimate as a “central estimate,” instead recommending that agencies
consider the full range of values (while also endorsing the use of higher valuations using lower
discount rates, such as New York’s numbers presented above). Those values are as follows:

Table 4: Interagency Working Group’s 2016 Estimates (2020$ per metric ton of CO2)

Year of 5% Discount 3% Discount 2.5% Discount | 3% Discount
Emissions Rate Rate Rate Rate, 95%
Damages

2020 14 51 76 152

2025 17 56 83 169

2030 19 62 89 187

2040 25 73 103 225

2050 32 85 116 260

In short, the Interagency Working Group’s valuations are the most widely adopted and have
withstood judicial review. However, they are now widely regarded as outdated and very

4 1d. at 5n.3.

50 peter Howard & Jason A. Schwartz, Think Global: International Reciprocity as Justification for a Global Social
Cost of Carbon, 42 CoLuMm. J. ENV’T L. 203, 270-84 (2017) (listing all uses at the federal level through mid-2016);
States Using the SCC, Inst. For Pol’y Integrity, https://costofcarbon.org/states.

51 Zero Zone v. Dept. of Energy, 832 F.3d 654, 679 (7th Cir. 2016); see also California v. Bernhardt, 472 F. Supp.
3d 573 (N.D. Cal. 2020) (rejecting Trump administration valuations that deviated from the Working Group’s
approach).

52 INTERAGENCY WORKING GRP., supra note 25, at 3 (noting that Working Group estimates have been “subject to
public comment in the context of dozens of proposed rulemakings as well as in a dedicated public comment period
in 2013”).

53 1d. at 4 (recognizing that the Working Group’s estimates “underestimate societal damages from [greenhouse gas]
emissions”). Compare Table 3 with Table 4 (showing that EPA’s updated draft estimates are much larger than the
Working Group’s estimates).

% These valuations are presented in INTERAGENCY WORKING GRP., supra note 25, at 5 tbl.ES-1.
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conservative underestimates. States should therefore be wary of adopting the Working Group’s
valuations, and any that apply the Interagency Working Group’s valuations should follow the
practice of several states that place greater weight on the higher end of the range (i.e., the values
that use a 2.5% discount rate®® or a 3% discount rate and 95" percentile damage estimate®®).

Pros
e Widely adopted by federal and state regulators since 2010
e Has withstood judicial review and been subject to peer review
e Based on the best available science at the time of its development
e Represents more climate impacts than EPA’s 2022 draft update

Cons
e Severely understates total climate damages
e Does not incorporate more recent climate science and economics
o Likely to be replaced soon at the federal level

3. The Board should adopt one of the more current estimates now available, or at a
minimum commit to adopting the EPA’s new estimates once those are finalized

States and other entities adopting the social cost of carbon have three principal options while the
federal government updates its valuation. Each option has pros and cons that generally reflect a
tradeoff between accuracy and precedence. EPA’s 2022 draft estimates reflect the best available
science and economics, but they remain unfinalized and have not yet been widely adopted. In
contrast, the Interagency Working Group’s 2016 estimates are now considered outdated and very
conservative, but they have also been widely adopted and judicially upheld. New York’s 2020
estimates reflect a middle ground between these two federal estimates.

As the issue remains in flux, policymakers should consider the needs and dynamics of their
jurisdiction in assessing which estimate is best to use. Whatever value is selected, however,
policymakers should recognize that this value is likely an underestimate and therefore should
provide a floor—not a ceiling—for climate policy. This is particularly true for the Interagency
Working Group’s estimates. For a more thorough discussion of how state policymakers can use
the social cost of carbon, see Policy Integrity’s report, The Social Cost of Greenhouse Gases: A
Guide for State Officials,®” which is appended to these comments as Attachment 1.

%5 4 CoLo. CoDE REGs. § 723-4:4528 (requiring Colorado Public Utilities Commission to apply a 2.5% or lower
discount rate for the social cost of carbon); WASH. ADMIN. CODE § 194-40-100 (requiring Washington state utilities
to use the Working Group’s valuation at 2.5%, or higher values).

%6 Cal. Pub. Utils. Comm’n Docket No. 14-10-003, Decision Adopting Cost-Effectiveness Analysis Framework
Policies for All Distributed Energy Resources at 41-42, (May 21, 2019) (using the Interagency Working Group’s
3% central estimate and 3% high-damages estimate).

57 JUSTIN GUNDLACH & ILIANA PAUL, INST. FOR POL’Y INTEGRITY, THE SOCIAL COST OF GREENHOUSE GASES: A
GUIDE FOR STATE OFFICIALS (2022).
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In any case, regardless of what valuation the Board selects now, the Board should adopt EPA’s
new valuations once it finalizes those estimates (if not sooner). This finalization is expected in
2023 or 2024.

D. A Clean Heat Standard may be a useful input to planning, but must not be
conflated with gas system planning

Executive Order 317 requires that the gas planning process to be undertaken by the BPU
consider the usefulness of a Clean Heat Standard, a model that has been adopted in some states
that are contemplating the future of natural gas. Based on the versions of this model already
being promulgated, a Clean Heat Standard appears to be analogous to a Renewable Portfolio
Standard. It would require gas utilities (or potentially other heating fuel providers) to ensure that
a share of their heating service be provided using clean resources, with such share increasing
over time. Benefits of such a standard are reputed to include flexibility for fuel providers as well
as customers, and potential opportunities for market mechanisms to help minimize the costs of
transitioning customers to lower-emitting heating sources. Multiple stakeholders who spoke at
the Technical Conference expressed support for the Clean Heat Standard as a useful mechanism
for New Jersey.

However, whatever benefits a Clean Heat Standard might offer to New Jersey, it would not
provide a substitute for planning for the decarbonization of the natural gas system. As a
definitional matter, it would address only one use of natural gas, not the holistic problem of
decarbonizing a system that serves a wide variety of end uses including electric generation. More
specifically, because a Clean Heat Standard would be stated in terms of meeting percentage of
heating need using clean resources, eligible resources might include some that leave customers
dependent on natural gas (albeit in smaller quantities) to meet their heating needs, and could thus
undercut any possibility of pruning the gas system itself in future years — a measure that may or
may not exist, but whose importance can only be evaluated as part of a system planning exercise.
When a later phase of this proceeding grapples with key empirical questions about the present
and future of the natural gas system and its emissions impacts, the realistic short and long-term
impacts of a hypothetical Clean Heat Standard will need to be modeled as a scenario or pathway,
and evaluated for consistency with achieving statewide GHG reductions goals in a cost-effective
manner.

V. The Board should carefully analyze GHG emissions impacts, costs, and
feasibility at scale of proposed solutions, including alternative fuels

During the technical conference, alternative fuels such as renewable natural gas and hydrogen
were discussed. The Board must closely scrutinize claims that GHG reductions on the scale New
Jersey requires can in fact be achieved by introducing renewable natural gas and hydrogen into
the gas system, at lower cost than other, more proven GHG reduction pathways. The Board must
ensure that such proposals be vetted using a gas planning framework that requires open and
transparent data modeling across all inputs, and must set an expectation that inputs will align
with up-to-date science and economics.
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A. Renewable Natural Gas

It is essential that BPU’s framework for planning require open, transparent, and sound science
and economics, including emissions accounting.

To that end, any potential reductions in overall GHG emissions impacts associated with
replacing a portion of the geologic natural gas with methane from sources other than geologic
formations must be analyzed with integrity, as well as attention to the fact that global warming
impacts are indifferent to the location at which GHG emissions occur. Burning a given quantity
of methane, irrespective of its sourcing, always results in the same amount of carbon dioxide
emissions. As noted in section I1.A of these comments, New Jersey’s GHG emissions inventory
does not account for out-of-state upstream emissions associated with natural gas, but those
emissions affect New Jersey’s climate just as much as in-state emissions; indeed, because
burning methane results in the same carbon dioxide emissions regardless of the methane source,
the concept of achieving emissions reductions by substituting renewable natural gas for
conventional natural gas necessarily relies on possible differences in lifecycle emissions.
Therefore, to conclude that burning a quantity of renewable natural gas would result in less
global warming impact than burning the same quantity of conventional natural gas, the lifecycle
GHG emissions impacts of each of those fuels would need to be rigorously assessed and
compared. This analysis would need to consider, inter alia, emissions impacts associated with
extraction or production of each fuel, as well as emissions impacts associated with transporting
the fuel to its point of use, including any leakage.

The global warming potential of renewable natural gas is highly sensitive to its particular
sourcing, so analysis that is attributable to one source of renewable natural gas cannot be
imputed to another.®® Moreover, by their nature, certain pathways for sourcing renewable natural
gas (e.g., renewable natural gas from biogas arising from wastewater in New Jersey) can result
only in a limited quantity of methane, above which scaling would not be possible.>® As such, any
proposals to rely on renewable natural gas from such pathways must account for the limited
availability of those particular resources. Substitutions or blends that rely heavily on scarce
alternative fuels cannot provide a foundation for solutions that are expected to operate on a larger
scale than their availability would justify, such as the scale of the natural gas distribution system
as a whole. Moreover, scrutiny of proposals to use such limited supplies even at a small scale
must consider the fact that sectors other than building heating may seek to make use of this same
limited supply of fuel.

B. Hydrogen

%8 See generally S. Rai et al., Comparative Life Cycle Evaluation of the Global Warming Potential (GWP) Impacts
of Renewable Natural Gas Production Pathways, 56 ENV’T SCI. & TECH. 7373 (June 21, 2022),
https://pubs.acs.org/doi/epdf/10.1021/acs.est.2c00093.

%% The United State Environmental Protection Agency has estimated that the total biogas potential from wastewater
is about 1 cubic foot of digester gas per 100 gallons of wastewater. See Renewable Natural Gas Production, U.S.
Dep’t of Energy, https://perma.cc/KMB2-BAPJ.
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Whether a shift to hydrogen blending would reduce the climate impacts of the existing system,
and by what extent, depends on the lifecycle emissions of the hydrogen.®°

This section does not address issues specifically resulting from the implications of blending
hydrogen with methane for delivery to end users, such as the need to replace pipelines to prevent
leakage or the ability of home appliances to use blended fuel. Instead, it focuses on the climate
impacts of hydrogen.

The extent to which blending hydrogen with natural gas could reduce the total emissions
intensity of the natural gas system will depend on the emissions associated with the hydrogen,
and how those emissions compare with the emissions associated with the natural gas that the
hydrogen partially displaces.®! Although hydrogen produces no GHG emissions upon
combustion (or use in a fuel cell),%? the fuel’s lifecycle emissions are highly sensitive to how it is
produced and transported. The stakes are high, in terms of hydrogen’s usefulness for
decarbonizing the natural gas system, especially to the extent the Board is focused on that
system’s role in building heating; for example, some hydrogen production pathways can result in
a heating fuel that has a significantly higher GHG footprint than conventional natural gas.%

The discussion of hydrogen’s lifecycle emissions tends to divide its lifecycle emissions into two
categories: production emissions and hydrogen leakage. Production emissions includes the
emissions from the hydrogen-production process; namely, the emissions from any electricity
usage during production and the upstream leakage of chemical feedstocks (i.e., methane).
Because the discussions related to hydrogen-based solutions at the Technical Conference did not
include any discussion about the amount by which gas system emissions could be reduced by
blending hydrogen with natural gas (including any specific claims about the emissions intensity
of hydrogen), an empirical evaluation of the GHG impacts of those proposals is not feasible at
this phase. The discussion that follows articulates the limited circumstances under which
hydrogen might be a fuel with zero, or near-zero, lifecycle emissions.

In Section 1 below, these comments explain that the only hydrogen-production method with zero
production emissions is electrolytic hydrogen powered by zero-emissions generation resources
(e.g., renewables or nuclear). To treat hydrogen as a non-emitting fuel, the Board would need to
implement rigorous verification procedures with respect to any hydrogen was produced via a
grid-connected electrolyzer. Otherwise, it would be easy erroneously claim zero or low
production emissions for high-GHG hydrogen. Because the verification protocols needed to
ensure that hydrogen that is to be relied upon for emissions avoidance is in fact non-emitting
comprise a complex, highly technical undertaking that is somewhat removed from the high-level
discussion of natural gas planning taking place at this initial phase of this proceeding, we have

60 See generally R. Howarth & M. Jacobson, How green is blue hydrogen?, 9 ENERGY ScI. & ENG’G 1676 (Oct.
2021).

81 For a general discussion of such a comparison, see, e.g., THOMAS KOCH BLANK ET AL., RMI, HYDROGEN REALITY
CHECK NUMBER 1: HYDROGEN IS NOT A SIGNIFICANT WARMING RISK (May 9, 2022), https://perma.cc/RSA7-DX36.
62 Burning hydrogen, however it is produced, results in NOx emissions that cause asthma and asthma attacks, and
possibly other health impacts. U.S. EPA, INTEGRATED SCIENCE ASSESSMENT (ISA) FOR OXIDES OF NITROGEN—
HEALTH CRITERIA Ixxxvii (2016). People of color and those with low socioeconomic status already face increased
exposure to NOx, id., so burning hydrogen at power plants implicates environmental justice concerns.

83 See generally Howarth & Jacobson, supra note 60.
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appended comments from another proceeding that explain the requisite protocols in detail. In
Section 2, we discuss the second category of hydrogen’s lifecycle emissions: leakage of
hydrogen throughout the supply chain. Because hydrogen is itself an indirect GHG, this leakage
would decrease the magnitude of any improvement it might present compared to methane from
geological sources.

Our recommendations present a flexible framework for evaluating whether any hydrogen would
be a zero-emissions resource, or identifying the magnitude of emissions associated with
hydrogen.

1. Zero-emissions hydrogen requires zero production emissions

Green hydrogen (i.e., hydrogen produced from electrolysis powered by renewable resources) and
hydrogen produced via electrolysis powered by other zero-emissions resources (such as nuclear)
do not induce any production emissions.® In contrast, other methods of hydrogen production are
currently associated with high GHG emissions. While it is relatively straightforward to verify
whether an off-grid electrolyzer is powered by zero-emissions electricity, this inquiry becomes
more challenging for grid-connected electrolyzers. Accordingly, rigorous verification protocols
would be necessary before any hydrogen produced at a grid-connected electrolyzers could be
considered zero-emissions.

a. The only hydrogen that currently induces no production emissions
is electrolytic hydrogen powered by zero-emissions electricity

Of the multiple ways to produce hydrogen today, only electrolysis powered by zero-emissions
electricity produces no GHG emissions.® The next cleanest major method is steam methane
reforming/auto-thermal reforming (SMR/ATR) with greater than 90% carbon capture and
storage (CCS).% These processes involve extracting hydrogen from methane using chemical
processes that release CO; as a byproduct.®” They have production emissions of approximately
2.5-6 kg COe/kg H2.%8 This total represents a combination of CO; directly released during
SMR/ATR and upstream emissions of the methane feedstock from which the hydrogen is
produced (e.g., fugitive emissions of methane during extraction, transportation, and storage). ®°
As such, even if 100% CCS were achieved for SMR/ATR, the resulting hydrogen would have
production emissions from associated upstream methane leakage. Without CCS, SMR/ATR has
a carbon intensity of at least 10 kg COze/kg H.." Using fossil fuels to power electrolysis is even
more emissions-intensive: 22—-24 kg COe/kg Ha for natural gas (without even accounting for
upstream methane emissions) and 51-56 kg CO.e/kg H: for coal.”

64 U.S. DEP’T OF ENERGY, PATHWAYS TO COMMERCIAL LIFTOFF: CLEAN HYDROGEN 10 fig.2 (2023),
https://perma.cc/7U99-J28P [hereinafter DOE HYDROGEN LIFTOFF REPORT].

5 1d.

% 1d.

71d.

88 1d.

9 1d.

d.

"1 See THOMAS KOCH BLANK & PATRICK MOLLY, RMI, HYDROGEN’S DECARBONIZATION IMPACT FOR INDUSTRY 5
(2020), https://perma.cc/T3XH-9DSQ (“Producing one kilogram of hydrogen with electrolysis requires 50-55 kWh
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In 2022, less than 1% of hydrogen was produced via electrolysis powered by zero-emission
resources; less than 5% was produced through SMR/ATR with greater than 90% CCS; and
approximately 95% was produced with SMR/ATR without CCS."?

In sum, the Board’s scrutiny of utility proposals to rely on hydrogen as a partial substitute for
methane must be informed by the fact that most hydrogen has production emissions. The only
hydrogen that achieves zero production emissions would be hydrogen produced via electrolysis
powered by zero-emissions resources.

b. Verification protocols are necessary to determine whether grid-
connected electrolyzers cause zero production emissions

In principle, electrolytic hydrogen produced via zero-emissions electricity results in zero
production emissions, but, in practice, it can be difficult to determine whether a grid-connected
electrolyzer can fairly be described as running on zero-emissions electricity. (The same
attribution problem does not exist for the simpler case of an off-grid electrolyzer powered by
dedicated zero-emissions resources.) Accordingly, the Board would need to promulgate
verification protocols before any electrolytic hydrogen from a grid-connected electrolyzer could
be considered to have zero production emissions (or even to measure the emissions intensity of
hydrogen that was not purported to be zero-emissions). Otherwise, electrolytic hydrogen with
high production emissions might reduce or even eliminate any potential emissions advantage of
hydrogen compared to natural gas.

These verification protocols should follow a marginal-emissions approach, meaning the
electrolyzer would be held responsible for the emissions that it actually causes through its power
consumption from the local grid. Under a marginal-emissions approach, grid-connected
electrolytic hydrogen production does not cause any production emissions when the “marginal”
resource on the local grid is zero-emissions. The marginal emissions rate is zero when and where
zero-emissions resources are being curtailed or when the entire grid is zero-emissions.

Further, the Board should accommodate electrolyzers that use power purchase agreements
(PPASs) or contracts for renewable energy certificates (RECs) to avoid their emissions—»but only
in combination with necessary safeguards. PPAs and RECs would allow electrolyzers to
effectively decouple their emissions from those of the marginal generator on the local grid by
paying for zero-emissions generation. These mechanisms and their attendant safeguards are
irrelevant for electrolyzers operating on zero-emissions grids, because there would be no
emissions for electrolyzers to avoid using PPAs or RECs.

For a detailed explanation of what sound verification protocols for zero-emissions hydrogen
would entail, we refer you to pages 11-19 of comments Policy Integrity recently filed in a

of electricity. This power consumption leads to indirect CO, emissions, the level of which varies according to the
sources of electricity used.”); Frequently Asked Questions, U.S. ENERGY INFO. ADMIN., https://perma.cc/6DJ6-2C77
(providing the CO; intensity per kWh for natural gas and coal plants).

2 DOE HYDROGEN LIFTOFF REPORT, supra note 64, at 10 fig.2.
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proceeding before the New York Public Service Commission, appended hereto as Attachment
2.73

2. The Board must consider the climate impacts of leaked hydrogen

Even if the proper verification protocols for grid emissions were in place, electrolytic hydrogen
produced via zero-emissions electricity may still not be emissions-free because of hydrogen
leakage. Although hydrogen is not scientifically classified as a GHG, leaked hydrogen indirectly
contributes to climate change by increasing the atmospheric lifetime of methane and ozone.”
One recent study estimated the GWP20 of hydrogen at 37.3, indicating that hydrogen causes
37.3 times as much warming over a 20-year period as an equal mass of CO,.” Accordingly, if
electrolytic hydrogen produced via zero-emissions electricity were associated with a leakage rate
of approximately 6.7%, it would cause more warming than the cleanest SMR/ATR hydrogen
with 90% CCS does via CO2 and methane emissions.”® There are relatively few empirical studies
of hydrogen leakage rates, especially for emerging hydrogen technologies and end uses, but one
survey of the literature concludes that 4% of electrolytic hydrogen may escape during
production, another 2% could escape during transportation and storage, and another 3% may leak
durir;g end-use at the turbine.”” These leaks are driven in part by hydrogen’s small molecular
size.

3 Attachment 2 omits the attachments that were appended to those comments as filed with the New York Public
Service Commission.

4 New Source Performance Standards for Greenhouse Gas Emissions from New, Modified, and Reconstructed
Fossil Fuel-Fired Electric Generating Units; Emission Guidelines for Greenhouse Gas Emissions from Existing
Fossil Fuel-Fired Electric Generating Units; and Repeal of the Affordable Clean Energy Rule, 88 Fed. Reg. 33,240,
33304, 33306 (proposed May 23, 2023).

5 Maria Sand et al., A Multi-Model Assessment of the Global Warming Potential of Hydrogen, 4 COMMC’NS EARTH
& ENV'T 1, 5 (2023).

6 As mentioned in Section V.B.1.a, the least-emitting SMR/ATR hydrogen with 90% CCS has production
emissions of 2.5 kg COze/kg Hz. Dividing 2.5 kg COe/kg H2 by the GWP20 of 37.3 kg COe/kg H, yields 6.7%.
Thus, this percentage of hydrogen leakage causes the same amount of warming as the least-emitting SMR/ATR
hydrogen with 90% CCS.

T ZHIYUAN FAN ET AL., CTR. ON GLOB. ENERGY POL’Y, HYDROGEN LEAKAGE: A POTENTIAL RISK FOR THE
HYDROGEN ECONOMY (2022), https://perma.cc/L77T-TYKG.

8 DOE HYDROGEN LIFTOFF REPORT, supra note 64, at 17.
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About This Document

The United States Climate Alliance (USCA) commissioned the Institute for Policy Integrity at New York University
School of Law to produce The Social Cost of Greenhouse Gases: A Guide for State Officials. This document was prepared with
guidance and significant contributions from the USCA Social Cost of Carbon Working Group, which includes staff from
various state government agencies and offices. Not all states in the Alliance participated in this process. This document is
not meant to represent a policy plan for the Alliance or any Alliance states, but is designed to serve as reference for states
as they contemplate utilizing the social cost of greenhouse gases to consider the societal and environmental impacts of

GHG emissions and climate change across relevant policy-making and decision-making processes.

ABOUT THE U.S. CLIMATE ALLIANCE

The United States Climate Alliance is a bipartisan coalition of governors committed to reducing greenhouse
gas emissions consistent with the goals of the Paris Agreement. Smart, coordinated state action can ensure that
the United States continues to contribute to the global effort to address climate change. Each member state
commits to:

«  Reducing collective net GHG emissions at least 26-28 percent by 2025 and 50-52 percent by 2030, both
below 2005 levels, and collectively achieving overall net-zero GHG emissions as soon as practicable, and
no later than 2050.

«  Accelerating new and existing policies to reduce GHG pollution, building resilience to the impacts of
climate change, and promoting clean energy deployment at the state and federal level.

. Centering equity, environmental justice, and a just economic transition in their efforts to achieve their
climate goals and create high-quality jobs.

«  Tracking and reporting progress to the global community in appropriate settings, including when the
world convenes to take stock of the Paris Agreement

UNITED STATES
CLIMATE ALLIANCE
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Executive Summary

tates are at the forefront of efforts to reduce the greenhouse gas emissions that cause climate change. State
officials who aim to consider climate change alongside their other policy and decisionmaking priorities need
tools to help them weigh what potential approaches to a given sector or policy issue would mean for the climate.

In particular, they need to be able to assess the effects of agency actions (or inaction) on activities that emit climate-
altering greenhouse gases in easy-to-understand terms. Such an assessment often involves comparing costs and benefits,
but that comparison is no simple matter. Costs tend to include things like equipment, labor, and financing, most of which
are assigned prices by the marketplace or can readily be valued in several ways, such as through competitive bidding. By
contrast, the benefits of avoiding damage to society from climate change are difficult to value in monetary terms. How
much is marginally greater stability with respect to sea level, global temperature, weather patterns, and other drivers
of climate-related impacts on the economy worth? Without an answer to that question, comparisons of the costs and
benefits of actions aimed at reducing greenhouse gas emissions will be apples-to-oranges. And valuing damages in the
same way as costs can help to justify policy choices logically, legally, and politically.

The Social Cost of Greenhouse Gases (SC-GHG) offers an answer to the question above. It is a set of estimates of how
much damage results, in monetary terms, from the emission of one additional metric ton of carbon dioxide (COZ),
methane (CH,), or nitrous oxide (N,0)."' By indicating the monetary cost to society of releasing greenhouse emissions
into the atmosphere, the SC-GHG makes it possible to say how worthwhile it would be to reduce or altogether avoid
emitting activity—that is, to weigh the benefit of doing so against the costs.

The SC-GHG serves a very specific purpose: it assigns a monetary value to the climate damage done by a marginal
unit of greenhouse gas emissions. It does not value all of the effects, environmental or otherwise, of operating an
emitting facility, driving emitting vehicles, or engaging in other activities that give rise to climate pollution. It does not
indicate whether one approach to a policy goal will be more efficient or cost-effective than another. It just assigns a value
to the climate damages that follow from release into the atmosphere of carbon dioxide, methane, nitrous oxide, and other
greenhouse gases.

Figure ES-1, below, which is discussed in depth in Section 2, provides a visual summary of how the SC-GHG translates
avariety of types of information about the economy, climate, and passage of time into monetary estimates of the damage
done by different greenhouse gases.

! The SC-GHG can also be used to determine the climate damages resulting from emissions of other greenhouse gases. See infra Section 2.3.



Figure ES-1. SC-GHG Components
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As that figure shows, the SC-GHG is the output of a series of modules, each of which draws on diverse inputs. In addition
to depicting how the outputs of one module serve as inputs to the next, ES-1 highlights how key decisions about the
scope of inputs and outputs inform in the SC-GHG’s estimates.

The SC-GHG makes it possible to value greenhouse gas emissions reductions, but making use of the SC-GHG in state-
level policymaking is not simply a matter of doing the math properly. This Guide recognizes that before an agency uses the
SC-GHGQ, it is often necessary to first explain why states should use it, how it can be incorporated into different types of
decisions, and what makes it an economically and legally defensible tool. Those explanations might be demanded by one
or more of several audiences: legislators who will decide how the SC-GHG should inform analyses and decisions; agency
staff who will be asked to incorporate the SC-GHG into analyses and decisions; regulated industries that are directly
affected by climate-oriented policy changes; the public; and courts. This Guide is intended to support explanations to
these various audiences, in part by providing examples of the SC-GHG’s application in different contexts.

This Guide is divided into four main sections.

1. Introduction describes the SC-GHG’s intellectual and institutional origins and briefly summarizes how states have
applied it to date.

2. Key Concepts and Features describes the SC-GHG’s component parts and logic. It also notes the SC-GHG’s limitations

and responds to common criticisms of its derivation or application.

3. Legal Authority frames the SC-GHG in a legal context, describing the metes and bounds of agency authority—or
obligation—to apply it to particular analyses or decisions.

4. Applications categorizes and describes a variety of analyses and decisions in which the SC-GHG can be applied. This
section draws on numerous examples of state and federal agency action.

This Guide will be updated to reflect two types of changes: Section 2 will be updated consistent with changes made to
the SC-GHG by the federal Interagency Working Group; and Section 4 will be updated periodically as states apply the
SC-GHG in new ways.



Glossary and Abbreviations

These phrases and terms appear in the guidebook and referenced materials.

Circular A-4 — Guidance document created by the federal Office of Management and Budget that instructs federal
agencies on how to conduct cost-benefit analysis in regulatory settings, including by discussing discount rates and
geographic scope.

CO, - Carbon dioxide
CO,e — Carbon dioxide equivalent
CH, - Methane

Discount Rate (private) — A rate, often represented as a percentage, that indicates how much a person would need to
be compensated today to receive a dollar amount in the future rather than in the present. Private discounts are limited
by individual/firm myopia that includes private risk premiums as well as returns to market power and externalities and
fails to consider future generations.

Discount Rate (social) — A rate that indicates how much society needs to be compensated tomorrow to receive benefits
in the future rather than in the present. In the climate context, the wider perspective of social discount rates captures
how society should trade off currents costs of greenhouse-gas mitigation against the future benefits of avoided climate
impacts.

Declining Discount Rate Schedule — A set of discount rates that decline over time, so distant future costs and benefits
are discounted at a lower rate than near future costs and benefits.

IWG - The Interagency Working Group on the Social Cost of Greenhouse Gases. The IWG was originally formed in
2009 and called the Interagency Working Group on the Social Cost of Carbon.

MAC - Marginal abatement cost refers to an approach to monetizing greenhouse gas emissions that is based on the cost
of abating the last marginal ton in the context of a specific, binding emissions target.

N, O - Nitrous oxide

OMB -Office of Management and Budget, a federal office responsible for publishing Circular A-4.
SCC - Social Cost of Carbon (carbon dioxide) developed by the IWG.

SC-CH, - Social Cost of Methane developed by the IWG.

SC-CO, - Social Cost of Carbon (carbon dioxide) developed by the IWG.

SC-GHG -Social Cost of Greenhouse Gases developed by the IWG. As of 2021, these social cost estimates exist for
carbon dioxide, methane, and nitrous oxide.

SCM - Social Cost of Methane developed by the IWG.
SCN - Social Cost of Nitrous Oxide developed by the IWG.

SC-N,O - Social Cost of Nitrous Oxide developed by the IWG.
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1. Introduction

ore and more states are working to embed climate change considerations into their policy frameworks. These

efforts center on two primary questions: how do we reduce climate change’s impact on our state? and how

do we reduce our state’s contributions to climate change? This guide helps to answer the second question.
Reducing greenhouse gas emissions will require a sea change of policy planning and implementation, including:
analyzing decarbonization pathways to help establish the need for interventions in various sectors—transportation,
power, buildings, industry—and identify policies capable of meeting that need;' designing new codes and standards to
guide, among other things, energy use in buildings,? efficiently connecting distributed energy resources (like rooftop
solar panels) to the electric grid,’ reducing reliance on sources of short-lived climate pollutants;* and creating protocols
and calculators to tally the emissions expected to result from a given policy, activity, or decision.® Rising to meet these
needs would be easier if states could compare the costs and benefits of different policy options in consistent units. The
Social Cost of Greenhouse Gases (SC-GHG) does just that, and can undergird, complement, and guide the formulation
and application of policies. The SC-GHG is a set of estimates of how much damage results, in monetary terms, from
the emission of one additional ton of carbon dioxide, methane, nitrous oxide, or other greenhouse gases that
contribute to climate change when released into the atmosphere.

This guide is meant to inform and support the use of the SC-GHG by state officials and others. It is divided into four
main sections. The first section introduces the SC-GHG and notes how states have used it to date. The second section
describes what the SC-GHG is, how it was developed, how it was calculated, and why decisionmakers should understand
not only the final numbers but also the SC-GHG development process. The third section provides a general overview
of the legal authority required for a government to use the SC-GHG to inform different types of analyses or decisions.
Finally, the fourth section describes applications of the SC-GHG to policymaking and regulatory decisionmaking in
different types of decision or analysis, and particular economic sectors.

In addition to helping state officials use the SC-GHG, this guide can also help them explain its use to the staft of state
agencies, to regulated industries, to the public, and, if necessary, to courts.

1.1. History of the SC-GHG

The SC-GHG started out as a subject of academic research but has become an integral element of federal policymaking in
the United States. Academic researchers first developed in the 1990s the integrated assessment models (IAMs) on which
the SC-GHG is based.® Those IAMs, which have since undergone multiple rounds of updates and peer review,” estimate
the global economic damages from climate change by tracing relationships among emissions, the Earth’s temperature,
physical planetary systems, and economic effects. More specifically, IAMs make it possible to estimate the cost to society
of each ton of greenhouse gases emitted into the atmosphere.

Governments first began exploring use of the SC-GHG, in one form or another in the early 2000s, when the United
Kingdom considered potential applications of the IAMs to policy planning.* Shortly thereafter, in the United States,
participants in the rulemaking process for emissions standards for light trucks for model years 2008-2011 noted the
British government’s research into how IAMs could be used by agencies to estimate climate damages.” The National
Highway Traffic Safety Administration initiated that rulemaking process in 2003, published a proposed rule in 2005, and
a final rule in 2006."° The final rule was immediately challenged before the U.S. Court of Appeals for the Ninth Circuit,



which, in 2008, rejected the rule because it had failed to estimate the climate benefits of greater fuel efficiency in monetary
terms to match its estimate of the monetary costs to manufacturers.!’ The Bush administration (2001-2008) did not
respond to this decision during its final months in office, but in 2009, then-newly-elected President Obama convened the
Interagency Working Group on the Social Cost of Carbon'? (IWG or Working Group) to develop a uniform social cost
of carbon dioxide value for use by all federal agencies in regulatory analysis."* The Working Group was led by staff at the
Office of Management and Budget (OMB) and Council of Economic Advisers (CEA), and its membership to include
scientific and economic experts from the White House, Environmental Protection Agency (U.S. EPA), and Departments
of Agriculture, Commerce, Energy, Transportation, and Treasury."*

The Working Group initially developed the SC-GHG through a rigorous process and has undertaken several similarly
rigorous updates.'® The SC-GHG values were developed using the three most widely cited IAMs: DICE, FUND, and
PAGE." Model developers include William Nordhaus, who won a Nobel prize for this work,'” and Chris Hope, a lead
author on the Third and Fourth Assessment Reports of the Intergovernmental Panel on Climate Change.'® Their IAMs
used by the Working Group—reflect extensive peer review by economic experts.'” The Working Group’s approach gives
each model’s outputs equal weight to arrive at the SC-GHG.* The inputs to the models are all drawn from peer-reviewed
literature,* and decisions about which inputs to use were also submitted for peer-review.”

The Working Group’s approach to developing and updating the SC-GHG has been transparent and open throughout.
That is, the Working Group has shown its work by releasing technical support documents along with its estimates, and
it has solicited public and expert feedback on draft documents before finalizing its analyses.”> When the Government
Accountability Office examined the Working Group’s 2010 and 2013 processes, it found that they were consensus-based,
relied on sound academic research and modeling, disclosed relevant limitations, and incorporated new information via
public comments and updated research.**

Consistent with the imperative that its work be thorough, transparent, and up-to-date, in 2016 the Working Group asked
the National Academies of Sciences, Engineering, and Medicine (National Academies) to review recent research on
climate modeling and to assess the technical merits and challenges of potential approaches to future updates of the SC-
GHG.” While the National Academies’s interim report advised against conducting an update to the estimates in the
near term to capture changes to a revised element of the IAMs,* it also recommended ways to enhance the presentation
and discussion of uncertainty regarding particular estimates.” The IWG responded to these recommendations in its
2016 technical support document,*® which included an addendum on the social cost of methane and the social cost of
nitrous oxide.”” Consistent with its interim report, National Academies’s final report, issued in January 2017, endorsed
the continued near-term use of the Working Group’s existing social cost estimates based on the DICE, FUND, and PAGE
models, but also contained a roadmap of methodological changes to guide the Working Group when it next updated its
SC-GHG estimates.*

But the Working Group did not have the opportunity to implement the National Academies’s recommendations before
President Trump issued an executive order in 2017 that disbanded it and directed federal agencies to use a revised set
of climate damage estimates. Those estimates assigned far lower values to greenhouse gas emissions, owing to their use
of a higher discount rate and a purportedly “domestic” (rather than global) assessment of climate damages. (Sections
2.1.3 and 2.1.4 explain these features of the SC-GHG in detail.) Because these features departed from the best available
science, federal courts rejected a federal agency decision that relied on the revised estimates: reliance was inconsistent
with the requirements of federal administrative law.>! A 2020 Government Accountability Office report similarly stated
that, due to the Trump executive order directing agencies to apply revised estimates, the federal government was not
“well positioned to ensure agencies’ future regulatory analyses [we]re using the best available science.”*



When President Biden took office, one of his first executive orders reconvened the Working Group and directed it to
update the estimates of the SC-GHG.* The Working Group released interim estimates in February 2021 that were
identical to the 2016 estimates, adjusted for inflation.** The 2021 technical support document acknowledges that new
data is available to support the use of a lower discount rate when calculating the SC-GHG, and advises federal agencies
that they may wish to conduct sensitivity analyses with discount rates below 2.5%.>* The Working Group is expected
to publish a draft technical support document for an updated set of estimates sometime in 2022. As of this writing, the
interim 2021 SC-GHG is considered the best available estimation of the climate damages resulting from a marginal ton
of greenhouse gas emissions; the Working Group’s updated estimate is expected to supersede it as the best available
estimation of those damages.

The SC-GHG is not a carbon tax.

The SC-GHG is a metric that estimates how much economic damage results from a unit of emissions; it is not
a “carbon price,” a fee, or a tax on greenhouse emissions. The SC-GHG can be used to set the level of a fee or
tax charged to emitters, but it does not, on its own, establish a price to be paid for emitting greenhouse gases.

One reason confusion might arise over these categories is that the SC-GHG is sometimes referred to as
a “price on carbon” and is in use by many entities as a “shadow price.”*® But a shadow price does not
necessarily translate to the price actually paid by emitters. It is instead a value used to estimate the damages
from a particular action. Estimation of this sort can be used for planning, accounting, modeling exercises, or
other forms of analysis. It is most often employed within an institution or organization to better understand
which assets or operations are relatively emissions intensive and to plan or stress test in anticipation of policy
changes—whether intra-organizational or imposed from without—that somehow limit emissions volumes.3’

1.2. How States Have Used the SC-GHG to Date

More than a dozen states have applied the SC-GHG over the past decade in analyses that inform policymaking or in
decisions with concrete implications for stakeholders. The table below lists types of applications of the SC-GHG on
the left—that list aligns with the organization of Section 4 of this Guide—and each dot shows that a particular state has
engaged in that application.

Table 1-1. States’ Uses of the SC-GHG to Date

States
Type of Use CA|CO |DE | IL |[ME|MD | MN|NV|NJ|NY|OR|VA|VT|WA

Rulemaking (informational) . . .

"§ 2 Electric Utility IRPs . . . . . . .

:‘2 g\ Gas Distribution System

S S Planning Info. .

S AN "7 <SS N A I N A N N A D e
Grants & Investments o | o .
Procurement .

Resource Compensation . . . . .




The five kinds of cost-benefit analysis indicated in the table (and discussed in Section 4) are: (1) regulatory rulemakings;
(2) integrated resource plans submitted by electric utilities to state utility commissions for review and approval; (3)
planning and decisions about the gas distribution system; (4) multisectoral planning analyses; and (S) land use plans
and decisions. The grey shading of the “land use plans and decision” row indicates that no state has, so far, clearly applied
the SC-GHG in that context.

The table details five additional uses of the SC-GHG beyond cost-benefit analysis. Grants and investments involve
allocating funds based in part on a showing that the resulting program or infrastructure will reduce greenhouse gas
emissions relative to an alternative or baseline. Procurement refers to the purchasing of assets by government agencies for
their own use. Penalties refers to civil or administrative penalties that might be meted out by any agency with enforcement
authority. As the gray shading indicates, no state agency has yet clearly incorporated the SC-GHG into its calculation
of the penalty to be paid for some violation that had an impact on the climate. Royalties refers to payments due to a
property owner upon the extraction of a mineral resource from under its land. Here again, no state has yet applied the
SC-GHG to its specification of the royalty payments it is owed by an extractive industry. Finally, resource compensation
refers to payment to the owner of a resource for performing a function without generating emissions. The best known
example is the zero emissions credits paid to nuclear generators not for electricity but for the emissions their generation
of electricity avoids

New York’s Value of Carbon

New York State’s Climate Leadership and Community Protection Act, enacted in 2019, directs the state’s
Department of Environmental Conservation, in consultation with the state’s Energy Research and Development
Authority, to “establish a social cost of carbon for use by state agencies.” After reviewing options and relevant

research,* those agencies issued guidance (not a regulation) in December 2020*—that is, before the Biden
Administration’s Working Group on the Social Cost of Greenhouse Gases (Working Group) issued its Interim
SC-GHG in February 2021. The December 2020 guidance recommends following the lead of the Working
Group in most respects but not all. Its most important departure relates to discount rates*' —a feature of the SC-
GHG explained in Section 2.1.4 of this Guide. That departure results in SC-GHG values that are significantly
higher than those recommended to federal agencies by the Working Group in 2016 and again in 2021.

Different states’ uses of the SC-GHG are tracked on the Cost of Climate Pollution website.** Section 4 discusses a variety
of examples of SC-GHG applications by agencies in these states, as well as uses by federal agencies. As those examples
reflect, there are clear patterns across different states, but also a great deal of diversity and idiosyncrasy.

1.3. Quantifying Greenhouse Gas Emissions—A Prerequisite
Analytical Step

The SC-GHG translates a quantity of greenhouse gas emissions into a monetary value.* That translation enables the
comparison of quantities whose relative significance is difficult to weigh. For instance, purchasing and installing an
electric heat pump in a home to replace a fossil-fuel-fired furnace comes at a cost—materials and labor—that is dissimilar
to the benefit of the greenhouse gas emissions avoided by heating with electricity instead of fuel oil or methane gas.
Putting both those costs and benefits into monetary terms makes it possible to determine whether this replacement will
be net beneficial to society. Of course, comparing those costs and benefits requires first determining how many tons of
greenhouse gases are emitted as a result of using the furnace and the heat pump.



Several factors can make it challenging to estimate the changes in emissions that result from a given policy intervention,
and assessing a set of policy interventions can be harder still. Efforts by researchers and government officials to overcome
these challenges have yielded a great many studies and tools,* some of which are listed on a website maintained by the
U.S. Environmental Protection Agency (EPA).* EPA also hosts an emissions calculator webpage that convert units of
fuel to emissions and vice versa, which is useful for identifying emissions factors for fuels and types of usage.*® In general,
while many of the emissions quantification tools that are publicly available embody sound methodologies and can yield
technically defensible results, there is not, as of yet, a unified and standardized rubric for emissions accounting.

Although this document does not present guidance on how to quantify emissions, it does discuss potential legal risk
arising from emissions quantification being unavailable, partial, or hard to verify in Section 3.4.
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See, e.g., OFF. OF GOVERNOR JARED PoL1s, COLORADO
GREENHOUSE GAS POLLUTION REDUCTION ROADMAP
(2021), https://energyoffice.colorado.gov/climate-energy/
ghg-pollution-reduction-roadmap; N.J. Bp. Pus. UTILS. ET
AL., NEW JERSEY ENERGY MASTER PLAN: PATHWAY TO
2050 (2019), https://nj.gov/emp/docs/pdf/2020_NJB-
PU_EMP.pdf; ENERGY & ENV'T ECONOMICS, PATHWAYS
TO DEEP DECARBONIZATION IN NEW YORK STATE (2020),
https://www.nyserda.ny.gov/-/media/files/edppp/energy-
prices/energy-statistics/2020-06-24-nys-decarbonization-
pathways-report.ashx.

See, e.g., Dep’t of Energy, Off. of Energy Efficiency & Renew-
able Energy, Building Energy Codes Program: Determinations,
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2. Key Concepts and Features

his section is meant to help users of the Social Cost of Greenhouse Gases (SC-GHG) understand the tool’s key

features and limitations. It proceeds in four main subsections. The first subsection describes the components of the

SC-GHG itself, including modeling and discount rates. The second explains differences between the SC-GHG,
which estimates the damage caused by each additional ton of greenhouse gas emissions, and the marginal abatement cost
approach, which estimates how much it would cost to reduce greenhouse gas emissions by a ton. This subsection notes
that each approach is appropriate in certain situations and that the two can function as analytical complements. The
third subsection discusses the valuation of greenhouse gases for which the Working Group does not yet have estimates,
such as CFCs, HFCs, and other refrigerants. And the fourth walks through common criticisms of the SC-GHG and the
estimation of climate damages more generally. Some of those criticisms tend to come from academics and researchers
working to improve upon scientific understanding of climate change and its effects. Other criticisms are commonly
heard from opponents of climate action.

2.1. Components and Decisions Embodied in the SC-GHG

The interim SC-GHG estimates—adopted by the Interagency Working Group in February 2021—characterize the
relationship between society and climate change using four components: socioeconomics, physical climate, damages,
and discounting. Each module serves as a source of inputs to the next. Socioeconomic factors drive emissions, which
inform changes to the climate. Climatic changes result in physical climatic damages. Those damages inform economic
damages, in turn, and those damages are then discounted. This modeling methodology includes a linear progression
through each module toward the SC-GHG, but also captures how some outputs of those modules feed back into one
another. Just as socioeconomics affects climate, climate and climate damages affect socioeconomic factors. Figure 2-1
shows how these modules interconnect and highlights which modules reflect key decisions about the scope of inputs and
outputs to be reflected in the SC-GHG's estimates.

Figure 2-1. SC-GHG Components
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The rest of this subsection describes the components shown in this figure and the decisions that inform their ultimate
outputs. Note that this subsection does not describe the SC-GHG that is expected to be issued by the Working Group in
the latter half of 2022.

2.1.1. The Models of the Economy and Climate, and Damage Functions

The interim SC-GHG adopted in 2021 is estimated by combining data from three models, known as reduced-form
integrated assessment models (IAMs): DICE, FUND, and PAGE.! These IAMs rely on a mix of empirical evidence
and modelers’ expert judgment about the relationships between physical aspects of a changing climate and market and
nonmarket effects in society.” The model developers include William Nordhaus, a Nobel Prize winner and professor at
Yale University; David Anthoff, a professor at University of California Berkeley and University Fellow at Resources for
the Future; and Richard Tol, a professor with appointments at universities in Britain and the Netherlands and member
of the Academia Europaea; and Chris Hope, the lead author reviewer of the Third and Fourth Assessment Reports
of the Intergovernmental Panel on Climate Change. The models translate greenhouse gas emissions into changes in
atmospheric greenhouse concentrations; atmospheric concentrations into climate drivers like temperature, sealevel, and
ocean acidification; climate drivers into environmental impacts; and environmental impacts into economic damages.* As

summarized here, each of these three models works slightly differently.

DICE examines the interplay between carbon emissions and global productivity at an aggregate global level.* It treats
emission reductions as “natural capital” that reduce the harmful effects of climate change and assumes that greenhouse
gas emissions “are a function of global [gross domestic product]” and the pollution intensity of economic output, “with
the latter declining over time due to technological progress.”” DICE then calculates the effect of temperature on the
global economy using a global damage function that is not disaggregated by impacts to specific sectors.® Although DICE
does not explicitly model adaptive behaviors, some adaptation measures are implicitly modeled because some of the
underlying studies used to calibrate DICE’s aggregate damage function do model adaptation.’”

PAGE looks at economic, noneconomic, and catastrophic damages in eight different geographic regions.® For each region,
climate damages are expressed as a portion of economic output, where the portion of lost output is tied to regional
temperature change.” Unlike DICE, PAGE explicitly takes adaptation into account.'” Essentially, PAGE assumes that
adaptation lessens the severity of climate impacts at a certain degree of warming."'

FUND considers a number of specific market and nonmarket components of climate impacts, including agriculture,
forestry, water, energy use, sea level rise, ecosystems, human health, and extreme weather.'> Damages for each component
are modeled differently and are calculated for 16 geographic regions."”* Unlike in PAGE, where damages are tied to
temperature change, FUND assumes damages are a function not only of temperature change, but also of the rate of
temperature change (for some types of impacts), and relative regional income.'* Adaptation is reflected both explicitly
in certain components, like sea level rise and agriculture, and implicitly in others, like energy and health, where income
affects vulnerability to impacts.’> A number of FUND’s characteristics mean it could, in theory, produce a negative

damage estimate—that is, the model allows for the possibility that climate change is net beneficial.'

The Working Group has integrated updates to the models into SC-GHG estimates several times."”

Itisimportant to note that these models omit, or do a poorjob of quantifying, certain significant damages.'®* As mentioned
above, each modeler makes assumptions using a combination of empirical research and their expert judgment about the
relationship between changes in global temperature, physical effects, and economic damages.'” These assumptions are
represented by the damage functions that underlie each model.”” Many experts believe the Working Group’s SC-GHG



underestimates climate damage—though those experts generally endorse continued use of the SC-GHG for the time
being as the best available estimate.”' Since the SC-GHG was last updated in 2016, new research has added to available
knowledge of climate impacts and economic damages.” The modeling gaps that inform the 2021 SC-GHG estimates are
discussed further below.

2.1.2. Modeling Limitations Underlying the SC-GHG

There are factors and impacts that the models underlying the SC-GHG do not currently capture. In some cases, the
models omit important damages, such as fire risk and disease. (These omissions are much of the reason that current
estimates of the SC-GHG should be considered a lower bound.??) In other cases, the models do not consider benefits
of climate action, such as improved health outcomes from decreased emissions of particulate matter and other harmful
local pollutants. The models also do not consider potential distributional effects of climate impacts and policy.

2.1.2.1. Omitted Damages

The SC-GHG’s estimates of climate damage (discussed further in 2.1.4 below) represent the federal government'’s best
available estimates of the marginal climate damages caused by an additional unit of greenhouse gas emissions. However,
those estimates should be treated as a lower-bound estimate of true climate damages. Due to technical and modeling
limitations, many climate damages have not been reflected in the Working Group’s SC-GHG estimates. Specifically,
the Working Group’s social cost estimates are based on models that place no value on some major climate impacts like
increased fire risk, the geographic spread of pests and pathogens, slower economic growth, mass extinctions, large-scale
migration, increased social and political conflict, violence borne of resource scarcity, and the loss of coral reefs and other
aquatic life.**

The models do a better job of measuring the market costs of average temperature increases compared to how well they
capture other types of impacts, but in all cases, the models omit important interactions between large ecosystem and
climatic changes, which the Intergovernmental Panel on Climate Change (IPCC) refers to as impact drivers. These
impact drivers, such as flooding and extreme temperatures are difficult to model, but nonetheless important.

The models also omit other variables discussed in the IPCC’s Sth Assessment Report (ARS), such as the role of social
factors in projecting climate impacts,* owing in part to the technical challenges of reflecting variability and tipping points
in models.*

The tables below show which effects are included and which are excluded from the reduced-form social cost IAMs
underlying the 2021 interim SC-GHG. The contents of these tables can be found on the Cost of Climate Pollution
project website.”’



Table 2-1. How the Working Group’s SC-GHG Accounts for IPCC Climate Impact Drivers

Status | Climate-Related Drivers of Impacts
Extreme temperature
The health impacts of extreme temperatures are the only impact considered by IAMs
Drying trend
Excluded .
Extreme precipitation
Snow cover
Ocean acidification
Flooding
Partially | Coastal flooding is included and inland flooding is excluded
Included | Storm surge
Partially included, fails to account for combine effect of sea level rise and increased intensity of coastal storms
Warming trend
Precipitation
Included | Damaging cyclones
Carbon dioxide concentration
Sealevel rise
Table 2-2. IPCC Climate Impacts in the Working Group’s SC-GHG Estimates
Sector ‘ Status ‘ Impact
Economic
Impacts on average crop yields due average temperature increases CO, fertilization effect
Included | More optimistic than current observation, potentially due to optimistic assumptions about CO,
fertilization effect
Excluded | Increases in yield variability
Excluded | Change in food quality, including nutrition content
Agriculture
Excluded | Increased pest and disease damage
Excluded | Flood and sea level impacts on food infrastructure and farmland
Excluded | Food security
Excluded | Food price stability, and price spikes
Included | CO, fertilization
Included | Shifting geographic range
Forestry
Excluded | Increased pest and disease damage
Excluded | Increasing risk of wildfire




Sector ‘ Status ‘ Impact
Included | Changing precipitation
Excluded | Melting snowpack
Excluded | Changing water quality
Fresh water Excluded | Competing uses, including overexploitation of groundwater resources
availability
Excluded | Water security, and water prices
Water supply system losses and disruptions
Partially | While general infrastructure costs of coastal extreme events (flooding and storms) are in-
included | cluded, inland extreme events are omitted. Also, IAMs exclude more long term costs from these
infrastructure losses, including human suffering.
Excluded Shifted geographic ranges, seasonal activities, migration patterns, abundances, and
xclu
species interactions
Flsherles. Excluded | Reduced growth and survival of shellfish and other calcifiers
and aquatic
tourism Excluded | Coral bleaching
Excluded | Decrease in catch potential at some latitudes
Energy system losses and disruptions
Ener. Partially | While general infrastructure costs of coastal extreme events (flooding and storms) are in-
&Y included | cluded, inland extreme events are omitted. Also, IAMs exclude more long term costs from these
infrastructure losses, including human suffering and increases in energy prices.
Included | Coastal property losses due to storms, flooding, and sea level rise
Property and Excluded | Inland property loss due to extreme weather events, including flooding
infrastructure
loss Excluded | Melting permafrost
Excluded | Wildfires
Excluded | Labor productivity
Declining Excluded | Prolong existing and create new poverty traps
economic
growth Excluded | Diverted R&D funds for adaptation research
Excluded | Lostland, capital, and infrastructure




Sector ‘ Status ‘ Impact
Non-market
Included | Coastal mortality from flooding and storms
Spread in geographic range of vector-borne diseases
Included - . . . .
Significant diseases are included, though Lyme disease is excluded.
H health
tman e Excluded | Wildfires
Cardiovascular, Excluded | Mortality from inland extreme weather events
respiratory disorders, | Excluded | Food and water availability
diarrhea, and -
morbidity for some P arltr; }(; Heat related deaths
health impacts are mcude
included in FUND Partially .
and partially included Water-borne diseases
included in PAGE Partiall
artially P .
included Morbidity: non-fatal illness and injury
Partially | Air quality
included | Air quality is included in DICE, though does not account for changes due to pollen or wildfire
Shifted geographic ranges, seasonal activities, migration patterns, abundances, and
species interactions
Included o T . . .
The value of ecosystems and biodiversity are included in general terms not specific to any one
damage.
Included | Extinction and biodiversity loss
Terrestrial, Excluded Non.-climate stressors: habitat modification, over-exploitation, pollution, and invasive
freshwater, and Species
marine ecosystems Abrupt and irreversible regional-scale change in the composition, structure, and
and wildlife Excluded | function of ecosystems
Environmental tipping points in non-climate systems are excluded.
Excluded Effects of ocear c?ctdz.ﬁcatton on polar ecosystems and coral reefs
Ocean acidification is excluded.
Partially | Loss of habitat to sea level rise
included | Wetland loss explicitly modeled in FUND, and thus partially in PAGE
Social
Increased displacement
Migration Excluded | FUND partially accounts for migration, but uses arbitrary measurements of resettlement
and costs
Social and political Excluded | Violence, civil war, and inter-group conflict
instability Excluded | National Security
Stressors
i Excluded | Climate-related hazards exacerbate other non-climate stressors
stressors
Mu.ltldlrne?smnal Excluded | Inequalities including income
inequalities
Violent conflict Excluded | Violent conflict increases vulnerability




Sector ‘ Status ‘ Impact

Tipping points
Climate i
- . Parually Reduction in terrestrial carbon sink
tipping points included
Known tipping points Partially Boreal tiopi nt
are modeled as a included oreal tipping poin
single event, instead
of multiple events. Partially . .
Am
Furthermore, fat included azon tipping point
tails, which capture
unknown tipping P artially Other tipping points
points, are excluded included
Ecosvstem Abrupt and irreversible regional-scale change in the composition, structure, and
" iny oints Excluded | function of ecosystems
PPN P Environmental tipping points in non-climate systems are excluded.

2.1.2.2. Co-benefits

The SC-GHG does not capture the adverse effects of local pollutants that are often emitted along with greenhouse
gases. For example, burning coal releases fine particular matter (PMZ.S) and sulfur-dioxide along with greenhouse gases.
These local pollutants can have significant adverse impacts on the environment and public health, and so are important
for decisionmakers to consider when making and implementing policy. Notably, some greenhouse gas pollutants, like
methane, may have local effects, which are also not captured in the SC-GHG.*®

Although the SC-GHG currently omits local pollution, states still can and should separately consider local pollution
co-benefits in assessing policies. Calculating the value of the co-benefits of avoided local pollution can be very complex
because even when global and local pollutants flow from the same facility they do damage in very different ways.”
Fortunately, there are well-established monetized estimates of some co-benefits of greenhouse gas reductions that have
been used by federal agencies,” as well as detailed qualitative assessments of non-monetized co-benefits.”’ Two reports
published by the Institute for Policy Integrity, Valuing Pollution Reductions® and Making the Most of Distributed Energy
Resources,® set forth a basic methodology for how to calculate location-specific environmental and health effects.*

For examples of how a government agency has included co-benefits from reduced ozone and other co-pollutants in cost-
benefit analysis, states can look to the U.S. Environmental Protection Agency’s (EPA) December 2021 regulatory impact
statement for updated vehicle emissions standards or EPA’s 2016 regulatory impact analysis for the new source emissions
standards for the oil and gas sector.”

2.1.2.3. Distributional Consequences

Anotherimportant consideration is that the Working Group’s social cost estimates do not reveal how the various effects of
climate change—physical and economic—are distributed across geographic areas and populations.* Existing inequities,
stemming from historical and ongoing unjust treatment, has made certain communities—especially communities of
color and low-income communities—more vulnerable to the costs of a given action or policy. The coronavirus pandemic
has shone a bright light on how public health outcomes are tied to uneven underlying conditions across communities,




even if the hazard or adverse event appears to be uniform. Communities of color and low-income communities have
consistently faced higher infection and death rates during successive waves of the virus, owing to many factors, including
disproportionate exposure to local pollution.*” Similarly, multiple factors—such as infrastructure or access to air
conditioning—can contribute to uneven distributions of climate-driven effects on a community, some more closely tied
to policy measures than others.*®

Several states, as well as the federal government, are exploring how to give due consideration to populations that were
disproportionately harmed by past policies.” The SC-GHG does not tell policymakers about the disproportionate effects
of past energy and climate policies, much less how to consider or remedy those effects. Evaluating or addressing past or
present distributional effects of climate policy decisions therefore requires supplementing the SC-GHG with other tools
and analytical techniques.

2.1.3. Global vs. Domestic Damages

Decisionmakers should use SC-GHG values that reflect global climate damages—doing otherwise would almost
certainly undercount the costs of climate change and so under-regulate its causes. There are several reasons for using
global values, all of them relevant to decisions made at the state as well as federal level. For one, because of the world’s
interconnected financial, political, health, security, and environmental systems, climate impacts that occur beyond the
geographic borders of the United States—or any given U.S. state—will tend to cause significant costs that accrue directly
or indirectly to U.S. residents.* Further, because U.S. climate policy, which is made up in part of subnational policies, can
strategically influence the climate policies of other nations, actions in the United States can trigger reciprocal reductions
of foreign emissions, directly benefiting the United States in ways not accounted for through a rigid domestic-only
perspective.* In addition, U.S. residents have direct interests in climate-related impacts that will occur overseas, including
those affecting citizens living abroad or U.S. assets located abroad, and those harming international habitats or species
that U.S. citizens value.*” As an empirical matter, moreover, there are very few region-specific estimates in the literature
to date, and those that do exist ignore international spillovers and reciprocity and so are incomplete.*

For a more in-depth discussion of the reasons for using a global rather than a domestic estimate of climate damages,

see Strategically Estimating Climate Pollution Costs in a Global Environment and Think Global: International Reciprocity as
Justification for a Global Social Cost of Carbon.**

2.1.4. Discounting

Answers to the two questions posed here establish the rudiments of why discounting is necessary when calculating
climate damages and how discount rates are derived.

What is a discount rate?

A discount rate identifies the present value of some future cost or benefit. If offered $1 now or $1 in a year, most people
would choose to receive the $1 now; they would only opt to be paid next year if they were offered more than $1. A similar
pattern holds for society as a whole. The discount rate captures how much more, in percentage terms, people would have

to receive in the present to be willing to wait until next year.

The less value that is assigned to the future effect in the present, the higher the discount rate. The closer the value of the
future effect to its present value, the lower the discount rate. And, because discounting compounds, applying a discount



rate over a long span of time reveals that a distant future effect has a much lower value in the present: even at a 1% discount
rate, $1 million accrued 300 years in the future is worth about $50,000 today; at a 5% rate, it is worth less than 50 cents.*

Why is there not just one discount rate?

There are several reasons why a future effect might be valued less in the present. Those reasons include: the pure rate of
time preference (i.e., impatience); the expectation that future generations will grow richer than the present generation;
or the opportunity cost of capital for a private investor who must decide whether to invest or retain access to liquid
capital for a future use.*

These different reasons correspond to different empirical bases for specifying a discount rate. Empirical estimates of a
discount rate based on the expectation of future growth look to government bonds. This yields a “consumption based”
rate.”” Empirical estimates based on private investors’ opportunity cost of capital look to pre-tax marginal rates of return
on private investments,* which generally yield a higher “capital based” rate of return than government bonds.*

Further, in addition to these “descriptive” approaches that seek to identify a discount rate from empirical evidence of
observed market outcomes, there are also “prescriptive” approaches that ground a discount rate in ethical considerations.*
For instance, some have argued that impatience, as represented by a positive pure rate of time preference, is an indefensible
basis for discounting future value in an inter-generational timeframe because doing so would unfairly discriminate against
future generations. These arguments propose that the only defensible pure rate of time preference is either zero or close
to it, because this better reflects society's aversion to such unequal treatment of later generations.*’

The White House Office of Management and Budget’s Circular A-4, which was issued in 2003, directs agencies analyzing
the effects of a proposed regulation within an intra-generational time horizon (i.e., less than 30 years) to apply both a
3% and 7% discount rate.”> The document explains that using a range—rather than a single rate—is appropriate because
the proper rate depends in part on the share of policy costs to be borne by consumers and investors, an allocation that
is impossible to foresee with precision.”> Circular A-4 also directs agencies to apply lower discount rates to analyses
of effects over a longer, intergenerational timeframe, consistent with the discussion of prescriptive rates above.>* This
instruction owes to several factors, including uncertainty about future growth rates, the expectation that the long-run
rate of economic growth will decline, and to the basic fact that rates based on the private cost of capital cannot reflect an

inter-generational perspective.>

2.1.4.1. How discounting informs the SC-GHG

Because greenhouse gases emitted today stay in the atmosphere and warm the climate for centuries, the Working Group
bases its estimation of climate damages on modeling that extends from the present out to the year 2300.%° The estimation
of the SC-GHG is highly sensitive to how future damages are discounted to estimate their present value. Figures 2-1 and
2-2 illustrate this point by showing the significant effect of applying different discount rates—2.5%, 3%, and 5%—to the
damages resulting from one ton of CO,.



Figure 2-1. Undiscounted Damages from 1 Metric Ton of CO, Emissions in 2015.”
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Figure 2-2. Annual Damages from Emissions of 1 Metric Ton of CO,
Discounted Using Three Different Discount Rates.*®
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To understand how a discount rate is applied to the numbers generated by the combined socioeconomics, climate,
and damage function modules of the IAMs, it helps to first explain how the modeling is done. Recall that each model
incorporates numerous input parameters, most of which are represented not by a single value but by a range of possible
values. For each of the 1S - possible combinations of scenario and discount rate, the three climate-economic models
are each run thousands of times, each time in a slightly different way, as determined by drawing a value at random from
the appropriate ranges for each parameter.*” This yields 150,000 SC-GHG estimates per discount rate. After taking the
average of the 150,000 model runs per discount rate across all 15 model-scenarios, the Working Group was left with
10,000 SC-GHG estimates per discount rate.®” For each discount rate, the result of those model runs is a frequency
distribution that shows how often different SC-GHG estimates occur conditional on the discount rate, as well as the

mean and variance of the distribution.



Consistent with the discussion above about why governments might use more than one discount rate, the Working
Group’s process generates several SC-GHG values, each corresponding to the mean SC-GHG estimate of a particular
discount rate—2.5%, 3%, and 5%.%' Figure 2-3, below, shows that each of those values relates to a frequency distribution
of model outputs described above.

Figure 2-3. Frequency Distribution of SC-CO, Estimates for 2020%
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In addition to the three mean SC-GHG estimates, each based on a different discount rate, the Working Group also
includes the 95th percentile SC-GHG estimate of the distribution corresponding to the 3% rate. The bottom of Figure
2-3 shows the Sth to 95th-percentile ranges of each frequency distribution representing the range of likely outcomes.*®
Of these outcomes, the Working Group focused on the low-probability, high-impact scenario corresponding to the
3% discount rate based on its recognition that omitted damages and tipping points made the SC-GHG a conservative
estimate.%*

The Working Group’s 2010, 2013, and 2016 technical support documents recommend using the 3% discount rate as the
“central estimate” of climate damages. However, the technical support document for the 2021 interim SC-GHG does not
recommend using a central estimate and recommends that users consider using lower discount rates (discussed further
below).® Therefore, when applying the SC-GHG, states should not feel bound to use a central estimate, and should
consider using estimates based on the lower discount rates discussed below.

As Figures 2-2 and 2-3 make clear, the choice of discount rate has significant implications for the ultimate social cost
value. And applying lower discount rates—as recommended by the Working Group and New York’s Department of
Environmental Conservation—extends the pattern further: whereas the average of the distribution at a 3% discount rate
yields a value of $51 per ton of carbon dioxide emissions,® the average of the distribution at a 2% discount rate is $129
per ton, and at a 1% discount rate, $418 per ton.”



2.1.4.2. Beyond discounting basics

Three further points deserve mention in this overview of discount rates and their role in estimating the value of climate-
damaging emissions: first and most important is why some high discount rates are inappropriate in the climate context;
second is the logic and potential application of declining discount rates; and third is that recent research findings that
suggest the SC-GHG should reflect lower discount rates than have been applied to date.

Inappropriately high discount rates. The Working Group recommends against using a 7% discount, which reflects the
opportunity cost of capital,®® to estimate the value of the SC-GHG.% It identifies several reasons for this recommendation,
which are consistent with findings and recommendations of the National Academies,” as well as the findings of recent
expert elicitations.”" Those reasons, some of which are quite technical, are premised, fundamentally, on the principle
that such a higher rate is grounded in an approach to discounting that focuses on the shorter-term and largely adopts
the perspective of private investor.”> Those elements are both a mismatch for the climate-related intergenerational and
society-wide effects that the SC-GHG aims to value.

Declining discount rates. So far, this document has discussed only constant discount rates, but some prominent
commentators have suggested that declining discount rates are more appropriate for analyses of intergenerational
effects.” Indeed, there is an emerging but strong consensus in the economics literature that uncertainty over future social
and economic conditions supports both a declining discount rate schedule, under which effects further into the future
are discounted at gradually lower rates.” The government of the United Kingdom has published guidance on discounting
that recommends agencies use a graduated set of discount rates: 3.5% for the first 30-year period of analysis, then 3% for
the subsequent 45-year period, and so on down to 1% after year 300.”° The guidance explains that this reccommendation
reflects both prescriptive and normative considerations.” On this basis, the Working Group made a rate of 2.5% the
lowest of the rates it applied.”

Lower discount rates. The National Academies recommended in 2017 that updates to the SC-GHG reflect recent research
findings, including that discount rates appear to be lower than they were when Circular A-4 issued in 2003.7® This approach
accorded with the view of the Council of Economic Advisors and that of New York’s Department of Environmental
Conservation.” There are several bases for that finding, some empirical, others the result of methodological innovations
by researchers, all of which point in the same direction:

« Realinterest rates on U.S. treasuries have fallen steadily and substantially since at least 2000, and even recently
hit negative numbers;*

. Forecasts for future real interest rates have also fallen;*
«  These patterns are not unique to the United States, and reflect demographic shifts worldwide;**

« Applying an updated methodology to the same data used to inform Circular A-4 yields a lower discount rate—
1% to 2% instead of 3%;%

«  Expert elicitations, which reflect considerations for uncertainty about the future and ethics as well as empirical
findings, also indicate that the SC-GHG should reflect lower discount rates.**

« Theoretical research into discounting also increasingly supports the finding that discount rates used for
intergenerational analyses should be lower than those used in the past.*®



Figure 2-4. Monthly 10-Year Treasury Rates, Inflation Adjusted®
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More information on all of the aspects of discounting mentioned above, as well as others, such as how to apply a Ramsey
framework to discounting, can be found in the Policy Integrity report, About Time: Recalibrating the Discount Rate for the
Social Cost of Greenhouse Gases.”

2.2. SC-GHG vs Marginal Abatement Cost

A damage-based approach like the SC-GHG is not the only way to assign a value to greenhouse gas emissions for the
purpose of making and implementing climate policy. Another approach is to set a deadline for reducing emissions by a
set amount and then estimate the cost of that abatement. This approach, which involves keeping to an emissions budget,
is sometimes called “target-consistent,” though economists (and this document) refer to it as the marginal abatement
cost (MAC)-based approach.® The SC-GHG and MAC-based approach are distinct in several important respects and
are useful for different but potentially complementary purposes.

Decisionmakers should be aware of several fundamental distinctions between the SC-GHG and a MAC-based approach.
The SC-GHG values emissions based on how much damage an additional unit of greenhouse gas in the atmosphere
would cause. It also can be used to identify the point at which the benefits of a project or decision exceed its emissions-
related costs. By contrast, a MAC-based approach does not embody a direct estimate of climate damages or indicate
the value of avoiding them. Nor does it suggest a target date for zeroing out emissions based on its analysis. Instead,
it relies on someone else to set an emissions reduction target or deadline and estimates how much it would cost to
remove the last, or most expensive, unit of pollution in the course of reaching that target. Further, unlike the SC-GHG,
which considers both local and global effects, a MAC-based approach can apply to a particular jurisdiction or economic
sector,*or to a sector within a jurisdiction.”



The legal context in which these approaches might be applied matters a great deal. For instance, federal agencies are
typically required to compare the costs and benefits of major regulations.” So, if a regulation would result in a significant
reduction of greenhouse gas emissions, the responsible agency is obliged to estimate the benefits of those reductions—
something that the SC-GHG can reveal but a MAC-based valuation of emissions cannot. In contrast, in the United
Kingdom, where a 2008 law (updated in 2019) imposes an economy-wide net-zero emissions target, policies are
oriented to the cost-effective compliance with that MAC-based target.”” Consequently, although the SC-GHG might be
generally informative for a British government agency, because it does not tell agencies how to comply with the legislated
emissions reduction target, it does not have clear regulatory significance.

Using somewhat more generic terms helps to summarize how the legal basis for an agency decision can determine which
metric is more appropriate. An agency charged with conducting a cost-benefit analysis before adopting a regulation
must, if the regulation would have emissions impacts, determine how much harm those emissions would impose (or
avoid). The SC-GHG helps to make that determination in a way that a MAC-based value cannot. But the SC-GHG will
not help an agency tasked with deciding what premium should be paid for a good that reduces or avoids greenhouse
gas emissions, consistent with a binding, economy-wide emissions-reduction target. Instead, that agency would have to
calculate the MAC for that good or the sector that good comes from.

Because of these differences, it is misguided to present the SC-GHG and MAC:s as substitutes. Analytically, they answer
different questions. One is not “better” or “worse” than the other in the abstract. Each is suited for particular contexts
and analyses.

Indeed, these two metrics can be used in analytically complementary ways. For instance, suppose a regulator is tasked
with reducing greenhouse-gas emissions by some amount as cheaply as possible. They may employ MAC:s to help guide
how much the state should expect to spend on meeting this target and where that funding should be allocated. They
may also employ the SC-GHG to determine the net social benefits this regulation produces. The former might help
inform how much the state as a whole should allocate to emission-reduction efforts in one sector versus other sectors, as
policymakers can also monetize and compare those other sectors’ values. The comparative values of the SC-GHG and
the relevant MAC may also reveal that the state is spending too little (or too much) on emission reduction, which would
in turn imply that the target reductions are too modest (or too ambitious).”> In other words, an optimal scenario is where
the SC-GHG, representing the marginal damage cost, is equal to the MAC.*

2.2.1. Marginal Abatement Cost Curves

MAC values are generally derived using a MAC curve. A MAC curve requires an emissions reduction target and a
geographic and/or sectoral scope of analysis. The Paris Agreement embodies a scientifically determined global target: it
adopts average global temperature increases of 1.5°C or 2°C as thresholds to be avoided through policy interventions by
signatory states.” A number of state governments have adopted emissions reduction commitments for 2050 (or earlier)
that align with the Paris Agreement.” Whatever the source of a target, in order for it to inform a MAC-based approach
to valuing emissions, that target must be both legally and economically binding. Legally binding means that the state is
responsible for achieving the target and consequences of some sort would follow from noncompliance. Economically
binding means that the target is set lower than the level of emissions that would be achieved in its absence. MAC analysis
cannot make use of hazy or flexible targets.”” While the United States as a whole lacks the sort of binding emissions
reduction targets required for a MAC-based emissions value, several states have adopted targets that appear to be
sufficiently binding.*®

A MAC curve typically lines up options for greenhouse gas emissions reductions by technology or sector.



Consider Figure 2-4, below, which shows the cost per ton of greenhouse gases abated using different interventions in five
sectors: electricity, transportation, buildings and industry, fuels, and hydrogen.”” Each category of technology appears
as a wedge, sized to show how costly it would be to reduce emissions from the baseline emissions scenario.'” In general,
it is more expensive to reduce emissions when a jurisdiction is closer to meeting its goals than it is at the outset (since
jurisdictions typically begin with the lowest-hanging fruit). Note that this is a static curve, and that a dynamic curve
would reflect regular updates to inputs related to technologies, costs, and policies.'"!

Figure 2-5. A 2050 MAC Curve for U.S. Energy and Industry CO, Relative to a Baseline Scenario'”
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Several notable points are captured by this curve: first, that a variety of measures, or technologies, can be adopted at
the same marginal abatement cost;'*” second, that each technology has a range of costs depending on the distance from
the emissions baseline;'** and third, that multiple interventions can be deployed in combination to reach a least-cost
solution.'®



2.2.2. Using MAC Curves: An Example and a Caveat

MAC analysis can be useful for state governments, but should be undertaken in a way that seeks to capture—or at least
not ignore—all relevant factors, even if they are potentially difficult to measure. Two studies help to illustrate these
points. The first study focuses on residential decarbonization in California.'® The second builds on the first, highlighting
the importance of tenant behavior to the cost-effectiveness of different residential decarbonization measures, and notes
the variability of that behavior across climatic regions.'”’

California is home to a legally and economically binding economy-wide greenhouse gas emissions reduction target,'*
and to a building energy use code that is periodically updated in line with state greenhouse gas emissions reduction
requirements.'” In a 2019 paper, White and Niemeier examine the cost-effectiveness of emissions reductions from
different approaches to compliance with California’s 2019 building energy codes.''® The paper develops a MAC curve,
based on a typology of homes with different energy use characteristics, notionally situated across California’s different
climatic zones.""" Its findings indicate the potential for cost-effective greenhouse gas emissions abatement in California’s
residential building sector and suggest designs and equipment that are likely to yield more or less cost-effective abatement

in different parts of the state.'"”

A second study, authored by Das et al., highlights that the factors considered in the first study—building envelopes,
HVAC equipment, and climatic context—do not provide a complete picture of whether a particular set of energy
efficiency measures are likely to yield cost-effective emissions reductions. Behavioral differences across tenants are also
a major determinant of such measures’ cost-effectiveness, and so ought to be incorporated into an analysis of how well
and at what cost those measures can be expected to reduce emissions. Indeed, the authors find that “particulars of a
household are often more important than technology in determining energy and economic savings for an efficiency
upgrade”'"® Further, integrating tenants’ preferences and heterogeneous behaviors into the MAC analysis complicates
that analysis—but in a useful way that sheds light on how programs that encourage technology adoption should be
designed. As the authors explain, with reference to the paired figure below, “[a]ccounting for heterogeneity changes the
nature of the MAC[ curve]: it is no longer segregated by technology, but rather mixes consumer characteristics with
technologies.”"'* Adding those factors into the analysis reveals that “[t]here are subsets of consumers who benefit much
more than average, and subsets who pay much more”""®



Figure 2-6. MAC Curves for Five Residential Energy Efficiency Technologies
(@) Without and (b) With Heterogeneous Tenant Preferences and Behavior.''
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Based on their findings, Das et al. reccommend that “the organization of energy efficiency programs around technology
type should be reconsidered. Currently, utilities decide rebates by technology type, generally assuming an average user.
Compensating consumers for savings rather than purchase of a particular technology could yield larger energy savings

»117

with lower subsidy cost:



In combination, these two studies serve to indicate the potential usefulness of MAC analyses, but also the importance of
conducting such analyses in a way that captures salient features of the relevant context and actors involved.

2.3. Non-CO, Greenhouse Gases

Although carbon dioxide is the most prevalent of the greenhouse gases, it is not the most potent—and it is not the only
greenhouse gas states should consider. Note that when assessing the climate damages from different greenhouse gases,
using carbon dioxide equivalent units may not yield the same values as using the Working Group’s social cost modeling
process for each gas. This fact was recognized and addressed by the Working Group when it developed estimates for the
social cost of methane (SC-CH, or SCM) and the social cost of nitrous oxide (SC-N,Q). EPA likewise chose to use the
Working Group’s methodology to develop social cost estimates for hydrofluorocarbons when it recently issued a rule on
these pollutants.

2.3.1. Methane and Nitrous Oxide

In 2016, the Working Group adopted estimates for methane and nitrous oxide, to accompany its social cost estimates
for CO,."'® States that rely on the Working Group’s values for CO, should also do so for methane and nitrous oxide,
and should not just multiply the values for CO, by the global warming potential (GWP) coeflicient that approximates
the different impacts of each gas on the climate. This “CO,-equivalent” (CO,e) proxy for different gases’ impacts is
often used to convey the significance of emissions other than CO,, but the Working Group has made clear that it “is
not optimal” because it ignores meaningful physical differences in how each gas behaves and affects the climate.'’” One
such difference relates to have greenhouse gases vary with respect to their warming effect and their rate of decay in the
atmosphere over time: as shown in Figures 2-7 and 2-8, whereas methane remains in the atmosphere for mere decades
and begins decaying quickly, CO, remains for centuries and decays little over that time.'*

Figure 2-7. Atmospheric Decays Following Pulses of Carbon Dioxide and Methane in Year 0.'*!
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Consequently, treating the warming effect of methane emissions as different from carbon dioxide only in terms of the two
gases’ average warming potential over a 20 or 100-year timeframe results in a mischaracterization of methane emissions’
impact, which changes significantly over decades rather than—as with carbon dioxide—over centuries.

These and other differences explain why researchers and policymakers continue to discuss whether to use a 100-year
timeframe for the impact of a unit of emissions, a 20-year timeframe, or both."*> Applying the SC-CO,, SC-CH4, and
SC-N20O to a quantity of the appropriate greenhouse gas largely avoids this issue by simply modeling the impact of a
particular gas on the climate.

The Working Group’s caution against relying on CO, e values is especially important for agencies that are required to use
the SC-CO, and have opted to ignore the Working Group’s SC-CH, and SC-N, O values."** In short, relying on just CO,
valuation as a proxy for greenhouse gas valuation generally yields an incomplete result and relying on CO, e yields a result
that is somewhat more complete but also incorrect. To ensure accuracy and consistency, states should use the available
Working Group values for all greenhouse gases.

2.3.2. HFCs

HECs were initially developed to replace the chlorofluorocarbons that damaged the Earth’s ozone layer, but have since
also been found to be a source of tremendous global warming. In 2021, the U.S. EPA adopted a regulation to guide the
phase-down of hydrofluorocarbons (HFCs).!> EPA’s analysis of its rule applied estimates of the social cost of HFCs.!?®
These estimates were developed by EPA, not the Working Group, but EPA used the Working Group’s methodologies and
assumptions.'”’” New York State also published its own estimates for HFCs in early 2022 adapting the Working Group’s
methodology to its range of discount rates (1%, 2%, and 3%)."2* Applying EPA’s HFCs estimates would give states a

methodologically consistent set of values to use alongside the Working Group’s SC-GHG.

HFCs and other refrigerants may be of particular interest to states as these chemicals play a significant role in building
electrification efforts, for example through their use in heat pumps.'”



2.3.3. Other Greenhouse Gases

The comprehensive table of greenhouse gases below appears in the IPCC’s Fifth Assessment Report. For each gas, the
table indicates estimates from 2005 and 2011 of atmospheric concentration and the amount of global warming—termed
“radiative forcing”—that results from emission of a unit of the gas."*

Table 2-3. Concentrations and GWP Coefficients for Greenhouse Gases!®!

CO, (ppm) 391£02 379 1.82+0.19 1.66

CH, (ppb) 1803 +2 1774 0.48 £0.05 0.47¢
N,O (ppb) 32401 319 0.17 +£0.03 0.16

CFC-11 238+0.8 251 0.062 0.065
CFC-12 528+ 1 542 0.17 0.17

CFC-13 27 0.0007

CFC-113 74301 78.6 0.022 0.024
CFC-115 8.37 8.36 0.0017 0.0017
HCFC-22 213+0.1 169 0.0447 0.0355
HCFC-141b 21401 17.7 0.0034 0.0028
HCFC-142b 21202 155 0.0040 0.0029
HFC-23 24003 18.8 0.0043 0.0034
HFC-32 4.92 1.15 0.0005 0.0001
HFC-125 9.58 +0.04 3.69 0.0022 0.0008
HFC-134a 627403 34.3 0.0100 0.0055
HFC-143a 120+0.1 5.6 0.0019 0.0009
HFC-152a 6.4+0.1 34 0.0006 0.0003
SF; 7.28+0.03 5.64 0.0041 0.0032
SO,F, 1.7 1.35 0.0003 0.0003
NF, 0.9 04 0.0002 0.0001
CF, 79.0+0.1 75.0 0.0040 0.0036
C,Fs 4.16 +0.02 3.66 0.0010 0.0009
CH,CCl, 6.32+0.07 18.32 0.0004 0.0013
Ccl, 858+0.8 93.1 0.0146 0.0158
CFCs 0.263 £0.026 © 0.273¢
HCFCs 0.052 £ 0.005 0.041

Montreal gases® 0.330 +0.033 0.331

Total halogens 0.360 + 0.036 0.351
Total 2.83+0.029 2.64

Notes:

* Pre-industrial values are zero except for CO, (278 ppm), CH, (722 ppb), N,O (270 ppb) and CF, (35 ppt).

b Total includes 0.007 W m~ to account for CFC-114, Halon-1211 and Halon-1301.

¢ Total includes 0.009 W m forcing (as in AR4) to account for CFC-13, CFC-114, CFC-115, Halon-1211 and Halon-1301.

4 Defined here as CFCs + HCFCs + CH,CC,, + CC,,.

¢ The value for the 1750 methane concentrations has been updated from AR4 in this report, thus the 2005 methane RF is slightly lower than reported in AR4.
f Estimates for halocarbons given in the table may have changed from estimates reported in AR4 owing to updates in radiative efficiencies and concentrations.

States (individually or as a group) with sufficient resources might choose to supplement the Working Group’s estimates
of the social costs of CO,, methane, and nitrous oxide with estimates of some of the gases listed in Table 2-3. Should they
do so, states should ground their estimates in the same Integrated Assessment Models—and versions of those models—
used by the Working Group to ensure that inputs and key methodological elements are consistent. Key features of such
an estimation would include: a business-as-usual emissions path; a discount rate (or discount rate schedule) consistent
with the one used for other greenhouse gases;'** and an equilibrium climate sensitivity value set near the median value of
3°C. Note that these features may change with the updated estimates from the Working Group.
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Consistency is particularly important for the discount rate across greenhouse gases, as changes to the discount rate
would yield drastically different values, discussed in Section 2.1.4. If no rigorously developed, multiple-model estimates
exist for a particular gas, states could consider using the radiative forcing coefficients listed in Table 4-3 for both 20-year
and the 100-year global warming potential time horizons to convert those gases to CO,e units and so approximate the
damages from other greenhouse gases.

2.4. Responding to Common Criticisms of the SC-GHG and the
Damage Cost Approach

This subsection is meant to alert readers to common criticisms of the SC-GHG to date and to help them understand the
nature and flaws of those criticisms, so that they might respond as appropriate.

2.4.1. The Working Group’s Process

Recent criticisms of the SC-GHG, including those raised in litigation, often focus on the Working Group’s process,
and allege that it lacked transparency or scientific rigor."** On the contrary, the Working Group’s process was rigorous,
transparent, and based on the best available science and economics. This subsection summarizes that process, as it has
been conducted since 2009. Further process details are available from each of the Working Group’s technical support

documents.

Starting in 2009, the Working Group assembled experts from a dozen federal agencies and White House offices to
“estimate . . . of the monetized damages associated with an incremental increase in carbon emissions in a given year”
based on “input assumptions grounded in the existing scientific and economic literatures.”** As discussed in Section
2-2, the Working Group combined three of the most frequently used models built to predict the economic costs of the
physical impacts of each additional ton of carbon dioxide."”* The underlying models themselves were the subject of
extensive expertise and peer review.

The Working Group first issued its social cost of carbon estimates in 2010 and has updated those several times."** These
estimates have been subject to public comment both in the context of dozens of agency proceedings as well as a Working
Group comment period in 2013."” Following the development of social cost estimates for CO,, at the recommendation
of the National Academies of Sciences, Engineering, and Medicine (National Academies), the Working Group applied
the same basic methodology in 2016 to develop the social cost of methane and social cost of nitrous oxide."** These
additional metrics used the same economic models, the same treatment of uncertainty, and the same methodological
assumptions that the Working Group applied to the SC-CO,, and these new estimates underwent rigorous peer review.'*’

The Working Group’smethodologyhasbeenrepeatedlyendorsed byindependentreviewers.In2014, the U.S. Government
Accountability Office concluded that the Working Group had followed a “consensus-based” approach, relied on peer-
reviewed academic literature, disclosed relevant limitations, and adequately planned to incorporate new information
through public comments and updated research.'® In 2016 and 2017, the National Academies issued two reports
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that, while recommending future improvements, supported the continued use of the Working Group’s estimates.
particular, the National Academies reports led the Working Group to expand its representation of uncertainty in the
2016 technical support document. Leading economists and climate policy experts, including the late Nobel laureate
Kenneth Arrow, have also endorsed the Working Group’s values as the best available estimates.'* And the U.S. Court of

Appeals for the Seventh Circuit has upheld agency reliance on the Working Group’s valuations.'*



Because the Trump administration disbanded the Working Group in early 2017,'* the Working Group was—until
now—unable to implement suggestions from the National Academies to update the social cost valuations to reflect more
recent data. Moreover, without consulting the then-defunct Working Group, several agencies developed their own social
cost estimates that devalued the SC-GHG using a few makeshift methodologies that bucked expert recommendations,
citing an executive order from then-President Trump.'* Furthermore, the Trump administration made no attempt to
update or improve those valuations by incorporating recent research as recommended by the National Academies.'*
Finally, application of the Trump-era figures was struck down as arbitrary and capricious in federal court.'*’

In early 2021, the Working Group, after being reconvened by President Biden, released interim values that were the same
as the 2016 estimates, only adjusted for inflation.'* Like their predecessors, these interim numbers are the best available
estimates. The Working Group has been directed to publish updated social cost estimates in 2022, pursuant to President
Biden’s Executive Order 13,990, and open those estimates up to a public comment process. Until those updates are
published following the completion of this public comment process, however, both federal and state agencies should feel
confident relying on the interim values released by the Working Group in February 2021, as no superior government-
wide estimates exist.

2.4.2. The Working Group’s Methodological Choices

Criticisms of the Working Group’s estimates often focus on four methodological choices in particular:

« inclusion of global damages—not just domestic damages;
« exclusion of a 7% discount rate from the range of discount rate values for which estimates are calculated;
« handling of uncertainty; and

. treatment of positive externalities.

Recent attacks against the SC-GHG also call into question additional issues, such as whether the Working Group:

. correctly modeled the pace of climate change;
. used an appropriate emissions baseline; and

« used reasonable damage functions.

This section discusses in some depth the first set of criticisms, and touches on some of the second set. A more detailed
description of the latter set of criticisms and their rebuttals can be found in the Institute for Policy Integrity report,
Playing with Fire: Responding to Criticism of the Social Cost of Greenhouse Gases'*® and a Yale Journal on Regulation article
by Richard Revesz and Max Sarinsky, The Social Cost of Greenhouse Gases: Legal, Economic, and Institutional Perspective."'

2.4.2.1. Global Damages

The Working Group—and agencies that have used its estimates—has been criticized by opponents of sensible climate
policy for focusing on global, rather than U.S. domestic, climate damages. But the focus on global climate damages is
appropriate and attempts to restrict damage estimates to the geographical borders of the United States are misguided.
The use of global damage valuations reflects U.S. strategic interests, is widely regarded as appropriate for global pollutants
like greenhouse gases, and is consistent with federal guidance. As the U.S. Court of Appeals for the Seventh Circuit has
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stated, it is reasonable for agencies to determine that because greenhouse gas emissions cause “global effects . . . those
global effects are an appropriate consideration when looking at a national policy”'** Similarly, the U.S. District Court
for the Northern District of California recently held that a global focus is critical for an agency to reliably assess climate

impacts.'s?

For the sake of its own territory, population, and other interests, every government worldwide, including that of the
United States, should set climate policy using the global SC-GHG. There are significant, indirect costs to trade, human
health, and security likely to “spill over” to the United States as other regions experience climate change damages.'**
Due to its unique place among countries—both as the largest economy with trade- and investment-dependent links
throughout the world, and as a military superpower—the United States and its constituent jurisdictions are particularly
vulnerable to effects that will spill over from other regions of the world. Spillover scenarios could entail a variety of
serious costs, ranging from impacts on investments and supply chains to more direct effects like surges of international
migration, as unchecked climate change devastates other countries. Correspondingly, mitigation or adaptation efforts
that avoid climate damages to foreign countries will radiate benefits back to the United States as well.'>*

Finally, using a social cost estimate based on a rigid concept of U.S. or state borders or share of world GDP will fail to
capture some of the climate-related costs and benefits that matter to U.S. citizens,"*® including significant U.S. ownership
interests in foreign businesses, properties, and other assets, as well as consumption abroad including tourism,'” and even
the 8.7 million Americans living abroad."*®

In addition, because greenhouse gas pollution does not stay within geographic borders but rather mixes in the atmosphere
and affects the climate worldwide, each ton emitted from any given jurisdiction not only creates domestic harms within
that jurisdiction, but also imposes large externalities on the rest of the world. Conversely, each ton of greenhouse gases
abated elsewhere benefits the United States along with the rest of the world. If all countries set their climate polices based
on only domestic costs and benefits, ignoring the large global externalities, the aggregate result would be unduly weak
climate protections and significantly increased risks of severe harms to all nations, including the United States. The same
holds true for state policies that ignore global externalities. Thus, the United States stands to benefit greatly if all countries
apply global SC-GHG values in their regulatory decisions and project reviews. Indeed, the United States stands to gain
hundreds of billions or even trillions of dollars in direct benefits from efficient foreign action on climate change.'”

Using the SC-GHG, which incorporates global climate damages, is a good way to secure an economically efficient
outcome from climate policy for the United States and its constituent states.'® The United States is engaged in a repeated
strategic dynamic with several significant players—including the United Kingdom, Germany, Sweden, and others—
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that have already adopted a global framework for valuing the social cost of greenhouse gases.'*" For example, Canada

and Mexico have explicitly borrowed U.S. estimates of a global social cost to set their own fuel efficiency standards.'®
States have also entered into this international dynamic, with California coordinating with Canada on its cap-and-trade
program'® and with a coalition of states and cities agreeing to uphold the pledges from the Paris Agreement.'** For the
United States or any individual state to now depart from this collaborative dynamic by selecting a domestic-only estimate
could undermine the country’s long-term interests because it may lead other countries to follow suit, thus jeopardizing

emissions reductions underway in other countries, which are already benefiting all 50 U.S. states and territories.'®
Policy Integrity has a number of reports and papers that dive deeper into the justifications for using global values,

including Strategically Estimating Climate Pollution Costs in a Global Environment,'®® Think Global,'” and Foreign Action,
Domestic Windfall.'®®
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2.4.2.2. Selection of Discount Rates

The Working Group has been criticized on numerous occasions by opponents of common-sense climate policy for
omitting a 7% discount rate when deriving the SC-GHG estimates. Critics tend to make two arguments to support this
point: that a 7% rate correctly approximates the private cost of capital; and that federal policy, embodied in Circular A-4,
directs government agencies conducting a regulatory cost-benefit analysis to use a 7% rate.'®” Each of these arguments is
unpersuasive—for both state and federal officials’ purposes.

Regardless of whether a 7% discount rate reflects the private cost of capital, it does not usefully describe individuals’ or
society’s valuation of future climate damages. Inits most recent technical support document, the Working Group discusses
atlength the economic evidence supporting its choice of discount rates. Among other things, that evidence indicates that
high discount rates, like 7%, are inappropriate for effects that occur over longer, inter-generational time horizons such
as the impacts of climate change."”” When considering such time horizons, there is broad agreement among economists
that a consumption-based discount rate of 3% or lower is appropriate for evaluating climate impacts.'”" This view is
consistent with the latest economic literature,'”* and has been echoed by OMB, the Council of Economic Advisers,'”
and the National Academies.'”

Circular A-4's prescribed use of a 7% discount rate for federal agencies’ analysis of regulations is similarly irrelevant to
the question of whether government agencies, and especially state agencies, should discount climate damages at that
rate. For one, Circular A-4 itself recognizes that inter-generational calculations should be handled differently than intra-
generational ones.'”® Further, it does not govern states” analytical or decisionmaking processes. Finally, since it was
published in 2003, new research, discussed in Section 2.1.4, has found that lower discount rates are appropriate for a
variety of purposes, and especially for use in analyses with an inter-generational time horizon.

For further explanation as to why lower discount rates are appropriate for estimating the social cost values, please see the
Institute for Policy Integrity report, About Time: Recalibrating the Discount Rate for the Social Cost of Greenhouse Gases.'”®

2.4.2.3. Uncertainty

Estimates of how climate change will affect the economy are necessarily characterized by uncertainties. Some critics
argue that the Working Group’s social cost valuations embody too much uncertainty—about the nature and severity
of climate change impacts, about what the models should include, and about how the models should translate climatic
effects into economic impacts—to be useful. For example, a 2022 article by Nicholas Stern, Joseph Stiglitz, and Charlotte
Taylor argue that profound uncertainties undermine the validity of the damage-cost approach taken by the SC-GHG."”
Several features of the SC-GHG, they say, make it incapable of accurately characterizing the economic system it aims to
interpret and of specifying an optimal emissions reduction target.'”® In their view, because the three IAMs used by the
Working Group fail to capture climatic tipping points, do not take economic inequality into account, and disregard the
role of information problems and irrationalities in markets, they do an irretrievably bad job of describing the effects of
climate change.'”” As explained below, these arguments are incorrect in several respects.



There are, broadly speaking, four responses to these criticisms:

First, uncertainty cannot be avoided. Because federal law requires agencies to estimate climate damages (see Section
3.2), analytical solutions that sidestep the estimation of damages by looking instead to an emissions reduction target (see
Section 2.2) cannot substitute for the SC-GHG’s damage-based approach. And although states with binding emissions
reduction targets arguably can make recourse to this sort of solution, such an alternative approach would not so much
reduce the presence of uncertainties as change their source and nature: instead of climate damages being the main source
of contention, it would likely be patterns and rates of technological change and adoption.'®

Second, recognizing that living with (rather than avoiding) uncertainties is intrinsic to its task, the Working Group’s
methodology accounts for parametric uncertainty (uncertainty in model inputs), structural uncertainty (uncertainty
in model design), and stochastic uncertainty (uncertainty in predicting future events such as the pace of climate change
and economic development), and does so transparently. This is consistent with the recommendations of the National
Academies, and addresses several of the criticisms levelled by Stern et al., and others."®' Some further details about the
Working Group’s process helps to illustrate how it embodies rigor and transparency with respect to its characterization of
uncertainties. To develop the SC-GHG estimates, the Working Group ran the models 150,000 times for each greenhouse
gas and each discount rate, took random draws of different uncertain parameters to develop a probability distribution of
social cost values, used a Monte Carlo simulation to make thousands of random draws from the probability distribution,
and then averaged across those results to develop the estimates that agencies apply.'® In addition to reporting the average
valuations, the Working Group also published the results of each model run and summarized results for each scenario.'®
In other words, the Working Group made methodological choices to reflect uncertainty in the SC-GHG estimates.

Third—and contrary to the view that uncertainty warrants disregarding the SC-GHG’s estimates—experts broadly agree
that the presence of uncertainty in the social cost valuations counsels for more stringent climate regulation, notless.'®* This
is due to various factors including risk aversion, the informational value of delaying greenhouse gas emissions, insurance
value, and the possibility of irreversible climate tipping points that cause catastrophic damage.'® In fact, uncertainty
is a factor justifying lowering the discount rate, particularly in intergenerational settings.'® Furthermore, the current
omission of key features of the climate problem such as catastrophic damages and certain cross-regional spillover effects
further suggests that the true SC-GHG values are likely higher than the Working Group’s best estimates. According to the
Working Group, “these limitations suggest that the SC-CO, estimates are likely conservative.”'*” In short, critics’ claim
that there is too much uncertainty to use the social cost estimates is misguided. If anything, the presence of uncertainty
is a reason to view the Working Group’s estimates as a lower bound.

Fourth, federal courts have repeatedly recognized that agency analysis necessitates making predictive judgments under
uncertain conditions, explaining that “[r]egulators by nature work under conditions of serious uncertainty”'* and “are
often called upon to confront difficult administrative problems armed with imperfect data”'® As the U.S. Court of
Appeals for the Ninth Circuit has explained, “the proper response” to the problem of uncertain information is not for the
agency to ignore the issue but rather “for the [agency] to do the best it can with the data it has”**® Courts generally grant
broad deference to agencies’ analytical methodologies and predictive judgments so long as they are reasonable, and do

191

not require agencies to have complete certainty before acting."”" Critics are thus incorrect to suggest that the presence of

some uncertainty in the social cost values merits their abandonment.

In addition to these responses, it is important to note the interplay between good faith criticisms of the SC-GHG’s
treatment of uncertainty and arguments made by opponents of climate policy. An especially clear example of this is the
uses to which Professor Robert Pindyk’s research have been put. Pindyck criticized the 2013 update to the SC-GHG

for mischaracterizing key uncertainties and so undervaluing climate damages.'*?
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His criticisms were then misread by



opponents of ambitious climate policy as arguing that economic valuations of climate change were simply useless and
wholly misleading."” Pindyck subsequently clarified that his criticism of the Working Group’s estimates did not amount
to a call for jettisoning them: “My criticism of IAMs should not be taken to imply that because we know so little, nothing
should be done about climate change right now, and instead we should wait until we learn more. Quite the contrary”'**
In fact, Pindyck’s own best “high confidence” estimate of the social cost of carbon dioxide in a 2019 paper is between $80
and $100." Nonetheless, Pindyck continues to be cited as a critic of the SC-GHG, most often by those who disagree
with his fundamental conclusion that a robust accounting of climate damage externalities should inform regulatory
decisionmaking.'”® In other words, the best critic of the Working Group’s methodology that opponents of sensible
climate policy could find actually considers the Working Group’s methodology to yield conservative underestimates of

greenhouse gases emissions’ true cost to society.

2.4.3. Benefits of Climate Change

Some critics argue that the SC-GHG ignores the potential benefits of increased carbon dioxide."”” However, some of these
benefits, such as potential increases in agricultural yields at low-level temperature increases, are captured in the SC-GHG
estimates.'”® These benefits reduce the magnitude of the SC-GHG, and are likely overestimated (not underestimated)
in the models."”” Other benefits that are the result of climate change are omitted, including the lower cost of supplying

renewable energy from wind and wave sources, the increased availability of oil due to higher temperatures in the Arctic.””

However, omitted negative impacts overwhelm omitted benefits.>*'

The other (not climate-related) benefits from the use of carbon fuels that are unrelated to climate change (such as
economic output) are omitted from the SC-GHG, but they are typically included in any analysis in which the SC-GHG
is used. In a benefit-cost analysis, the cost of regulations, such as the potential loss of output, is balanced against the
benefits of greenhouse gas emissions reductions as measured by the SC-GHG.
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steps required to estimate effects of global and local pollu-
tion).

E.g, US. ENV'T PROT. AGENCY, REGULATORY IMPACT
ANALYSIS FOR THE CLEAN POWER PLAN FINAL RULE 4-11
to 4-41 (Oct. 2015) (monetizing health-related co-benefits
of avoided particulate matter and ozone).
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E.g,id. at 4-46 to 4-56.
Shrader et al., supra note 30.

Matt Butner et al., Inst. for Pol'y Integrity, Making the Most
of Distributed Energy Resources (2020), https://policyin-
tegrity.org/files/publications/Making _the Most_of Dis-
tributed Energy Resources.pdf.

This methodology was developed for distributed energy
resources, so an agency seeking to apply it would need to
consider how it should be modified for centralized genera-
tors.

EPA, Regulatory Impact Analysis of the Revised 2023 and
Later Model Year Light Duty Vehicle GHG Emissions Stan-
dards 7-1 to 7-30 (2021); see also EPA, Regulatory Impact
Analysis of the Final Oil and Natural Gas Sector: Emission
Standards for New, Reconstructed, and Modified Sources at
4-1t0 4-37 (2016).

See, e.g., Climate Leadership and Community Protection Act
(CLCPA) § 2, N.Y. ENv’T CONSERY. L. § 75-0109(3)(c)

& (d); CLCPA § 2, N.Y. ENv'T CoNsERV. L § 75-0111(1)
(b); CLCPA § 2, N.Y. Env’T CONSERV. L § 75-0119(2)(g);
CLCPA§ 7(3).

Min Li & Faxi Yuan, Historical Redlining and Resident
Exposure to COVID-19: A Study of New York City, 14 RACE
& SociaL Pross. 85 (2022). For a discussion of broader
relationships between past policies and environmental
health burdens, see Haley M. Lane et al., Historical Redlining
Is Associated with Present-Day Air Pollution Disparities in U.S.
Cities, 9 ENV'T ScIL. & TECH. LTRs. 345 (2022).

See Omitted Damages, supra note 18, at 24-28.

See State and Federal Environmental Justice Efforts, NAT'L
CONF. STATE LEGISLATURES (Jan. 13,2022), https://www.
ncsl.org/research/environment-and-natural-resources/
state-and-federal-efforts-to-advance-environmental-justice.
aspx (noting and providing links to examples of legislative
and non-legislative efforts).

See Jason Schwartz, Inst. for Pol’y Integrity, Strategically
Estimating the Social Cost of Greenhouse Gases (2021)
[hereinafter “Strategically Estimating”].

Id.

Id.; see also Peter Howard & Jason Schwartz, Think Global:
International Reciprocity as Justification for a Global Social
Cost of Carbon, 42 CoLum. J. ENV'T L. 203, 24144 (2017).

2021 TSD, supra note 1, at 15-16.

Strategically Estimating, supra note 41; Howard &
Schwartz, Think Global, supra note 42.

Dallas Burtraw & Thomas Sterner, Climate Change Abate-
ment: Not “Stern” Enough? (Resources for the Future Policy
Commentary Series, Apr. 4, 2009), http://www.rff.org/
Publications/WPC/Pages/09_04_06_Climate_Change
Abatement.aspxhttps://www.resources.org/common-

Endnotes

resources/ climate-change-abatement-not-quotsternquot-
enough/.

For an extended discussion of each of these in the context of
valuing climate damage, see Richard L. Revesz & Matthew
R. Shahabian, Climate Change and Future Generations, 84 So.
CaL.L.REv. 1097, 1101 (2011). Revesz and Shahabian de-
scribe the four categories of approaches to discounting con-
sidered in the literature as follows: “(1) discounting for pure
time preference on the basis of ethical norms (‘prescriptive
pure time preference discounting’); (2) discounting for pure
time preference because that is how people actually treat the
future (‘descriptive pure time preference discounting’); (3)
discounting because future generations will be richer than
our own (‘growth discounting’); and (4) accounting for
opportunity costs (‘opportunity cost discounting’).” In the
real-world where the future is uncertain, additional motiva-
tions include consumption smoothing and insurance. See
Peter Howard & Jason A. Schwartz, Valuing the Future: Legal
and Economic Considerations for Updating Discount Rates, 39
YaLg J. REGUL. 595, 626-31 (2022).

U.S. EPA, GUIDELINES FOR PREPARING EcONOMIC ANALY-
s1s 6-1 (2010) (distinguishing between a social, “society-as-
a-whole point of view” and private discounting, which takes

“the specific, limited perspective of private individuals and
firms”).

Id. at 6-8 (describing “social opportunity cost of capital,” an
estimate of the discount rate based on investments poten-
tially displaced by government spending or regulation); see
also CosT OF CAPITAL: APPLICATIONS AND EXAMPLES
3,36 (Shannon P. Pratt & Roger J. Grabowski eds., 2014)
(defining opportunity cost of capital as “the expected rate
of return that market participants require in order to attract
funds to a particular investment”).

This higher rate reflects several factors: capital is taxed
leading to additional public consumption from government
provided services; in addition, market power, private risk
premiums, and returns from externalities that should not
be factored in from society’s perspective all yield financial
returns. As a consequence, the private return to capital rep-
resents an upper bound on the social return to capital that
excludes these market distortions, except for consumption
from tax revenue. Howard & Schwartz, Valuing the Future,
supra note 46, at 619.

2021 TSD, supra note 1, at 3 (“The ING recommends that
discount rate uncertainty and relevant aspects of intergen-
erational ethical considerations be accounted for in selecting
future discount rates.”).

NICHOLAS STERN ET AL., STERN REVIEwW: THE EcoNOM-
1¢cs OF CLIMATE CHANGE 31 -33 (2006); see also Nicholas
Stern, The Economics of Climate Change, 98 AMER. ECON.
Rev. 1 (2008) (revising 2006 conclusion and arguing for use
of a rate just above zero). Notably, this approach requires
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specifying the level of risk aversion at play, including aver-
sion to inequality over time, as well as specifying the interac-
tion between risk aversion and the growth rate of per capita
income. Therefore, a zero pure rate of time preference is

not synonymous with a zero-discount rate. See also Richard
Revesz, Environmental Regulation, Cost-Benefit Analysis, and
the Discounting of Human Lives, 99 CoLuM. L. REv. 941
(1999).

Office of Mgmt. & Budget, Circular A-4 on Regulatory Analy-
sis 36 (2003) [hereinafter “Circular A-4”].

Qingran Li & William Pizer, Use of the Discount Rate for
Public Policy Over the Distant Future, 107 J. ENV'T ECON. &
MaMT. 102428, at 16 (2021) (“This result also assumes that
benefits accrue entirely to consumption.”). To explain more
fully: the derivation of this range assumes all of the benefits
of the project go to consumers, but also that it is uncertain
whether consumers or capital owners will bear the costs of
the project.

Circular A-4, supra note 52, at 35-36. Although Circular
A-4 does not define “intergenerational,” it is useful to note
that Britain’s Treasury defines it as longer than 30 years.
HM TrEASURY, GREEN BOOK, Annex 6 (2020) (directing
government departments on how to employ discounting

in their analyses); see also JosepH Lowg, HM TREASURY,
INTERGENERATIONAL WEALTH TRANSFERS AND SOCIAL
DISCOUNTING: SUPPLEMENTARY GREEN BoOK GUID-
ANCE 4 (2008). Relatedly, 30 years is the longest available
duration for a U.S. Treasury. Cf. U.S. EPA, GUIDELINES FOR
PREPARING ECONOMIC ANALYSIS 6-12 (explaining that
intergenerational discounting is complicated by the fact that
“the ‘investment horizon’ is longer than what is reflected in
observed [market] interest rates” representative of intertem-
poral consumption tradeofts made by the current genera-
tion).

The very limited market evidence on intergenerational as-
sets, based on long-run leases in certain real estate markets,
finds that market rates may also decline over time. Howard
& Schwartz, Valuing the Future, supra note 47, at 619.

2010 TSD, supra note 2, at 25.
NAS 2017, supra note 7, at 158 fig.6-1.
Id. at 159 fig.6-2.

Consistent with proper Monte Carlo simulation technique,
each uncertain input parameter is represented based on a
random draw, not selection by a person or a predetermined
specification. 2021 TSD, supra note 1, at 26.

Id. at27.

2010 TSD, supra note 2, at 1.

2021 TSD, supra note 1, at 728 fig. 2.

2010 TSD, supra note 2, at 3 (explaining that this value is

Endnotes

included to represent “higher-than-expected impacts” from
climate change).

Id. at 3, 25.
2021 TSD, supra note 1, at 19-21.
Id. at7.

See NY. Dep't of Env't Conserv., Establishing a Value of Car-
bon: Guidelines for Use by State Agencies 36 tbl.I1 (2020;
updated May 2022) [hereinafter “NY DEC Guidance”].

See Circular A-4, supra note 52, at 33-34.
2021 TSD, supra note 1, at 18—19.

Id. at 19 n.22 (citing National Academies); NAS 2017, supra
note 8, at 236-37; see also Qingran Li & William Pizer,

Use of the Consumption Discount Rate for Public Policy Over
the Distant Future, 107 J. ENV’'T ECON. & MGMT. 102,428
(2021) (“This result is important because it provides a
strong argument against the idea that it is appropriate to use
a rate as high as 7 percent as we discount benefits further in
the future. This is true even when costs displace investment
and even over horizons as short as a few decades.”).

Peter Howard & Derek Sylvan, Expert Elicitation and the
Social Cost of Greenhouse Gases, 32-33 (2021); Moritz A.
Drupp et al., Discounting Disentangled, 10 Am. Econ. J. 109,
109 (2018) (finding “consensus among experts” that use of a
2% discount rate is acceptable).

For an extended discussion of the issues at play, see Howard
& Schwartz, Valuing the Future, supra note 46, at 603-04.

NAS 2017, supra note 7, at 167-69.

2021 TSD, supra note 1, at 4 (“based on the IWGs initial
review, new data and evidence strongly suggests that the
discount rate regarded as appropriate for intergenerational
analysis is lower. * * * [T ]his TSD discusses how the under-
standing of discounting approaches suggests discount rates
appropriate for intergenerational analysis in the context of
climate change that are lower than 3 percent.”); see also Peter
Howard & Jason Schwartz, About Time: Recalibrating the
Discount Rate for the Social Cost of Greenhouse Gases (Inst. for
Pol’y Integrity, Working Paper, 2021), https://policyinteg-
rity.org/publications/detail/about-time.

HM Treasury, Intergenerational Wealth Transfers and Social
Discounting: Supplementary Green Book Guidance 5
(2008).

Id. at 3-4.

In 2010, the Working Group decided to make a 5% discount
rate the highest of the rates it applied. At the time, it was
believed that economic growth and damages were positively
correlated, making a higher discount rate appropriate based
on insurance principles. Recent research calls this logic into
question, and suggests that a lower rate may be justified on
insurance grounds for several reasons, including the role
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of adaptation and non-linear tipping points. Howard &
Schwartz, Valuing the Future, supra note 47, at 629-31.

NAS 2017, supra note 7.

See White House Council of Econ. Advisors, Issue Brief:
Discounting for Public Policy: Theory and Recent Evidence
on the Merits of Updating the Discount Rate 2 (2017)
[hereafter “CEA Issue Brief”]; NY DEC Guidance, supra
note 68, at 15, 18-19.

2021 TSD, supra note 1, at 19-20; OMB, Table of Past
Years Discount Rates from Appendix C of OMB Circular
No. A-94 (Dec. 21,2020), https://perma.cc/SVYS-LAFH
(showing that rates on 30-year bonds have also fallen
steadily); see also CEA IssUE BRIEF, supra note 80, at S
(explaining past negative real rates were due largely to very
high inflation, whereas recent negative numbers are because
of very low nominal rates and not because of high inflation).

CEA IsSUE BRIEF, supra note 79, at 2, 6; see also id. at 7
(citing similar data from futures markets); Edward Gamber,
Cong. Budget Off,, The Historical Decline in Real Interest
Rates and Its Implications for CBO’s Projections at 4-7 (Work-
ing Paper 2020-09, 2020) (listing other factors, including:
slowed labor force growth, a global savings glut, a shortage
of safe assets, and secular stagnation); id. at 39 (showing
medium-term and long-term forecasts of the interest rate).

CEA ISSUE BRIEF, supra note 80, at 6 (showing rates in
Japan, France, Germany, the United Kingdom, Canada, and
Korea); Gamber, CBO, supra note 82, at 22, 24-25 (showing
declining global rates).

Michael D. Bauer & Glenn D. Rudebusch, The Rising Cost

of Climate Change: Evidence from the Bond Market (Fed.
Reserve Bank, Working Paper 2020-25, 2021); see also IWG,
2010 TSD, supra note 3, at 20 (calculating the rate as 2.7%).

Peter Howard & Derek Sylvan, Wisdom of the Experts: Using
Survey Responses to Address Positive and Normative Uncer-
tainties in Climate-Economic Models, 162 CLIMATE CHANGE
213,224 (2020), https://policyintegrity.org/publications/
detail /wisdom-of-the-experts; Drupp et al., Discounting
Disentangled, supra note 71, at 109-11.

Howard & Schwartz, Valuing the Future, supra note 47, at
624-34.

2021 TSD, supra note 1, at 20 fig. 1.
Howard & Schwartz, About Time, supra note 74.

See, e.g., Lina Isacs et al., Choosing a Monetary Value of
Greenhouse Gases in Assessment Tools: A Comprehensive
Review, 127 J. CLEANER PrRODUCTION 37, 38 (2016).

For example, the United Kingdom uses a marginal abate-
ment cost approach across a range of policies. See, e.g., UK.
Dep’t for Business, Energy & Industrial Strategy, Green
Book Supplementary Guidance: Valuation of Energy Use
and Greenhouse Gas Emissions for Appraisal (last updated

Endnotes

Oct 2021), https://www.gov.uk/government/publications/
valuation-of-energy-use-and-greenhouse-gas-emissions-for-
appraisal.

See, e.g., Benjamin White & Debbie Niemeier, Quantifying
Greenhouse Gas Emissions and the Marginal Cost of Car-
bon Abatement for Residential Buildings Under California’s
2019 Title 24 Energy Codes, 53 ENV’T Sc1. TECHNOL.
12121 (2019); Annum Rafique & A. Prysor Williams,
Reducing Household Greenhouse Gas Emissions from
Space and Water Heating Through Low-Carbon Technol-
ogy: Identifying Cost-Effective Approaches, 248 ENERGY &
BuiLpings 111162 (2021).

Exec. Order 12,866, 58 Fed. Reg. 51,735 (1993).
Climate Change Act 2008, c.27 (UK).

Justin Gundlach & Michael A. Livermore, Costs, Confusion,
and Climate Change, 39 YALE ]. REGUL. 564 (2022).

Id. at 569.

Paris Agreement to the United Nations Framework Conven-
tion on Climate Change art. 2, Dec. 12,2015, T..A.S. No.
16- 1104.

See The State Energy & Env’t Impact Ctr. at NYU School of
Law, Follow the Leaders: States Set Path to Accelerate U.S.
Progress on Climate (2021), https://www.law.nyu.edu/
sites/default/files/FollowTheLeaders-StateImpactCen-
ter_0.pdf, (listing multiple instances where state emis-

sions reduction or clean energy policies are oriented to the
temperature thresholds in the Paris Agreement); see also, e.g,
N.Y. City Exec. Order No. 26 § (June 2,2017) (“New York
City will adopt the principles and goals of the Paris Agree-
ment to deliver climate actions that are consistent with or
greater than its own commitments to reduce its greenhouse
gas emissions 80% by 2050 and that support the critical goal
of holding the increase in the global average temperature to
below 2° Celsius above preindustrial levels and pursuing ef-
forts to limit the temperature increase to 1.5° Celsius above
pre-industrial levels, as set forth in the Paris Agreement. . .”).

See Gundlach & Livermore, supra note 93, at 590-94.

See CTR. FOR CLIMATE & ENERGY SOLUTIONS, State
Climate Policy Maps: Greenhouse Gas Emissions Targets (last
updated March 2021), https://www.c2es.org/content/
state-climate-policy/.

% Jamil Farbes et al., Env’t Defense Fund, Marginal Abatement

Cost Curves for U.S. Net-Zero Energy Systems 17 (2021),
https://www.edf.org/sites/default/files/documents/
MACC_2.0%20report_Evolved EDEFE.pdf.

Id.

See, e.g., Noah Kaufman et al., A Near-Term to Net Zero
Alternative to the Social Cost of Carbon for Setting Carbon
Prices, 10 NaTURE CLIMATE CHANGE 1010-11 (2020).
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Farbes et al., supra note 99, at 4 fig. 1-A.
Id. at 18.

Id.

Id.

White & Niemeier, supra note 91.

Saptarshi Das, Eric Wilson & Eric Williams, The Impact of
Behavioral and Geographic Heterogeneity on Residential-
Sector Carbon Abatement Costs, 231 ENERGY & BUILDINGS
110611 (2021).

California Global Warming Solutions Act of 2006, CAL.
HEeALTH & SAFETY CODE §§ 38550, 38551 (West 2022).

The building energy use codes, Title 24, Part 6, of the Califor-
nia Codes and Standards, have been updated every three
years since 1978. See White & Niemeier, supra note 91 at
12121.

Id.

Id. at 12122-25.

Id. at 12125-27

Das et al., supra note 107, at 11.
Id. at 9.

Id. at 10.

Id. at 11 figs.10a & 10b.

Id. at11.

2016 TSD Addendum, supra note 29. The estimates for
methane and nitrous oxide were developed by Marten et al.
using the IWG methodology. Id. at 3.

Id. at 2.

P.A. Arias et al., Technical Summary, in Climate Change 2021:
The Physical Science Basis. Contribution of Working Group
I'to the Sixth Assessment Report of the Intergovernmental
Panel on Climate Change 101 (V. Masson-Delmotte et al.
eds., 2021), [hereinafter “TPCC AR6 WG1 Tech. Summa-
ry”].

Robert L. Kleinberg, Boston Univ. Inst. for Sustainable En-
ergy, The Global Warming Potential Misrepresents the Phys-
ics of Global Warming Thereby Misleading Policy Makers 9
(2020), https://hdLhandle.net/2144/41682. fig. 2 (2020).

Id. at 10 fig. 3.

Compare New York Env’t Conserv. L. § 75-0101(2) (requir-
ing state agencies to estimate the GWP of greenhouse gases,
including methane, over a 20-year timeframe), with IPCC
AR6 WG1 Tech. Summary, supra note 120, at 101-02.

E.g., the Minnesota Public Utilities Commission only directs
utilities to use a social cost value for carbon dioxide. See Or-
der UPDATING ENVIRONMENTAL COST VALUES, MINN. PUB.
UtiL. ComMm'N DockeT No. E-999/CI-14-643, at 9-10
(2018).

Endnotes

hasedown of Hydrofluorocarbons: Establishing the Allow-
ance Allocation and Trading Program Under the American
Innovation and Manufacturing Act, 86 Fed. Reg. 55,116
(Oct. 5,2021).

ENV’T PROT. AGENCY, Regulatory Impact Analysis for
Phasing Down Production and Consumption of Hydrofluo-
rocarbons (HFCs) at 103 (Sept. 2021), https://www.epa.
gov/system/files/documents/2021-09/ria-w-works-cited-
for-docket.pdf.

Id. at 104.

See N.Y.S. DEPT. OF ENV'T CONSERVATION., ESTABLISH-
ING A VALUE OF CARBON: GUIDELINES FOR USE BY STATE
AGENCIES at 37 (rev. May 2022), https://www.dec.ny.gov/
docs/administration_pdf/vocguid22.pdf. New York’s other
SC-GHG values are discussed briefly in the Appendix. See
also id. at 34-36 for a schedule of New York’s estimates for
CO,, methane, and nitrous oxide.

See Iain Walker et al., Carbon and Energy Cost Impacts of
Electrification of Space Heating with Heat Pumps in the
U.S., 259 ENERGY & BUILDINGS 111910 (2022).

The IPCC defines radiative forcing as “the net change in the
energy balance of the Earth system due to some imposed
perturbation,” and notes that it is “usually expressed in
watts per square meter averaged over a particular period of
time and quantifies the energy imbalance that occurs when
the imposed change takes place.” Gunnar Myhre et. AL,
Anthropogenic and Natural Radiative Forcing, in IPCC, 2018:
CLIMATE CHANGE 2013: THE PHYSICAL SCIENCE BAsIs.
CONTRIBUTION OF WORKING GROUP I TO THE FIFTH As-
SESSMENT REPORT OF THE INTERGOVERNMENTAL PANEL
ON CLIMATE CHANGE 664 (Stocker et al. eds. 2018).

Id. at 678 tbl. 8.2.

For example, developing social cost numbers for additional
GHGs using the discount rates already in use by the IWG
for carbon dioxide, methane, nitrous oxide.

See Iliana Paul & Max Sarinsky, Inst. for Pol’y Integrity,
Playing with Fire: Responding to Criticism of the Social Cost

of Greenhouse Gases, (2021), https://policyintegrity.org/
publications/detail/playing-with-fire (describing arguments
raised in Louisiana v. Biden, 543 F. Supp. 3d 388 (W.D. La.
2022) (stayed pending appeal), as well as responses to those
arguments).

2010 TSD, supra note 2, at 1 (2010).

Id. at 5. These reduced-form integrated assessment models
are DICE (the Dynamic Integrated Model of Climate and
the Economy), FUND (the Climate Framework for Uncer-
tainty, Negotiation, and Distribution), and PAGE (Policy
Analysis of the Greenhouse Effect).

Working Group, Technical Support Document: Technical
Update of the Social Cost of Carbon for Regulatory Impact
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Analysis Under Executive Order 12866, at 5-29 (2016),
https://perma.cc/UYX6-2W8M [hereinafter 2016 TSD].

2021 TSD, supra note 1, at 3.
See 2016 TSD Addendum, supra note 28, at 2-3.
Id. at 3.

U.S. Gov'T AcCOUNTABILITY OFE,, GAO 14-663, REGULA-
TORY IMPACT ANALYSIS: DEVELOPMENT OF SOCIAL COST
OF CARBON ESTIMATES 12-19 (2014), https://perma.
cc/66GM-BW2S.

NAS 2017, supra note 7, at 3, 33; Nat'] Acads. Scis., Eng’g
& Med., ASSESSMENT OF APPROACHES TO UPDATING THE
SociaL CosT OF CARBON: PHASE 1 REPORT ON A NEAR-
TerRM UPDATE 1-2, 46 (2016), https://perma.cc/TJM6-
XE6S [hereinafter NAS 2016].

See, e.g., sources cited supra note 21.

Zero Zone, Inc. v. U.S. Dep'’t of Energy, 832 F.3d 654,
678-79 (7th Cir. 2016).

Exec. Order 13,783 § S(b), 82 Fed. Reg. 16,093, 16,095
(Mar. 28, 2017).

See California v. Bernhardt, 472 F. Supp. 3d 573, 611-13
(N.D. Cal. 2020) (explaining that Trump administration’s
methodology “has been soundly rejected by economists as
improper and unsupported by science”).

U.S. Gov’T AcCOUNTABILITY OFF., GAO 20-254, SociAL
CosT oF CARBON: IDENTIFYING A FEDERAL ENTITY TO
ADDRESS THE NATIONAL ACADEMIES’ RECOMMENDA-
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3. Legal Authority for Applying the SC-GHG

n order to use the SC-GHG in regulatory decisions that directly affect private actors’ rights and obligations, state

policymakers must first have the legal authority to do so. Determining whether and how policymakers have the

authority to apply this metric requires case- and context-specific analyses. Still, some generalizations bear mentioning.
This section first discusses legal authority to apply the SC-GHG at a general, abstract level. It then discusses concrete
examples at both the federal and state levels. The federal examples provide additional detail for applications not yet
explored by many—or any—states.

3.1. Legal Authority Generally

State agencies’ authority to apply the SC-GHG most often comes from enabling statutes, though it could, in principle,
derive from a state constitution as well." If a law unambiguously indicates that policymakers must or must not use the
SC-GHG, the decision is clear. Similarly, a law that explicitly permits—but does not require—a policymaker to consider
those costs leaves little ambiguity. Statutes that are silent on the point are harder to interpret.

While policymakers should, of course, assess each statute’s unique language and context, several generalizations are
possible.

First, if the statute allows policymakers to consider highly general factors like welfare, public health, costs and benefits,
or economic impact, when making decisions about how to implement a law, the SC-GHG likely suits those ends. As
Section 2.1 of this guidebook explains, the SC-GHG reflects many of the welfare, public-health, and economic harms
that greenhouse gas emissions impose. So, language that directs state agencies or courts to consider these factors when
making decisions or determinations can provide a basis for applying the SC-GHG.

Second, if the law offers little or no guidance on what factors to consider, then policymakers often can—and should—
employ the SC-GHG to help illuminate the climate impacts of their decisions. That is especially true in sectors like
transportation, energy, land use, and others that carry strong implications for greenhouse gas emissions, as the SC-GHG
can help illustrate and contextualize the associated harms.

Third, if the law lists many factors to consider, and no express reference to climate change or climate impacts is included,
then the statute’s context would dictate how to interpret that omission. On the one hand, if the statute uses words like
“including” or “for example” in introducing its list of factors, then the statute likely allows policymakers to use the SC-
GHG. On the other hand, if it lists factors that are unrelated to climate impacts without such qualifiers, then policymakers
might have to infer whether the list is intended as exclusive, or whether unlisted factors may also bear on the policy.

Fourth, if policymakers are unable to quantify climate impacts, they would still do well to describe climate impacts
qualitatively, using as much quantitative information as the relevant context and available data allow.

3.2. Federal Authority

Federal agencies generally apply the SC-GHG in three broad decisionmaking frameworks: cost-benefit analysis, review of
environmental impacts pursuant to the National Environmental Policy Act (NEPA), and procurement and grantmaking

decisions.



Federal agencies’ authority (and, potentially, obligation) to apply the SC-GHG in regulatory cost-benefit analysis arises
from one of two types of sources. One is substantive statutes. The Energy Conservation Policy Act, for instance, directs
the Department of Energy to adopt energy efficiency standards for appliances that will achieve maximal energy efficiency
within the bounds of what the agency determines to be “technologically feasible and economically justified.”> When the
department weighed its updated energy efficiency standard for commercial refrigerators in 2014 and found that standard
to be “economically justified,” it used the SC-GHG to help estimate the standard’s benefits.? In the Zero Zone case, the
U.S. Court of Appeals for the Seventh Circuit upheld the updated standard as well as the department’s reasoning.* The
other source of authority is the combination of Executive Orders 12,866 and 13,563 and the Administrative Procedure
Act. The Executive Orders direct federal agencies to conduct cost-benefit analysis to justify significant rules,® and the
federal Administrative Procedure Act requires agencies to ground their regulations in sound reasoning and evidence.’
While courts reviewing an agency decision do not prescribe a particular rationale for arriving at and defending that
decision, courts do examine the quality and rationality of the agency’s justification.” So, when an agency justifies its
decision using cost-benefit analysis—as required for significant rules under the Executive Orders—a reviewing court
will insist that the analysis be complete and evenhanded.® Agency decisions that increase or reduce greenhouse gas
emissions are therefore hard to justify without valuing those emissions in a way that enables—as the SC-GHG does—
comparison to other effects.

The second type of application, environmental review of agency decisions, is required by NEPA but not consistently
undertaken by agencies.” NEPA requires agencies to take a “hard look” at how their actions affect the environment,'’
meaning that they must identify environmental impacts, assess alternatives to the proposed action, and consider how to
mitigate environmental harms.!! Operationally, this application looks much like the monetization of benefits (or costs)
that informs a cost-benefit analysis, but instead of the resulting monetary value always being netted against others, the
monetized value of emissions often merely features in the list of impacts attributable to a given decision or project.'?
Some agencies’ applications of the SC-GHG to environmental review more closely resemble cost-benefit analysis than
others—the U.S. Postal Service, for instance, recently used the SC-GHG in a final environmental impact assessment to
compare different vehicle fleet procurement options."

The third type of application rests on federal laws governing procurement and grantmaking by individual agencies and
involves including the SC-GHG among other factors that inform decisions about what to procure or to whom funding
should be granted."* The particular laws that authorize procurement or grantmaking generally set forth criteria for
conducting those activities. The Federal Acquisition Regulation, for instance, directs agencies to prefer the alternative
that offers the “best value””® Notably, this can include consideration of a range of social consequences and not only
effects to which markets have assigned prices. Governments can apply the SC-GHG to the procurement of a wide range
of assets, including vehicle fleets, energy, energy efficiency retrofits for buildings, and even the cement and steel used
in infrastructure and construction. Although the analyses of each of these differ, in all cases they involve estimating the
lifecycle emissions profiles of different procurement options or grant applications and using the SC-GHG to translate
avoided emissions into a value comparable to other types of cost savings. Grant awards, similarly, can require applicants
to include analyses of emissions impacts (or avoidance) of their proposals so that the awarding agency can weigh that
aspect of the program or project against others in comparable terms.

3.3. State Authority

As noted in Section 1.2, states have applied the SC-GHG in several types of decisions and analyses, the clear majority

of which have, to date, focused on the power sector. Some of those applications, both in relation to the power sector
and others, have an explicit statutory basis. In other instances, an agency’s authority to employ the SC-GHG has been
inferred from statutory language that does not expressly refer to the metric but also does not proscribe its use.



Two examples of power sector integrated resource planning rules—one from Washington State and one from Georgia—
help to illustrate the difference between explicit and implicit authority to apply the SC-GHG. As described more fully in
Section 4.1.1.2, electric utilities in many states are required to periodically submit integrated resource plans (IRPs) that
present different approaches for how the utility will supply power to their consumers for the next 10 or 20 years. IRPs
generally include analyses of expected outcomes related to, among other things, costs and emissions volumes.

In Washington State, provisions of the 2019 Clean Energy Transformation Act expressly require electric utilities to
incorporate the SC-GHG into the analyses presented in their biennial IRP of different proposals for capital investments
and programs.'é The Act also requires that utilities disclose greenhouse gas emissions arising from electricity generation
and that the power sector, as a whole, complies with an emissions reduction schedule."”

In Georgia, state law requires electric utilities to file IRPs,'® and the implementing regulations adopted by the state’s utility
commission spell out what utilities must include in those IRPs." Unlike in Washington, however, those regulations do
not refer to the SC-GHG, nor do they require expressly that IRPs present a monetized estimate of the climate damage
(or its avoidance) arising from investments in particular resources or programs. They do, however, direct utilities to
take several analytical steps that can be read to include applying the SC-GHG in the analyses presented in IRPs. Those
directions begin with the definitions in the commission’s implementing regulations. “Avoided externality costs” are
cognizable,® and “[e]xternalities should be quantified and expressed in monetary terms where possible.”” Climate
change is, of course, an externality of greenhouse gas emissions, meaning that it is a quantifiable effect of those emission
that is not reflected in the price paid by emitters for their emissions. Further, “environmental impacts of air pollutant
emissions from power plants” are to be counted as “indirect costs.”** These definitions suggest that the SC-GHG would
be well suited to carrying out commission policy “concerning minimizing customer bills, minimizing overall rates and
maximizing net societal benefit” **

Use of the SC-GHG in the resource planning process is discussed further in Section 4.1.1.2.

3.4. Legal Risks of Applying the SC-GHG

The nature of the legal risks that states face by using the SC-GHG depends on the legal context of the use. Broadly
speaking, climate policy at the state level tends to be made in two legally distinct phases. The first is a planning or
informational phase in which key facts are established. Plans and analyses conducted in this phase include “scoping
plans” and “energy master plans” that map out economy-wide options for emission reducing measures (see Section
4.1.1.4), as well as analyses that focus more narrowly on particular resource types, like studies of the value of distributed
solar generation (see Section 4.3.3). The second phase involves decisions with legal force that apply the SC-GHG to help
determine the allocation of obligations, resources, costs, or subsidies.

Legal risks generally do not arise in this first phase, which involves the conduct of nonbinding analyses in which a
state uses the SC-GHG to plan or estimate the value of particular assets, activities, or interventions.** Still, use or non-
use of the SC-GHG in such an analysis can plant a seed that grows into potential legal risk later on. For example, if a
decisionmaker later relies upon that analysis or planning process to support of justify a decision with direct effects on the
rights or obligations of private actors, the plan could become subject to judicial scrutiny. To mitigate this potential risk,
state policymakers should consider the end-use of the planning document during its development and appropriately
apply the SC-GHG to align with the laws that are likely to govern the decisions that grow from the planning document.



The second phase of policymaking, in which an agency relies on the SC-GHG to make legally binding decisions, can give
rise to several kinds of legal risk:

One sort of legal challenge would involve allegations that the agency lacks the authority to rely on the SC-GHG. Whether
the statute or executive order on which the agency bases its use of the SC-GHG is the state’s version of the federal
Administrative Procedure Act or a substantive statute, such a challenge might allege that the SC-GHG is not relevant to
the decision or is proscribed from consideration based on the other decisionmaking criteria omitted from or enumerated
in the statute. To reduce risk, agencies should carefully explain how the SC-GHG (and the climate damages it estimates)
relate to the factors identified by the governing statute or executive order. Agencies may also benefit from explaining why
it is not only permissible but necessary to apply the SC-GHG in order to make a reasoned decision.

Other challenges might allege that the SC-GHG itself is flawed for one or more of the reasons discussed in Section 2.4.
To ward off such challenges, state legislatures and agencies might consider conducting a review that establishes and
explains the validity of the Working Group’s SC-GHG for the state’s own purposes.” That review would not substitute
for or redo the work of the Working Group, but would provide an independent legal basis for using the SC-GHG—one
that does not rely entirely on the continued application of the federal SC-GHG by federal agencies.

A third type of legal risk can arise not from use of the SC-GHG itself, but rather from challenges in fully quantifying or
verifying changes in emissions. In general, agencies should try to take symmetrical analytical approaches to estimating
both costs and benefits, and to quantify effects to the extent possible. When faced with a decision between using limited or
uncertain emissions data to estimate climate impacts or simply omitting any quantified estimate of emission impacts, an
agency should strive to include a quantitative estimate. As Montana’s Department of Public Service Regulation observed
in a decision about whether to value avoided greenhouse gas emissions, “[a]lthough highly uncertain, all parties agreed
that future carbon costs should not be considered zero.””® And, in the event that the available data are simply too poor
to support quantification, the agency should instead develop a thorough qualitative description to be considered in the
agency’s analysis.



3. Legal Authority for Applying the SC-GHG

See, e.g., PA. CONST. art. 1 § 27 (establishing “a right a right to
clean air, pure water, and to the preservation of the natural,
scenic, historic and esthetic values of the environment”);
N.Y. Const. art. I § 19 (similar).

42US.C. §6295(0)(2)(A).

Energy Conservation Standards for Commercial Refrigera-
tion Equipment, 79 Fed. Reg. 17,726 (Mar. 28, 2014). For
another example of a federal agency that is bound to employ
cost-benefit analysis by a substantive statutory directive, see
BuR. oF OCEAN ENERGY MGMT., ECONOMIC ANALYSIS
METHODOLOGY FOR THE 2017-2022 OUTER CONTINEN-
TAL SHELF OIL AND GAS LEASING PROGRAM 1-1 to 1-29
(2016); 43 US.C. § 1344(a)(1) (requiring Secretary to
manage outer continental shelf “in a manner which con-
siders economic, social, and environmental values of the
renewable and non-renewable resources contained in the
outer Continental Shelf”).

Zero Zone, Inc. v. Dep’t of Energy, 832 E.3d 654 (7th Cir.
2016).

Exec. Order 12,866, 58 Fed. Reg. 51,735 (1993); Exec.
Order 13,563, 76 Fed. Reg. 3821 (2011).

5US.C. § 553(e) (2018); Scenic Hudson Pres. Conf. v. Fed.
Power Comm’n, 453 F.2d 463, 468 (2d Cir. 1971) (“Where
the Commission has considered all relevant factors, and
where the challenged findings, based on such full consid-
eration, are supported by substantial evidence, we will not
allow our personal views as to the desirability of the result
reached by the Commission to influence us in our deci-
sion.”).

Dep’t of Homeland Sec. v. Regents of the Univ. of Cal., 140
S. Ct. 1891, 1907 (2020) (“It is a ‘foundational principle of
administrative law’ that judicial review of agency action” is
based on “the grounds that the agency invoked when it took
the action.” (quoting Michigan v. EPA, 576 U.S. 743, 758
(2015))); see also SEC v. Chenery Corp., 318 U.S. 80, 88
(1943); Caroline Cecot & W. Kip Viscusi, Judicial Review of
Agency Benefit-Cost Analysis, 22 GEo. MasoN L. REv. 575
(2015).

See, e.g., Mozilla Corp. v. Fed. Commc’ns Comm’n, 940 F.3d
1,70-71 (D.C. Cir. 2019) (discussing the consistency of the
FCC'’s approach with instructions in Circular A-4); Cooling
Water Intake Structure Coal. v. EPA, 905 F.3d 49, 67 (2d
Cir. 2018) (“[Algencies are ordinarily required to consider
the relative costs and benefits of a regulation as part of
reasoned decisionmaking.”); Nat’l Ass'n of Home Builders
v. EPA, 682 F.3d 1032, 1040 (D.C. Cir. 2012) (“[W]hen an
agency decides to rely on a cost-benefit analysis as part of
its rulemaking, a serious flaw undermining that analysis can
render the rule unreasonable.”); City of Portland v. EPA, 507
F.3d 706,713 (D.C. Cir. 2007) (“[W]e will [not] tolerate
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rules based on arbitrary and capricious cost-benefit analy-
ses.).
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Id.§ 515-3-4-.02(21).
Id. § 515-3-4-.02(24).
Id. § 515-3-4.-05(1)(a) (emphasis added).

A California’s court’s decision to dismiss a lawsuit that chal-
lenged the California Air Resources Board’s development of
a scoping plan that itself had no regulatory effect illustrates
the point. As the court observed, the statutory directives to
the board “are exceptionally broad and open-ended. They
leave virtually all decisions to the discretion of the Board . .
.7 Ass'n of Irritated Residents v. State Air Res. Bd., 206 Cal.
App. 4th 1487, 1495 (Cal. Ct. App. 2012).

See, e.g., N.Y.S. DEP'T OF ENV’'T CONSERVATION, EsTAB-
LISHING A VALUE OF CARBON: GUIDELINES FOR USE BY
StaTE AGENCIES (Rev. June 2021) (describing available
options for emissions valuation and endorsing version of
SC-GHG for use by New York agencies).

Vote Solar v. Montana Dep't of Pub. Serv. Regul., 473 P.3d
963,976 (Mont. 2020) (quoting Order No. 7323k, ¢ 81, the
utility commission decision below), as amended on denial of
reh'g (Oct. 6,2020).




4. Applications of the Social Cost of
Greenhouse Gases

he internal workings of the SC-GHG are complex, but its application is straightforward.' By assigning a monetary

value to the harm caused by greenhouse gas emissions, the SC-GHG enables decisionmakers to make two sorts

of comparisons: first, between the climate and non-climate effects of a given policy, activity, or decision; and
second, between the climate effects of a policy, activity, or decision and the climate effects of an alternative. By converting
climate impacts into dollars, the SC-GHG ensures that both of these comparisons are apples-to-apples, not apples-to-
oranges, and that decisionmakers can incorporate climate impacts into a wide variety of applications. For instance, being
able to meaningfully compare climate effects and non-climate effects makes it possible to incorporate avoided climate
damages along with other sources of value into royalties, fees, procurement decisions, or subsidies. And, making the
climate effects of different alternatives readily comparable allows decisionmakers to weigh options on the basis of their
relative environmental impacts, whether as part of an environmental impact review, a grant program, or in some other

decisionmaking context.

This section describes how using the SC-GHG can make it easier for states to evaluate and weigh climate impacts in the

following operational areas:

«  Cost-benefit analysis
 Environmental impact review
« Procurement, investments, and grantmaking

« Royalties, penalties, and resource compensation

To illustrate how state agencies’ planning and implementation of climate policy might involve each of these different
types of decision or analysis, this section draws on examples from different sectors over which agencies have authority—
electricity, transportation, oil and gas, gas distribution systems, and land use.

Though a number of states have used the SC-GHG in decisionmaking contexts, states have not, to date, used the SC-
GHG for all of the types of decisions and analyses discussed below. State agencies have yet to incorporate the SC-GHG
into environmental impact review, for instance, so we draw on federal examples for that application. For still others,
which neither state nor federal agencies have undertaken, we describe what such an application might involve.



Table 4-1. Case Studies of SC-GHG Use

Type of Use Jurisdiction & Agency Subject
« US.Dep’t of Energy o Energy efliciency standards for manufactured
« Colorado Dep’t of Transportation housing
_ « New York Dep’t of Environmental o Rules for transportation-related capital
Rulemaking . ,
Conservation spending
« Regulations of emissions from the oil and gas
industry and vehicles.
E% Electric Utility IRPs Colorado Pub. Utilities Comm’n Inform electricity resource planning
Tities' h
Gas Distribution System | New York Pub. Service Comm'n Utilities” have developed Gas BCA Handbooks
based on BCA Framework
« California Air Resources Board Demonstrate benefits of different components
Planning Info. « New Jersey Governor’s Office of climate change scoping plan (CA) and Energy
Master Plan (NJ)
« Colorado, all agencies « Assessment of energy efficiency measures in
o California Dep’t of Transportation capital spending projects
Grants & Tnvestments « U.S.Dep'’t of Transportation . I}:Z;/;jlz::;on of potential capital spending

« Invites grant applicants to use the SC-GHG to
characterize project benefits

U.S. Postal Service Environmental impact statement of planned
procurement of mail delivery vehicle fleet

Procurement

o Illinois Commerce Comm’n « Inform or delimit the value of a zero
« New Jersey Board of Pub. Utilities emission credit/certificate (IL, NY / NJ) to
Resource Compensation « New York Pub. Service Comm'n compensate nuclear generators
« Maine Pub. Utilities Comm'n « Study the value of distributed (rooftop)
solar to determine the benefits of solar from
reducing/avoiding emissions

4.1. Cost-Benefit Analysis

Cost-benefit analysis requires a decisionmaker to weigh the positive and negative effects of an action. A decisionmaker
can easily determine the monetary value of some effects, whether because markets assign them a price or, for instance,
because regulated entities estimate their monetary value as a matter of course, such as the cost of capital investments.
However, for other effects, like the harms done to human health by local air pollution or to the economy by contributing
to the greenhouse gas emissions that cause climate change, a decisionmaker must look to tools that translate findings
from scientific, medical, or economic literature into quantities and monetary values. Cost-benefit analysis is a way to
identify and weigh all relevant considerations—even those that are difficult to measure—in a manner that enables the
comparison of costs and benefits and thereby supports transparent and rigorous decisionmaking.

Federal and state agencies—and sometimes entities they regulate—apply the SC-GHG when they compare the costs

and benefits of various decisions. Those comparisons can take several forms, some more rigorous and standardized than
others. Notably, the SC-GHG was originally developed for use in the sort of cost-benefit analysis required of federal



agencies when they conduct rulemakings.” It is no surprise, then, that federal agencies, which make routine use of highly
standardized cost-benefit analysis, generally incorporate the SC-GHG into that analysis if the decision at issue has
implications for greenhouse gas emissions. State agencies, by contrast, are not necessarily subject to the same cost-benefit
analysis standards as federal agencies, and so may have varying approaches to how they examine and weigh decisions.

Box 4-1: Simplified Steps for Applying the SC-GHG in CBA

The following, generic steps are very likely to feature in any cost-benefit analysis that makes use of the SC-
GHG to estimate the value of a given decision’s effects on greenhouse gas emissions.

Convert the SC-GHG values from the dollar year used for the SC-GHG estimates (the 2021 estimates
use 2020 dollars), to the dollar year used in the rest of the analysis, if the values have not already been
converted.

Determine the avoided emissions for each year between the effective date and the end date of the policy;

Multiply the quantity of avoided emissions in each year by the corresponding SC-GHG for that year, to
calculate the monetary value of damages avoided by avoiding emissions in that year;?

Apply the same discount rate used to calculate the SC-GHG to calculate the present value of future
effects of emissions from that future year;*

The present value of future money formula is: PV = FV/(1+i)" where PV is present value, FV is future
value (i.e., the SC-GHG value for year 2025 emissions multiplied by the volume of emissions), i is the
discount rate expressed as a decimal (e.g., 0.025 for 2.5%), and n is the number of years between
the year of analysis and the future value.

Sum these present values for all relevant years (e.g., 2022, 2023, etc. through the end date) between
the effective date and the end date to arrive at the total monetized climate benefits of the plan’s avoided

emissions:® and

Describe qualitatively damages that have been omitted from the SC-GHG, and consider those benefits in
any final assessments.®

For analyses covering multiple greenhouse gases, officials should use the appropriate social cost value for
each gas; they should not simply rely on global warming potential coefficients to translate between social cost
values. For example, if a state is assessing a policy that would affect carbon dioxide and methane emissions,
the analysis should include the SC-CO, and the SC-CH,. Schedules of the annual values for all gases are
included in Appendix A.

Step 4 of this analysis requires selection of a discount rate—or, potentially, a few. How to choose the proper
discount rate (or rates) requires further explanation. That explanation is drawn from several resources, which
explain the theoretical underpinnings and recent research in greater depth, which users of this guide may wish

to consult separately.”

Why use a discount rate? For several reasons, people prefer having a dollar now to having one in the future.®
Recognizing this relationship between time and value, governments and private entities use discount rates
(discussed in more depth in Section 2.1.4) when making comparisons of value across time. For instance, if
a policy measure or private investment will incur costs over the next two years and yield benefits over the
subsequent 25 years, discounting is needed to enable the comparison of those costs and benefits on an apples-
to-apples basis.




Importantly, however, discount rates depend on whether the perspective is that of society or of a private entity.
Consumption-based discount rates reflect a public or societal perspective, and are lower than rates that reflect
a private investor’s perspective. A private investor, by contrast, uses a higher capital-based discount rate, which
reflects the opportunity cost of making a private investment instead of having money available to purchase
or invest in something else in near future. The time horizon for an analysis is also important when deciding
on a discount rate. For analyses of less than several decades, it is appropriate for an agency to apply an
intra-generational discount rate;’ for longer durations, the agency should use an inter-generational rate.'
Intergeneration rates tend to be lower and to have a smaller range."!

Understanding what discount rate a state agency should use is important, but there are two more questions that
state agencies must answer when they incorporate monetized emissions effects into their valuation of certain
decisions or investments. First, how should they align the consumption-based discount rate they apply to policy
decisions with the SC-GHG? And second, how should they deal with policy measures that involve both public
and private intra-generational investments?

The first of these questions is easier to answer. As indicated in Step 4 above, an analysis should apply a
consistent discount rate to both climate impacts and the net present valuation of those impacts. So, if an
agency applies a 2.5% discount to get its estimate of the climate damage avoided from lower greenhouse
gas emissions, it should also use a 2.5% rate for the net present value calculation that indicates what an
investment’s value is today. Note, however, that using a consistent rate does not necessarily mean using only
one rate: an analysis can be run multiple times with different rates, so that the agency can see the full spectrum
of values revealed by different degrees of discounting. Supplemental analyses using different parameters, like
a different discount rate, are called sensitivity analyses.

The second question is harder to answer—and is arising more often as more state agencies direct regulated
entities to incorporate emissions impacts into their valuations of proposed investments. The most frequent
example of this involves a utility or renewable project developer being asked to present a utility commission with
an analysis of what a proposed project is worth. Calculating that worth means integrating the monetary values
of capital assets and emissions (or avoided emissions), which in turn means deciding how to reconcile different
discount rates. At present, the latest research does not point to a tidy solution. So, as with the answer to the first
question, the best available approach seems to be to generate a range or matrix showing the results of applying
all potentially appropriate discount rates and possibly selecting one iteration as “central.” This could look like the
U.S. Department of Energy cost-benefit analysis presented in Section 4.1.1.1.

We recognize that in some situations faced by regulators this recommendation amounts to incomplete guidance.'?
As this is a subject of intense interest to governments around the world,"* research is likely to illuminate more
about how best to deal with this circumstance. In the meantime, we note that this recommendation goes
against using an averaged or otherwise homogenized rate and instead calls for being forthright about
the analytical dissonance that comes with applying several different rates.

For a fuller discussion of discounting and the basis for these recommendations, see Valuing the Future: Legal
and Economic Considerations for Updating Discount Rates.**




4.1.1. Case Studies of the SC-GHG Used in Cost-Benefit Analysis

The rest of this section presents examples of how federal and state agencies have incorporated—or could incorporate—
the SC-GHG into several forms of cost-benefit analysis. These analyses pertain to different sectors and have different
aims. The first was conducted by the U.S. Department of Energy to support its adoption of energy efficiency standards
for manufactured housing. The second was conducted by regulated electric utilities in Colorado as part of their triennial
energy master planning obligation. And the third is a pair of informal cost-benefit analyses undertaken by the governments
of California and New Jersey.

4.1.1.1. SC-GHG in Rulemaking Cost-Benefit Analysis

In 2021, the Department of Energy (DOE) conducted a cost-benefit analysis of its proposed energy efficiency standards
for manufactured housing,'s as required by federal law (see Section 3.2). In that analysis, DOE considered “the effect
of potential energy conservation standards on power sector and site combustion emissions,” as well as emissions from
“upstream” fuel development and production.’® The figure below breaks out benefits from avoided greenhouse gas
emissions for each alternative, and includes the whole range of Working Group estimates.'” These benefits are then
tallied along with other benefits and costs to consumers. Note that DOE explored both tiered and untiered standards.
In the tiered approach, certain units would be subject to less stringent energy conservation standards in light of “cost-
effectiveness considerations required by statute and affordability concerns.”*® The untiered standard applies the 2021
International Energy Conservation Code uniformly."

Table 4-2. Summary of Economic Benefits and Costs to
Manufactured Home Homeowners under the Proposed Standards*

Net present value

(billion 2020%) Discount rate
(%)
Tiered Untiered
Benefits:
Consumer Operating CoSt SAVINGS ......coiuiiiiiiiiiiiieeiie e 7.
3.
GHG Reduction (using avg. social costs at 5% discount rate) * ..........cccccceerieeieennn. 5.
GHG Reduction (using avg. social costs at 3% discount rate) ™ ...........ccccceeviernnnne 3.
GHG Reduction (using avg. social costs at 2.5% discount rate) * ..........ccceeeeervennn. 2.5.
GHG Reduction (using 95th percentile social costs at 3% discount rate) * .. 3
NOx REAUCTION ...ttt 7.
3.
SO2 REAUCTION ...t 7.
3.
Total BENEfitS .....ccooiiiiiiie e 7 plus GHG range.
7.
3.
3 plus GHG range.
Costs:
Consumer Incremental Product COStS T ....ccuvvvveeiiiiiiiiiieiee e 3.9 e, A7 e, 7.

7.9 i 9.6 i 3.
Total Net Benefits:

Including GHG and Emissions Reduction Monetized Value ..................cccce...e. 7 plus GHG range.
7.
3

3-plus GHG range.

Note: This table presents the costs and benefits associated with manufactured homes shipped in 2023-2052.

* The benefits from GHG reduction were calculated using global benefit-per-ton values. See section IV.D.2 of this document for more details.

** Total Benefits for both the 3-percent and 7-percent cases are presented using the average GHG social costs with 3-percent discount rate. In the rows labeled
“7% plus GHG range” and “3% plus GHG range,” the consumer benefits and NOX and SO2 benefits are calculated using the labeled discount rate, and those
values are added to the GHG reduction using each of the four GHG social cost cases.

+ The incremental costs include incremental costs associated with principal and interest, mortgage and property tax for the analyzed loan types.



This table shows the discount rates used to calculate the net present value of the proposals’ costs and benefits. It also gives
a range of net benefits depending on the SC-GHG estimates used and the overall cost-benefit analysis discount rate.

Colorado has also recently used the SC-GHG in the rulemaking context. The Colorado Department of Transportation
(CO DOT) is developing regulations that will change how the state approaches transportation-related capital spending.
Draft rules issued in September 2021 propose a greenhouse gas emissions standard for state and regional transportation
plans that would align with the state’s goal of reducing transportation-sector emissions.”' The CO DOT prepared a cost-
benefit analysis of the proposed rules and included the SC-GHG in its calculation of the rules’ economic benefits.**
That cost-benefit analysis captures several factors. Benefits include vehicle operating costs, local air pollution, safety, and
climate impacts,” which are weighed against the costs of program administration and infrastructure.** The CO DOT
uses the Working Group’s social cost estimate at a 2.5% discount rate to estimate the new rules’ avoided climate damages.
Notably, this analysis is programmatic and does not examine individual transportation projects.

New York has also used the SC-GHG to estimate the net benefits of new regulations. In 2021, the state’s Department
of Environmental Conservation adopted a rule copying California’s Advanced Clean Truck zero emission vehicle
standards,” and another that regulates emissions from oil and natural gas.?® The department’s analysis of the first rule, as
shown in Figure 4-1, values carbon dioxide emissions at 1%, 2%, and 3% discount rates for the emissions modeled using
two analytical approaches (“scenarios”).

Table 4-3. Estimated Avoided Social Cost of Carbon from 2025-2040%"

Avoided SC-CO, Avoided SC-CO, Avoided SC-CO,
Scenario 3% Discount Rate 2% Discount Rate 1% Discount Rate

(2018$ millions) (2018$ millions) (2018$ millions)
CA Scaled 263 632 2,127
MOVES3 860 2,057 6,918

The analysis of the second rule, as shown in Figure 4-2, quantifies (first row) and values (second row) methane emissions
reductions from the rule’s required changes to the production, refining, storage, gathering, and transmission of oil and
gas. The valuation step applies the social cost of methane at 1%, 2%, and 3% discount rates.

Table 4-4. Potential Methane Emissions Reductions and Costs of Failing to Achieve Them?®

Annual Cost of Methane

Total Potential Emissions
Reductions (MTCH,)

14,643 - 52,534

Soc‘if;’;t fifjv‘zzuons $96,321,654 - $40,736,826 - $22,359,861 -
(2020 dollars) $345,568,652 $146,149,588 $80,219,418

1% Discount Rate 2% Discount Rate 3% Discount Rate

($6,578/metric ton) ($2,782/metric ton) ($1,527/metric ton)




4.1.1.2. SC-GHG in Cost-Benefit Analysis for Electric Utility Planning

In many states, utility commissions use an integrated resource planning process to assess utilities’ proposed investments
and programs. Colorado,” Minnesota, Nevada, and Washington State require utilities to use a version of the SC-GHG
in the integrated resource plans they submit to utility commissions to propose investments and request authorization to
recover the cost of those investments from ratepayers.

Requiring utilities to incorporate climate damages into their analysis of possible investments enables utilities and
regulators to see more plainly the full costs of polluting generation options and the benefits of clean generation. Utilities
often conduct a cost-benefit analysis for each portfolio of investments they propose. An example from Colorado illustrates
how this can incorporate the SC-GHG.

In 2017, the Colorado Public Utilities Commission (CO PUC) ordered the Public Service Company of Colorado (a.k.a.
Xcel Energy) to consider the social cost of carbon in its Electric Resource Plan.** The CO PUC noted that, by modeling
these climate impacts, “we can test the robustness of the portfolios and assess the impact to customers of a broader
range of costs from carbon emissions.”*' The Commission also found that the Working Group estimate “is a reasonable
quantification of the potential cost of externalities for the purpose of [resource plan] model portfolios.”** Two years later,
in early 2019, the Colorado State Legislature codified into law the CO PUC’s decision to require utilities to use the SC-
GHG in their Electric Resource Plans. Specifically, the legislature required the utilities commission to evaluate “the cost
of carbon dioxide emissions” in resource planning, with the condition that the SC-GHG must be calculated using a 2.5%
discount rate or lower and should be no less than $68 per ton of carbon dioxide.”

In accordance with this new law, Xcel Energy used the SC-GHG in its 2021 Electric Resource Plan and Clean Energy
Plan.** Xcels plan aims to reduce greenhouse gas emissions by 85% from 2005 levels and provide 80% of its energy from
clean generators.* The analysis in Xcel’s plan used the SC-GHG as a shadow price, meaning that the utility modeled
outcomes as though the Xcel would pay a price equal to the SC-GHG for emitting each ton of greenhouse gases.*
Consequently, the benefits and costs of the scenarios Xcel valued included the climate damages that would be caused by
emitting resources or avoided by clean ones.

4.1.1.3. SC-GHG in Cost-Benefit Analysis for Gas Distribution System Planning

States that have adopted economy-wide emissions reduction commitments must confront the tensions—or outright
incompatibilities—between those commitments and existing approaches to the delivery and use of fossil methane gas in
commercial and residential buildings. That sector’s use of gas on-site was responsible for about 13% of U.S. greenhouse
gas emissions in 2019—the year of EPA’s most recent inventory.”” The gas was delivered through about 1.3 million
miles of gas mains and just under a million miles of gas service lines.*® These distribution systems tend to grow when
demand for gas has grown, but do not necessarily shrink when demand has fallen.*® Recognizing the need to harmonize
the governance of gas distribution systems and utilities (usually called “local distribution companies” or LDCs) with
statewide greenhouse gas emissions reduction goals, utility commissions in several states have initiated gas system
planning proceedings.* This marks a notable change from the longstanding reliance on periodic “rate cases” to review
the prudence of investments in the gas distribution system and the rates charged by utilities to recover the costs of those
investments.



The SC-GHG can help inform planning and decisionmaking in the states that have initiated gas planning proceedings
and in others that seek to better align gas distribution systems and LDC investments and operations with climate goals.
Similar to how electric utilities use the SC-GHG to compare different generation portfolios, the SC-GHG can also be
used to help compare alternative investments proposed by LD Cs and others in terms of their emissions impacts. Examples
of what might be compared include: conventional investments in gas distribution infrastructure, improvements to gas
distribution system efficiency, the development and operation of gas demand response programs, and electrification
projects or project portfolios that help gas customers replace gas-reliant equipment and appliances with electric ones. In
principle, the SC-GHG can be applied in comparisons made in a planning proceeding on the programmatic level, or the
project or project portfolio level in a rate case.

To date, the SC-GHG has not been used in exactly this way, but it has been used in New York in an analogous fashion
by utilities implementing the Public Service Commission’s Benefit Cost Analysis (BCA) Framework.*' That Framework
was initially implemented to enable comparisons of conventional electricity infrastructure investments and non-wire
alternatives,* but has since provided the basis for analyzing non-pipes alternatives as well.* The basic purpose of the
Framework is, simply stated: to enable rigorous comparison of supply and demand-side solutions that can provide similar
services but are highly dissimilar in their capital structure and operation. The SC-GHG is an important element of the
Framework and enables the estimation in monetary terms of how much a project or project portfolio contributes—
whether positive or negative—to greenhouse gas emissions.

Of course, the availability of analytical tools like New York’s BCA Framework and the SC-GHG do not on their own
empower utility commissions to give legal effect to the analytical conclusion that further investments in gas distribution
infrastructure are less cost-effective for consumers than electrification.

4.1.1.4. SC-GHG in Informational Cost-Benefit Analysis for Multisector Planning

Some states also use the SC-GHG for information purposes in a simplified cost-benefit analysis to show how climate
benefits help to justify clean energy transition and emissions reduction measures over the medium and long-term.
California’s 2022 Climate Change Scoping Plan is one such example.* Figures 4-4 and 4-S shows each element of the
plan and the range of its expected climate benefits.*



Table 4-5. Estimated Social Cost (Avoided Economic Damages) of
Measures Considered in the Proposed Scenario (AB 32 GHG Inventory Sectors)*

Measure

Social Cost of Carbon in
2035, 5%—2.5%

discount rate

Social Cost of Carbon in

2045, 5%—2.5%
discount rate

billion USD (2021 dollars) A billion USD (2021 dollars)

Deploy ZEVs and reduce driving demand 1.03-4.50 2.46-9.53
Coordinate supply of liquid fossil fuels 0.64-2.78 0.99-3.84
with declining California fuel demand

Generate clean electricity N/A® 0.20-0.79
Decarbonize industrial energy supply 0.18-0.78 0.49-1.89
Decarbonize buildings 0.35-1.50 0.91-3.52

Reduce non-combustion emissions

0.49-1.26 (SC-CH.)

0.85-1.98 (SC-CH.)

Compensate for remaining emissions 0.41-1.76 2.50-9.68
Proposed Scenario SC-CO: 2297 2.0-7.9
Proposed Scenario SC-CH, 0.49-1.3 0.85-2.0
Proposed Scenario (Total)® 2.7-11.0 2.8-9.9

2SB100 does not lead to further GHG emissions reductions than the Reference Scenario until after 2035.

Table 4-6. Estimated Social Cost (Avoided Economic Damages) of
Measures Considered in the Proposed Scenario (Natural and Working Lands)*’

Measure

Social Cost of Carbon in

2035, 5%—-2.5%
discount rate

Billion USD (2021

Social Cost of Carbon in

2045, 5%—2.5%
discount rate

Billion USD (2021

dollars) dollars)
Forests/Shrublands/Grasslands 0.003-0.012 0.004-0.014
Annual Croplands 0.006-0.025 0.007-0.028
Perennial Croplands <0.001-0.001 0.000-0.001
Urban Forest 0.012-0.055 0.016-0.063

Wildland Urban Interface (WUI)

(0.018) - (0.080)

(0.023) — (0.090)

Wetlands

0.011-0.046

0.014-0.053

Sparsely Vegetated Lands

<0.001

<0.001




The Scoping Plan draws on several emissions reduction scenarios, covering California’s signature cap-and-trade program,
as well as a renewable portfolio standard for the electric power sector, controls on mobile sources and freight, regulation
of short-lived climate pollutants like HFCs, and energy efficiency measures.** Because the Plan provides monetary values
of the emissions as a reference, it allows Californians to more easily understand and assess the Plan than if it simply laid
out quantities of emissions.

New Jersey’s 2019 Energy Master Plan similarly employs the SC-GHG to show the benefits of the emissions reduction
measures it proposes for transportation, the electric power sector, buildings, and other sectors that the state aims to
target to meet its goal of 100% clean energy by 2050.* Using the SC-GHG, New Jersey estimates that the plan would
yield between $4 billion to $6 billion annually in avoided climate damages.*® As the figure below shows, the Energy
Master Plan uses the SC-GHG to weigh the benefits of avoiding greenhouse gas emissions against the costs of doing so,
and presents the results in a way that is easily understood.

Figure 4-1. Benefits and Incremental Costs of New Jersey in the Least-Cost Scenario®!
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In the planning documents issued by California and New Jersey, the SC-GHG improves the accessibility of the states’
climate benefit analysis, clarifying for the public and decisionmakers that the complex and ambitious program proposals
are cost-justified and worthwhile.

4.1.1.5. SC-GHG in Cost-Benefit Analysis for State (and Local) Land Use Planning
“Land use” refers to efforts by states and localities to use legal mandates, prohibitions, and procedural rules to influence
the form and modalities of the built environment. This includes, for instance, decisions about what structures or uses to

allow. The SC-GHG can be useful for informing these types of land use decisions and for assessing how they are likely to
contribute more or less to the emission of greenhouse gases.



States” and localities’ land use decisions contribute to greenhouse gas emissions in a number of ways. Zoning is the
most commonly understood form of land use. While zoning decisions often contribute to greenhouse gas emissions
(or reductions), other forms of land use decisionmaking similarly affect emissions-intensive decisions like whether
and where to develop infrastructure and buildings. A 2019 analysis identifies six forms of land use planning that affect
greenhouse gas emissions from the transportation sector:

« Local general plans (also known as comprehensive plans) guide infrastructure investments and zoning. They
may be required to be consistent with state policy goals or coordinated with neighboring local governments.
States may also require that local zoning ordinances be consistent with the local general plan.

- State and regional transportation plans are required in order to receive federal transportation funds.

« Long-range transportation plans have a 20-plus-year horizon and identify broad funding priorities and policy
goals.

« Transportation improvement programs have a four-year horizon and specify individual projects to be financed
with federal transportation funds.

« Climate action plans can cover a wide range of policy domains, unified only by the goals of reducing GHG
emissions and adapting to the effects of climate change.

« Scenario plans use predictive modeling to structure policy in light of specified outcomes and/or to explore
policy options for addressing foreseeable contingencies. They may be undertaken as part of one of the above
planning processes, or independently.**

Insofar as these sorts of land use decisions’ emissions impacts are quantifiable, then the SC-GHG can help inform relevant
decisionmakers. Monetizing those emissions’ harms using the SC-GHG renders the harms comparable to other impacts
that bear on the decision, like the degree of economic stimulation, consumer benefit, or tax revenue a decision would
generate. In that sense, the SC-GHG can help enable apples-to-apples comparisons of a decision’s harms and benefits.

4.2. Procurement, Grantmaking, and Capital Spending

States can work towards their climate goals by directing state dollars to goods, services, and programs that result in
fewer greenhouse gas emissions—or none at all—compared to alternatives. Although procurement, grantmaking,
and investing are distinct in important ways, they are similar in several respects, and can all be undertaken in ways that
consider climate impacts by incorporating the SC-GHG.

4.2.1. SC-GHG in State and Federal Agency Procurement

Agencies with broad discretion to consider environmental or climate impacts in their procurement decisions can use
the SC-GHG to weigh monetized climate damages (or avoided climate damages) against other factors they consider in
their procurement processes.* For example, the laws that govern state procurement in Maryland include a section on
“environmentally preferable purchasing,” which lists “climate change” and “fossil fuel” among the factors that are relevant
to procurement decisions.** The Buy Clean California Act is similar. The legislative findings section of the act explains
that “California . .. can improve environmental outcomes and accelerate necessary greenhouse gas reductions to protect
public health, the environment, and conserve a livable climate by incorporating emissions information from throughout
the supply chain and product life cycle into procurement decisions.”*® California also has specific statutes that cover



vehicle procurement which defines “best value procurement” to include environmental benefits, such as “reduction of
Y
greenhouse gas emissions.”*®

Even if state agencies do not have explicit discretion to consider their spending choices’ climate or environmental effects,
agencies may still have the authority to consider climate impacts and to incorporate the SC-GHG into procurement
decisions. Consider the example of the federal-government-wide Federal Acquisition Regulation (FAR), which
prescribes parameters of federal agency procurement. Many sections of the FAR permit agencies to use the SC-GHG in
procurement even though they do not refer to that tool, climate change, or greenhouse gas emissions.”” In particular, the
FAR regulations dictate that agencies prioritize “best value,” which is defined as “the expected outcome of an acquisition
... that provides the greatest overall benefits.*® And the Federal Regulatory Acquisition Council, made up of the General
Services Administration, Department of Defense, and the National Aeronautics and Space Administration recently
issued a call for comments about how to incorporate the SC-GHG into federal procurement decisions.*

Some states have coupled permissive rather than prescriptive statutory provisions with one or more executive orders
that expressly direct agencies to consider climate change when making procurement decisions. New York’s legislature
determined that goods and services “be procured [by political subdivisions] in a manner so as to assure the prudent
and economical use of public moneys in the best interest of the taxpayers” and “to facilitate the acquisition of goods and
services of maximum quality at the lowest possible cost under the circumstances.”® And New York’s 2008 Executive
Order 4 establishes the Interagency Committee on Sustainability and Green Procurement and directs that committee to
develop specifications and “green” procurement lists for use by agencies—those lists and specifications are to consider,
among other things, “reduction of greenhouse gases.” Thus, New York’s agencies are authorized and directed to consider
climate change in the context of procurement, and can employ the SC-GHG to help strike a balance between quality and
cost.

There are many generic tools available to support government entities seeking to incorporate environmental and climate
impacts into their procurement decisions (see Box 4-2), but different governments have taken different approaches to
weighing emissions in procurement decisions. Washington State and the U.S. Postal Service have both recently examined
the effects of public vehicle fleet procurement options on greenhouse gas emissions.

Box 4-2: Atlas Fleet Procurement Analysis Tool

Atlas Public Policy, a consulting group, has developed a Fleet Procurement Analysis Tool that gives users
information on “the financial viability and environmental impact” of different types of vehicles.®> An example
graph and table included in the tool’s user guide provides a breakdown of the cost categories that make up the
total vehicle costs per mile, including a carbon cost based on the SC-GHG.%

The tool treats the SC-GHG as just another cost like those accruing from taxes and fees, insurance, and
assorted others.%* In the example shown above, the expected lifetime cost profile of an electric vehicle (2019
Hyundai loniq) is lower than that of an internal combustion engine vehicle (2019 Chevrolet Cruze).%

In 2020, Washington State published a study of options for electrifying its public vehicle fleets, which included over
56,000 vehicles.® A key objective of the study was to help the state specify criteria for when electrification of a subset of
publicly owned fleets would be cost-eftective. The study found—unsurprisingly—that assigning a price to carbon dioxide
emissions based on the SC-GHG at a 2.5% discount rate ($74/ton in 2020) would make a big difference. Specifically, it
would boost by a factor of three the number of vehicles for which electric replacement would be cost-effective.

®



The U.S. Postal Service began procuring a new fleet of “next generation” delivery vehicles in 2022.% It conducted an

environmental impact assessment of its procurement plan, which would purchase a fleet of vehicles intended to operate

for 30 years.®® That assessment considered two options: a fleet made up of 90% internal combustion engine vehicles and

10% battery electric vehicles, or a fleet composed of only battery electric vehicles.” It used three different models to

quantify emissions impacts of those options: GREET (Greenhouse Gases, Emissions, and Energy use in Technologies
from the U.S. Department of Energy;”® eGRID (Emissions & Generation Resource Integrated Database from U.S. EPA;”"
and MOVES (MOtor Vehicle Emissions Simulator) from U.S. EPA.” The assessment found that the mixed fleet would
reduce greenhouse gas emissions relative to a “no action” alternative in which the existing fleet continued operating,” but

the all-electric fleet would reduce emissions by two to three times more.”* Monetizing those amounts yielded the values

shown in Figures 4-6 and 4-7 below.”®

Table 4-7. Calculated SC-GHG (90% ICE NGDV and 10% BEV NGDV)’

ey | SO || S | AE e | O e
’ ’ ’ ($, US Dollars)
2030 -5,498,085 -17,618,744 -25,236,314 -52,381,640
2035 -6,365,706 -19,055,123 127,263,765 57,804,380
2040 -7,225,573 -20,828,337 -29,291,215 -63,213,561
204S -8,153,479 -22,533,511 -31,333,225 -68,128,329
2050 -9,267,583 -24,306,725 -33,106,439 -73,282,774
Notes:

! Social Cost of GHG was estimated based on ten-year total emissions in GHG after completion of the project as the basis (from Table 4-6.2) to forecast
lifespan Social Cost of GHG in five-year intervals. This approach likely provides higher Social Cost of GHG benefits than an approach using every
intermediate year of emissions before completion of the project in year 2032. The Social Cost of GHG would be the same after completion of the project
(2033 and beyond) under either approach.

* The aggregated emission changes from the Proposed Action are shown to decrease; resulting in negative values for the corresponding social cost, which
represents savings of the anticipated social cost in the future.

Table 4-8. Calculated SC-GHG (Alternative 1.2 - 100% LHD COTS BEVs)”’

e | SR | Elan | A | P s
’ ’ ’ ($, US Dollars)
2030 -20,859,908 -65,488,599 -93,480,934 -192,210,077
2035 -24,155,829 -70,888,396 -101,157,185 -212,519,895
2040 -27,419,310 77,717,670 -108,833,377 -232,689,604
2045 31,125,212 84,104,523 116,649,707 251,305,528
2050 -35,235,640 -90,933,797 -123,478,982 -270,628,290
Notes:

! Social Cost of GHG was estimated based on ten-year total emissions in GHG after completion of the project as the basis (from Table 4-6.11) to forecast
lifespan Social Cost of GHG in five-year intervals. This approach likely provides higher Social Cost of GHG benefits than an approach using every
intermediate year of emissions before completion of the project in year 2032. The Social Cost of GHG would be the same after completion of the project
(2033 and beyond) under either approach.

* The aggregated emission changes from the Alternative 1.2 are shown in decrease; resulting negative values for the corresponding social cost, which
represents savings of the anticipated social cost in the future.




The SC-GHG has not been used extensively in procurement decisions at the federal or state levels, but the metric is ripe
for such application. As shown by the examples from Washington State and the U.S. Postal Service, the SC-GHG can be
used in multiple ways to facilitate procurement decisions, including by modeling outcomes of long-term procurement
plans and by comparing the monetized climate effects of alternative procurement options.

4.2.2. Grants and Capital Spending

As with procurement, states can incorporate the SC-GHG into the criteria they use when awarding discretionary grants
or using state funds to make capital expenditures. Doing so can help reveal competing proposals’ implications for the
climate and make those implications comparable to costs and other features.

The SC-GHG can be useful at multiple decision points in the grants and capital spending process. The examples below
relate to building energy efficiency measures and approaches taken by federal and state departments of transportation
in this process. Build energy use and transportation account for 13% and 29% of American greenhouse gas emissions,
respectively’*—transportation alone causing more emissions than any other single sector—and states have many options
to cut these emissions through the policies they set and the projects they fund. Choosing among, implementing, and
optimizing these options demands rigorous scrutiny and is compatible with use of the SC-GHG. The following examples
show how the SC-GHG can be used at the project-level and when applicants bid for projects.

Spending Guidelines: In 2022, Colorado Governor Jared Polis signed an executive order aimed at reducing emissions from
state operations, including through building energy use.” The order directs agencies to “[i]dentify and pursue energy
efficiency improvements for State buildings that are cost effective when comparing the net-present value energy costs
and the costs of greenhouse gas emissions. . . ”** The order directs agencies to assess cost-effectiveness using the SC-

GHG (as prescribed by Colorado law).®!

Project Level Evaluation: California’s Department of Transportation (CalDOT) also uses the SC-GHG when making
decisions about transportation-related capital spending, but examines project-level proposals—interstate highway
expansions, state highway extensions, and public transit investments—rather than programmatic ones.*” CalDOT
applies the Working Group’s social cost values at both a 3% discount rate and a 2% rate to reflect the Working Group’s
conclusion that “future emissions are expected to produce larger incremental damages as physical and economic systems
become more stressed.”®

Applicant Evaluation: The U.S. Department of Transportation’s (U.S. DOT) Better Utilizing Investments to Leverage
Development (BUILD) and Infrastructure for Rebuilding America (INFRA) programs, for instance, direct applicants
seeking discretionary grants to prepare a cost-benefit analysis that assesses their proposals’ climate impacts.** Although
applicants are not required to do so, the agency’s guidance encourages them to use the Working Group’s SC-GHG
estimates to calculate those impacts.*

In these examples, cost-benefit analysis (discussed at length in Section 4.1) is embedded within the grantmaking process.
Some agencies may use different analytical tools to assess the comparative merits of proposals, but the SC-GHG can fit

into any decisionmaking framework where monetary values are useful or required.



4.3. Penalties, Royalties, and Resource Compensation

The SC-GHG can be used to specify what level of payments would be required for a particular decision or process
to reflect—or “internalize”—the climate-related costs (or benefits) of emitting (or avoiding) greenhouse gases. Such
payments, whether in the form of penalties, royalties, subsidies, or some other form of resource compensation, could
promote activities or technologies that do less climate damage, and discourage those that do more. Notably, a scheme
that imposes or provides payments does not need to be designed from scratch to usefully apply the SC-GHG in this way;
existing programs can incorporate it. Below we describe examples of agencies that apply the SC-GHG when imposing
administrative penalties, collecting royalties for extracted fossil fuels, and compensating clean energy sources.

4.3.1. Penalties

Incorporating climate costs into administrative penalties is appropriate when noncompliance with a particular policy
or program results in the emissions of a greater volume of greenhouse gases than would otherwise have been released.
Penalties are assessed against entities that violate regulatory standards in order to deter noncompliance and to repay
society for the harms imposed. Volkswagen, for instance, famously paid large penalties after being caught in a scheme
to defeat the mechanism used to assess its diesel passenger vehicles’ compliance with emissions standards.*® Where the
costs of noncompliance include heightened greenhouse gas emissions, making the SC-GHG part of the formula for
penalties like those imposed on Volkswagen would be logically consistent with a goal of restitution and offer a ready-
made answer to the difficult question of what such conduct costs society in terms of climate damage.

Many of the federal laws that establish penalties give agencies broad discretion over how much to demand for a violation.*”
For example, in addition to inflation adjustments, the National Highway Traffic Safety Administration (NHTSA) is
authorized to increase the penalties for automakers that violate the fuel-efficiency standards if doing so “will result in,
or substantially further, substantial energy conservation for automobiles.”® This authorization does not appear to bar a
penalty that incorporates the SC-GHG, which would serve as an approximation of the avoidable climate damage arising
from noncompliance.

States could likewise apply the SC-GHG when imposing penalties on violations that have clear and measurable—even
hard-to-measure—emissions implications. Such an application would be logically consistent for violations by an entity
in any industry that must comply with air pollution regulations and emits greenhouse gases, like a power plant, or causes
greenhouse gases to be emitted, such as automobile manufacturers.*

4.3.2. Royalties

Both state and federal governments charge royalties for resource extraction, but current prices do not represent the
full costs of extraction.” Fossil fuel extraction on federal lands currently accounts for an enormous share of domestic
greenhouse gas emissions.”” However, the federal government does not require producers to internalize the full societal
cost of greenhouse gas pollution arising from extraction activities or the downstream emissions that ultimately result from
consumption of what is extracted. This results in an overproduction—from the standpoint of society—of fossil fuels.
Along with the federal Department of the Interior (Interior), state regulators that set royalty rates for mineral extraction
can correct this market failure. Imposing an “adder” to royalties based on the SC-GHG would directly internalize the
climate costs of fossil-fuel extraction onto the producer. This in turn better aligns the incentives of producers with the

public interest—to avoid damages from climate change—while ensuring that taxpayers receive fairer values for the use
of public land.”



Royalties are typically set at a specific rate. For example, the Mineral Leasing Act of 1920 set the minimum federal
onshore royalty rate at 12.5% of the value of the resource extracted.” Recently, BLM used a rate of 18.75%°* following
a recommendation from Interior.”® Many states have rates that are significantly higher than the rate historically used by
the federal government: California imposes a minimum royalty of 16.67% and Colorado imposes one of 20%.” But,
in general, these minimum rates do not reflect the harms done by combusting fossil fuels and so are set too low. A
recent study found that including a royalty rate surcharge, or adder, that reflects the SC-GHG could generate billions
in additional revenue while reducing millions of tons of emissions.”” The study concludes that an additional 36% adder
would sufficiently capture climate damages, so a more socially optimal royalty rate would be nearly 50%.*

Interior has broad latitude under federal law to set royalty rates for federal lands.”” This owes in large part to the Mineral
Leasing Act’s use of the term “fair market value,” which allows Interior to consider a wide array of issues when setting
royalty rates.'” Interior’s overall mandate and the Mineral Leasing Act’s concern for the environmental impacts of natural

resource extraction make it reasonable to read “fair market value” as including climate costs.'”"

States may have similar leeway in setting royalty rates. Consider the following examples of Colorado, Nevada, and
New Mexico. Article IX of the Colorado State Constitution authorizes the State Land Board, which sets royalty rates,
to manage lands in a manner that “preserve[s] long-term benefits and returns to the state,” “maximize[s] options for
continued stewardship, public use, or future disposition,” and “protect[s] and enhance[s] the beauty, natural values, open
space, and wildlife habitat.”'** Applying the SC-GHG arguably would allow the Colorado State Land Board to “preserve
long-term benefits” to the state and “protect . .. natural values” by internalizing climate externalities, which could drive
down fossil fuel development and concomitant environmental harms.

Fossil fuel leasing provisions in Nevada offer similarly broad discretion. The Nevada State Land Office must make leases
in accordance with the statutory purpose of state lands: their use must be “in the best interest of the residents of this
State” and give “primary consideration to the principles of multiple use and sustained yield as the status and the resources
of the lands permit.”'® Because all residents of Nevada will be affected by climate change, it is arguably in their best
interest to that oil and gas operations in their state properly account for climate damages.

And in New Mexico, the State Lands Trust Advisory Board, which supports the Commissioner of Public Lands, has a
duty to “provide a continuity for resource management,” “maximiz[e] the income from the trust assets,” and “protect and
maintain the assets and resources of the trust.”'** This duty may guide how the Commissioner exercises their discretion
in setting royalty rates.

Reflecting climate costs in royalty rates can raise revenue in addition to addressing climate change and the overproduction
of fossil fuels that contributes to it. States that have royalty rates below the social cost of natural resource extraction should
consider how incorporating the SC-GHG can better align their oil and gas sector’s operation with their climate goals.

4.3.3. Resource Compensation

Several states also use the SC-GHG to determine at what level a nonpolluting resource such as solar, wind, or nuclear
should be compensated for the emissions it avoids when it generates electricity. State agencies in Maine, Maryland, and
Minnesota have all used a form of the SC-GHG in “value of solar” studies that were commissioned to inform how rooftop
solar owners should be compensated when they generate enough electricity to send some of it to the electric grid.'® And
in Illinois, New York, and New Jersey, state agencies use forms of the SC-GHG to inform the level of compensation to be
paid to nuclear generators for “zero emissions credits” or ZECs—a proxy for the clean attribute of generating electricity
without polluting.'® Notably, the value of solar studies commissioned by state agencies do not themselves determine or



effectuate compensation for distributed solar power; they are a policy planning tool. ZECs, by contrast, are purchased
from nuclear generators for each megawatt hour they supply to the grid. The role of the SC-GHG in each is explained
below, using examples from Maine and New York.

In 2015, the Maine Public Utilities Commission published the Maine Distributed Solar Valuation Study,'"” as directed
by the state legislature.'®™ That study included a methodology for determining the value of distributed solar energy
generation in Maine and estimated the costs and benefits of a kilowatt-hour generated by distributed solar (see Figure
4-4). The study used a form of the SC-GHG to estimate the benefit of avoiding emissions that would be generated by
emitting resources in the absence of solar.

Table 4-9. Components of Value of Distributed Solar in Maine ($/kilowatt-hour).'®®

Distributed
Value
First Year ($/kWh)
Avoided Energy Cost $0.061
Avoided Gen. Capacity Cost $0.015
Energy . -
Supply Avoided Res. Gen. Capacity Cost $0.002
Avoided NG Pipeline Cost Avoided Market Costs
Solar Integration Cost - $0.002 B $0.090
Transmission . .
Delivery Avoided Trans. Capacity Cost $0.014
Distribution Avoided Dist. Capacity Cost
Delivery Voltage Regulation —
Net Social Cost of Carbon $0.021 7
Environmental Net Social Cost of SO, $0.051 Societal Benefits
Net Social Cost of NO, $0.011 — $0.092
Market Price Response $0.009
Other ) . .
Avoided Fuel Price Uncertainty $0.000 _
$0.182

Although the program subsequently adopted by the Maine Public Utility Commission did not incorporate avoided
greenhouse gas emissions into compensation for distributed solar,''? that program was informed by the value of solar
study. The study was also influential beyond Maine, bolstering arguments made to utility commissions and legislatures
not to reduce compensation paid for electricity from rooftop solar installations.'"!

New York’s Clean Energy Standard, adopted by the state’s Public Service Commission in 2016 in pursuit of the state’s
clean energy goals, established a program designed to compensate nuclear electricity generators for the clean attribute of
the power they supply.!'? That program awards Zero Emission Credits (ZECs) to nuclear generators in return for their
generation of emission-free electricity, and commits to purchasing a ZEC for each megawatt-hour of electricity supplied.
The value of a ZEC is based in part on the social cost of carbon dioxide.'"* New York’s program inspired other similar
programs in Illinois and New Jersey.



4.4. SC-GHG in Environmental Impact Review

A wide range of actions, authorizations, and programs undertaken by government agencies trigger an obligation to
conduct an environmental impact review. The SC-GHG can help agencies easily compare environmental benefits (and
costs) of different proposed projects or programs in the environmental impact review process. Indeed, federal agencies
have already used the SC-GHG to disclose the climate impacts of a variety of actions in the context of environmental

review,!*

always noting that such data is provided for informational purposes only. State agencies have generally not
done so, even when their environmental reviews have tallied the volume of greenhouse gas emissions attributable to a
project. Minnesota, for instance, is currently conducting a pilot program to explore full incorporation of climate change
considerations into environmental review under the Minnesota Environmental Policy Act, but even that pilot program
does not involve monetizing estimated emissions arising from proposed projects.'’s States may benefit from examining
how some federal agencies have incorporated SC-GHG into their NEPA analyses, in order to determine whether it may

be a useful metric for them as well.

As an illustrative example, consider the environmental review of a proposed quarterly lease sale by the Bureau of Land
Management (BLM)."" That proposed sale covered resources located on federal lands in Wyoming. The tables below
estimate the greenhouse gas emissions impacts of the sale.""” The upper table is for the proposed action and the lower
table is for an alternative proposal. Each table shows the social cost of emissions from the construction and operation
of extraction facilities, as well as the social cost of the estimated end-use (downstream) emissions. The downstream
emissions are calculated assuming all recoverable oil or gas is extracted and ultimately combusted. As shown in the figure
below, BLM uses the full range of SC-GHG estimates in these tables, including the 95th percentile of the 3% discount
rate value to capture high-impact, low-probability outcomes.

4-10. BLM Estimates of Emissions Impacts of Procurement Alternatives 2 and 3'*®

Alternative 2 (Proposed Action) SC-GHGs Associated with Future Potential Development

Social Cost of GHG (2020%)

Average Value,
5% discount rate

Average Value,
3% discount rate

Average Value,
2.5% discount rate

95th Percentile Value,
3% discount rate

Development and

. $ 206,134,000 $ 751,671,000 $1,124,671,000 $2,203,904,000
Operations
End-Use $ 632,572,000 $2,457,965,000 $ 3,744,259,000 $7,450,189,000
Total $ 838,706,000 $ 3,209,636,000 $ 4,868,930,000 $9,654,093,000
Alternative 3 (Modified Proposed Action) SC-GHGs Associated with Future Potential Development
Social Cost of GHG (2020$)
Average Value, Average Value, Average Value, 95th Percentile Value,

5% discount rate

3% discount rate

2.5% discount rate

3% discount rate

Development and

. $ 87,890,000 $ 320,493,000 $ 479,530,000 $ 939,687,000
Operations

End-Use $269,712,000 $1,048,012,000 $1,596,453,000 $ 3,176,564,000

Total $ 357,602,000 $1,368,505,000 $2,075,983,000 $4,116,251,000




Although this analysis did not determine whether BLM would move forward with the lease sales, its inclusion complied
with NEPA’s “hard look” requirement and demonstrated to the public the high cost imposed by resource extraction in
this instance. Although this sort of use of the SC-GHG for NEPA compliance is still rare, a growing body of federal case
law suggests that federal agencies should do so, as the SC-GHG values provide the best method for agencies to assess the
climate change impacts of federal land-use actions.""’

State regulators sometimes participate in NEPA reviews led by federal agencies and many states have “mini-NEPA” laws

that impose similar environmental review requirements.'*

For example, the Massachusetts Environmental Policy Act
requires state agencies to “determine the impact on the natural environment of all works, projects or activities” and use
“all practicable means and measures to minimize damage to the environment.”**! Since 2013, the act’s implementing
regulations have expressly required agencies conducting an environmental impact review to consider “the reasonably
foreseeable impacts of a project, including its additional [greenhouse gas] emissions, and effects, such as predicted sea
level rise.”'** This makes it reasonable and, arguably, obligatory for Massachusetts agencies conducting an environmental
impact review to incorporate the SC-GHG into their analyses. States may be able—or even obligated—to apply the SC-
GHG to environmental impact reviews as a way to assess environmental effects of proposed actions that will increase or

reduce greenhouse gas emissions.



4. Applications of the SC-GHG

The SC-GHG can inform the price level of a tax on green-
house gas emissions. We do not discuss that application
here, as this document focuses on the work of government
agencies rather than legislatures.

Under Executive Order 12,866, rules considered to be
“significant” must include a regulatory impact analysis that
includes a cost-benefit analysis. Exec. Order 12,866 § 6(a)
(3)(B), 58 Fed. Reg. 51735, 51740 (Sept. 30, 1993). The so-
cial cost of greenhouse gases protocol was designed for use
in the cost-benefit analysis of any rules that had greenhouse
gas effects. As the Working Group explains, the social cost
metric “allow[s] agencies to understand the social benefits of
reducing [greenhouse gas] emissions.. . ., or the social cost
of increasing such emissions, in the policy making process.”
Interagency Working Group on the Social Cost of Green-
house Gases, Technical Support Document: Social Cost of
Carbon, Methane, and Nitrous Oxide, Interim Estimates
under Executive Order 13,990, at 2 (2021) [hereinafter
“2021 TSD”].

In general, the SC-GHG goes up over time because green-
house gases accumulate, exacerbating the effects of climate
change—and therefore the harm from each additional unit
of emissions—over time. Interagency Working Group on
the Social Cost of Carbon, Technical Support Document:
Social Cost of Carbon for Regulatory Impact Analysis Un-
der Executive Order 12866, at 28 (2010) [hereinafter “2010
TSD”], https://perma.cc/VTDS-VBL3.

Using a consistent discount rate for both the SC-GHG (as-
sessed from the perspective of the actors in the year of emis-
sion) and the net present value calculation (assessed from
the perspective of the decisionmaker) is important to ensure
that the decisionmaker is treating emissions in each time
frame similarly. The decisionmaker should not overvalue or
undervalue emissions in the present as compared to emis-
sions in the future. See NAT'L AcAD. Scis., ENG'G & MED.,
ASSESSMENT OF APPROACHES TO UPDATING THE SOCIAL
CosT OF CARBON: PHASE 1 REPORT ON A NEAR-TERM Up-
DATE 1-2 (2016) [hereinafter “NAS 2016”], https://perma.
cc/TJM6-XE6S.

Steps 4 and S combined are equivalent to calculating the
present value of the stream of future monetary values using
the same discount rate as the SC-GHG discount rate.

For a thorough description of net present value calculations
for agencies, complete with equations and explanations

of rationales for particular elements of the calculation, see
chapter 6 of EPA’s Guidelines for Preparing Economic
Analysis. U.S. EPA, GUIDELINES FOR PREPARING Eco-
NOMIC ANALYSIS 6-1 to 6-20 (2010), https://www.epa.
gov/sites/default/files/2017-09/documents/ee-0568-06.
pdf. That chapter describes discounting using intragenera-
tional, consumption-based discount rates, not discounting
from a private point of view, nor discounting using over an
intergenerational time horizon.
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NAS 2016, supra note 4; Peter Howard & Jason A. Schwartz,
Valuing the Future: Legal and Economic Considertations for
Updating Discount Rates, 39 YALE J. REGUL. (forthcoming
2022).

See Qingran Li & William A. Pizer, Resources for the Future
Discounting for Public Benefit-Cost Analysis 1 (June
2021); EPA, GUIDELINES FOR PREPARING ECONOMIC
ANALYSIS, supra note 6, at 6-1; Richard L. Revesz & Mat-
thew R. Shahabian, Climate Change and Future Generations,
84 S. CaL. L. REV. 1097 (2010-2011) (discussing reasons
for and theoretical principles underlying the specification
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note 6, at 6-16 to 6-17; Joseph Lowe, UK Treasury, Inter-
generational Wealth Transfers and Social Discounting:
Supplementary Green Book Guidance 4 (2008).

See, e.g,, Li & Pizer, supra note 8; Qingran Li & William
Pizer, The Discount Rate for Public Policy Over the Distant Fu-
ture (NBER Working Paper 25413, rev. Dec. 2019), http://
www.nber.org/papers/w25413.
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documents.dps.ny.gov/public/ Common/ViewDoc.
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See, e.g., Antonio Colmenar-Santos, David Borge-Diez &
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Rate and Private Finance Initiative: Application to District
Heating Networks in the EU-28, in District Heating and
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ing programs that encounter the problem of different per-
spectives on discounting and must somehow specify subsidy
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Howard & Schwartz, supra note 7.
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(Aug. 26,2021).

Dept’t of Energy, Technical Support Document: Supple-
mental Notice of Proposed Rulemaking Proposing Energy
Conservation Standards for Manufactured Housing, 13A-1
(2021), https://www.regulations.gov/document/EERE-
2009-BT-BC-0021-0590.
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https://www.codot.gov/business/rules/documents/cdot-
cost-benefit-analysis-for-ghg-rule-sept-2021.pdf.
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Id. at 3-4.
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6 NYCRR pt. 218 (2021), https://www.dec.ny.gov/docs/
air_pdf/adopted218.pdf.

6 NYCRR pt. 203 (2021) https://www.dec.ny.gov/docs/
air_pdf/adopted203.pdf.

6 NYCRR pt. 218, Regulatory Impact Statement Summary
at 39.

6 NYCRR pt. 203, Regulatory Impact Statement Summary
at 8.

In addition to applying the SC-CO, (and, arguably, SC-
CH,) when developing energy resource plans, Colorado
utilities must apply those metrics when conducting cost-
benefit analyses of beneficial electrification and demand-
side management programs. CoLo. REV. STAT. § 40-3.2-
107(1).

Colo. Pub. Utils. Comm’n, Decision No. C17-0316, In the
Matter of the Application of Public Service Company of
Colorado for Approval of its 2016 Electric Resource Plan
(Mar. 23,2017).

Id.
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CoLo. REV. STAT. § 40-3.2-106(2).
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Destination 2030 (2021).

Id. at 4.
Id. at 24.

U.S. EPA, Sources of Greenhouse Gas Emissions, https://www.
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(last visited Mar. 20, 2022).
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Legacy Utility Costs? (NBER Working Paper 28955 Mar.
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E.g, Order Instituting Rulemaking, Cal. Pub. Utils. Comm’n
R2001007 (Jan. 16, 2020); Order Initiating Investigation
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Case No. 20M-0439G (Oct. 29, 2020); Vote and Order
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Federal Policy 26 (2021); Richard Revesz & Max Sarinksy,
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Institutional Perspective 25-26 YALE J. REGUL. (forthcoming
2022), https://papers.ssrn.com/sol3/papers.cfm?abstract
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Federal Acquisition Regulation: Minimizing the Risk of Cli-
mate Change in Federal Acquisitions, 87 Fed. Reg. 57,404
(Oct. 15,2021).
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N.Y. Exec. Order No. 4 § C (Apr. 24,2008).
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User-Guide.pdf.
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U.S. Postal Service, Final Environmental Impact Statement:
Next Generation Delivery Vehicle Acquisitions (Dec. 2021)
[hereinafter “USPS FEIS”].

The Postal Service also considers a 100% internal combus-
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ity. See id. at 3-6.

See Argonne National Laboratory, GREET® Model, https://
greet.es.anl.gov/ (last visited Apr. 4,2022).
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Database (eGrid), https:/ /www.epa.gov/egrid (last visited
Apr. 4,2022).
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Models, https://www.epa.gov/moves (last visited Apr. 4,
2022).

USPS FEIS, supra note 68, at 4-22 to 4-23.
Id. at 4-24 to 4-25.

Id. at 4-28, 4-31.

Id. at 4-23.

Id. at 4-31 tb1 4-6.13.
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See 30 U.S.C. § 226(b)(1)(A) (setting minimum royalty rate
of 12.5 percent of onshore oil and gas revenues); id. § 207(a)
(setting minimum royalty rate of 12.5 percent of surface
coal revenues); 43 U.S.C. § 1337 (a)(1) (setting minimum
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costofcarbon.org/scc-use-under-nepa (last updated Apr. 5,
2021).
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Team to Denise Wilson, Env’t Quality Rev. Bd. 4-5 (May
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WY-0000-2021-0003-EA) at 36 (2021) [hereinafter
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Sarinksy et al., supra note 53, at 4.
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https://media.rff.org/documents/Prest_Stock_2022_-_Climate_Royalty_Surcharges.pdf
https://media.rff.org/documents/Prest_Stock_2022_-_Climate_Royalty_Surcharges.pdf
https://energynews.us/wp-content/uploads/2018/07/26.-C-MPUC_Value_of_Solar_Report_final-11216.pdf
https://energynews.us/wp-content/uploads/2018/07/26.-C-MPUC_Value_of_Solar_Report_final-11216.pdf
https://energynews.us/wp-content/uploads/2018/07/26.-C-MPUC_Value_of_Solar_Report_final-11216.pdf
https://costofcarbon.org/scc-use-under-nepa
https://costofcarbon.org/scc-use-under-nepa
https://ceq.doe.gov/laws-regulations/states.html
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Appendix

SC-GHG Estimates (Annual, Unrounded)

The Interagency Working Group adopted social cost estimates for carbon dioxide, methane, and nitrous oxide in February
2021 that are identical to those adopted in 2016, adjusted for inflation from 2007 dollars to 2020 dollars. The tables on
the pages below show the Working Group’s unrounded estimates for each of those greenhouse gases."

New York Department of Environmental Conservation (DEC) also published its own set of social cost values for use by
New York State agencies, which include social cost estimates for carbon dioxide, methane, and nitrous oxide at 1% and
2% discount rates.”

In 2021, EPA released social cost of hydrofluorocarbons (HFCs) estimates in connection with its rule regulating this
potent class of greenhouse gases. EPA derived these estimates using the Working Group’s social cost methodology.
These can be found beginning on page 111 of EPA’s Regulatory Impact Analysis for Phasing Down Production and
Consumption of Hydrofluorocarbons (HFCs).?

! Office of Mgmt. & Budget, Regulatory Matters, Social Cost of Greenhouse Gases (last visited Mar. 22, 2022), https://www.whitehouse.
gov/omb/information-regulatory-affairs/regulatory-matters/#scghgs. This webpage also includes data files from the Working Group (So-
cial Cost of Greenhouse Gases Complete Data Runs), which contains the simulated frequency distributions of the social cost for each.

2 See N.Y.S. DEPT. OF ENV'T CONSERVATION., ESTABLISHING A VALUE OF CARBON: GUIDELINES FOR USE BY STATE AGENCIES at 34-37
(rev. May 2022), https://www.dec.ny.gov/docs/administration_pdf/vocguid22.pdf.

3 U.S.EPA, Regulatory Impact Analysis for Phasing Down Production and Consumption of Hydrofluorocarbons (HFCs) at 111-13 (Sept.
2021), https://www.epa.gov/system/files/documents/2021-09/ria-w-works-cited-for-docket.pdf.


https://www.whitehouse.gov/omb/information-regulatory-affairs/regulatory-matters/#scghgs
https://www.whitehouse.gov/omb/information-regulatory-affairs/regulatory-matters/#scghgs
https://www.dec.ny.gov/docs/administration_pdf/vocguid22.pdf
https://www.epa.gov/system/files/documents/2021-09/ria-w-works-cited-for-docket.pdf

Social Cost of Carbon
Climate Damages per Ton of Carbon Dioxide in 2020 USD

3% 95th Pct.

2020 14.476 51.082 76.421 151.608
2021 14.964 52.18 77.727 155.119
2022 15.453 §3.219 79.033 158.629
2023 15.942 54.287 80.339 162.139
2024 16.431 55.355 81.645 165.65

2025 16.919 56.423 82.951 169.16

2026 17.408 57.491 84.257 172.67

2027 17.897 58.56 85.563 176.181
2028 18.386 59.628 86.869 179.691
2029 18.874 60.696 88.178 183.201
2030 19.363 61.764 89.481 186.712
2031 19.947 62.908 90.844 190.53S
2032 20.53 64.052 92.207 194.359
2033 21.114 65.196 93.57 198.183
2034 21.697 66.34 94.934 202.006
2035 22.281 67.484 96.297 205.83

2036 22.864 68.628 97.66 209.654
2037 23.448 69.772 99.023 213.477
2038 24.031 70.916 100.387 217.301
2039 24.615 72.06 101.75 221.124
2040 25.199 73.204 103.113 224.948
2041 25.845 74.35 104.449 228.448
2042 26.491 75.496 105.78S 231.947
2043 27.137 76.642 107.12 235.447
2044 27.783 77.788 108.456 238.947
2045 28.429 78.933 109.792 242.447
2046 29.076 80.079 111.128 245.946
2047 29.722 81.22§ 112.464 249.446
2048 30.368 82.371 113.799 252.946
2049 31.014 83.516 115.13§ 256.445
2050 31.66 84.662 116.471 259.945




Social Cost of Methane
Climate Damages per Ton of Methane in 2020 USD

3% 95th Pct.

2020 665.688 1485.078 1953.209 3906.371
2021 692.917 1532.015 2008.649 4034.779
2022 720.147 1578.952 2064.09 4163.187
2023 747.376 1625.89 2119.53 4291.59S
2024 774.605 1672.827 2174.97 4420.003
2025 801.834 1719.764 2230.41 4548.41

2026 829.063 1766.701 2285.851 4676.818
2027 856.292 1813.639 2341.291 4805.226
2028 883.521 1860.576 2396.731 4933.634
2029 910.75 1907.513 2452.171 5062.042
2030 937.979 1954.45 2507.612 5190.45

2031 972.358S 2009.824 2571.507 5344.225
2032 1006.731 2065.198 2635.403 5498.001
2033 1041.107 2120.572 2699.299 5651.776
2034 1075.483 2175.946 2763.195 5805.552
2035 1109.859 2231.32 2827.091 5959.327
2036 1144.235 2286.694 2890.986 6113.103
2037 1178.611 2342.068 2954.882 6266.878
2038 1212.987 2397.441 3018.778 6420.653
2039 1247.363 2452.81S8 3082.674 6574.429
2040 1281.739 2508.189 3146.569 6728.204
2041 1319.241 2564.102 3209.556 6872.909
2042 1356.743 2620.014 3272.542 7017.614
2043 1394.244 2675.927 3335.528 7162.319
2044 1431.746 2731.839 3398.51S8 7307.023
2045 1469.247 2787.751 3461.501 7451.728
2046 1506.749 2843.664 3524.487 7596.433
2047 1544.25 2899.576 3587.474 7741.138
2048 1581.752 2955.489 3650.46 7885.842
2049 1619.253 3011.401 3713.446 8030.547
2050 1656.755 3067.314 3776.432 8175.252




Social Cost of Nitrous Oxide
Climate Damages per Ton of Nitrous Oxide in 2020 USD

3% 95th Pct.

2020 5779.426 18405.298 27130.806 48255.974
2021 5981.4 18842.379 27687.532 49463.691
2022 6183.373 19279.46 28244.259 50671.409
2023 6385.347 19716.542 28800.985 51879.127
2024 6587.321 20153.623 29357.712 53086.844
2025 6789.294 20590.704 29914.439 54294.562
2026 6991.268 21027.785 30471.165 55502.279
2027 7193.242 21464.867 31027.892 56709.997
2028 7395.2158 21901.948 31584.618 §7917.718
2029 7597.189 22339.029 32141.345 59125.432
2030 7799.163 22776.11 32698.071 60333.15

2031 8046.879 23268.02 33309.463 61692.265
2032 8294.595 23759.929 33920.854 63051.381
2033 8542.311 24251.838 34532.245 64410.496
2034 8790.027 24743.748 35143.636 65769.611
203S 9037.743 25235.657 35755.028 67128.727
2036 9285.459 25727.567 36366.419 68487.842
2037 9533.175 26219.476 36977.81 69846.958
2038 9780.891 26711.385 37589.202 71206.073
2039 10028.607 27203.295 38200.593 72565.188
2040 10276.323 27695.204 38811.984 73924.304
2041 10566.545 28224.594 39456.17 75348.507
2042 10856.768 28753.983 40100.356 76772.71

2043 11146.991 29283.373 40744.542 78196.914
2044 11437.213 29812.763 41388.727 79621.117
2045 11727.436 30342.152 42032.913 81045.32

2046 12017.659 30871.542 42677.099 82469.524
2047 12307.881 31400.932 43321.285 83893.727
2048 12598.104 31930.321 43965.471 85317.93

2049 12888.327 32459.711 44609.656 86742.134
2050 13178.549 32989.101 45253.842 88166.337
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! Case 15-E-0302, Proceeding on Motion of the Commission to Implement a Large-Scale Renewable Program and a
Clean Energy Standard, Order Initiating Process Regarding Zero Emissions Target (May 18, 2023) [hereinafter
Order].

2 This document does not purport to present the views, if any, of New York University School of Law.



POLICY INTEGRITY COMMENTS IN RESPONSE TO ORDER INITIATING
PROCESS REGARDING ZERO-EMISSIONS TARGET

l. Introduction

Since January 2016, this docket has provided a forum for the Commission to develop programs
to ensure the achievement of New York’s increasingly rigorous renewable energy targets in
tandem with greenhouse gas (GHG) emissions reductions from the electric sector.® Now, the
Climate Leadership and Community Protection Act (CLCPA or the Act) requires the
Commission to revisit and reconsider the relationship between these twin efforts. Specifically,
section 66-p(2) of the Public Service Law directs the Commission to establish a program (the
66-p(2) program) to require the achievement of renewable-generation and emissions-reduction
goals for the electric sector that are even more rigorous than those previously established through
the Clean Energy Standard.* The 66-p(2) program requires that, by 2030, 70% of statewide
electric generation be secured by jurisdictional load-serving entities to meet the electrical energy
requirements of end-use customers in the state be generated by renewable energy systems,® and
that, by 2040, the “statewide electrical demand system” be zero-emissions.® The fact that
renewable generation and zero emissions are related but distinct goals is further underlined by
CLCPA'’s directive to the Commission to regularly review the 66-p(2) program and determine
“progress in meeting the overall targets for deployment of renewable energy systems and zero
emission sources, including factors that will or are likely to frustrate progress toward the
targets.””

The Order formally commences the Commission’s iterative exploration of the 2040 zero-
emissions target, and thus the relationship between that target and the renewable-generation
target. The Order notes that the Act does not define “zero emissions” and that, as such, it has
been left to the Commission to define it.2 The Act is also silent on the meaning of “electrical
demand system.”

The questions set forth in the Order cover a wide range of matters. Policy Integrity’s comments
respond to only a small subset of these questions. Overall, these comments recommend as
follows:

e The Commission must harmonize its work towards the 2040 zero-emissions target with
the CLCPA as a whole, in coordination with Department of Environmental Conservation
(DEC) and other agencies.

o This work should be based on the best available science and economics.

3 Case 15-E-0302, Proceeding on Motion of the Commission to Implement a Large-Scale Renewable Program and a
Clean Energy Standard, Order Expanding Scope of Proceeding and Seeking Comments (Jan. 21, 2016).

4N.Y. Pub. Serv. Law § 66-p(2).

51d.

6 1d.

1d. at § 66-p(3) (emphases added).

8 Order at 12.



o The Commission’s analysis of benefits should be consistent with the DEC’s
approach, including adopting the DEC’s Social Cost of Carbon.

e To qualify as a zero-emission resource, hydrogen would need zero lifecycle emissions.

0 Zero-emissions hydrogen requires zero production emissions. Today, the only
hydrogen that induces no production emissions is electrolytic hydrogen powered
by zero-emissions electricity. Verification protocols would be necessary to
determine whether grid-connected electrolyzers cause zero production emissions.
A marginal-emissions approach with temporal and spatial granularity would
accurately measure the production emissions of grid-connected electrolyzers.

0 The Commission should allow electrolyzers to characterize their production
emissions as zero using power-purchase agreements and renewable energy
certificates, but only after mandating necessary safeguards. Specifically, the zero-
emissions generation would need to be additional, and the zero-emissions
generation would need to be time-matched and deliverable. To the extent the
CLCPA would be satisfied by hydrogen whose production does not result in net
emissions, the Commission could establish a carbon-matching framework in lieu
of requiring hourly matching or deliverability.

0 The Commission must consider the climate impacts of leaked hydrogen, because
hydrogen is itself an indirect GHG.

e Benefits to disadvantaged communities should be quantified in coordination with other
agencies and disadvantaged community stakeholders, and should be tracked using
holistic mapping tools.

1. The Commission Must Harmonize This Program With the CLCPA as a Whole in
Coordination with DEC and Other Agencies

The CLCPA assigns a variety of emissions-reduction responsibilities to a variety of agencies,
and these disparate responsibilities add up to a whole-of-government push to combat climate
change and assure benefits, including emissions-reductions benefits, to disadvantaged
communities. DEC must inventory New York’s economy-wide emissions,® establishing actual
GHG budgets based on percentages of 1990 emissions,*® and promulgating regulations to
achieve statewide GHG emissions reductions.* And the Commission is responsible for the
aforementioned 66-p(2) program,*? as well as specific programs to procure significant quantities
of specific renewable resources and storage,*® and programs to achieve energy conservation and
energy efficiency goals.'*

More generally, sections 7 and 8 of the CLCPA make it clear that various agencies including the
PSC have a critical supporting role to play in helping DEC to achieve economy-wide emissions
reductions. To that end, the PSC must consider how its decisions would affect the achievability
of statewide GHG-reduction goals and provide justification as well as alternatives or mitigation

9N.Y. ECL § 75-0105.

101d. § 75-0107.

1d. § 75-0109.

12 N.Y. Pub. Serv. Law § 66-p(2).
131d. § 66-p(5).

141d. § 66-p(6).



if they are at risk of undermining achievability.'® The Commission must also “promulgate
regulations to contribute to achieving the statewide greenhouse gas emissions limits,” which
“shall not limit [DEC’s] authority to regulate and control greenhouse gas emissions.”*® Thus, the
overall structure of the CLCPA, and particularly the express language of Sections 7 and 8, make
it clear that the Commission’s programs must support DEC’s efforts around economy-wide
greenhouse gas emissions reductions.

A. The Commission should adhere to the best available science and economics

The Order recognizes that the Act has given DEC a key role in establishing statewide (that is,
economy-wide) GHG emissions limits.}” Importantly, the statutory provision directing DEC to
establish those GHG emissions limits states that “[i]n order to ensure the most accurate
determination feasible, the department shall utilize the best available scientific, technological,
and economic information on greenhouse gas emissions.”*®

Although this language is specifically applicable to the DEC, the Commission should approach
its own programs with equal rigor. As discussed in greater detail in the section of these
comments focused on hydrogen,*® the overall structure of the CLCPA strongly suggests an
overall strategy of eliminating any electric sector contribution to overall GHG emissions
statewide, and relying on this fully decarbonized sector as a powerful lever to enable deep GHG
emissions reductions in other sectors. As such, DEC’s obligation to reduce statewide GHG
emissions depends substantially on the Commission’s success at eliminating emissions from the
electric sector. Accordingly, the Commission’s efforts to ensure that its programs support the
achievement of the statewide goals must likewise be based on the best available science,
technology, and economics. The Commission’s stated intention of consulting with the New York
State Energy Research and Development Authority (NYSERDA) is a positive step in this
direction,? as is its issuance of these questions to stakeholders, many of whom can offer
significant subject matter expertise. Ongoing coordination with sister agencies such as DEC and
NYSERDA, as well as stakeholders, will be important for keeping the Commission’s knowledge
of science, technology, and economics up-to-date.

B. The Commission’s analysis of benefits should be consistent with DEC’s,
including the social cost of carbon

Given that the complementarity between Commission’s role in the CLCPA’s overall emissions-
reductions scheme and DEC’s role, the Commission’s emissions-reduction efforts should, to the
maximum extent possible, be well coordinated with those of DEC. This coordination includes
adopting DEC’s analytic frameworks when they are available and applicable to the
Commission’s own obligations. As such, the Commission’s tools for the accounting of emissions
reductions and benefits arising from emissions-reduction programs should be harmonized with

152019 N.Y. Sess. Law 106, § 7.
161d. § 8.

17 Order at 13.

18 N.Y. ECL § 75-0107(3).

19 See infra Section 11I.

20 See Order at 18.



those of other agencies. Thus, the Commission should, to the extent possible, follow DEC’s
guidance with respect to the social cost of carbon (SCC). This will be important for any
circumstance where benefits or costs are to be monetized, such as benefit-cost analysis of various
policy options for pathways to achieving the 2040 target.

The Commission showed tremendous leadership in its early reliance on the SCC as a regulatory
tool in 2016, when it incorporated the federal government’s estimated damage cost associated
with GHG emissions into a benefit-cost analysis framework in the Reforming the Energy Vision
proceeding.?* The Commission adopted the federal SCC estimate based on what the federal
Interagency Working Group then viewed as a central estimate of the discount rate: 3%.%2 The
PSC’s leadership continued with the establishment of the compensation mechanism for “zero
emission resources” under the Clean Energy Standard® and incorporating the SCC into incentive
structures for distributed energy resources the following year.?*

More recently, however, the CLCPA directed DEC, in consultation with NYSERDA, to establish
a SCC for use by state agencies.?> Compared to the Commission’s SCC figures, the new DEC
guidance—which has been continually updated—reflects more recent developments in science
and economics, including with respect to the discount rate, and addresses additional GHGs.?® As
such, both the need for coherent coordination among state agencies and the need for the
Commission to rely on the best available science and economics point in a single direction:
following DEC’s lead on the SCC.

DEC'’s central value for the damage cost for a ton of carbon in 2023 is $126 (in 2020%), far
higher than the $49.25 that is the most recent calculation that we have been able to locate in a
Commission proceeding.?’ The primary reason for this divergence appears to be DEC’s decision
to rely on 2% as the central discount rate. Although the federal Interagency Working Group has
not yet officially adopted lower discount rate values (it continues to use 2.5%, 3%, and 5%, with
3% as the central figure), it acknowledges that “new data and evidence strongly suggests that the
discount rate regarded as appropriate for intergenerational analysis is lower.”?® DEC gives
multiple reasons for using a central figure of no greater than 2%:

2L Case 14-M-0101, Proceeding on Motion of the Commission in Regard to Reforming the Energy Vision, Order
Establishing the Benefit Cost Analysis Framework (Jan. 21, 2016).

22 |d. at 27.

23 See Case 15-E-0302, Proceeding on Motion of the Commission to Implement a Large-Scale Renewable Program
and a Clean Energy Standard, Order Adopting a Clean Energy Standard (Aug. 1, 2016).

24 See Case 15-E-0751, In the Matter of the Value of Distributed Energy Resources & Case 15-E-0082, Proceeding
on Motion of the Commission as to the Policies, Requirements and Conditions For Implementing a Community Net
Metering Program, Order on Net Energy Metering Transition, Phase One of Value of Distributed Energy Resources,
and Related Matters (Mar. 9, 2017).

ZN.Y. ECL § 75-0113(1).

% See N.Y. DEP’T OF ENV’T CONSERVATION, ESTABLISHING A VALUE OF CARBON: GUIDELINES FOR USE BY STATE
AGENCIES (2022), https://perma.cc/8D3Z-NHAX [hereinafter DEC SCC Guidance].

27 Compare id. at 34, with 15-E-0751, In the Matter of the Value of Distributed Energy Resources,

Updated Environmental Value, Letter from Department of Public Service to Con Ed (April 21, 2021), and
spreadsheet attached thereto,
https://documents.dps.ny.gov/public/Common/ViewDoc.aspx?DocRefld={5ED3467D-6B9C-4A4F-8E2C-
E52A12E83FAT}.

28 INTERAGENCY WORKING GROUP, TECHNICAL SUPPORT DOCUMENT: SOCIAL COST OF CARBON, METHANE, AND
NITROUS OXIDE INTERIM ESTIMATES UNDER EXECUTIVE ORDER 13990 5 (2021), https://perma.cc/8G9U-P3X4.
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First, although higher discount rates may be appropriate for guiding the long-term
investment of private funds, they are less appropriate for decisions regarding public
safety and welfare, particularly when considering the scope and scale of the impacts
to the public from global climate change. . . . Second, multiple lines of research
have concluded that the discount rates used by the federal [Interagency Working
Group] underestimate the value of avoided damages from greenhouse gas
emissions. Experts now generally consider a range of 1-3 percent to be more
acceptable. A lower discount rate may help address the underestimation of the
potential damages from climate change.?®

The DEC guidance also recommends considering a range of values, including 1%, in recognition
of varying preferences and the fact that no one number is optimal.*® That said, given the
compelling reasons DEC has stated for applying a very low discount rate, and the CLCPA’s
express recognition that a discount rate of zero can be appropriate, it would be advisable in the
future for DEC to give serious consideration to a central value between 1% and 2%. At the same
time, the federal government’s own estimate for the SCC may rise significantly in the near
future.?

While there may be practical impediments to incorporating a far higher SCC into compensation
mechanisms, DEC’s current methodology is simply more accurate—more aligned with the best
available science and economics, as contemplated by the CLCPA—than the approach pioneered
by the Commission beginning in 2016. For so long as the DEC continues to keep its guidance
aligned with the best available science and economics, the Commission should align its own
figures those promulgated by the DEC to the extent feasible. At a minimum, the Commission
should follow the DEC’s SCC guidance—including subsequent modifications to that guidance
that improve the alignment with best available science and economics—»both in its benefit-cost
analysis, and for the purpose of tracking CLCPA benefits, as further discussed below.

I11.  Hydrogen Would Need Zero Lifecycle Emissions to Qualify as a Zero-Emissions
Resource

This section responds to Question 2 posed by the Commission in the Order: “Should the term
‘zero emissions’ be construed to include some or all of the following types of resources, such as
advanced nuclear (Gen I+ or Gen 1V), long-duration storage, green hydrogen, renewable
natural gas, carbon capture and sequestration, virtual power plants, distributed energy resources,
or demand response resources? What other resource types should be included?”33

As a preliminary matter, however, we pause to note that whether “green” or other hydrogen
qualifies as zero-emissions under the CLCPA is a distinct issue from what pre-2040 policies are

29 DEC SCC Guidance, supra note 26, at 18-19.

%0 1d. at 19.

*N.Y. ECL § 75-0113(2).

32 See EPA, EXTERNAL REVIEW DRAFT OF REPORT ON THE SOCIAL COST OF GREENHOUSE GASES (Sept. 2022)
(Docket No. EPA-HQ-OAR-2021-0317.

33 Order at 15-16.



optimal to achieve the 2040 target. The Commission has an overarching mandate of
“encourag[ing] all persons and corporations subject to its jurisdiction to formulate and carry out
long-range programs . . . for the performance of their public service responsibilities with
economy, efficiency, and care for the public safety, the preservation of environmental values.”34
This responsibility to foster long-range programs for the preservation of environmental values
ultimately obligates the Commission to consider not only what resources may be considered
zero-emissions in 2040, but how to create the conditions for those resources to be built out in an
economically efficient manner. It might be the case, for example, that the Commission would
want to incentivize non-zero-emissions hydrogen before 2040 in order to economically ensure
the presence of zero-emissions hydrogen in 2040. Nonetheless, these comments focus (as the
question posed in Order does) on when hydrogen would qualify as a zero-emissions resource
under the CLCPA for purposes of the 2040 target.

In short, hydrogen would qualify as a zero-emissions resource when it has zero lifecycle
emissions. These lifecycle emissions are relevant when determining which resources are zero-
emissions under the CLCPA, as explained in Section A below. The discussion of hydrogen’s
lifecycle emissions tends to divide its lifecycle emissions into two categories: production
emissions and hydrogen leakage. Production emissions includes the emissions from the
hydrogen-production process plus the emissions from with any electricity usage during
production and the upstream leakage of chemical feedstocks (i.e., methane). In Section 111.B.1,
these comments explain that the only hydrogen-production method with zero production
emissions is electrolytic hydrogen powered by zero-emissions resources (e.g., renewables or
nuclear). Section 111.B.2 further explains that, to ensure hydrogen was produced via a grid-
connected electrolyzer has zero production emissions, the Commission would need to implement
rigorous verification procedures. Otherwise, it would be easy for generators to burn high-GHG
hydrogen while erroneously claiming zero production emissions. In Section I11.C, we discuss the
second category of hydrogen’s lifecycle emissions: leakage of hydrogen throughout the supply
chain. Because hydrogen is itself an indirect GHG, this leakage would disqualify hydrogen from
being a zero-emissions resource under the CLCPA.

Our recommendations present a flexible framework for evaluating which hydrogen would be a
zero-emissions resource, including hydrogen produced outside of New York and transported
here. As relevant, we explain how the recommendations would apply to the special case of
hydrogen produced in New York after the 2040 zero-emissions target has been achieved, at
which point the regional grid would be expected to be zero-emissions.

A. Lifecycle emissions are cognizable under the CLCPA

Although hydrogen produces no GHG emissions upon combustion (or use in a fuel cell),* the
fuel’s lifecycle emissions are highly sensitive to how it is produced and transported. Lifecycle
emissions matter because the Commission must ensure that the “statewide electrical demand

34 N.Y. Pub. Serv. Law § 5(2).

35 Burning hydrogen, however it is produced, results in NOx emissions that cause asthma and asthma attacks, and
possibly other health impacts. U.S. EPA, INTEGRATED SCIENCE ASSESSMENT (ISA) FOR OXIDES OF NITROGEN—
HEALTH CRITERIA Ixxxvii (2016). People of color and those with low socioeconomic status already face increased
exposure to NOx, id., so burning hydrogen at power plants implicates environmental justice concerns.
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system will be zero emissions.”*® The plain meaning of the word “system” is “a regularly
interacting or interdependent group of items forming a unified whole.”®’ As such, the CLCPA
requires zero emissions from the unified whole of all interacting items that serve New York’s
demand for electricity. If generators were to serve some of this demand by burning hydrogen,
then some of the interacting items would be the processes of producing and delivering the
hydrogen. Because the entire electrical demand system must be zero-emissions, hydrogen is a
zero-emissions only when these processes cause zero emissions.

Further, the CLCPA requires that New York’s “statewide greenhouse gas emissions” include
“greenhouse gases produced outside of the state that are associated with the generation of
electricity imported into the state and the extraction and transmission of fossil fuels imported into
the state.”®° Although this language does not specifically mention hydrogen that is imported into
the state, it is reasonable to assume that the legislature would expect upstream emissions
associated with imported hydrogen to be treated similarly to upstream emissions associated with
other imported energy sources. It would be anomalous for the introduction of novel fuels that did
not fit into one of the named categories to be permitted to undermine the integrity of the
CLCPA'’s treatment of upstream emissions associated with legacy forms of imported energy,
including both electricity and conventional fuels. Moreover, the imperative to avoid upstream
emissions associated with hydrogen production is further underlined by the CLCPA’s
requirement that the DEC’s regulations to achieve statewide GHG emissions targets include
“measures to minimize leakage.”*°

The overall structure of the CLCPA strongly suggests an overall strategy of eliminating any
electric sector contribution to overall GHG emissions statewide, and relying on that fully
decarbonized sector as a powerful lever to enable deep GHG emissions reductions in other
sectors. This is evidenced by the juxtaposition of the new Environmental Conservation Law and
Public Service Law provisions added by the CLCPA, combined with CLCPA provisions that
require agencies other than DEC to shore up DEC’s economy-wide efforts. Article 75 of the
Environmental Conservation Law creates a process for the adoption of statewide GHG emissions
limits, with DEC holding the rudder.*! By contrast, Section 66-p of the Public Service Law tasks
the Commission with requiring transformative change to one sector (electric generation),*? and is
notably lacking in specificity about other sectors overseen by the Commission—including the
natural gas system, which is a significant contributor to statewide GHG emissions.*® Finally, the
catch-all provisions in Sections 7 and 8 of the CLCPA require all state agencies to remain

3 N.Y. Pub. Serv. Law 8§ 66-p(2).

37 System, Merriam-Webster Dictionary Online, http://www.merriam-webster.com/dictionary/system (last visited
Aug. 11, 2023) (first definition).

38 Although earlier orders and the CLCPA itself have made it clear that the embodied emissions of generation
equipment (notably renewable energy systems) do not prevent otherwise non-emitting generators from qualifying as
“zero emissions,” there is no justification for ignoring emissions associated with fuel or fuel production, which are
consistently treated as relevant to New York’s GHG emissions footprint.

¥ N.Y. ECL § 75-0101(13).

401d. § 75-0109(3)(e). “Leakage” is defined as a reduction in emissions of greenhouse gases within the state that is
offset by an increase in emissions of greenhouse gases outside of the state. Id. § 75-0101(12).

#1d. § 75-0109.

42 N.Y. Pub. Serv. Law 8§ 66-p(2).

43 See N.Y. DEP'T OF ENV’'T CONSERVATION, 2022 NY'S GREENHOUSE GAS EMISSIONS REPORT: SECTORAL REPORT
#1 at 5 (2022).



mindful of and take steps to support achievement of the statewide GHG emissions goals in a role
that supports and does not undercut DEC’s leadership in this area.**

Viewing the CLCPA as a single scheme, it is apparent that by 2040, if the Commission permits
hydrogen to play some role in meeting statewide electrical demand, it cannot fail to consider the
risk that it could do so in a way that increases statewide (economy-wide) GHG emissions as
understood in the new Article 75 of the Environmental Conservation Law. Although the new
Section 66-p of the Public Service Law makes no specific reference to this definition for
statewide GHG emissions supplied in Article 75, and although “statewide electrical demand
system” and “zero emissions” are terms that are left undefined, it would defy logic for the
Commission’s obligation to ensure that the “statewide electrical demand system will be zero
emissions” to be entirely satisfied by resources whose operation in fact increases statewide GHG
emissions.

Accordingly, for hydrogen to be a zero-emissions resource under the CLCPA, it must have zero
lifecycle emissions. In Section I11.B, we discuss lifecycle emissions from production. In Section
I11.C, we address lifecycle emissions from hydrogen leakage.

B. Zero-emissions hydrogen requires zero production emissions

Green hydrogen (i.e., hydrogen produced from electrolysis powered by renewable resources) and
hydrogen produced via electrolysis powered by other zero-emissions resources (such as nuclear)
do not induce any production emissions. In contrast, other methods of hydrogen production are
currently associated with high GHGs and are thus ineligible to be considered zero-emissions.
While it is relatively straightforward to verify whether an off-grid electrolyzer is powered by
zero-emissions electricity, this inquiry becomes more challenging for grid-connected
electrolyzers. Accordingly, rigorous verification protocols would be necessary before any
hydrogen produced at a grid-connected electrolyzers could be considered zero-emissions. These
protocols would always be satisfied by grid-connected electrolysis in a zero-emissions grid (e.g.,
New York after 2040).

1. The only hydrogen that currently induces no production emissions is
electrolytic hydrogen powered by zero-emissions electricity

Of the multiple ways to produce hydrogen today, only electrolysis powered by zero-emissions
electricity produces no GHG emissions.“® The next cleanest major method is steam methane
reforming/auto-thermal reforming (SMR/ATR) with greater than 90% carbon capture and
storage (CCS).%’ These processes involve extracting hydrogen from methane using chemical
processes that release CO- as a byproduct.*® They have production emissions of approximately

42019 N.Y. Sess. Law 106, 88§ 7-8.

45 U.S. DEP’T OF ENERGY, PATHWAYS TO COMMERCIAL LIFTOFF: CLEAN HYDROGEN 10 fig.2 (2023),
https://perma.cc/7U99-J28P [hereinafter DOE HYDROGEN LIFTOFF REPORT].

46 DOE HYDROGEN LIFTOFF REPORT, supra note 35, at 10 fig.2.

47 1d.

48 1d.



2.5-6 kg COze/kg H2.* This total represents a combination of CO; directly released during
SMR/ATR and upstream emissions of the methane feedstock from which the hydrogen is
produced (e.g., fugitive emissions of methane during extraction, transportation, and storage). >
As such, even if 100% CCS were achieved for SMR/ATR, the resulting hydrogen would have
production emissions from associated upstream methane leakage. Without CCS, SMR/ATR has
a carbon intensity of at least 10 kg COze/kg H..%! Using fossil fuels to power electrolysis is even
more emissions-intensive: 22-24 kg COe/kg Ha for natural gas (without even accounting for
upstream methane emissions) and 51-56 kg CO.e/kg H: for coal.>?

Electrolytic hydrogen powered by zero-emissions electricity is becoming increasingly available.
The Inflation Reduction Act established lucrative tax credits for hydrogen production based on
the hydrogen’s production emissions.®® In light of this subsidy, the Department of Energy (DOE)
projects that electrolytic hydrogen using renewables will become cheaper than SMR/ATR
hydrogen,>* comprising 70-95% of total U.S. hydrogen production by 2030.% Developers have
already announced numerous projects to produce electrolytic hydrogen using renewables or
nuclear energy.®® The Environmental Protection Agency (EPA) recently proposed regulations for
baseload natural gas turbines with an option to co-fire 4% natural gas and 96% low-GHG
hydrogen by 2038.%" EPA proposes to define “low-GHG hydrogen” as hydrogen with production
emissions of less <0.45 kg CO.e/kg H2.%® Given the emissions intensities described in the
previous paragraph, only electrolytic hydrogen produced with zero-emissions electricity has an
emissions intensity below this threshold.>

In sum, the Commission should insist that, to qualify as a zero-emissions resource under the
CLCPA, hydrogen must have production emissions of 0 kg COze/kg H». Given today’s

49 1d.

%0 d.

S d.

52 See THOMAS KOCH BLANK & PATRICK MOLLY, RMI, HYDROGEN’S DECARBONIZATION IMPACT FOR INDUSTRY 5
(2020), https://perma.cc/T3XH-9DSQ (“Producing one kilogram of hydrogen with electrolysis requires 50-55 kWh
of electricity. This power consumption leads to indirect CO, emissions, the level of which varies according to the
sources of electricity used.”); Frequently Asked Questions, U.S. ENERGY INFO. ADMIN., https://perma.cc/6DJ6-2C77
(providing the CO: intensity per kWh for natural gas and coal plants).

%326 U.S.C. § 45V.

>4 DOE HYDROGEN LIFTOFF REPORT, supra note 35, at 26 fig.10.

%5 Id. at 37 fig.15. DOE projects that, after the clean hydrogen production tax credit expires, SMR/ATR hydrogen
with CCS will grow in the 2030s and 2040s, but that electrolytic hydrogen produced by renewables will retain a
significant market share. 1d.

%6 New Source Performance Standards for Greenhouse Gas Emissions from New, Modified, and Reconstructed
Fossil Fuel-Fired Electric Generating Units; Emission Guidelines for Greenhouse Gas Emissions from Existing
Fossil Fuel-Fired Electric Generating Units; and Repeal of the Affordable Clean Energy Rule, 88 Fed. Reg. 33,240,
33312-13 (proposed May 23, 2023) [hereinafter EPA Proposed Rule].

57 1d. at 33284 tbl.1, 33363.

%8 1d. at 33304, 33328 n.499.

% For a <0.45 kg COe/kg H2 production-emissions standard, “hydrogen producers would need to consume between
90 to 97.5 percent zero-carbon power to qualify,” depending on the emissions intensity of the fraction of electricity
that comes from non-zero-emissions resources. TESSA WEISS ET AL., RMI, CALIBRATING US TAX CREDITS FOR
GRID-CONNECTED HYDROGEN PRODUCTION: A RECOMMENDATION, A FLEXIBILITY, AND A RED LINE (2023),
https://perma.cc/6477-ES22 [hereinafter RMI PoLiCcY BRIEF].
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technology, only hydrogen produced via electrolysis powered by zero-emissions resources would
satisfy this standard.

2. Verification protocols are necessary to determine whether grid-connected
electrolyzers cause zero production emissions

In principle, electrolytic hydrogen produced via zero-emissions electricity results in zero
production emissions, but, in practice, it can be difficult to determine whether a grid-connected
electrolyzer can fairly be described as running on zero-emissions electricity. (The same
attribution problem does not exist for the simpler case of an off-grid electrolyzer powered by
dedicated zero-emissions resources.) Accordingly, the Commission would need to promulgate
verification protocols before any electrolytic hydrogen from a grid-connected electrolyzer could
be considered zero-emissions under the CLCPA. Otherwise, generators might erroneously burn
electrolytic hydrogen with high production emissions.

These verification protocols should follow a marginal-emissions approach, meaning the
electrolyzer would be held responsible for the emissions that it actually causes through its power
consumption from the local grid. Under a marginal-emissions approach, grid-connected
electrolytic hydrogen production does not cause any production emissions when the “marginal”
resource on the local grid is zero-emissions. The marginal emissions rate is zero when and where
zero-emissions resources are being curtailed or when the entire grid is zero-emissions (e.g., New
York grid after the 2040 target has been achieved).

Further, the Commission should accommodate electrolyzers that use power purchase agreements
(PPASs) or contracts for renewable energy certificates (RECs) to avoid their emissions—»but only
in combination with necessary safeguards. PPAs and RECs would allow electrolyzers to
effectively decouple their emissions from those of the marginal generator on the local grid by
paying for zero-emissions generation. These mechanisms and their attendant safeguards are
irrelevant for electrolyzers operating on zero-emissions grids, because there would be no
emissions for electrolyzers to avoid using PPAs or RECs.

a. A marginal-emissions approach with temporal and spatial granularity
would accurately measure the production emissions of grid-connected
electrolyzers

Given the realities of grid operation, the best way to measure production emissions from using
grid electricity is to look at the emissions intensity of the marginal generator serving the local
grid at the moment of hydrogen production, as opposed to the average emissions intensity of the
local generation mix. The emissions from the marginal resource, if greater than zero, would be
avoidable if the electrolyzer were not to run; therefore, the electrolyzer should be deemed to
induce the emissions of this marginal generator, notwithstanding the average emissions intensity
of the grid mix being consumed by other customers.

Given the realities of grid operation, the marginal resource is typically more-emitting than the

average electricity mix because grid operators generally dispatch generation resources according
to their operating costs. The first resources that a grid operator will rely on to meet demand are
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those that generate cheap electricity after they have been built, like solar, wind, and hydropower.
Only when the output of these resources is not enough to satisfy demand will the grid operator
call on resources with higher operating costs like natural gas that also tend to release more
emissions.

Accordingly, whenever an electrolyzer draws power that is available to the local grid and the
low-operating-cost, zero-emissions resources are committed, the electrolyzer will be deemed to
be powered by fossil fuels. As discussed above, producing hydrogen via fossil-fuel-powered
electrolysis is currently the most-emitting production method, worse than SMR/ATR without
CCS.% In contrast, if an electrolyzer operates when the marginal resource is zero-emissions, the
resulting hydrogen induces zero production emissions. In fact, the electrolyzer would be using
zero-emissions electricity that would otherwise have been curtailed.

Identifying the marginal resource requires temporal and spatial granularity. Temporal granularity
is necessary because the marginal resource on a local grid changes throughout the day. For
example, in a high-renewables future, solar could be the marginal resource in certain locations
during the day, but, as the sun sets, the grid operator may need to activate natural gas plants,
making them the marginal resource. (This narrative is not representative of current conditions in
NYISO, but it could reflect the situation in a region where out-of-state hydrogen is produced for
shipment to New York, or circumstances in New York closer to the 2040 target.) Figures 1 and 2
show how quickly and dramatically the marginal resource can change within a single regional
grid.®* They demonstrate that accurately measuring the grid emissions of an electrolyzer depends
on identifying the marginal resource when the electrolyzer was actually operating.

- .Figtjré.l:. .vdr.iab.il.i.ty in CAISO fhérginél emissions rate

80 Section 111.B.1.

81 Each figure reflects marginal emissions rates as modeled by WattTime. See Methodology: How Does WattTime
Calculate Marginal Emissions?, WATTTIME, https://perma.cc/NTD8-F88L; WATTTIME, MARGINAL EMISSIONS
MODELING: WATTTIME’S APPROACH TO MODELING AND VALIDATION (2022), https://perma.cc/6DMQ-NXT7P.
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Similarly, identifying the correct marginal generator is also a question of geography. Grid-
balancing decisions happen on the balancing-authority level, or on a smaller spatial scale because
of operational constraints—namely, transmission capacity. As a result, when an electrolyzer
draws electricity from the grid to produce hydrogen, the production emissions will depend on
where that electrolyzer is located. Figure 3 is a snapshot of the spatial variation in emissions
rates of marginal resources at a moment in time.®2

Grid Emissions Intensity

50 100

Figure 3: spatial variability in marginal emissions rates

Fortunately, a marginal-emissions approach would be feasible well before the Commission is
required to meet its 2040 zero-emissions target. Marginal emissions rates are increasingly

%2 Figure 3 depicts the spatial variation in marginal emissions rates at a representative moment on the afternoon of
July 25, 2023, as modeled by WattTime. Grid Emissions Intensity by Electric Grid, WATTTIME,
https://www.watttime.org/explorer/#3.89/43.6/-111.64 (last visited Aug. 11, 2023).
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available from grid operators®® and private vendors,% and the Energy Information
Administration is in the process of releasing real-time or near-real-time marginal emissions data
for balancing authorities and pricing nodes.% NYISO is also exploring how best to provide this
information.®® If the Commission were to require these data, there would be more than enough
lead time for market participants to stand up the necessary systems. Alternatively, perhaps as a
stopgap until marginal emissions data are available everywhere, it may be desirable to use
electricity prices that fall below a low threshold (e.g., $10/MWh) as a proxy for when the
marginal generator is zero-emissions.®’

Applying the marginal-emissions approach to New York, electrolytic hydrogen production
would cause zero production emissions once the 2040 target has achieved because the marginal
resource would always be zero-emissions. Hydrogen production would also induce zero
production emissions in New York before 2040 if the electrolyzer operates when/where the
marginal resource is zero-emitting on the local grid, which occurs whenever zero-emissions
resources are being curtailed. This principle—that electrolytic hydrogen induces zero production
emissions if it is produced at locations and times where the marginal resource is zero-
emissions—also holds for hydrogen produced outside of New York and transported here.

b. The Commission should allow electrolyzers to characterize their
production emissions as zero using PPAs and RECs—hbut only after
mandating necessary safeguards

When a grid-connected electrolyzer produces hydrogen when/where the marginal generator is
not zero-emissions (whether that is in New York before 2040 or outside of the state), the
Commission should allow electrolyzers to enter into PPAs with specific zero-emissions
generators to characterize their production emissions as zero.% The same goes for allowing
electrolyzers to contract solely for the unbundled zero-emissions attribute of a generator’s

% Five Minute Marginal Emission Rates, PJM Interconnection,
https://dataminer2.pjm.com/feed/fivemin_marginal_emissions/definition (last visited Nov. 30, 2022); Dispatch Fuel
Mix, 1SO New England, https://www.iso-ne.com/isoexpress/web/reports/operations/-/tree/gen-fuel-mix (last visited
Aug. 11, 2023) (see “marginal flag string”); see also California Self-Generation Incentive Program, California
Public Utility Commission & WattTime, https://sgipsignal.com/ (last visited Aug. 11, 2023); see also Fuel on
Margin, SPP, https://marketplace.spp.org/pages/fuel-on-margin (last visited Aug. 11, 2023); Real-Time Fuel on the
Margin, Midcontinent Independent System Operator, https://www.misoenergy.org/markets-and-operations/real-
time--market-data/market-reports/#nt=%2FMarketReportType%3AReal-Time%2FMarketReportName%3AReal-
Time%20Fuel%200n%20the%20Margin%20(xIs)&t=10&p=0&s=MarketReportPublished&sd=desc (last visited
Aug. 11, 2023).

64 Karen Palmer et al., RESOURCES FOR THE FUTURE, OPTIONS FOR EIA TO PUBLISH CO; EMISSIONS RATES FOR
ELECTRICITY 22-25 (2022), https://perma.cc/6VAA-JEQX.

6542 U.S.C. § 18772(a)(2)(B) (instructing the Energy Information Administration to establish an online database
that may include, where available, the estimated marginal greenhouse gas emissions per megawatt hour of electricity
generated).

% LEILA NAYAR & VIIAY KAKI, NEW YORK 1SO, EMISSIONS TRANSPARENCY: IMER INPUTS’ WALKTHROUGH
(2023), https://perma.cc/ND7P-6VVDL,; See John Norris, NYISO Seeking to Increase Emissions Transparency, RTO
INSIDER (Apr. 18, 2023), https://www.rtoinsider.com/32021-nyiso-seeking-increase-emissions-transparency.

57 See RMI PoLIcY BRIEF, supra note 52.

% See Physical PPA, EPA (Feb. 25, 2022), https://perma.cc/8Y A3-FOGE; Financial PPA, EPA (Feb. 25, 2022),
https://perma.cc/67XS-ZQBL.
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electricity (e.g., a REC).% An electrolyzer could use either of these mechanisms to accurately
describe the emissions intensity of its hydrogen production as zero, notwithstanding the
emissions intensity of the marginal resource on the local grid.

But safeguards are essential. The zero-emissions generation associated with the PPA/RECs must
be additional to the grid. Moreover, if the Commission understands the zero-emissions target, as
applied to upstream production emissions, to be absolute (that is, not capable of being satisfied
through netting) the PPA/RECs would need to be time-matched to the electrolyzer’s
consumption and deliverable to its location. However, to the extent the Commission determines
that the emissions associated with hydrogen electrolysis should be evaluated based on their net
effect, the Commission could instead implement a carbon-matching framework. Under such a
framework, electrolyzers could use PPAS/RECs with new zero-emissions generation that
displaces fossil-fuel-fired generation to exactly offset the GHG that they induce, regardless of
whether those offsets occur exactly when and where the electrolyzers are inducing emissions.

This section on PPAS/RECs is irrelevant for any electrolyzer that is producing hydrogen
when/where the marginal resource is zero-emissions, as we anticipate would be the case in New
York after 2040. However, these mechanisms could enable electrolyzers to validly characterize
the emissions intensity of their hydrogen production as zero when and where the marginal
resource is not yet zero-emissions.

I. The zero-emissions generation would need to be additional

Before an electrolyzer can use a PPA/RECs to demonstrate that its production emissions are
lower than what the marginal-emissions approach would indicate, the Commission must require
that the zero-emissions electricity associated with the PPA/RECs be additional, as opposed to
electricity that was always going to be generated and used by some other consumer. Without
additionality, an electrolyzer would create new demand that might be met by a marginal fossil-
fuel resource and claim credit for zero-emissions electricity that, until then, had been consumed
by a different customer. In the end, the PPA/RECs would have reshuffled the allocation of
electricity on paper while failing to genuinely prevent any emissions resulting from the
electrolyzer’s new load.™

Stated rigorously, demonstrating additionality means showing that that the associated clean
generation would not have occurred but for the prospect that the clean generator could enter into
a PPA with or sell the RECs to the electrolyzer.” This showing is epistemologically difficult,
though, and we do not take a stance on which of the more administrable heuristics for assessing

8 See Renewable Energy Certificates, EPA (Feb. 5, 2023), https://perma.cc/AHW5-SE3A.

70 See Memorandum from Clean Air Task Force & Nat. Res. Def. Council to U.S. Dep’t of the Treasury & Internal
Revenue Serv. 7-8 (Apr. 10, 2023), https://perma.cc/87TB-GV3C; RMI PoLIcY BRIEF, supra note 52.

1 See GOV’T ACCOUNTABILITY OFF., GAO-11-345, OPTIONS FOR ADDRESSING CHALLENGES TO CARBON OFFSET
QUALITY 3 (2011), https://perma.cc/6FUU-ZEG6 (“An offset is additional if it would not have occurred without the
incentives provided by the offset program.”). Additionality is not necessarily satisfied by contracting with a clean
generator that has yet to be built. In the context of RECs, if the associated generation would have happened
irrespective of any REC sales, the RECs sold by that generator would not represent avoided emissions that could be
claimed by an electrolyzer.
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additionality would be most appropriate.”? The Commission should note that the European
Union’s heuristic requires the generation facility to have come into operation not earlier than 36
months before the electrolyzer.” That rule, however, exists in tandem with other European
policies that help that ensure new demand is met by clean generation.” Thus, a more stringent
heuristic may be more appropriate here, where there is no such national policy.

ii. The zero-emissions generation would need to be time-matched
and deliverable, unless the relevant target is net-zero

The earlier discussion of how marginal emissions rates vary with time and geography has serious
implications for the use of PPAS/RECS to characterize an electrolyzer’s production emissions.”
In short, from an emissions-accounting perspective, it is often inappropriate to allow an
electrolyzer to fully avoid its electricity emissions by matching its energy consumption to an
equal quantity of energy generation from a zero-emissions generator, even when additionality
has been satisfied.”® The key issue is this: Without guardrails to match the actual quantity of
emissions induced with the emissions avoided, the consumption of a given quantity of power by
an electrolyzer will induce more emissions than what is avoided by the equivalent quantity of
power generated by a zero-emissions generator at a different location/time if the electrolyzer
draws power from the grid when/where the emissions rate of the marginal resource is higher than
the emissions rate of the marginal resource when/where the zero-emissions generator injects
power.

Consider this example of a purely temporal mismatch, which could be representative of
hydrogen production outside New York, or production inside the state in the run-up to achieving
the 2040 target. Imagine an electrolyzer operates during periods when the marginal generator on
the local grid is natural gas and seeks to purchase RECs to characterize its emissions during these
periods as zero. Whether the electrolyzer could validly avoid these natural gas emissions through
RECs purchased from a zero-emissions generator on the same local grid would depend on the
time when the RECs accrued to the contracted-with resource. If the contracted-with generator
produced the zero-emissions power associated with the RECs at a time when the marginal
generator (in the area of the grid where they are both located) was zero-emissions, then the REC
would not be associated with any avoided emissions. That is because, if the contracted-with
resource had not been operating, the missing electricity would have been supplied by a different
zero-emissions resource. In contrast, if the relevant RECs (that is, the RECs on which the
electrolyzer plans to rely to negate its production emissions) accrued to the zero-emissions
generator at a time when natural gas was on the margin, then the RECs would represent true
avoided emissions. In a world without the generator’s zero-emissions electricity, the same
quantity of power would have been supplied by more natural gas.

72 See id. at 18-21 (comparing different approaches for testing additionality).

3 Commission Delegated Regulation 2023/1184 of 10 February 2023 supplementing Directive (EU) 2018/2001 of
the European Parliament and of the Council by establishing a Union methodology setting out detailed rules for the
production of renewable liquid and gaseous transport fuels of non-biological origin, 2023 0.J. (L 157),
https://perma.cc/SHFV-2F4Y.

74 EPA Proposed Rule, supra note 56, at 33331.

75 See Section 111.B.2.a.

76 See generally EPA & GREEN POWER P’sHIP, OFFSETS AND RECs: WHAT'S THE DIFFERENCE? (2018),
https://www.epa.gov/sites/default/files/2018-03/documents/gpp_guide_recs_offsets.pdf.
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This problem of temporal matching was recently considered by EPA in its proposal to allow
natural gas plants to co-fire with low-GHG hydrogen.’” EPA concluded that “[t]he EU and
stakeholders examining costs and benefits of temporal [REC] alignment requirements generally
find that hourly [REC] alignment is preferred before the 2032 proposed effective date of
hydrogen co-firing requirements in this proposed rule, with most converging on or before
2030.”8 In other words, EPA found that, for hydrogen produced after approximately 2030,
electrolyzers should need to avoid any production emissions using RECs that accrued within the
same hour as the emissions.”® Allowing matching over longer timescales (e.g., daily, monthly, or
annual matching) would often result in a mismatch between the marginal resources during power
consumption at the electrolyzer and power production at the zero-emissions generator.

Now consider the possibility of a geographic mismatch. When an electrolyzer pays for a
generator to inject clean electricity into the grid, the injection needs to happen at a location
where the electrolyzer could receive the power, given the organization of balancing authorities
and transmission constraints. Otherwise, an electrolyzer might be consuming power in a region
where the marginal resource is a fossil-fuel-fired plant while contracting with a zero-emissions
resource located somewhere where renewables are on the margin. The result would be
electrolysis powered by fossil fuels, because the clean generation could not reach the electrolyzer
and merely displaced other zero-emissions generation.

For geographic matching, EPA expressed support for requiring alignment at the balancing-
authority level.®° This is a reasonable first approximation of deliverability; however, given the
long lead time before the 2040 target, the Commission would have time to implement an even
more accurate heuristic. Even within balancing authorities, transmission constraints prevent the
free flow of electricity.®* The Commission should therefore consider using regions that are
smaller than balancing authorities and that better reflect transmission constraints, such as the
geographic regions from DOE’s National Transmission Needs Study.® Alternatively, in
wholesale electricity markets, the lack of transmission capacity causes divergences among
locational marginal prices, because purchasers must pay for more expensive sources of
generation when cheaper electricity is not deliverable to their area.®® The Commission should

" EPA Proposed Rule, supra note 56, at 33328-31.

81d. at 33331.

7 See also RMI PoLicy BRIEF, supra note 52 (recommending monthly matching until 2028 followed by hourly
matching); Letter from Clean Air Task Force et al. to U.S. Dep’t of the Treasury et al. 2-3 (Feb. 23, 2023),
https://perma.cc/9DDG-G6PL (advocating for hourly matching).

80 EPA Proposed Rule, supra note 56, at 33331.

81 DEV MILLSTEIN ET AL., LAWRENCE BERKELEY NAT’L LAB’Y, THE LATEST MARKET DATA SHOW THAT THE
POTENTIAL SAVINGS OF NEW ELECTRIC TRANSMISSION WAS HIGHER LAST YEAR THAN AT ANY POINT IN THE LAST
DECADE 1-2 (2023), https://perma.cc/MMF2-FDV6; RESURETY, EMISSIONS IMPLICATIONS FOR CLEAN HYDROGEN
ACCOUNTING METHODS 1-2 (2023), https://perma.cc/QL53-C5D6 (“[WT]hile Local Hourly Energy Matching can
help reduce net emissions in some locations, the impact of local transmission constraints often results in significant
increases in net emissions even after energy is ‘matched’ by hour. . . . [T]ransmission constraints often cause wide
variations in [locational marginal prices] and [locational marginal emissions] even within the same grid or sub-grid
zone.”).

82 See RMI PoLIcY BRIEF, supra note 52.

83 PJM INTERCONNECTION, TRANSMISSION CONGESTION CAN INCREASE COSTS 1-2 (2023), https://perma.cc/8TNZ-
ENZS8.
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consider whether a difference in locational marginal prices between the node where an
electrolyzer consumes power and the node where a generator produces power could be used to
evaluate deliverability in the context of a PPA or REC.

In sum, hourly matching and deliverability are essential to ensuring that an electrolyzer with a
PPA or RECs does not cause production emissions in real time. The Order does not take a stance
on whether the 2040 zero-emissions electrical demand system target requires a complete
elimination of emissions (for which real-time emissions would matter) or a net-zero target
(which would potentially allow real-time emissions so long as they were offset in a timely
fashion), or whether even finer distinctions might be appropriate (for example, whether a
different standard might apply to emissions directly arising from electric generation versus
upstream emissions). However, if the Commission determines that netting is a permissible
approach to upstream emissions associated with hydrogen production, the Commission could
establish a carbon-matching framework without hourly matching or deliverability (additionality
would still be necessary). We describe this possibility next.

iii. To the extent the CLCPA will be satisfied by hydrogen whose
production does not result in net emissions, the Commission
could establish a carbon-matching framework in lieu of
requiring hourly matching or deliverability

To ensure that electrolysis does not result in a net increase in overall emissions, it would suffice
to ensure that PPA/RECs result in avoided emissions that fully offset the electrolyzer’s
production emissions. Under a “carbon-matching” framework, an electrolyzer could use the
avoided emissions associated with the PPA or RECs to offset the electrolyzer’s production
emissions, regardless of when or where the zero-emissions generation happened.® For example,
an electrolyzer in New Jersey could produce hydrogen while paying for new generation from a
wind farm in Texas (either through a PPA or RECs), provided that the Texas wind farm
produced power that was additional and that displaced fossil-fuel generation in Texas in a way
that offset all of the electrolyzer’s GHG emissions in New Jersey.

The production emissions of an electrolyzer is the product of the amount of power consumed and
the emissions rate of the marginal generator when and where it was operating. And, assuming
additionality has been satisfied, the avoided emissions attributable to a zero-emissions generator
is the amount of power generated multiplied by the marginal emissions rate when and where the
zero-emissions resource was generating electricity. %

8 Volts, We're About to Give Billions of Dollars to Clean Hydrogen. How Should We Define 1t?, at 29:03 (Mar. 29,
2023), https://perma.cc/87SE-ERNS3 (statement of Rachel Fakhry) (“[T]he notion is that electrolyzers and the clean
energy supply that is netting out their emissions need to be located within a region where the LMP differential is not
bigger than X. ... That is a very good proxy for . . . no congestion between the two . . . .”).

8 See Letter from Clean Incentive et al. to U.S. Dep’t of the Treasury et al. (May 24, 2023),
https://perma.cc/VUW2-8CES8; RESURETY, EMISSIONS IMPLICATIONS FOR CLEAN HYDROGEN ACCOUNTING
METHODS (2023), https://perma.cc/QL53-C5D6.

8 WATTTIME, ACCOUNTING FOR IMPACT: REFOCUSING GHG PROTOCOL SCOPE 2 METHODOLOGY ON ‘IMPACT
ACCOUNTING’ 8 (2022), https://perma.cc/9B6W-BJFQ; Aleksandr Rudkevich & Pablo A. Ruiz, Locational Carbon
Footprint of the Power Industry: Implications for Operations, Planning and Policy Making, in HANDBOOK OF CO-
IN POWER SYSTEMS 131 (Qipeng P. Zheng et al., eds. 2012).
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Compared to a system that requires hourly matching and deliverability, a carbon-matching
framework could unlock efficiencies that would allow electrolyzers to more affordably
characterize their grid emissions as zero, with at least equivalent accuracy. Electrolyzers could
buy PPAS/RECs associated with GHG reductions from zero-emissions generators anywhere in
the country, including regions with the best solar and wind resources. In contrast, under local
hourly matching, a project would be limited to doing business with local generators. We
emphasize, however, that nothing about a carbon-matching framework would obviate the need to
demonstrate additionality.

C. The Commission should consider the climate impacts of leaked hydrogen

Even if the proper verification protocols for grid emissions were in place, electrolytic hydrogen
produced via zero-emissions electricity may still not qualify as a zero-emissions resource
because of hydrogen leakage. Although hydrogen is not scientifically classified as a GHG,
leaked hydrogen indirectly contributes to climate change by increasing the atmospheric lifetime
of methane and ozone.®” One recent study estimated the GWP20 of hydrogen at 37.3, indicating
that hydrogen causes 37.3 times as much warming over a 20-year period as an equal mass of
C0.,.%8 Accordingly, if electrolytic hydrogen produced via zero-emissions electricity were
associated with a leakage rate of approximately 6.7%, it would cause more warming than the
cleanest SMR/ATR hydrogen with 90% CCS does via CO; and methane emissions.® There are
relatively few empirical studies of hydrogen leakage rates, especially for emerging hydrogen
technologies and end uses, but one survey of the literature concludes that 4% of electrolytic
hydrogen may escape during production, another 2% could escape during transportation and
storage, and another 3% may leak during end-use at the turbine.®® These leaks are driven in part
by hydrogen’s small molecular size.%

The indirect warming effects of leaked hydrogen are relevant to the 2040 target, not only for the
reasons articulated in Section I11.A concerning lifecycle emissions, but also because the CLCPA
defines “greenhouse gas” in a way that includes hydrogen. The term encompasses “any . . .
substance emitted into the air that may be reasonably anticipated to cause or contribute to
anthropogenic climate change.”%2

The Commission may conclude, after a thorough analysis of the evidence on leakage, that even
electrolytic hydrogen produced via zero-emissions resources would not qualify as a zero-
emissions resource. Or the Commission may conclude that this cleanest type of hydrogen does

87 EPA Proposed Rule, supra note 56, at 33304, 33306.

8 Maria Sand et al., A Multi-Model Assessment of the Global Warming Potential of Hydrogen, 4 COMMC’NS EARTH
& ENV'T 1, 5 (2023).

8 As mentioned in Section I11.B.1, the least-emitting SMR/ATR hydrogen with 90% CCS has production emissions
of 2.5 kg COe/kg H.. Dividing 2.5 kg CO»e/kg H2 by the GWP20 of 37.3 kg CO.e/kg Hz yields 6.7%. This, this
percentage of hydrogen leakage causes the same amount of warming as the least-emitting SMR/ATR hydrogen with
90% CCS.

9 ZHIYUAN FAN ET AL., CTR. ON GLOB. ENERGY POL’Y, HYDROGEN LEAKAGE: A POTENTIAL RISK FOR THE
HYDROGEN ECONOMY (2022), https://perma.cc/L77T-TYKG.

%1 DOE HYDROGEN LIFTOFF REPORT, supra note 35, at 17.

92N.Y. ECL § 75-0101(7).
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qualify if the hydrogen leakage remains below some de minimis threshold. If that were the case,
the Commission should restrict zero-emissions hydrogen to hydrogen that both has production
emissions of 0 kg CO.e/kg Hz and has been sourced via low-hydrogen-leakage pathways.

There are multiple ways that the Commission could structure a leakage limit. For example, it
(perhaps in combination with NYSERDA) might establish a maximum leakage percentage,
develop estimates of hydrogen leakage for different types of equipment, and require generators
to verify that the hydrogen they burn does not exceed that threshold based on the hydrogen’s
path to the generator and the Commission’s equipment estimates. Then, it would be important to
establish an audit regime to groundtruth the earlier estimates.

IV.  Benefits to Disadvantaged Communities Should Be Quantified in Coordination with
Other Agencies and Disadvantaged Community Stakeholders, and Should Be
Tracked Using Holistic Mapping Tools

This section of Policy Integrity’s comments responds to Question 11 posed by the Commission
in the Order: “How might the benefits of a program to meet the Zero-Emission by 2040 Target
be measured for the purpose of ensuring that, consistent with PSL 8 66-p(7), it delivers
‘substantial benefits’ to Disadvantaged Communities?”%

The CLCPA requires that the Commission implement the 66-p(2) program in “a manner to
provide substantial benefits for disadvantaged communities.”% Separately, in new language
added to the Environmental Conservation Law, the CLCPA sets an overall goal for
disadvantaged communities to “receive forty percent of overall benefits of spending” on the
goals of the statute, and “no less than thirty-five percent of the overall benefits of spending.”%

At this time, the communities that are to be the focus of these goals have been identified. In
March 2023, the Climate Justice Working Group®® finalized its disadvantaged community
criteria.®” The Commission accepted this set of criteria in its Order Directing Energy Efficiency
and Building Electrification Proposals, and has stated that it will use these criteria to assess
progress on the CLCPA’s disadvantaged communities benefits requirements.®® The Commission
now seeks public input on how to track benefits to ensure that “substantial benefits” flow to
disadvantaged communities.

A. The Commission should define and value benefits in coordination with the
DEC

% Order at 17.

% N.Y. Pub. Serv. Law § 66-p(7).

% N.Y.ECL § 75-0117.

% The Climate Justice Working Group was created by N.Y. ECL § 75-0111.

9 Disadvantaged Communities Criteria, New York State, https://climate.ny.gov/Resources/Disadvantaged-
Communities-Criteria (last visited Aug. 11, 2023).

9% Case 14-M-0094, Proceeding on Motion of the Commission to Consider a Clean Energy Fund & Case 18-M-
0084, In the Matter of a Comprehensive Energy Efficiency Initiative, Order Directing Energy Efficiency and
Building Electrification Proposals (July 20, 2023) at 25.
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Accurate accounting of benefits is essential for accountability as the Commission works to
deliver substantial benefits to disadvantaged communities. The Commission should adopt clear
definitions and measurement approaches for “benefits,” both in coordination with DEC as
discussed in Section Il of these comments. As noted above, the CLCPA addresses
disadvantaged-community-benefits goals in multiple sections, with the new Public Service Law
section 66-p(7) requiring the Commission to ensure “substantial benefits” to disadvantaged
communities from its CLCPA-related programs,®® while the new Environmental Conservation
Law section 75-0117 requires all state agencies to “invest or direct available and relevant
programmatic resources in a manner designed to achieve a goal for disadvantaged communities
to receive forty percent of overall benefits of spending” and requires that disadvantaged
communities receive at least 35% of overall benefits of “spending on clean energy and energy
efficiency programs, projects or investments.”% Given these overlapping directives, the
Commission should ensure that relevant definitions, benefits metrics, and tracking tools as
applied to its section 66-p(2) program are compatible with those used by DEC for other CLCPA
purposes.

Although Section 66-p(7) provides little specificity as to how disadvantaged communities might
benefit from the 66-p(2) program (the renewable generation and zero-emissions electrical
demand system program), there are clues in the Act. Section 66-p(7) specifies particular
community benefits that could arise from other subsections of section 66-p, including the storage
program (storage location in communities, and reduced peaker plant operation based on well-
located storage) and from the solar deployment program (energy cost savings and community
ownership of facilities are specifically contemplated).'®* And the Environmental Conservation
Law provision establishing the goal that 40% of benefits from CLCPA spending flow to
disadvantaged communities contains a more holistic list of benefits of potential benefits,
including “housing, workforce development, pollution reduction, low income energy assistance,
energy, transportation and economic development.”102

The details of what should be recognized as benefits are more fully articulated in the scoping
plan. In developing the scoping plan, the Climate Action Council must “identify measures to
maximize reductions of both greenhouse gas emissions and co-pollutants in disadvantaged
communities.” % As required by the CLCPA, the Climate Action Council published its final
CLCPA scoping plan (the Scoping Plan) in December 2022.1%* The Scoping Plan articulates the
following list of strategies to deliver “concrete benefits to individuals in disadvantaged
communities™:

e Addressing energy affordability concerns and reducing energy burden;
e Reducing environmental burden from GHG emissions and co-pollutants;

% N.Y. Pub. Serv. Law § 66-p(7).

100 NY. ECL § 75-0117.

101 N.Y. Pub. Serv. Law § 66-p(7).

102 NY. ECL § 75-0117.

13 N.Y. ECL § 75-0103(14)(d).

104 CLIMATE ACTION COUNCIL, SCOPING PLAN: FULL REPORT (2022).
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e Ensuring full participation in the new clean economy and corresponding job growth,
including through access to good quality jobs and union-based employment
opportunities; and

e Ensuring access to New York State’s significant and growing policies and programs that
invest in clean local resources, like solar and energy efficiency.%

The Commission could also draw inspiration from the White House’s Interim Implementation
Guidance for the Justice40 Initiative (the Interim Justice40 Guidance).'% The Interim Justice40
Guidance provides a list of covered Justice40 programs (e.g., climate change, clean energy) and
a sample list of benefits of each type of program. The Interim Justice40 Guidance then directed
each agency to publish its own final set of benefits criteria and metrics for measuring these
benefits.1%” The Department of Energy has also published Justice40 guidance outlining units of
measurement for different categories of benefits (e.g., energy saved, new clean energy job hires,
dollars spent).18

Another useful model is California’s Benefit Criteria Tables (created by the California Air
Resources Board) for tracking benefits from its Cap and Trade Program.% California uses the
Benefit Criteria Tables to ensure that each tracked project provides “direct, meaningful, and
assured benefits [to disadvantaged communities] and meets an important community need.”*
The California Climate Investments 2023 Annual Report details the results from this benefits
tracking, noting the percentage of total investments into projects located in and benefitting
disadvantaged communities, as well as investments located outside of, but benefitting,
disadvantaged communities.*'!

In sum, in coordination with DEC, the Commission should develop a definition of “benefits”
relevant to the zero-emissions program that incorporates the energy-specific benefits specified in
Section 66-p of the Public Service Law, as well as the broader benefits specified in Section 75-
0117 of the Environmental Conservation Law and in the Scoping Plan. The Commission should
also pull from federal guidance.

Importantly, the Scoping Plan includes directly recognizing the benefits of reduced emissions
burden from GHGs and other emissions. To the extent possible, the Commission should
monetize these reductions. With respect to GHG emissions, the Commission should work with
DEC to describe the value of avoided climate damage to disadvantaged communities,
recognizing that this is a developing area of inquiry and that, in the near term, the benefit of

1051d. at 7.

106 Memorandum from Shalanda D. Young, Director, Off. of Mgmt. & Budget, et al. to the Heads of Executive
Departments and Agencies 4-6, M-21-28 (July 20, 2021), https://perma.cc/8F43-9PF4 [hereinafter Interim Justice40
Guidance].

107 |d

108 U.S. DEP’T OF ENERGY, GENERAL GUIDANCE FOR JUSTICE40 IMPLEMENTATION (2023), https://perma.cc/A84Y -
CEGF.

109 California Climate Investments, 2023 Annual Report: Cap-and-Trade Auction Proceeds 23—-24 (2023),
https://perma.cc/8DLB-ALLY.

110 1d, at 24

111 Id.
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avoided climate harm to specified communities may need to be described qualitatively.
Regarding other emissions, as the CLCPA expressly recognizes, these emissions can have a
significant impact that can disproportionately harm disadvantaged communities. Reductions in
local pollutants such as sulfur dioxide, nitrogen oxides, and fine particulate matter provide
external health benefits such as reduced morbidity and reduced risk of premature mortality.
Policy Integrity’s 2018 report, Valuing Pollution Reductions, provides guidance for quantifying
local air pollution avoided through progress towards the CLCPA’s zero-emissions goals;* it is
appended to these comments.

112

B. The Commission should develop a stakeholder engagement plan

In order for any benefits metric to prove useful, the affected stakeholders—i.e., disadvantaged
communities—must be involved in the development and application of the metric. As such, the
Commission must develop a plan for engaging those communities on how to define “benefits”
and track them. The Climate Action Council’s Scoping Plan affirms this need for community
engagement, setting a goal of “ensuring an inclusive process and full participation by
disadvantaged communities and their representatives in the ongoing work of developing and
implementing climate action policies and programs.”*4

Again, the Interim Justice40 Guidance is a useful reference point. It instructs each agency to
develop a stakeholder engagement plan and to especially require stakeholder input if benefits
include investments outside of the community. %

Additionally, although the Climate Justice Working Group has developed disadvantaged
communities criteria that the Commission has accepted, the Commission should expect
communication on these criteria to be an ongoing, iterative process. The Climate Justice
Working Group’s disadvantaged communities criteria provide a robust and inclusive
definition.!® But “disadvantaged communities,” especially in the context of environmental
justice, is a dynamic and evolving term. Ideally, New York agencies would create mechanisms
by which communities could self-identify as disadvantaged communities and apply for
recognition. For example, Illinois’s Solar for All mapping tool provides an option for
communities to self-identify as environmental justice communities through an application.t
Because environmental and other societal burdens can be difficult to measure seamlessly, the
disadvantaged communities criteria should not close the door to dialogue with stakeholders on
further disadvantaged community designations. The Commission should work with DEC and

112 Nicholas Z. Muller et. al., Measuring the Damages of Air Pollution in the US, 54 J. OF ENVT. ECON. AND MGMT.
1, 8-13 (2007); Dallas Burtraw et al., Costs and Benefits of Reducing Air Pollutants Related to Acid Rain, 16
CONTEMP. ECON. PoL’Y 379, 397-99 (1998).

113 JEFFREY SHRADER ET AL., INST. FOR POL’Y INTEGRITY, VALUING POLLUTION REDUCTIONS (2018),
https://perma.cc/A8V2-WLFR.

114 CLIMATE ACTION COUNCIL, SCOPING PLAN: FULL REPORT 7 (2022).

115 Interim Justice40 Guidance, supra note 106, at 7-10.

116 See NEW YORK STATE CLIMATE JUSTICE WORKING GROUP, DRAFT DISADVANTAGED COMMUNITIES CRITERIA
AND LIST TECHNICAL DOCUMENTATION (2022); Disadvantaged Communities Criteria, New York State,
https://climate.ny.gov/Resources/Disadvantaged-Communities-Criteria (last visited Aug. 11, 2023).

17 |LLINOIS POWER AGENCY, ENVIRONMENTAL JUSTICE COMMUNITY SELF-DESIGNATION PROCESS (2019),
https://perma.cc/AGHW-DSBJ.
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other relevant agencies to enable a mechanism through which communities that feel they have
been missed can apply for disadvantaged community recognition.

C. Benefits should be tracked utilizing a mapping tool

The most effective way for the Commission to track and visualize the benefits from progress
towards the zero-emissions goal, and to ensure that energy-system investments are planned with
an awareness of the need for benefits to accrue to disadvantaged communities, is through a
robust mapping tool. The Environmental Conservation Law requires that the Climate Action
Council “maintain a website that includes public access to . . . greenhouse gas limit
information.”*'® The Commission and other New Y ork agencies can effectively ensure public
access to information about emissions reduction benefits by visualizing this information through
a mapping tool.

As previously noted, the Climate Justice Working Group recently finalized its disadvantaged
communities criteria. In finalizing these criteria, the Working Group also released an interactive
mapping tool visualizing all of the disadvantaged communities in New York.'!° The tool allows
viewers to identify which communities meet each of the dozens of individual criteria and which
qualify as disadvantaged communities. Additionally, the Commission’s recent Order Directing
Energy Efficiency and Building Electrification Proposals discusses working with “Program
Administrators to have systems in place that will geo-code all projects receiving place-based
incentives through the EE/BE programs.”?° With the disadvantaged communities map already in
existence, and plans to geo-code project investments already in place, the Commission and other
agencies should combine these efforts and develop a mapping tool to track investments
benefitting disadvantaged communities. The Commission should implement the plan of geo-
tagging project investments as an additional map layer over the existing disadvantaged
communities mapping tool. Going forward, the Commission should ensure mutual compatibility
between these benefits mapping tools, disadvantaged communities mapping tools, and mapping
tools addressing aspects of energy infrastructure that are relevant to New York’s clean energy
transition readiness, such as grid readiness for distributed energy resources (i.e., hosting
capacity), vehicle electrification, and building heat electrification.

Several other states utilize similar mapping tools to inform and track funding goals in
disadvantaged communities. California uses the CalEnviroScreen mapping tool to inform the
fulfillment of its disadvantaged community and low-income community funding requirements in
the state’s cap and trade program.?* Additionally, Minnesota uses its mapping tool,
Understanding Environmental Justice in Minnesota, to inform grant allocation, and Illinois Solar
for All tracks its requirement that 25% of funding be used towards environmental justice

118 N.Y. ECL § 75-0103(17).

119 Disadvantaged Communities Criteria, New York State, https://climate.ny.gov/Resources/Disadvantaged-
Communities-Criteria (last visited Aug. 11, 2023).

120 Case 14-M-0094, Proceeding on Motion of the Commission to Consider a Clean Energy Fund, Order Directing
Energy Efficiency and Building Electrification Proposals (July 20, 2023) at 25.

121 California requires that at least 35 percent of all Cap-and-Trade auction proceeds in the form of California
Climate Investments projects, per Senate Bill 535 (Chapter 830, Statutes of 2012) and Assembly Bill 1550 (Chapter
369, Statutes of 2016), benefit disadvantaged communities and low-income communities and households,
collectively referred to as priority populations.
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communities through a mapping tool.*?> New York should utilize its mapping tool similarly to
ensure it is directing benefits to disadvantaged communities. Publicly available mapping tools
that visualize investments made and benefits conferred in disadvantaged communities, and that
juxtapose locational information about community needs with energy system resources and
needs, will facilitate the identification of opportunities to achieve community benefits through
energy transition measures, as well as shoring up transparency and public understanding of how
the CLCPA is working to benefit communities.

122 Id
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