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Overview of the North American Climate Policy Landscape
at the National and Subnational Levels
Preconference paper for the North American Climate Policy Forum

Introduction

The United States, Mexico, and Canada are the world’s second, ninth, and eleventh largest greenhouse gas
(GHG) emitters, respectively.® As partners of one of the world’s largest free trade zones, these three
countries have a long history of economic collaboration, accompanied by a joint commitment to support
each other to address environmental issues of continental concern.' As Parties to the UN Framework
Convention on Climate Change (UNFCCC), each country has now also declared its intent to reduce GHG
emissions through pledges delivered through the UNFCCC's Paris Agreement in December 2015. Given
this history of collaboration, and provisions included in the Paris Agreement allowing for international
emissions trading and emission reduction partnerships, the opportunity to take an efficient, coordinated
and market-based approach to GHG reduction efforts in North America is substantial.

At the subnational level, California and Quebec’s linked cap-and-trade system shows that jurisdictions with
different economic and emission profiles can link their respective carbon markets, provided there is a
common set of rules as facilitated through the Western Climate Initiative. In addition, Ontario and
Manitoba's announced intentions to join this linked market, and Mexico's and California’s 2014
Memorandum of Understanding (MOU) agreeing to increase climate collaboration, demonstrate an
appetite at the subnational level to advance a coordinated approach to address climate change.

The current landscape just described is one of sub-national systems; with incomplete cross-jurisdictional
linkage. This means that some sectors operating across sub-national jurisdictions with different policy
frameworks will face uneven exposure to carbon pricing depending on where they are located in each
country. This incomplete linkage has a number of consequences, including policy-induced
competitiveness challenges.?

The North American Climate Policy Forum proposes to examine the potential options and implications of
linking Canadian, U.S. and Mexican climate change policy, given the existing landscape of national and
subnational systems already in place. Research tells us that linking jurisdictional emissions trading systems
has the potential to reduce emissions more efficiently than unlinked systems**, and could help to lower
the transitional costs of decarbonizing the economy.” Research also tells us that the rules adopted, and
national regulatory frameworks enacted, will play key roles in determining the potential for linkage to be
effective.®’

This background paper is meant to frame the current policy context as a base of discussion for all
participants in the North American Climate Policy Forum. The first section of this paper reviews each
country’s GHG reduction commitments and describes the international policy linkage opportunities
established under the Paris Agreement. The second section gives an overview of the current national
policy landscapes, and the third section outlines existing policy linkages between national and subnational
jurisdictions in North America.

@ Total GHG Emissions excluding land-use change and forestry (2012 numbers). Data taken from CAIT Climate Data.
Retrieved from http://cait.wri.org/Explorer . For ranking purposes, we are not counting the European Union as a
country.
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Following the forum, we will release a companion paper to this one, charting a forward-looking research
agenda that will address key questions and knowledge gaps identified during the conference discussions.
That paper will identify opportunities and challenges to establishing a coordinated North American
climate policy framework.

Section I: Overview of Paris Agreement Pledges & Opportunities

On December 12, 2015, the 195 countries (plus the European Union) that are Party to the U.N. Framework
Convention on Climate Change adopted the landmark Paris Agreement. The Agreement dissolves the
strict differentiation between developed and developing countries in terms of their obligations to reduce
GHG emissions and allows Parties to submit their own emissions reduction actions (Nationally Determined
Contributions, or NDCs). NDCs are voluntary commitments but are subject to mandatory reporting and
review by the Agreement’s signatories. In this section, we review the emissions reduction commitments
under the NDC's pledged by the United States, Canada, and Mexico, and opportunities established in the
Paris Agreement for linking climate policies internationally.

Canada’s Pledge
In May 2015, the Canadian Federal Government submitted its intended NDC to the UNFCCC®, which
included an economy-wide target to reduce GHG emissions by 30% below 2005 levels by 2030.

Since submission of this NDC, Canada has had a federal election, which resulted in a change in the
governing party. The new federal government — elected in October 2015 — decided not to revise the
already-submitted NDC commitment ahead of the Paris Conference, but instead declared that the target
should be seen as a “floor” — that is, a minimum reduction target that the federal government would likely
seek to exceed. The new Federal Government also committed to meet and work with Canada'’s Provincial
and Territorial Governments to discuss the level of ambition for Canadian climate change policy, the
existing suite of sub-national climate change policies already in place, and the options for new national
policies or mitigation strategies that may be adopted in pursuit of a national target.®

In line with this, in March 2016 the Prime Minister and provincial and territorial Premiers signed the
Vancouver Declaration, agreeing to jointly develop a pan-Canadian framewaork for clean growth and
climate change, and implement mitigation strategies that will enable Canada to meet or exceed its GHG
reduction target.

The Vancouver Declaration also includes an agreement to adopt a broad range of mitigation measures,
including carbon pricing, but the document does not provide specifics of how a national carbon pricing
system would work. Another important outcome of the Vancouver meeting was the creation of working
groups to identify options for action in four areas: carbon pricing mechanisms; clean technology,
innovation and jobs; specific mitigation opportunities; and adaptation and climate resilience.”

United States’ Pledge

The United States’ intended NDC, submitted in March of 2015, reflects commitments made by President
Obama in the 2013 Climate Action Plan.'® Specifically, the United States pledges to cut emissions by 17%
by 2020, then 26-28% by 2025, against a 2005 baseline. Additionally, the commitment aims for deep,
economy-wide emissions reductions of 80% or more by 2050. The pledge covers emissions of the full suite

b United Nations Framework Convention on Climate Change.
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of UNFCCC GHG categories, including carbon dioxide, methane, nitrous oxide, perfluorocarbons,
hydrofluorocarbons, sulfur hexafluoride, and nitrogen trifluoride.

Many commentators believe that the U.S. pledges can be met without new laws being passed by
Congress, but that they will require aggressive implementation of current climate policies and additional
executive action." Specifically, the U.S. will need to double its rate of emissions reductions from 1.2% per
year to 2.3-2.8% per year between 2020-2025. The Obama administration plans to meet its emission
reduction targets using the Clean Air Act, the Energy Policy Act, the Energy Independence & Security Act,
and by mandating emissions reductions of 40% from Federal government operations by 2025."

Mexico's Pledge

Mexico submitted its intended NDC in March of 2015. The NDC includes two types of mitigation
commitments: unconditional and conditional. The unconditional portion — resulting from measures that
Mexico will adopt with its own resources — commits Mexico to reduce its GHG and short-lived climate
pollutants (SLCP) emissions by 25% by 2030, relative to business as usual (BAU) levels. This target, however,
would still result in total emissions in 2030 being higher than 2013 levels.c This commitment implies a
reduction of 22% of GHGs and a 50% reduction of black carbon emissions relative to BAU."

The conditional portion — subject to the availability of additional resources and transfer of technology via
a new multilateral climate change agreement — would expand the unconditional reduction commitment
from 25% to 40% relative to BAU levels. This would translate into a 36% reduction of GHGs and 70%
reduction for black carbon emissions."

In addition to a mitigation pledge, Mexico’s NDC also includes an adaptation component. This component
includes reducing the number of Mexican towns considered "most vulnerable” to climate impacts by 50%
by 2030; cutting deforestation rates to 0% by 2030; and decreasing the vulnerability of the population
while increasing its adaptive capacity through early warning systems, risk management, as well as hydro
meteorological monitoring at every level of government.™

Paris Emissions Reduction Pledges in North America

Canada United States Mexico

Emissions Reductions 22% by 2030
(% total GHG in 17% by 2020, then 30% | 17% by 2020, then 26- (unconditional)

o by 2030 28% by 2025 36% by 2030
baseline year) e

(conditional)

Target year 2030 2025 2030
Baseline Year 2005 2005 Business as usual levels

Estimated total
emissions by target
year with pledge 524 Mt. of COe
(million metric tons of
CO,equivalent)

759 Mt. of COse
unconditional, or 623
Mt. of CO»e conditional

4946.4 Mt. of COqe (with
28% reduction)

50% Reduction by 2050

- . .
Long Term Goal Not specified 80% reduction by 2050 (based on 2000 levels)

¢ Business as usual scenario of emission projections is based on economic growth in the absence of climate change
policies starting from 2013 (Mexico’s NDC). Total GHG emissions in 2013 were 665 Mt. of CO2e (2015 Mexico’s
Biennial Report)
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Opportunities for Linking Climate Policy across Countries in the Paris Agreement

Besides setting emissions reduction goals and publishing national pledges, the Paris Agreement (Article 6)
also allows countries to collaborate to generate “internationally transferred mitigation outcomes” (ITMOs),
in which countries can jointly achieve their emissions reduction goals through mechanisms of their
choosing.'® This could allow for the establishment of international emissions trading and project-based
emissions reduction partnerships, which opens the door for trans-national climate policy linkage, through
both market and non-market mechanisms. While not explicitly setting up a carbon trading market, [TMOs
allow for the development of trading from the bottom-up, in keeping with the basic architecture of the
Agreement, which focuses on Party-driven commitments to a global effort to reduce GHG emissions."”

The establishment of ITMOs allows Parties to “pursue voluntary cooperation in the implementation of their
nationally determined contributions to allow for higher ambition in their mitigation and adaptation
outcomes”."® Cooperative mechanisms, including carbon markets, can be established to generate [TMOs
from one country, which will fulfill the emissions reduction commitments of another country. This may
take the form of carbon market linkages, emissions reduction projects in other countries funded by ITMO
recipient countries, or other non-market mechanisms that are yet to be specified."”

Significant aspects of the ITMO mechanism established in the Paris Agreement include:

e Voluntary participation: No Party can be forced into participating, but also no Party is limited in
its ability to participate as either an investor or recipient country. The latter term differs from the
Kyoto Protocol’s Clean Development Mechanism, which limited involvement to developed
countries investing in emissions reductions projects in developing countries.

e Not market-specific: Article 6 clearly encourages the implementation of either market-based and
non-market mechanisms, addressing the concerns of some Parties regarding the use of markets
for emissions reduction. Cooperative endeavors between countries that do not revolve around
markets may include technology transfer programs or other types of agreements.

e Ambition and accountability: All efforts to establish and trade ITMOs must foster sustainable
development, and be used to achieve higher levels of ambition than would otherwise be reached.
A share of the proceeds from activities under these mechanisms will also be used to support
administrative expenses and assist developing countries most vulnerable to climate change,
although the exact details of this process have yet to be determined. Additionally, requirements
around accounting and transparency maintain the integrity of any ITMO mechanisms and
prevents the double-counting of emissions reductions.

e Private/public partnerships: Both public and private entities are encouraged to participate in
market and non-market ITMO mechanisms, and the mechanisms should specifically “incentivize
and facilitate” participation in GHG reductions by public and private entities. However, private
entities are only allowed to participate when authorized by a Party.

The flexibility of approaches in the Paris Agreement allows countries to pursue international and
public/private partnerships of any form that will enhance their emissions reductions potential. Particularly,
for the North American context, the framework established in the Paris Agreement allows the United
States, Canada and Mexico to build off of existing collaboration on climate change policies, such as carbon
market linkages, trans-national carbon offset programs, energy efficiency programs, fuel standards, and
more.
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Section II: Existing National and State-level Policy Landscapes

Canada

While climate change — just like environmental protection — is not specifically mentioned under the
Canadian Constitution, it has become an area of shared jurisdiction with action on climate currently
undertaken by federal, provincial and territorial governments across the country.

The new federal government — elected in October 2015 — committed to working with the provinces to
develop a pan-Canadian framework on clean growth and climate change. In March 2016, the Prime
Minister and provincial and territorial leaders signed the Vancouver Declaration where they agree to
implement mitigation measures that will allow Canada to meet or exceed its 2030 reduction target.”!

To do this, First Ministers® will explore a broad range of domestic measures that would help Canada
transition to a low-carbon economy. This includes carbon pricing mechanisms adapted to the specific
circumstances of each province and territory, taking into consideration the realities of Canada’s indigenous
people and Artic and sub-Artic regions.*

The intended pan-Canadian framework is meant to build on existing provincial and territorial policies, in
order to complement the system of sub-national carbon pricing policies currently in place across Canada.
Working towards this, the Vancouver Declaration established waorking groups to identify options for action
in four areas: carbon pricing mechanisms; clean technology, innovation and jobs; specific mitigation
opportunities; and adaptation and climate resilience. Fach working group has a mandate to evaluate
impacts of economic and environmental cutcomes and report back in time for the next First Ministers
meeting scheduled for the fall of 2016. Members from federal, provincial and territorial governments lead
and make up these working groups, while also including indigenous peoples in each one of the four
groups. The Vancouver Declaration also encourages working groups to seek expert analysis and reports
that will help support their findings, as well as engage stakeholders.

Recent Federal Policies

In the context of the 2009 Copenhagen Accord, and subsequent Cancun Agreement of 2010, Canada’s
previous Federal Government committed to reducing its GHG emissions by 17% by 2020 below 2005
levels. In order to achieve this target, the Government of Canada adopted a sector-by-sector approach,
particularly focusing on two of the major sources of GHG emissions in the country: electricity and
transportation.”?

Reduction of Carbon Dioxide Emissions from Coal-fired Generation of Electricity Regulations

In 2015, the Reduction of Carbon Dioxide Emissions from Coal-fired Generation of Electricity Regulations
came into effect. These regulations set a stringent performance standard for new coal-fired electricity
generation plants (those commissioned after July 2015) and those that have reached the end of their
useful life®* — setting a limit of 420 metric tons of CO,for each gigawatt-hour of electricity produced from
coal per year.

The introduction of these regulations supports a shift to lower or non-emitting types of generation such as
high efficiency natural gas, renewable energy, or fossil fuel power with carbon capture and storage
technology.” These regulations are projected to mitigate 3.1 Mt of CO,equivalent by 2020 (or 0.4% of total

4 First Ministers is a collective term used to define all Canadian heads of government including Canada’s Prime
Minister, and provincial and territorial premiers.
€ Which the regulation defines as 45-50 years of age.
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2011 emissions), with the expectation that this will increase to 24.9 Mt of CO, equivalent (or 3.5% of total
2011 emissions) by 2030 as most of the country’s coal-fired power plants reach the end of their useful life.”®

Energy Efficiency Regulations

The Government of Canada has established energy efficiency standards for a wide range of energy-
consuming products. These regulations apply to products manufactured in or imported into Canada
including household appliances, water heaters, heating and air conditioning equipment, lighting products,
electronics, and other energy-using products. They are regularly amended to strengthen existing
performance standards or introduce standards for new products,”® and are also standardized with the US.'s
ENERGY STAR's International Partnership labeling standards.”’

Fuel-Efficiency Standards

In the transportation sector, the Government of Canada has set progressively more stringent fuel-efficiency
standards for passenger automobiles, light-duty trucks, heavy-duty vehicles and engines. It is expected
that cumulative action from these regulations will result in GHG emissions from passenger vehicles and
light-duty trucks decreasing by up to 50% for the 2025 model compared to 2008 Canada worked with
the U.S. to develop regulations that are aligned to the EPA’s emission standards.

Renewable Fuel Regulations

Federal regulations mandate that gasoline and diesel contain a 5% and 2% content of renewable fuel
based on the total volume of gasoline and diesel produced and imported to Canada. The Government of
Canada estimates that 7 Mt. of GHG emission reductions have accrued since the regulations came into
force in December 2010.% Several provinces and territories, including British Columbia, Alberta,
Saskatchewan, Ontario and Manitoba, have also introduced their own regulations and incentive programs
targeting renewable fuels*®

Low-Carbon Economy Fund

Although the exact role the newly-elected federal government will play within a pan-Canadian climate
Change framework is yet to be defined, in their recent federal budget the Government proposes to spend
over CAD $2.9 billion (USD $2.21 billion) over the next two years — starting in 2016-2017 — to establish a
Low-Carbon Economy Fund, which will support provincial and territorial actions for incremental GHG
reductions — beyond current plans — within the period of Canada’s nationally determined target.”!

Sub-national Policies
Various provinces have introduced, or are preparing to introduce, mechanisms to price carbon.

British Columbia’s Carbon Tax

British Columbia became the first province to price carbon by implementing a revenue-neutral tax on
carbon emissions in 2008. The tax, which applies to almost all fossil fuels (oil, gas and diesel) based on their
carbon content, was first introduced at a rate of CAD $10 (USD $7.63) per metric ton of CO, and increased
annually until reaching a level of CAD $30 (USD $22.90) per metric ton of CO, in 2012 — where it has
remained since.* The tax covers approximately 70% of B.C.'s GHG emissions.* Empirical simulation models
suggest that while the tax has reduced emissions in the province by 5-15%, its impact on aggregate
economic performance in the province has been negligible

British Columbia has recently initiated a review of its 2008 Climate Action Plan (which established the
carbon tax). A Climate Leadership Team was appointed in May 2015, and released a series of
recommendations in November. A phase of public engagement is now underway, before the release of
British Columbia’s new Climate Leadership Plan.
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Alberta’s Climate Leadership Plan

In 2007 Alberta introduced the Specified Gas Emitters Regulation (SGER), which requires large industrial
emitters to annually reduce their site-specific emissions intensity. Compliance options include site-specific
emissions reductions, purchases of emissions performance credits from other regulated facilities or
Alberta-based carbon offset credits, or a contribution to Alberta's Climate Change and Emissions
Management Fund ($20 for every metric ton over the reduction target, increasing to $30 as of Jan 1, 2017).

In November 2015, Alberta unveiled its new Climate Leadership Plan, which includes a CAD $20 (USD
$15.27) per metric ton price on carbon starting in 2017 — scheduled to increase to CAD $30 (USD $22.90)
the following year. In addition, the province also plans to phase-out coal-generated electricity by 2030,
reduce methane emissions from the oil and gas sector by 45% by 2025, and legislate an oil sands
emissions limit of 100 Mt. per year. Large Industrial Emitters will remain subject to the SGER framework
until the end of 2017, at which point the Climate Leadership plan intends to transition from this regulation
to a product and sector-based performance standard approach in 2018. %

Quebec’s Cap-and-Trade Program

Quebec also implemented a carbon tax in 2007, but this tax has now been superseded by a cap-and-trade
regime introduced in the province in 2013. The policy sets a limit on emissions from regulated sectors, but
it allows regulated facilities to trade emission allowances. As of February 2016, the cap-and-trade system
had a final selling price of CAD $17.64 (USD $13.47) per metric ton of CO2*, and it is projected to cover
62% of emissions.*” In 2013, Quebec officially linked its cap-and-trade system to California’s system through
the Western Climate Initiative — effectively becoming the largest carbon market in North America.

The Western Climate Initiative

In February 2007, five western U.S. states (Arizona, California, New Mexico, Oregon, and
Washington) formed the Western Climate Initiative (WCl) — a voluntary partnership among sub-
federal member jurisdictions intent on establishing regional emission reduction targets and a
related emissions trading system. Soon after, additional U.S. states and Canadian provinces joined
the initiative including Utah and Montana in the United States, and British Columbia, Manitoba,
Ontario and Quebec in Canada.

This voluntary partnership developed a common set of guidelines to facilitate mutual cooperation
to collectively reduce 15% of emissions by 2020. Contrary to the European Union’s Emissions
Trading System, the WCl is a non-binding voluntary agreement, which is not mandated by a higher
authority and where each participating jurisdiction maintains autonomy to establish its own
emission targets.

In 2011, all U.S. states, except California, withdrew from this partnership. None of the Canadian
provinces that joined the initiative have formally withdrawn.

Source: Purdon M, Houle D and Lachapelle E. (2014)
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Ontario’s Cap-and-Trade and Climate Action Plan

Ontario will become the next province to introduce a cap-and-trade regime and has announced its
intention to link its program with Quebec and California’s cap-and-trade systems under the Western
Climate Initiative.®® Legislation was passed in May 2016 that will ensure that revenues raised through the
economy-wide cap-and-trade system are invested in green projects designed to reduce GHG emissions.*
Under the Climate Change Mitigation and Low Carbon Economy Act, all cap-and-trade auction proceeds
will be deposited in a Greenhouse Gas Reduction Account, created to fund green projects including
initiatives relating to energy use, land use and buildings, infrastructure, transportation, industry, agriculture
and forestry, waste management, education and training, and research and innovation.

Building on this climate change legislation, the provincial government released its new Climate Action
Plan on June 8™, 2016. The plan outlines key actions to combat climate change including increasing the
use of electric vehicles through rebate programs for the purchase of these types of cars and offering free
overnight electric vehicle charging; helping homeowners install low-carbon technologies in their homes;
setting lower carbon standards for new buildings; and strengthening climate change policies in the
municipal land-use planning process.*

Manitoba’s Cap-and-Trade Plans

In December 2015, Manitoba signed a MOU with Quebec and Ontario, signalling its intention to join the
already linked Quebec-California carbon market. Manitoba's cap-and-trade system is expected to regulate
large industrial emitters.”' However, to date, there is no planned timeline for implementation and it's
unclear how Manitoba’s recent change in government will impact the carbon pricing commitments of the
previous government.

Newfoundland and Labrador’s Management of Greenhouse Gas Act

On June 7™ 2016, the Government of Newfoundland and Labrador introduced the Management of
Greenhouse Gas Act. For the next two years, large industrial emitters will have to report detailed
information about their emissions that will allow the province to set reduction targets. To meet those
targets, requlated emitters will have the option to cut emissions, offset emissions, or pay into a technology
fund that the provincial government will use to support clean technology projects.*” Local large industries
account for 43% of the province’s GHG emissions.*

Other Actions at the Provincial Level

Apart from the carbon pricing programs described above, there are also other provincial initiatives that
have helped drive down emissions in Canada. Ontario phased out its coal-fired electricity generation
plantsin 2014, and adopted a feed-in-tariff program to encourage greater renewable generation of energy
in 2009.* In 2007, Nova Scotia implemented a renewable portfolio standard for energy — requiring 25% of
renewable energy supply by 2015 and 40% by 2020. Manitoba has applied an emissions tax — although it
only applies to coal — and introduced tax incentives to encourage the generation of biofuels within the
province.® In November 2015, Saskatchewan announced that it would aim to generate 50% of its
electricity using renewable energy by 2030, mostly from wind, geothermal and solar. In 2014,
Saskatchewan’s Boundary Dam carbon capture and storage (CCS) project, a $1.35 billion government-
industry project’ became the world'’s first commercial-scale, coal-fired CCS electricity project. This project is
expected to capture 90% of the facility’s annual emissions or 1T Mt of CO,a year.**"

fThis partnership includes the Government of Canada, the Government of Saskatchewan, SaskPower and private
industry. The utility is provincial crown corporation.
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United States

Climate change mitigation policies in the United States operate at both the national and subnational
levels. Following stalled Congressional efforts at the end of the last decade to establish a federal economy-
wide GHG cap-and-trade program, no new climate change legislation has been passed at the federal level.
However, a number of executive actions built off of existing legislation (particularly the Clean Air Act (CAA)
of 1963 and its subsequent amendments) have allowed a number of climate change policies to be
implemented, without requiring congressional action.

Recent Federal Policies

Clean Power Plan

Power plants are currently the single largest source of carbon emissions in the United States, accounting
for nearly 40% of all U.S. carbon dioxide emissions and 30% of all GHG emissions.* Based off of section
111(d) of the Clean Air Act, which directs the Environmental Protection Agency (EPA) to identify and set
emissions standards for stationary sources of dangerous air pollutants not regulated elsewhere in the
CAA,* the Obama Administration released the Clean Power Plan in 2015 to regulate GHG emissions from
the nation’s existing power plants. The Clean Power Plan (CPP) directs the EPA to set a national emissions
standard based on a Best System of Emission Reductions that incorporates factors such as technological
feasibility for improving efficiency at existing fossil fuel power plants, the ability to shift the current
electricity generation mix from higher to lower emitting sources, and cost. States are then provided with
flexibility to determine how they meet their goals: either to achieve the federal emissions rates for coal and
gas units, or to reach a mass-based equivalent (tons of emissions) calculated for each state. States are also
given flexibility in whether to engage in emission trading across sources within and across states. The CPP
rules apply to fossil-fuel-fired electric steam generating units (coal- and oil-fired power plants) and natural
gas-fired combined cycles generating units built before 20148 States are in the process of developing their
plans on how they will ensure that the power plants in their state meet the emissions targets by the
deadline in 2030.

The Clean Power Plan allows and encourages emissions trading between power plants as a cost-effective
way for states to meet emissions reduction goals>® The rules are set up to allow within-state or between-
state emissions trading for states that choose similar compliance pathways (i.e. rate-based or mass-based),
and the EPA will support states in tracking emissions, allowances and credits to support development of
market systems. Additionally, states may rely on other options to cut emissions, including investing in
renewable energy, increasing energy efficiency, and moving towards natural gas and nuclear power to
shift away from coal-fired power.”"

As of February 2016, the implementation of the Clean Power Plan is currently suspended (“stayed”) by the
Supreme Court, pending judicial review of the merits of the plan and its legal validity by lower courts. By
some accounts, this hold on implementation could last well into 2017 (into the next presidential
administration), depending on the length of the appeals process.

CAFE Fuel Efficiency Standards

The Corporate Average Fuel Economy (CAFE) Standards require vehicle manufacturers to comply with
fleet-wide average gas mileage standards set up by the Department of Transportation.” First enacted in
1975, the fuel standards were raised in 2012 to an average fleet-wide fuel economy of 40.3-41.0 miles per
gallon by 2017-2021. The EPA has also issued GHG standards, limiting carbon dioxide emissions to 163

& Fossil fuel powered plants built after 2014 are subject to a separate new source performance standards under
Section 111(b) of the CAA. However, states that choose a mass-based plan under the CPP can also choose to
include new plants under that cap.
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grams/mile by 2025. The 2012 standards also included the first-ever standards for medium- and heavy-
duty vehicles. The program includes targeted incentives for alternative fuel vehicles, including electric, fuel
cell, and natural gas vehicles.

Renewable Fuels Standards

In addition to fleet-wide mileage standards for car manufacturers, the federal government has also
introduced requirements that a certain volume of renewable fuel replace petroleum in transportation,
heating, and jet fuel mixes. Refiners or importers of gasoline or diesel fuel are obligated to blend a certain
volume of renewable fuels into transportation fuel. Renewable fuels that count under this rule must result
in a reduction of GHG emissions, and include corn-based ethanol, biomass-based diesel, cellulosic ethanol,
and other advanced biofuels. Currently the long-term goal is to have 36 billion gallons of renewable fuel in
circulation by 2022

Appliance Efficiency Standards

The Department of Energy sets minimum energy conservation standards for more than 60 categories of
appliances and equipment, covering 90% of home energy use, 60% of commercial building energy use,
and 30% of industrial energy use. The Department of Energy also estimates that the efficiency standards
generate substantial costs savings.” In 2009, the government introduced 40 new updates to the standards,
which are expected to save consumers an additional USD $540 billion off of their utility bills through 2030,
and keep 2.3 billion metric tons of carbon dioxide out of the atmosphere.*®

Renewables Tax Credits

The Federal government has established both renewable energy investment and production tax credits.
To encourage investment in renewable energy systems, the Renewable Energy Tax Credit program
provides tax credits to households that install renewable energy generation systems on existing homes.
Taxpayers may claim a credit of 30% of the qualified expenditures for installation of residential renewable
energy generation systems, including solar, fuel cell, wind energy, and geothermal systems. The program
currently runs through the end of 2016, with solar energy system credits continuing through 2021. To
reward production of renewable energy, the Renewable Electricity Production Tax Credit provides tax
rebates for the production of electricity from wind, geothermal, biomass, waste gas, qualified hydroelectric,
and hydrokinetic sources. The credit applies for ten years after the system is placed in service, and currently
runs through the end of 2016 (or the end of 2019 for wind facilities).>” In addition to federal renewable
energy tax credits, most states also have a variety of tax incentives to encourage renewable energy
production and investment.”®

Fugitive Emissions Standards

In April 2012, the EPA finalized a series of regulations aiming to reduce emissions of volatile organic
compounds (VOCs), sulfur dioxide, and air toxics such as benzene from oil and natural gas extraction
systems. These regulations require owners and operators to find and repair fugitive emissions leaks in their
production systems. In May 2016, the EPA expanded the 2012 rule to cover additional equipment and
activities in the oil and gas production chain. The regulations were also expanded to set limits for fugitive
methane emissions, which have a global warming potential 25 times higher than carbon dioxide. The new
rules are expected to reduce 510,000 short metric tons of methane in 2025, equivalent to reducing 11
million metric tons of carbon dioxide emissions.”
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Sub-national Policies

California AB32

Titled the Global Warming Solutions Act of 2006, California’s AB32 is the most comprehensive emissions
reduction legislation at the state level. The law pledges to reduce state GHG emissions to 1990 levels by
2020, a 15% decrease from business-as-usual emissions, and then aims to reach 80% below 1990 levels by
2050. Strategies to reach these goals include implementing low-carbon fuel standards, expanding and
strengthening energy efficiency programs and standards, and creating policies and incentives to meet
transportation-related GHG emissions targets.”” Since 2012, California has also implemented a statewide,
multisector cap-and-trade program, which now covers 85% of the state’s GHG emissions, primarily from
utilities, large industrial plants, and fuel distributors. The emissions cap initially set in 2012 for compliance
beginning January 1, 2013, covers approximately 90% of a business’ overall emissions, and decreases by
3% annually through 2020. Allowances (the tradable unit associated with each ton of emissions under the
cap) can be purchased at a government-run quarterly auction. Between auctions, allowances can be
bought on the secondary market, supplied by other entities with excess allowances. Emissions offsets from
uncapped sectors (such as forestry) are allowed for up to 8% of a business’ compliance obligation.
California is also a member of the Western Climate Initiative, which includes British Columbia, Manitoba,
Ontario, and Quebec. Quebec became the first province to officially link up to the California emissions
trading market in 2013,°" while Ontario and Manitoba have also committed to linking their future markets
with California’s

Regional Greenhouse Gas Initiative (RGGI)

RGGl is a cap-and-trade program for the electric power sector among nine states in the Northeast United
States (Connecticut, Delaware, Maine, Maryland, Massachusetts, New Hampshire, New York, Rhode Island,
and Vermont). Launched in 2009, it was designed to stabilize emissions by 2015, and reduce them 10%
below baseline levels by 2018. In 2014, the RGGI system implemented a new and reduced cap of 91 million
short metric tons of emissions from the power sector, a roughly 40 percent drop in the emissions cap.
Similar to the California cap-and-trade market, states sell emission allowances through auctions, entities
can also purchase on the secondary market and covered plants can use offsets to help meet their
compliance obligations. Proceeds from the auction of emissions allowances are used to invest in energy
efficiency, renewable energy, and other consumer benefit programs.®?

State Renewable Portfolio Standards

Twenty-nine states currently have mandatory renewable portfolio standards, which require utilities to
generate and sell a specified percentage (or amount, depending on the state) of renewable energy in their
energy mix. Additionally, eight states and territories have implemented voluntary renewable energy
standards or targets.** While the ambition level of each state’s standards varies, Hawaii's targets are the
most aggressive, aiming for 100% renewable energy by 2025. To help mitigate costs, several states have
also implemented a cost cap, which requires utilities to attain the renewable energy targets, as long as it
does not exceed a specified cost.

Energy Efficiency Tax Incentives

Most states, and many local governments, provide consumers with tax incentives for the installation of
energy efficiency or renewable energy systems in residences and businesses. Thirty-one U.S. states have
some form of tax incentive for the installation of energy efficiency infrastructure, such as solar panels.
These tax incentives include property tax credits, personal income tax deductions, to corporate incentives
for conservation, to sales tax exemptions for the purchase of energy efficiency measures.®
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Mexico

In 2012, Mexico adopted the General Law on Climate Change (LGCCO)" — making it one of the first
countries to adopt a comprehensive law to address climate change. This law sets aspirational GHG
reduction goals, conditional on international support and a global climate change agreement: 2020
emissions to be 30% below a BAU baseline' and 2050 emissions to be 50% below 2000 levels.®

Most importantly, this law establishes the institutional structure that supports the alignment and
coordination of climate change public policies in Mexico. In line with this, the law sets out guiding
instruments for planning national policy around climate change. The first one is the National Climate
Change Strategy, which lays out a vision and policy milestones for the next 10, 20 and 40 years, and
identifies five strategic pillars to create low-carbon development.

The second planning instrument is the Special Program on Climate Change 2014-2018 (a short-term action
plan consistent with the National Climate Change Strategy), which identifies mitigation and adaptation
goals, and lays out 5 objectives, 26 strategies and 199 lines of action directed towards reducing emissions
in all sectors of the economy.®” Most lines of action have a budget allocated by the agency in charge of
their enforcement and they must report back on the progress of their lines of action annually.®

Federal Policies

Apart from the implementation of the institutional framework and planning instruments set out in the
LGCC, the federal government has introduced other programs to contribute to the framewaork for a low
carbon development in the country. A selection of these programs are summarized below.

Carbon Tax

In 2013, the Mexican Congress approved the implementation of a carbon tax on fossil fuels. The tax, which
came into force in 2014, covers fossil fuel sales and imports by manufacturers, producers and importers.*
The tax is set at MXN $39.30 (USD $2.13)) per metric ton of carbon dioxide and capped at 3% of the price
foreach fuel. There is also an option for covered entities to use certified emission reduction credits (CERs)
from Mexican entities for compliance.”” These CERs are generated through Mexican Clean Development
Mechanism (CDM) projects.

Climate Change Fund

The Mexican government established this fund in 2012. Its assets are made up of federal grants, domestic
or foreign donations, contributions from foreign governments and international organizations. The funds
are meant to finance projects that contribute to mitigation and adaptation outcomes in line with the
National Climate Change Strategy and the Special Program on Climate Change including research,
innovation, technological development or technology transfer projects, and in the purchase of CERs
registered in the Mexican National Emissions Registry.”! We could not find publicly available information on
the historical or current value of this fund.

h Ley General del Cambio Climatico.

" Mexico’s most recent (2015) climate pledge (22% reduction by 2030) is not consistent with its previous target for
2020 (30% reduction by 2020) brought forward during the Copenhagen and Cancun climate conferences. While
this older 2020 pledge was conditional on international support, Mexico’s most recent pledge is unconditional.

I Currency rate as of May 315, 2016: USD $1 = MXN $ 18.4118 (Banco de México)

“The number of registered Mexican CDM projects amount to 201. From 2005 (CDM’s starting year) to June 2014,
Mexican projects received 23,868,978 CERs. (Mexico’s First Biennial Update Report to the UNFCCC, 2015)
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Fuel-efficiency Standards

In 2013, the Mexican government finalized standards regulating carbon dioxide emissions and the fuel
economy equivalent for new passenger vehicles including cars, pickup trucks and sport utility vehicles
(SUVs). Mexico is the only Latin American country with a mandatory vehicle fuel economy standard.”?
The regulations apply to vehicle models 2014 to 2016, allowing auto makers to use early action credits for
model years 2012 and 2013. The standard is expected to result in a car fleet average fuel economy of 14.6
km/L (34.34 m/g). The design and stringency of the regulation is aligned to the light-duty vehicle
standards in Canada and the US”

2013 Energy Reform and the Creation of Clean Energy Certificates

The clean energy reform, enacted in 2013, lays out the foundation for a renewable energy market and
cleaner technologies, along with promoting increased energy efficiency in generating, distributing and
transmitting electricity. This reform also includes incentives to increase electricity generation from cleaner
sources by ensuring that generators have fair and open access to the national transmission network to sell
energy on the wholesale market.”

One of the most relevant features of this reform is the creation of clean energy certificates, which all
qualified suppliers and users must use to cover the mandated clean energy requirement.”” These
requirements come into force in 2018 and require that at least 5% of total annual energy consumption of
regulated firms comes from clean sources.”

National Strategy for Reducing Emissions from Deforestation and Forest Degradation (ENAREDD+)

This strategy seeks to reduce incentives that promote deforestation and forest degradation, and has the
goal of moving to 0% carbon loss in original forest ecosystems. The strategy is made up of seven
components: (1) public policy; (2) financing schemes; (3) institutional arrangements and capacity building;
(4) reference levels; (5) monitoring, reporting and verification; (6)safeguards; (7)and communication, social
participation and transparency.”’

The Mexican Forest Fund is the main instrument used to channel funds of the National Forest Commission
(CONAFOR). From 2009 to 2012, around $773.5 million have been committed for REDD+ activities, of
which 51% came from international funds (almost exclusively in the form of loans).”®

Section llI: Existing North American Climate Policy Linkages

United States — Canada

Canada and the United States have a long history of collaborating on joint environmental challenges. The
two countries have implemented over 40 international agreements for the management and protection of
environmental quality and ecosystems in the border area — such as the Air Quality Agreement (1991) and
the Great Lakes Water Quality Agreement (1972) signed between the two nations; and there are about 100
such agreements between U.S. states and Canadian provinces.””

In the area of climate change, the voluntary partnership between sub-national member jurisdictions
through The Western Climate Initiative facilitated the development of a common set of guidelines that
ultimately made the linking of California’s and Quebec’s cap-and-trade systems possible in 2014. This sub-
national partnership will also simplify Ontario’s and Manitoba’s plans to join this already connected market.
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Due to the WCl's decentralized nature, California and Quebec were able to establish their own targets and
complementary climate regulations independently. This flexibility is important — particularly considering
the substantial differences in their economies, emission profiles, the design features of their cap-and-trade
systems, including the use of offsets, and their choices regarding use of auction revenues. Nevertheless,
harmonization via the WCl is instrumental in that it provides a common set of rules without which
integration of these two trading regimes would be impossible. Early analysis suggest that the linkage of
California and Quebec's emission trading systems will bring down total costs of reducing emissions.®

The WCl-enabled linkage shows that economic conditions, emission profiles and program design do not
have to be homogenous to link carbon trading systems. This can serve as an example for other North
American jurisdictions, and could provide a blueprint for a linked national or continental carbon pricing
mechanism ®!

In line with this, the United States and Canada recently agreed to work together to support carbon-market
related provisions of the Paris Agreement, encouraging sub-national government to share lessons learned
about the design of carbon pricing systems and other supportive policies and measures, as well as looking
to expand collaboration in this area over time.

Another example of sub-national climate policy collaboration is the New England Governors and Eastern
Canadian Premiers’ (NEG/ECP) agreement to adopt a 2030 GHG reduction target for the region of 35%-
45% below 1990 levels. To achieve this regional target, the NEG/ECP Environment Committee has been
tasked with developing a document that identifies possible joint actions across these jurisdictions that will
be presented at the upcoming NEG/ECP conference in the summer of 20162

At the national level, the federal governments of Canada and the United States continue to work together
to align vehicle and engine emission regulations and coordinate their implementation. Under the
Agreement between the Government of the United States of America and the Government of Canada on
Air Quality (March 31, 1991), the EPA and Environment Canada coordinate to align vehicle, engine, and fuel
standards and set GHG regulations for vehicles® The cooperative efforts include information sharing,
technical work-sharing, and scientific collaboration to coordinate vehicle and engine emissions
standards.® Other areas of relevant regulatory collaboration include alignment of energy efficiency
standards (through the ENERGY STAR International Partnerships program), locomotive emissions, and
natural gas use in transportation.®

Going forward both federal government leaders have committed to take action to reduce methane
emissions by 45% to 50% below 2012 levels by 2025 from the oil and gas sectors and explore additional
areas for potential methane reductions. Similarly they've also pledged to reduce the use and emissions of
hydrofluorocarbons (HFCs).#

United States — Mexico

In 2009, President Obama and former President Calderon announced the establishment of the US-Mexico
Bilateral Framework on Clean Energy and Climate Change. This framework focuses on information sharing,
establishing a mechanism for political and technical cooperation and information exchange. Areas of focus
include renewable energy, energy efficiency, adaptation, market mechanisms, forestry and land use, green

'The U.S Environmental protection Agency recently issued three rules to curb emissions of methane, smog forming
volatile compounds and toxic air pollutants such as benzene from new, modified and reconstructed oil and gas
sources. The agency also issues a request for information that will provide critical information in order to develop
regulations to reduce methane emission. Environmental Protection Agency (2016). EPA’s Actions to Reduce
Methane Emissions from the Oil and Natural Gas Industry: Final Rules and Draft Information Collection Request.
Retrieved from https://www3.epa.gov/airquality/oilandgas/may2016/nsps-overview-fs.pdf
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jobs, low carbon energy technology and capacity building.* In a press release in March 2015, President
Obama and President Nieto reaffirmed their joint commitment to addressing climate change, and
renewed commitments to coordinate efforts to reach both countries” emissions reduction pledges. A new
high-level bilateral clean energy and climate policy task force was announced to deepen regulatory
coordination on clean electricity, grid modernization, appliance standards, energy efficiency, black carbon,
and vehicle emissions standards.®

At the state level, Gov. Jerry Brown of California signed a memorandum of understanding (MOU) with
Mexico's Ministry of Environment and Natural Resources in 2014, formally agreeing to cooperate on a
range of climate change and environment issues, including pricing carbon, reducing deforestation, and
promoting clean vehicles.®® The priorities listed in the MOU include increased collaboration and best-
practice sharing on reporting of GHG emissions, developing a carbon pricing system and other market-
based instruments to address climate change, reducing instances of deforestation, promoting renewable
energy, controlling methane & short-term pollutants, and advancing multilateral and subnational actions
on climate change, including between California and Mexican states. California is also exploring the use of
offset credits from reduced emissions from deforestation and degradation (REDD) activity from
subnational jurisdictions in Mexico (e.g., Chiapas) as well as other jurisdictions in other countries as part of
its statewide cap-and-trade program.

Mexico — Canada

Canada and Mexico also have a history of environmental collaboration. Since 1990, the two countries have
established a number of Agreements and Letters of Intent to collaborate on climate change mitigation
and adaptation. Most of these have focused on strengthening dialogue and cooperation on climate
change, environment, and natural resources protection.”’

In 2014, Canada announced a contribution of CAD $2.5 million (USD $1.9 million) towards the
establishment of the Canada-Mexico Climate Change Cooperation Platform. This sum, part of Canada'’s
$1.2 billion (USD $0.9 billion) in Fast Start Financing committed in the Copenhagen Accord, is designed to
support Mexico's GHG reduction efforts. Specifically, its focus includes: strengthening Mexico's national
capacity to carry out climate modelling and analysis; evaluating vulnerability to climate change;
strengthening cooperation between Mexico and other Latin American countries on climate change
mitigation and adaptation; and development of a virtual platform to track and report on the outcomes of
climate financing.”

Expanding to a Continental Scope — Recent Joint Statements between the Three North American
Nations:

In February 2016, Canada, the United States, and Mexico signed a memorandum of understanding (MOU)
on Climate Change and Energy Collaboration, with the goal of expanding and accelerating the clean
energy sector in North America.”® The MOU builds off of the North American Energy Ministers’ Working
Group on Climate Change and Energy formed in 2015, and focuses on collaboration in energy grid
resilience, clean energy technologies, energy efficiency standards, carbon capture and storage, climate
change adaptation and resilience, and reducing emissions from the oil and gas sector.” The MOU creates a
framework for consultation and cooperation on; sharing publicly-available energy information on a web
platform to set the stage for dialogue & comparisons; addressing climate change from energy generation,
distribution and use; and acceleration the pace of clean energy innovation as part of a the response to
address a shared climate change challenge.”

In addition, the three countries are participants of Mission Innovation —a new international initiative
aimed at accelerating public and private clean energy innovation to address climate change, make clean
energy affordable, promote economic growth, and strengthen energy security. Under this initiative, the
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three countries will seek to double their investments in clean energy research and development over the
next five years.™ The research and development projects would be designed and managed to attract and
leverage private investment in order to advance commercialization of new technologies.”

It is also important to mention that subnational jurisdictions — including states, provinces, territories and
municipalities — from the three North American countries are also signatories to global climate change
action groups as shown below.

Joint commitments at the sub-national level:

Under 2 MOU: This memorandum of understanding (MOU) brings together subnational
governments willing to commit to reducing their GHG emissions. The shared goal is to reduce
global emissions to 2 tons per capita, or 80% to 95% below 1990 levels by 2050. 23 states,
provinces, territories and cities from all three North American countries have signed this MOU.
(http://under2mou.org/)

The compact of States and Regions: This is reporting mechanism for state, provinces and
regions to showcase and analyze their climate efforts. In 2015, 44 government reported their
commitments and GHG inventories including seven Canadian provinces and territories, six
American states, and two Mexican states (http://www.theclimategroup.org/what-we-
do/programs/compact-of-states-and-regions/)

The Carbon Pricing leadership (CPL) Coalition: a voluntary partnership of national and
subnational governments, business and civil society organizations committed to advancing the
carbon pricing agenda by working together towards the long-term objective of a carbon price
applied throughout the global economy. Both the Mexican and Canadian governments (along
with five Canadian provinces and territories) are signatories to this partnership. The only U.S.
partner to date is the state of California (http://www.carbonpricingleadership.org/leadership-
coalition/)

Conclusion

Canada, the United States, and Mexico have all pledged forward-looking GHG mitigation goals through
the Paris Agreement. While each country has a variety of national and subnational climate mitigation
policies in place, the framework of the Paris Agreement and existing North American collaborations offer a
multitude of opportunities for further collaboration. Building off of efforts in all three countries to
implement carbon pricing and carbon markets, increased coordination at the national level can support
more impactful collaborations. Additionally, there is a significant opportunity for more knowledge and
best-practice sharing between the three North American countries, to further each country’s efforts to
reduce their contributions to global climate change. Following discussions on the future of collaboration
at the North American Policy Forum, we will build off of this current state analysis to discuss feasible
opportunities for increased North American climate policy linkages.

™ In the next five year the three countries have committed to spending the following amounts per year: Canada —
USD S590 million; United States USD $12.83 billion; and Mexico USD $62 million. (Mission Innovation website,
2016)
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