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Invitation for Public Input on a Draft Memorandum of Understanding (MOU) of the
Transportation and Climate Initiative (TCI)

TCI jurisdictions encourage people, companies, organizations, and communities to provide their
input on the modeling findings and the draft MOU to inform the final program design. Feedback
is welcomed on all aspects of a potential program, and TCI jurisdictions are highlighting specific
topics on which public input is of particular interest.

Those topics include:

e What factors should TCI jurisdictions consider when setting the starting level and the
trajectory for a regional cap on carbon dioxide emissions from transportation fuels?

e How should the compliance period be structured to provide needed flexibility, while
ensuring environmental integrity?

e What factors should TCI jurisdictions consider when designing stability mechanisms for
managing uncertainties regarding future emissions and allowance prices?

All interested parties are asked to provide their input by Friday, February 28, 2020.



Draft Memorandum of Understanding
of the Transportation and Climate Initiative

For Stakeholder Input

Draft - 12/17/2019

WHEREAS, climate change has resulted in the increased frequency and severity of extreme
weather events that have adversely impacted every Signatory Jurisdiction; and

WHEREAS, climate change poses a clear, present, and increasingly dangerous threat to the
communities and economic security of each Signatory Jurisdiction; and

WHEREAS, these jurisdictions participate in the Transportation and Climate Initiative, which
was founded in 2010 as a collaboration of states and the District of Columbia to develop
strategies to reduce greenhouse gas emissions from the transportation sector; and

WHEREAS, Signatory Jurisdictions have individually committed to mitigate the risks of climate
change through strategies intended to reduce greenhouse gas emissions across all sectors; and

WHEREAS, transportation currently accounts for approximately 40 percent of greenhouse gas
emissions in the Signatory Jurisdictions; and

WHEREAS, Signatory Jurisdictions will need to implement bold initiatives to mitigate the
impacts of greenhouse gas emissions from the transportation sector; and

WHEREAS, Signatory Jurisdictions remain committed to working with communities and
businesses to develop and implement a regional program that addresses the urgent need to
mitigate greenhouse gas emissions and other harmful pollutants generated by the transportation
sector; and

WHEREAS, accelerating the transition to cleaner, more efficient transportation sector will
improve public health, create new economic opportunities, and provide enhanced mobility
options for all communities; and

WHEREAS, Signatory Jurisdictions recognize and are committed to investing in and mitigating
the impacts on low-income and disadvantaged communities that are disproportionately burdened
by vehicular pollution, the costs of the current transportation system, the lack of access to clean
transportation options, and vulnerable to the impacts of a changing climate; and

WHEREAS, continued collaboration on clean transportation strategies, including regional
electric vehicle charging infrastructure; improved multi-modal transit infrastructure; more
sustainable freight movement; and support for lower carbon fuels will provide greater economic,
social and public health benefits to residents and communities across the region than if each
jurisdiction acted alone;



NOW, THEREFORE BE IT RESOLVED, that the undersigned Signatory Jurisdictions hereby
enter into this Memorandum of Understanding to express their commitment to collaborate on the
establishment of a regional program to transition to a more sustainable, resilient, lower carbon
transportation sector that provides their residents with more transportation options, improved air
quality and public health, and economic opportunity; and

BE IT FURTHER RESOLVED, that the Signatory Jurisdictions will seek to implement a
regional cap-and-invest program, through the implementation of individual programs in each
Signatory Jurisdiction, that will ensure emissions reductions and enable Signatory Jurisdictions
to strategically invest in programs to help their residents transition to affordable, low-carbon
transportation options that provide substantial public health benefits, reduce congestion, and
increase economic and job opportunities; and

BE IT FURTHER RESOLVED, that Signatory Jurisdictions will work with communities to
ensure that the benefits of a cap-and-invest program flow equitably to communities that are
underserved by clean transportation alternatives, disproportionately bear the costs of the current
transportation system, or suffer disproportionate impacts of vehicular pollution and climate
change; and

BE IT FURTHER RESOLVED, the Signatory Jurisdictions will establish in the final
memorandum of understanding (MOU) a regional carbon dioxide emissions cap that will decline
over time, to reduce emissions from on-road diesel and finished motor gasoline, and an objective
methodology for apportioning proceeds to each Participating Jurisdiction, to invest at each
jurisdiction’s discretion to support the goals of the program; and

BE IT FURTHER RESOLVED, that Signatory Jurisdictions will jointly develop a Model Rule
in accordance with this memorandum, including Appendix, that will:

e Implement the regional cap to reduce CO> emissions, from on-road diesel and finished
motor gasoline;

e Develop a process for auctioning emission allowances;

e Require regulated fuel suppliers to hold allowances to cover emissions from regulated
fuels and report emissions to each applicable jurisdiction;

e Provide flexibility and ensure market stability, which may include a three-year
compliance period, cost-containment and emissions-containment mechanisms, provisions
to allow for the banking of allowances, and alternative compliance mechanisms such as
offsets; and

BE IT FURTHER RESOLVED, that each Signatory Jurisdiction will follow any required legal
processes within each respective jurisdiction to implement the program in accordance with this
memorandum and the Model Rule as soon as practicable; and

BE IT FURTHER RESOLVED, that the Signatory Jurisdictions seek to create as large a
regional market as possible to enable the most cost-effective emissions reductions. The program
will include provisions that enable seamless expansion, for jurisdictions that will participate in



the program after the initial launch of the regional program, as well as for other jurisdictions to
participate in the program; and

BE IT FURTHER RESOLVED, that Signatory Jurisdictions remain committed to regularly
assess the program’s effectiveness in meeting shared greenhouse gas emissions reduction,
resilient transportation, and equity goals; and

BE IT FURTHER RESOLVED, that Signatory Jurisdictions recognize that meeting
greenhouse gas emissions reduction goals will require additional measures and collaboration in
pursuing complementary policies and programs to enable further transportation greenhouse gas
emission reductions and achieve other shared policy goals.

Signatures:




APPENDIX - Draft Memorandum of Understanding for Stakeholder Input

1. TCI CAP-AND-INVEST PROGRAM GOALS AND SCHEDULE

A. Definitions.

(1) “TCI Program” shall mean the regional cap-and-invest program to reduce carbon dioxide
(“CO2”) emissions from transportation and to invest proceeds from the program in
measures designed to further reduce CO; emissions and provide incentives for low-
carbon and more resilient transportation.

(2) “Signatory Jurisdictions” shall mean those jurisdictions that sign the final Memorandum
of Understanding (MOU).

(3) “Participating Jurisdictions” shall mean those jurisdictions that adopt a program
consistent with the Model Rule and that complete the procedures needed to become a
Participating Jurisdiction.

(4) “Regional Organization” shall mean a nonprofit entity created and maintained by
Participating Jurisdictions to facilitate the ongoing administration of the Participating
Jurisdictions’ TCI Programs.

B. Model Rule. The Signatory Jurisdictions shall use their best efforts to collectively release a
regionally coordinated final Model Rule, as detailed in Section 2 of this Appendix, by December
31, 2020, after providing for a 60-day public review and input period.

C. Legislation and/or Rulemaking. Each Signatory Jurisdiction commits to follow any required
legal processes within its jurisdiction to implement the TCI Program, through implementation of
individual jurisdictions’ programs, consistent with the Model Rule, including by seeking to
establish in statute and/or regulation that Signatory Jurisdiction’s TCI Program, and to have each
Signatory Jurisdiction’s TCI Program effective as soon as practicable.

D. Launch of TCI Program. Each Signatory Jurisdiction intends that the first compliance period
of the TCI Program shall commence as early as January 1, 2022.

2. MODEL RULE FOR ESTABLISHMENT OF THE TCI PROGRAM

The Model Rule will include provisions as follows:

A. Affected Fuel. Regulated fuels shall include the fossil fuel components of motor gasoline and
on-road diesel fuel destined for final sale or consumption in a Participating Jurisdiction, upon
removal from a storage facility (e.g., at a “terminal rack”) in the Participating Jurisdiction, or, for
fuel removed from a facility in another jurisdiction, upon delivery into the Participating
Jurisdiction.



B. Regulated Entities. “State Fuel Suppliers” shall be required to hold allowances to cover CO»
emissions from Affected Fuel and report CO> emissions to each Participating Jurisdiction. State
Fuel Suppliers shall include:

(1) “Position Holders,” which shall mean owners of Affected Fuel at terminals delivering
across a terminal rack. Affected Fuel that is destined for final sale or consumption in
a Participating Jurisdiction.

(2) “Enterers,” which shall mean owners of Affected Fuel delivered into a Participating
Jurisdiction from a facility in another jurisdiction for final sale or consumption in the
Participating Jurisdiction. Enterers may not be required to hold allowances to cover
emissions from Affected Fuel where a Position Holder sells Affected Fuel destined
for final sale or consumption in a Participating Jurisdiction and the Position Holder
holds allowances to cover emissions from such Affected Fuel. Sufficient
documentation must exist to demonstrate that the compliance obligations are being
fulfilled by the Position Holder (on behalf of the Enterer).

C. Other Entities with Reporting Obligations. Owners and operators of other fuel supply
infrastructure (terminals, pipelines, distributors, blenders, etc.) may also have reporting or
recordkeeping obligations.

D. Regional Emissions Cap. An initial regional base annual CO2 emissions cap for the first year
of the TCI Program will be set in the final MOU.

The Model Rule shall reflect a regional base annual CO; emissions budget for each year of the
program; each Participating Jurisdiction’s individual emission budget will be based on its
apportionment of the regional cap for each year of the TCI Program, and the regional annual
limits, called the regional base annual CO> emissions budget, shall decline over time in order to
reduce the amount of CO> emissions from the Affected Fuel covered by the TCI Program.

E. Participating Jurisdictions’ Emission Budgets. The regional base annual CO> emissions
budget shall be apportioned to the Signatory Jurisdictions in the final MOU, in the form of
Participating Jurisdiction annual CO; emission budgets, and such budgets shall be revised as
necessary to reflect the entry or withdrawal of Participating Jurisdictions.

F. Scheduled Reductions. Beginning with the initial regional base annual CO; emission budgets
for 2022, the regional base annual CO; emission budgets shall decline by an amount per year to
be set in the final MOU.

G. Stability Mechanisms.

(1) Cost Containment Reserve. The Model Rule may include a Cost Containment
Reserve (“CCR”), consisting of a quantity of allowances in addition to the annual
CO: emissions budget which are held in reserve. The CCR allowances are only made
available for sale if emission reduction costs are higher than projected. The CCR is
replenished at the start of each calendar year.



(2) Emissions Containment Reserve. The Model Rule may include an Emissions
Containment Reserve (“ECR”) that allows the Participating Jurisdictions to withhold
allowances from circulation if COzemission reductions costs are lower than projected.

(3) Linking. The TCI Program could link to other emissions reduction programs through
mutual agreement to accept each other’s emission allowances. Linking is not
immediately contemplated, but the TCI Program and Model Rule shall be developed
to enable potential linking in the future, if desirable.

H. Emission Reporting Requirements.

The Model Rule shall include an electronic emissions reporting system informed by existing
reporting requirements for State Fuel Suppliers. Participating Jurisdictions will establish
mechanisms to ensure the accuracy of the reported data. The Model Rule could provide for the
use of existing platforms for the accompanying allowance tracking system. Compliance
obligations shall be calculated based on the CO» emissions that occur when the Affected Fuel is
combusted, using standard emission factors developed by the United States Environmental
Protection Agency or other similar sources.

I. Regulated Entity Compliance and Flexibility.

(1) Compliance Period. The Model Rule shall include three-year compliance periods, at
the end of which State Fuel Suppliers must surrender emission allowances equivalent
to their emissions during the compliance periods, and shall include interim
compliance obligations.

(2) Banking. The Model Rule shall provide that allowances not used at the end of a
compliance period can be retained for sale or use in future compliance periods
without limitation.

(3) Offsets. The Model Rule may provide, as a compliance alternative, the limited use of
offsets. The Model Rule may provide for the award of offset allowances to sponsors
of approved CO; (or CO; equivalent) emission offsets projects for reductions that are
realized on or after the date of this MOU. Offset allowances may be used for
compliance by State Fuel Suppliers.

J. Allowances and Allowance Auctions. The Model Rule shall provide for a shared auction
platform. Participating Jurisdictions shall originate allowances consistent with the Model Rule
established through their own laws and regulations as set forth in this MOU. Participating
Jurisdictions shall accept allowances sold or originated in other Participating Jurisdictions for
compliance with their own laws and regulations implementing the Model Rule as set forth in this
MOU. Participating Jurisdictions shall offer all allowances for sale through auction, except that
Participating Jurisdictions may set aside a small number of allowances to be used to achieve
other TCI Program goals. The Participating Jurisdictions shall establish a minimum reserve
price, below which allowances will not be sold.




3. INVESTMENTS AND EQUITY

A. Investment of Proceeds from Auction of Allowances. Each Participating Jurisdiction shall
invest the proceeds from the auction of allowances as determined appropriate by each
Participating Jurisdiction to achieve TCI Program goals. Participating Jurisdictions may identify
shared or common priorities for investment of proceeds, including to maximize the efficiency of
the regional program and to ensure greater benefits, and to achieve CO» emission reductions and
other related TCI Program goals, such as improved air quality, public health, resilience, and
more affordable access to clean transportation alternatives.

B. Equity Shared Priority. Each Signatory Jurisdiction agrees that it is a shared priority to expand
low-carbon and clean mobility options in urban, suburban, and rural communities, particularly
for populations and communities that are disproportionately adversely affected by climate
change and transportation pollution and currently underserved by the transportation system. Each
Participating Jurisdiction will work with communities to assess the equity impacts of the
program on an ongoing basis to evaluate whether program changes are needed and to inform
investment priorities.

4. REGIONAL ORGANIZATION

The Regional Organization shall operate pursuant to by-laws agreed upon by the Participating
Jurisdictions. The Regional Organization shall have an executive board comprised of two
representatives from each Participating Jurisdiction. The Regional Organization may employ
staff, and acquire and dispose of assets, to perform its functions.

A. Regional Organization Functions, Authorities and Limits on Authorities. The Regional
Organization shall have the following functions:

(1) Administrative Forum. Act as the forum for collaborative discussion regarding
administration of the TCI Programs as the agent of each Participating Jurisdiction, as
each Participating Jurisdiction implements its own individual programs.

(2) Emissions and Allowance Tracking Agent. Act as the agent of each Participating
Jurisdiction to develop, implement, and maintain the system to receive and store
reported emissions-related data from regulated entities and track allowance accounts
for the Participating Jurisdictions’ individual programs.

(3) Auction Administration. Act as the agent of each Participating Jurisdiction to
administer allowance auctions on behalf of the Participating Jurisdictions.

(4) Carbon and fuel market monitoring. Act as the agent of each Participating
Jurisdiction to monitor emission allowance and transportation fuel markets on an
ongoing basis.



(5) Contracting. Contract with appropriate experts, with the agreement of the
Participating Jurisdictions, to implement tracking systems, reporting systems, auction
systems, banking systems or other administrative functions needed to assist and
support the implementation of the TCI Program.

(6) Limitation on Authority. The Regional Organization is an agent for the Participating
Jurisdiction as specified in this MOU and a technical assistance organization only.
The Regional Organization shall have no authority to adopt, implement or enforce the
TCI Program. Authority is reserved to each Participating Jurisdiction for the
enactment or promulgation of laws for the implementation and enforcement of its
individual program.

B. Funding for the Regional Organization. The Signatory Jurisdictions agree that the Regional
Organization shall be funded by payments from each Participating Jurisdiction in proportion to
the Participating Jurisdiction’s annual base CO> emissions budget, subject to any necessary
appropriations process in the respective jurisdiction. The Regional Organization’s budget shall
be determined and approved by the Regional Organization’s executive board.

5. ADDITION OR WITHDRAWAL OF PARTICIPATING JURISDICTIONS

A. New Participating Jurisdictions. The Participating Jurisdictions shall work together to
encourage non-signatory jurisdictions to become Participating Jurisdictions and shall welcome
the participation of new jurisdictions with a goal to expand the geographic reach of the regional
TCI Program. Participating Jurisdictions would execute any necessary measures to adjust the
TCI Program.

B. Withdrawal from the TCI Program. A jurisdiction may withdraw from the TCI Program. In
this event, the remaining Participating Jurisdictions would execute any necessary measures to
adjust the TCI Program.

6. PROGRAM MONITORING AND REVIEW

Each Participating Jurisdiction shall monitor the progress of its individual program and the
regional TCI Program on an ongoing basis. No later than three years after program launch and
regularly thereafter, the Participating Jurisdictions shall commence a comprehensive review of
the regional TCI Program and the Model Rule to determine its effectiveness and whether it is
achieving emission reductions at reasonable cost.

The Participating Jurisdictions shall annually review and report the impacts of each Participating
Jurisdiction’s individual program. The Participating Jurisdictions may pursue additional
reductions after 2032.



