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Background

The Canadian Institute for Environmental Law and Policy is very pleased to release this
Reference Guide Book to Wind Power Development in Ontario. The opportunities to
address and solve several important public health and environmental issues are enormous
by steadily developing new wind generation and other certified renewable energy
sources.

1 would like to thank the authors Christine Elwell, Siobhan Baker and Tristan Lees for
their work. The authors and CIELAP would also like to thank the following
interviewees: Greg Allen; Nicola Crawhall; Deb Doncaster; Glen Estill; Paul Graham;
Martin Ince; Joyce Maclean; Christopher Morgan; Richard Morris; Murray Paterson;
Jonathan Sandler; Doug Salloum; Ralph Torrie; and Bryan Young.

The purpose of this Guide Reference Book is to provide further details on the current
financial incentives as well as the case studies, interviews and environmental assessment
and planning process requirements for wind development. The reader should be advised
that since the interest in wind development is growing, the regulatory and market context
for this Guide is a rapidly evolving one, requiring regular updating.

There are many strategies municipal governments can initiate to promote sustainable
energy development including green power procurement, investing in partnership with
local utilities and communities in wind and solar power facilities, buying the green
attributes of power via “Tradeable Renewable Certificates” or “Green Tags”, adoption of
green energy technologies for municipal facilities, utilization of renewable sources for
district energy systems (biomass, deep lake water cooling) and lot orientation designed to
maximize solar access so all facilities are more environmentally friendly and “climate
friendly”. To achieve this potential, municipal governments need to have the information,
the resources and the authority to make and implement local action plans.

As the Guide to Wind Development described, currently there are three main ways for
municipalities to access green power: invest in green power projects, purchase green
power or purchase tradable renewable certificates such as Green Tags. The following
sections provide further information on these options.

Despite the growing public interest in buying green power, supportive government policy
still remains key. To allow for the development of a robust market for local green power
resources there is a need for renewable portfolio standards, uniform consumer labeling,
common technical interconnection and net billing standards as well as simplified
contractual and other requirements at the provincial and local levels. It is our hope that
this Guide and Reference Book will contribute to achieving the real potential of
sustainable energy development and consumption in the Province of Ontario and beyond.

Anne Mitchell
Executive Director



Wind Factoids

According to Decima Research, two-thirds of Canadians want new sources of energy
developed over the next two decades, with wind power the most popular option at 36%,
solar at 35%, hydroelectricity at 24% and small percentages suggesting hydrogen and
tidal.

Some of the most common reasons why people buy these green sources of power are to:
o Improve human health
o Preserve the earth for their children and grandchildren
o Reduce environmental impacts
o Conserve finite fossil resources

o Actas a hedge against raising and volatile fossil fuel prices

Green power is low-environmental impact renewable electricity. Wind energy is an
especially good choice when buying green power for several reasons. Wind is a
renewable resource because it is inexhaustible. It is a result of the sun shining unevenly
on the earth. It is one of the cheapest and cleanest renewable energy sources available.
There is no extraction and consumption of fuel, and no air pollution.

Wind power is the world's fastest growing energy source with sustained growth rates in
excess of 30% per year. According to the Canadian Wind Energy Association
(CanWEA), at the beginning of 2002, worldwide wind-generated capacity exceeded
24,000 megawatts.

Ontario ‘s Ministry of Municipal Affairs and Housing estimates Ontario’s land-based
wind capacity is about 7500 megawatts, equivalent to about 14 per cent of current
consumption. As of April 2003, only 12.1 megawatts of commercially viable wind power
is being produced.

Indeed, wind energy has surfaced as a leading source of new, renewable energy due to
significant technical advances in turbine design, better product reliability, advances in
windpark siting and dramatic reductions in the price of turbines, installations and
maintenance. Other factors encouraging the use of wind include:

* Rising electricity prices

» Increasing carbon constraints on electricity generation

» Government sponsored incentives for renewables

CanWEA finds the technology has matured rapidly with typical reliability rates greater
than 98% for good quality, modern wind turbines, making them on par with the reliability
of a present-day farm tractor.



Improvements in technology have achieved a cost reduction of more than 50 per cent

over the last decade. Wind power generation ranges from 8¢ per kilowatt-hour where
winds averaging 8 m/s (29 km/hr) to about 12¢ for 6 m/s (22 km/hr) wind sites. Lower
prices can be achieved at large wind farms through economies of scale.

According to the Pembina Institute and the Communications, Energy and Paper Workers
Union, Green Power creates 50 % more jobs per dollar than investment in conventional
generation.

A 660 kW hour wind turbine has the capacity to eliminate 1.4 million kg/year of COs, the
leading gas contributing to global climate change; and 8,400 kg/year of SO, and 5,600
kg/year of NOy both of which are key components in creation of smog, ground level
ozone and acid rain.

It would require planting approximately 200,000 medium to large trees to displace the
same amount of CO;, as a single turbine could over the lifetime of its operation (app. 25
years)

Studies have shown that the average wind turbine kills 2 birds per year. This is less than
the average car or house cat. Since wind turbines have no air or water emissions,
replacing other forms of generation with wind generation improves the environment, and
therefore improves the survival rates of all species.

Wind turbines are built to withstand strong winds. A control within the turbine shuts it
down when winds exceed 100km/hr. The towers themselves can withstand wind blowing
at over two hundred kilometers per hour .

According to the Ontario Ministry of Municipal Affairs and Housing, wind energy can
increase the municipal tax base by $3,000-5,000 per turbine, per year.
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Air Quality Concerns

The opportunities to address and solve several important issues by steadily developing
new wind generation and other certified renewable energy sources are enormous.

Deteriorating Air Quality

Citizens of the GTA would certainly concur that poor outdoor air quality is an issue that
is not going to go away anytime soon considering it is getting progressively worse over
time.

Health Considerations Resulting From Poor Air Quality

Wind power does not produce

any airborne emissions during In 2000 the Ontario Medical Association (OMA) reported
operation. It is very clear that approximately 1,900 premature deaths are forecast to occur
encouraging wind power in Ontario as a result of air pollution. As well, 9,800
development to reduce our hospital admissions, 13,000 emergency room visits and 47
reliance on coal to meet rising million minor illness days are expected to occur which are
electricity demands will attributable to air pollutants caused by humans.!

dramatically reduce the costs on
our already overextended health The OMA determined poor air quality represents over $1

care system. billion in direct costs to taxpayers and business in Ontario
for the year 2000. Health damages equate to a total of about
The first priority would have to $600 million in costs to the health-care system and a further

be to decommission Ontario’s 5 $560 million in direct losses to employers and employees.
coal powered plants. They are The largest contributors to poor air quality are from the
by far the highest point sources energy production, transportation and agricultural sectors."

of particulate matter and GHG

emissions in Ontario .
These coal plants act as a safety valve and come online during periods of high electricity
consumption in Ontario, typically when the province experiences extreme weather.
There is a certain amount of irony in the fact that when the GTA has heat and smog
advisory days the electricity demand surges from the use of air conditioners that brings
the coal fired generators online to meet demand and only further exacerbate our air
quality problems.

It is clear that any type of policy development to deal with poor air quality in Ontario will
have to start looking at decommissioning coal-fired generators. The proposition being
debated by the provincial government to convert coal generators to cleaner burning
natural gas is only a stopgap approach. After the massive costs of retrofitting the

' OCA Aat http://www.cleanair.web.net/
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generators the price of electricity would then simply be tied to fluctuations in natural gas
prices.

Surely smart policy would be to switch right over to renewables with the goal of
developing an attractive investment climate for energy cooperatives and companies to
manufacture and commission wind turbines. The benefits of this type of policy would
address so many current issues simultaneously, such as health, climate change and
regional economic development.

Ontario’s largest electricity producer, Ontario Power Generation’s coal plants are responsible
for:

e 20% of Ontario’s greenhouse gas emissions ( climate change);
e 27% of Ontario’s sulphur dioxide emissions (smog and acid rain);
e 14% of Ontario’s nitrogen oxides emissions (smog and acid rain).
e 27% of Ontario’s arsenic emissions (a carcinogen);
e 67% of Ontario’s chromium emissions (a carcinogen);

2
e 34% of Ontario’s airborne mercury emissions (a neurotoxin)

Getting to Kyoto

The federal governmeht has ratified an international treaty that over 160 countries have
signed obliging Canada to lower its greenhouse gas emissions to 6 percent below 1990
levels during the first commitment period (2008 -2012).

PCP — Partners for Climate Protection see FCM programs

When the City of Iqaluit announced on November 15", 2002 that it would join the FCM-
PCP program, it became the 100th Canadian municipal government to be actively
engaged in this national effort to reduce greenhouse gas (GHG) emissions. All of
Canada’s capital cities, from St. John’s to Victoria, are now participating in the PCP.

By joining the PCP, municipal governments commit to reducing GHG emissions from
their operations to 20% below 1990 levels within 10 years, and community wide
emissions by 6% below 1990 levels. To support this effort the federal government
established the $50 million Green Municipal Funds, administered by the Federation of
Canadian Municipalities (FCM). The fund provides cost-shared grants and favourable
loans to support innovative feasibility studies and development costs, that includes wind
power. PCP communities can use these funds to plan and implement projects that will
help them achieve their GHG reduction targets,while improving air quality.

11



In April 2000, the City of Toronto, a participating PCP member, unanimously approved
Clean, Green and Healthy — a Plan for an Environmentally Sustainable Toronto. This
Plan included commitments to increase the City’s corporate energy efficiency by at least
15% by 2005 and to purchase 25% of its energy needs from Green Power by 2005.
Energy efficiency and green power purchasing commitments have been reiterated at the
annual Toronto Smog Summits held by the Toronto Atmospheric Fund.

Renewables are seen as a key element in 2002 Ottawa’s December 2002 Climate Change
Strategy. Green power is one of the new markets where domestic companies could
develop a “critical competitive advantage” now that Canada has ratified the Kyoto
Protocol. Renewables could reduce emissions by 3.9 Megatonnes (MT) by providing
10% of new generating capacity and 10 MT from community adoption of renewables.
Otherwise, GHG emissions from electricity generation will increase 38% by 2010
seriously jeopardizing meeting our Kyoto obligations.

Municipal initiatives to promote renewable energy include green power procurement
strategies, investment in partnership with local utilities and communities in wind and
solar power facilities, adoption of green energy technologies for municipal facilities,
promotion of solar demonstration projects, utilization of renewable sources for district
energy systems (biomass, deep lake water cooling) and land use, subdivision layouts, and
lot orientation designed to maximize solar access.

According to the Municipal Table of the 1998 National Climate Change Process,
reducing the emissions from municipal operations is a priority. It is considered feasible to
reduce by 25 percent the estimated 4 MT of greenhouse gas emissions from Canadian
municipal government operations. The focus will be on opportunities to reduce the $600-
$800 million annual expenditures (1998) on fuels and electricity by local governments.
The development of green specifications and joint procurement networks can leverage
the municipality’s ability to affect change, particularly in market segments where
municipal governments are dominant purchasers of equipment (e.g. heavy equipment,
recreational facilities, street lighting, water and sewage treatment technology).

In the long term, it is the potential of community energy management that offers the
promise of very deep and sustainable GHG mitigation at the municipal level. The
evolution of settlements toward increased density, greater mix of uses, optimum use of
infrastructure, preservation of agricultural and forested land, improved solar orientation
can all facilitate much more environmentally friendly and “climate friendly”
communities. To acheive this potential, municipal governments need to have the
information, the resources and the authority to make and implement local action plans.

12
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Funding and Incentive Sources for Green Power Projects

Federal Incentives

Wind Power Production Incentive (WPPI)

Announced in the December 2001 budget, WPPI provides an incentive for the first 10
years of approved wind projects. The incentive amount depends on the commissioning
date of the project:

o April 1, 2002 to March 31, 2003 inclusive - 1.2c/kWh

o After March 31, 2003 and on or before March 31, 2006 — 1.0c/kWh

o After March 31, 2006 and on or before March 31, 2007 — 0.8¢/kWh

This could provide some financial incentive for a private-sector partner in a municipal
renewable energy project. To get this incentive, the electricity produced from a wind
farms has to be for sale in Canada and tied to the electrical grid. The incentive would not
apply to electricity used for own consumption, for example, self-generation for a
municipality. However, a private sector partner could build a windfarm, connected to the
grid, enter into a power purchase agreement with a municipality, and be eligible for
WPPL

e Objective - $260M incentive to encourage 1000 MW of wind power by 2007 by
covering half of the premium cost of wind energy

e FEligibility — business, institution or organization such as an independent power
producer, provincial crown corporation or energy cooperative; contribution
agreement required with NRCAN

e Limitations:

e in Canada capacity of wind farm must be at least 500 km, except for wind
farms north of 60 degrees and in remote locations not tied to electrical grid
where the capacity must be at least 20 kW

o triggers federal EA

o cannot have both WPPI and CRCE on same turbine; commonly have CRCE
on test turbines, WPPI on production ones

e encourages 1000 MW of new capacity; level of interest from developers is
currently at 3500 MW of capacity?

¢ need similar incentives for other forms of renewable energy

¢ Business Case Impact — 1.2¢/kWh or approximately 0.67c/kWh after tax>

e in Ontario where retail electricity prices for many electricity consumers® are

capped at the artificially low price of 4.3¢/kWh, this incentive does not come

2 http://www.canren.gc.ca/wppi

? “Enhancing Sustainable Economic Development in Canada with Renewable Energy”
http://carecoalition.com/

* from “Bill 210: First Round of Regulations Released” by Borden Ladner Gervais LLP: Reg 339/02
defines “designated customers™ as: a consumer with demand of <= 50kW; a consumer who has an account
with a distributor related to a dwelling (condominium, residential complex, co-op property); charitable

14



close to its objective of covering half the price of the premium cost of wind.
Depending on the wind regime, developers need to get approximately 9-
10c/kWh to make a reasonable return on investment

o this incentive has been criticized as being insufficient to be on par with U.S.’
(the U.S. provides a larger tax credit for businesses with taxable income) —
original intent was that provinces or customers would contribute an equal
amount

o Although the WPPI is taxable some small developers will not have to pay
taxes on it because they will not have taxable income.

See http://www.canren.gc.ca/wppi for more detail.

Canadian Renewable and Conservation Expenses (CRCE)

CRCE is legislated by the Federal Department of Finance and administered by the
Canada Customs and Revenue Agency (CCRA). The Department of Finance drafts
changes to the Income Tax Regulations but it is only the Parliament of Canada that can
legislate such changes. CRCE is part of the Income Tax Regulations. It was introduced in
the 1996 budget to allow investors to fully write off intangible costs like feasibility and
resource assessment studies in the year they are incurred or to carry them forward
indefinitely to deduct in later years.

Following the proposed changes to CRCE announced the 1997 budget, the CRCE
regulations were amended to allow the costs of the first wind turbine installed at the site
of a planned wind farm for the purpose of testing the wind regime at the site to be written
off as CRCE. These write-offs can also be transferred to investors via flow-through share
financing arrangements. This could be an important financial incentive for a private-
sector partner in a municipal renewable energy project. To qualify as CRCE, expenses
must be incurred by a taxpayer with respect to a planned project where it is reasonable to
expect that at least 50% of the equipment used in the project would qualify for Class
43.1. A private sector business must own equipment and sell energy to qualify for CRCE
and Class 43.1.

Prior to CRCE, most intangible costs associated with renewable energy projects would
have been expensed, some may have been capitalized and written off at the relevant rate.
The main benefits of CRCE are that: it allows losses to be carried forward indefinitely
(normally if there is no income, the taxpayer incurs a loss which can only be carried
forward 7 yrs); it makes projects more attractive to investors since tax write-offs can be
passed on to them through Flow-Through Share financing; it allows test turbine costs to
be fully written off in the year they occur.

institution; home for special care; employer with <= 50 employees; MUSH sector (municipalities,
universities, school boards, hospitals).

5 “Enhancing Sustainable Economic Development in Canada with Renewable Energy”
http://carecoalition.com/

I5



A wind farm is defined as a group of wind turbines connecting through a common
substation into a transmission or distribution grid through a single point of
interconnection. The test turbine is currently defined as the first wind turbine on a site
among other criteria®. A proposed change would allow 20% of turbines on a site to be
written off as test turbines provided the test wind turbines meet all other criteria in the
regulations such as the 1500M spacing requirement. This change must be enacted by
parliament to come into effect. There must be a delay of 120 calendar days between the
construction of the test turbines, and construction of the production turbines. The intent
is that any true “test turbines” should be testing viability of implementing the rest of the
project at the site and therefore, there should be an evaluation period before constructing
the rest of the turbines.

A company must be a principle business corporation as defined in the income tax act - i.e.
in the business of producing energy from the types of assets described in Class 43.1 - to
issue flow-through shares for CRCE. Flow through share financing allows a company
with no income, or a loss position to raise start up funds for initial project expenses and
pass on the associated write-offs to investors so that the write-offs can be used right
away. Companies are very interested in startup financing thru flow-thru share offering.

Currently developers have one year to install the equipment whose costs are being passed
to investors through flow-through share agreements. The problem is that with wind
turbines so much in demand, and being shipped from Europe, it is difficult to get them
commissioned that quickly. Proposed changes to the CRCE regulations include a 1 yr
look back clause that would allow a developer to pass deductions to flow-through share
investors and have until the end of year 2 to commission the equipment. This change
must be enacted by parliament to come into effect.

e Objective - to initiate renewable energy and conservation projects
e Eligibility - “principal business corporations” and other taxpayers incurring qualified
expenditures; Flow-through share financing available for “principal business
corporations” to raise equity;
e Limitations:
e Cannot have both WPPI and CRCE on same turbine
e The time delay between construction of test and production turbines creates
practical problems for developers who want to minimize costs by having the
right people, equipment, materials on-site only once to erect all turbines at the
same time
e Business Case Impact
¢ Better access to equity financing since flow-through share financing allows
tax write-offs to be passed on to investors
e Test turbine costs can be written off at 100% in the year they occur
e Losses associated with intangible startup costs and test turbine costs can be
carried forward indefinitely

Shitp://www.fin.gc.camews02/02-063e.html,

http://www?2 nrcan.gc.ca/es/erb/english/View.asp?x=469&0id=530
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See http://www.fin.gc.ca/news02/02-063¢.html
http://www?2.nrcan.ge.ca/es/erb/english/View.asp?x=469&0id=530
http://laws.justice.gc.ca

For more detail advanced income tax rulings are available from CCRA at (613) 957
8953.

Class 43.1 Accelerated Capital Cost Allowance

Class 43.1 is legislated by the Federal Department of Finance and administered by the
Canada Customs and Revenue Agency (CCRA). The Department of Finance drafts
changes to the Income Tax Regulations but it is only the Parliament of Canada that can
legislate such changes. Class 43.1 is part of the Income Tax Regulations. This could be
an important financial incentive for a private-sector partner in a municipal renewable
energy project.

Class 43.1 can reduce taxes by allowing companies to deduct the cost of eligible
equipment at up to 30%/yr on a declining balance basis. Prior to Class 43.1, some
tangible capital costs associated with renewable energy projects would have been
deductible at lower rates of 4-20% depending on the class they fall into.

o Objective- provide tax relief via accelerated write-off of equipment for renewable
energy production or energy conservation
Eligibility- all taxable entities if Class 43.1 criteria met

e Considerations:

e Can combine with WPPI for production turbines

* Business Case Impact - reduce taxes by deducting cost of eligible equipment at up to
30%/;rr on a declining balance basis instead of the previous annual rates of 4, 6 or
20%.

See http://laws.justice.gc.ca for more detail.

Advanced income tax rulings are available from CCRA at (613) 957 8953.

7 Previous deduction rate depends on class of asset, class 34 has been superceded by class 34.1 (class
34 was deductible at an annual rate up to 50% straight line but for a more limited list of eligible
equipment). The following classes still exist, but renewable or energy efficiency equipment may
qualify as 43.1 instead: class 1 (includes part of building) at 4%; class 2 (includes property that is
electricity generating/distribution) at 6%; class 8 (equipment, furniture) at 20%. Note that class 3 also
includes parts of building, deductible at 5%;
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Municipal Funding Sources
Green Municipal Enabling Fund (GMEF)

The Green Municipal Funds umbrella is intended to stimulate environmental initiatives
including renewable energy. GMEF is one of two funding programs under this umbrella,
the other is the Green Municipal Investment Fund (GMIF) described below. These two
funds are a major source of funding for municipalities planning a renewable energy
project.

e Objective - contribute 50 per cent of eligible expenses (includes consultants) to a
maximum grant of $100,000 for feasibility study for energy and energy services or
sustainable community planning.

¢ FEligibility - municipalities or partners - determined by Federation of Canadian
Municipalities (FCM)

e Limitations- preference is given to projects with an optimal mix of the following
aspects:

e Improve performance by at least 35 per cent over “business as usual”, this
requires measuring current baseline

e Significant environmental benefit,

e Project is replicable in other municipalities

e Project tests an environmentally innovative approach

As of early 2003, the Green Municipal Funds have provided funding of more than $20
million for 201 projects. Several of these projects are for the deployment of wind farms.
The Village of Masset and Uniterre Resources Ltd. were granted $100,000 to perform
wind resource assessments for the proposed 700 MW Nai Kun Wind Farm on the Queen
Charlotte Islands in British Columbia. The City of Sudbury received $100,000 to
produce a business plan for their proposed 50 MW wind farm. Hearthmakers Energy Co-
op in Kingston received two $100,000 grants to work on energy conservation and wind
development initiatives.

See http://kn.fcm.ca/ev.php for more detail.

Green Municipal Investment Fund (GMIF)

e Objective: to help implement projects which improve the environment — up to $200M
total as a revolving fund

o Eligibility: municipalities or partners - determined by Federation of Canadian
Municipalities (FCM)

e Business Case Impact —

e GMIF finances up to 15 per cent (25 per cent in exceptional circumstances) of the
capital costs of a qualifying project at the preferred interest rate of 1.5 per cent below
the Government of Canada bond rate for a municipality (FCM may also provide
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competitive loans for private partners of municipalities). GMIF can provide loan
guarantees. Loan payback periods may range from four to ten years.

e A pilot project is something that is highly innovative, with a payback in excess of
10years. Loan packages for pilot projects can include a grant portion that lowers risk
and shortens the payback. PP is GMIF is highly innovative, payback > 10 yrs. Using
combinations of grants, long-term loans and loan guarantees, GMIF can offer
financing for up to 50 per cent of eligible project costs for pilot projects.

e Considerations: Municipalities can use GMIF with other federal financial programs

See http://kn.fcm.ca/ev.php for more detail.

Municipal Building Retrofit Guide (MBRG)

The Municipal Building Retrofit Guide used to be called the Municipal Building Retrofit
Program (MBRP). Although MBRP is no longer actively funded as a program, some of
the guidance and advice it provided is now in the MBRG. Although FCM no longer has
funding to hold free workshops, they do still have staff to provide advice and attend
meetings to help with Municipal Building Retrofits.

Savings achieved through MBRG can be an important way to fund municipal renewable
energy projects. Hearthmakers and the City of Kingston used energy efficiency savings
from municipal building retrofits to fund a wind energy project.

e Objective: MBRG provides staff and resources to guide municipalities through the
building retrofit process, including advice on funding opportunities through GMEF
and GMIF
Eligibility: municipalities or partners - determined by FCM

e Considerations:

o Can reduce utility costs and system maintenance/repair costs

o Generate up to 20 local jobs for every $1 million invested

o Significant potential impact since municipal governments manage about 5%
of Canada’s buildings

e Business Case Impact: savings enabled by MBRG can help finance green power
projects

See http://kn.fcm.ca/ev.php for more detail.

Partners for Climate Protection (PCP)

Although PCP does not have any formal funding programs, it is listed here for
completeness. PCP is a group of municipal and regional governments across Canada
working together to reduce greenhouse gas emissions produced locally. The goal is to
reduce greenhouse gas emissions from municipal operations 20 per cent below 1990
levels within ten years of joining the program, and to reduce community-wide
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greenhouse gas emissions at least six per cent below 1990 levels within 10 years of
joining the program.

FCM is the political partner for PCP, responsible for relations with the Canadian federal
government, and the formulation of federal climate policy within Canada with respect to
local governments. ICLEI is the technical partner, responsible for activities such as
software tools, technical manuals, training materials, reporting protocols, energy
management, and monitoring and verification activities. The goal of PCP is to support
Canadian municipal governments in preparing and implementing local climate action
plans.

See http://kn.fcm.ca/ev.php for more detail.

Market Incentive Program (MIP)

Although the deadline for MIP application was Feb 28, 2003 — it is listed here for
completeness. It is not yet know if MIP will be extended as part of the Kyoto initiatives
announced in the Feb 2003 budget.

MIP was part of the Government of Canada Action Plan 2000 on Climate Change, and
part of the $500M Action Plan on Climate Change included in Dec 2001 budget.

It is intended to complement the federal green power procurement program. MIP is to
provide an incentive to increase green power sales in the residential and small business
markets. The first Request for Letters of Interest under MIP had the goal of seeking
innovative proposals from "green power" marketers with the objective of raising public
awareness of "green power" choices and increase the market share of "green power".

MIP is jointly managed by Environment Canada and NRCan, with resulting contribution
agreements to be administered by NRCan. This could be a source of funding for a
municipality, or a distributor or retailer partner in a municipal renewable energy project.

e Objective — incentives to energy retailers to stimulate sales of green electricity to
small business and residential markets - total budget of $25M ending March 31/06
e Eligibility: retailers of renewable electricity - determined by Environment Canada and
NRCan
e Considerations:
o Non-Governmental Organizations (NGOs) can do co-marketing arrangements
with distributors under this program
o marketing, administration and distribution costs increase retail price of
renewable energy by 2-4c/kWh — some question whether the current MIP
budget is sufficient to fund marketing programs such as rebates®, but NRCan

¥ “Enhancing Sustainable Economic Development in Canada with Renewable Energy”
http://carecoalition.com/
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and Environment Canada will be further studying the feasibility of a customer
rebate program under MIP.
o Business Case Impact — reduce marketing expenses by reimbursing up to 40% of
expenditures via a contribution agreement
e Deadline for Letters of Interest was February 28, 2003.

See http://www?2.nrcan.gc.ca/es/erb/english/View.asp7x=457 for more detail.

Technology Early Action Measures (TEAM)

TEAM began with an initial investment of C$60 M over 3 years (1998/99-2000/01) from
the Climate Change Action Fund. It has been extended for another three years, through
2003/04, with an additional C$35 M. This could be a source of funding for a community
or industry partner in 2 municipal renewable energy project.

e Objective - part of Climate Change Action Fund (CCAF) provides funding for early
action technology deployment to reduce Green House Gases

o Eligibility - determined by NRCan, Industry Canada, Environment Canada and others
under existing programs.

e Considerations

o Triggers federal Environmental Assessment (EA)

e Business Case Impact — must weigh advantages of funding against EA cost and

potential delay in receiving $$

See http://www.climatechange.gc.ca/english/actions/action fund/techno.shtml for more
detail.

Public Education and Outreach (CCAF-PEQO)

Part of the Climate Change Action Fund, PEO’s goal is to raise Canadians' awareness of
climate change and promote action to counteract it. One component of PEO is project
funding for partnered projects in several streams: Communities; Youth & Educators;
Business & Industry; The Public. RFPs for current projects are posted on the web
http://www.climatechange.gc.ca/english/actions/action fund/public.shtml. PEO is
administered by Environment Canada. This could be a good source of funding for a
community group partner in a municipal renewable energy project.

Ecoaction

This could be a source of funding for a community group or non-profit group partner in a
municipal renewable energy project.
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Objective - provides financial support to community groups for projects that have
measurable, positive impacts on the environment
Eligibility - community and non-profit groups as determined by Environment Canada
o projects should protect, rehabilitate or enhance the natural environment, and
builds the capacity of communities to sustain these activities into the future
o priority for funding is given to projects that will achieve results in the
following areas: Clean Air and Climate Change; Clean Water; and Nature
Considerations: Projects require matching funds or in-kind support from other
sponsors

See http://www.mb.ec.gc.ca/community/index.en.html for more detail.

Federal Green Power Procurement

Although not a funding or incentive source, this could be a customer for municipal green
power projects.

The first green power sale in Canada was by ENMAX to Environment Canada in 1997.
Other federal procurements included purchases for NRCan facilities in Alberta; and for
federal facilities generally in Saskatchewan and P.E.L.. In Action Plan 2000 on Climate
Change, the Government of Canada committed to expanding purchases to achieve 20%
of federal electricity requirements as green power, to reduce greenhouse gas and other air
pollution emissions associated with federal use of high-carbon electricity through 2010.
Pubic Works and Government Services Canada (PWGSC) administer the procurement
with advice from NRCan and Environment Canada. PWGSC issued a Request for
Letters of Interest in January 2003 to suppliers in Ontario. Discussions are underway in
several other provinces for procurement.
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Provincial Funding Sources

The following involves provincial rebates and tax breaks introduced to encourage growth
in the renewable energy sector. The provincial budget for 2003° has really only scratched
the surface of what a new renewable energy policy could provide.

Corporate Income Tax Incentive for Self-Generated Electricity

Corporations that generate electricity for their Energy Incentives
own use relieve demand on Ontario’s supply of ~ Arreunced in Noventher 2002

- - . A 10-year corporate income tax holiday for new
electricity. These corporations are currently electricitygeneration from alternative or renewable

eligible for the fast write-off for assets used to energy solrces;
generate eleCtrICIty from alternative or 2 Al0-vearpropertytaxholidayfornewfaciltiesthat
renewable energy sources. generate electricity fram alternative ar renewahle
To further encourage electricity self-sufficiency, ENergy Souroes;
this budget proposes to provide an additional 1 Animmediate T00 per cent corporate income tax
100 per cent income tax deduction to Ontario writeoff far new assets used to generate electricity
X o from alternative or renewsble energy soutces;
corporations for the cost of qualifying assets : :
dto @ te electricity for thei 1 A capital tax exemption for new assets used- 1o
used 1o generate elec 1city for their own use qenerate electMaity fram alternative or reneveable
from alternative or renewable energy sources. energy sources hefore January T, 2008;
@ Aretail sales taxrebate forqualifying Energy Star®
The 2002 provincial budget provides that: clothes washers, dishwashers, refrigerators and
freezers purchased before November 26,2003;
: : 8 A retail sales tax rebate for huilding materials
* The tax. dedu(:t.lc.n.l would ap ply fo elt‘ictrlcal purchased and used after Newember 25, 2002 and
generating facilities where construction . before January 1, 2008 to huild electricity
commences after November 25, 2002 and is generaling favililes (hal use  allernalive ur
completed before January 1, 2008; and renewable energy sources; and
e Corporations eligible for this incentive 2 A five-year retail sales tax rebate for residential

SnlAr energy sysiems.

New Measures
8 Anexpandedretail salestaxrebateforsolarenergy
systems toinclude other eligible residential energy

ELECTRICITY ACT, 1998 systems;

(Pg 171 budget) % An increased retail sales fax rebate for cenain
Transfer Tax alternative fuel vehicle§,to a maximum of §2.000;
Municipalities and municipal electricity utilities
that transfer an interest in electricity assets to
another person are subject to a 33 per cent

would not be eligible for the 10-year income
tax holiday for new electricity generation.

A 100 per cent corporate income tax deduction for
new assets used to self-generate electricity fram
alternative ar renewahle energy sources; and

1 A two-year fransfer tax sxemption for sales and

tra.nsfer tax on the val.ue of those asse'ts.. amalgamations  of ~publichy owned’ municipal
Prior to the restructuring of the electricity electricity utilities o encourage greater
industry, there were over 300 municipally rationalization and efficiency.

owned electricity utilities in Ontario. A two-year transfer tax exemption that applied from

?2003 Ontario Budget - The Right Choices: Securing our Future - Budget Papers;
http://www.gov.on.ca/FIN/bud03e/pdf/papers_all.pdf
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1998 to 2000 reduced this number significantly. But, still over 90 municipally owned
utilities remain. To encourage further rationalization and greater efficiencies within the
publicly owned electricity distribution sector, a regulation will be made to re-introduce a
two-year transfer tax exemption.

The transfer tax exemption would be available for transfers of electricity assets from a
municipality or a municipally owned electricity utility to another municipality or publicly
owned electricity utility. This exemption would apply to transfers occurring after March
27, 2003 and before March 28, 2005.

RETAIL SALES TAX ACT

Rebate for Wind, Micro-Hydroelectric and Geothermal Energy Systems for
Residential Premises

To encourage the production of clean, renewable energy in Ontario, legislation will be
introduced that would expand the five-year retail sales tax rebate for solar energy
systems, announced in November 2002, to include wind energy systems, micro-
hydroelectric systems and geothermal heating/cooling systems for residential premises.
The rebate would be available for purchases made after March 27, 2003 and before
November 26, 2007.

Increased Rebate for Alternative Fuel Vehicles

To encourage the purchase of alternative, cleaner vehicles and to support their
development, legislation will be introduced to double the retail sales tax rebate for
qualifying alternative fuel vehicles delivered to purchasers after March 27, 2003, to a
maximum of $2,000. The maximum rebate for propane vehicles will remain at $750.
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Emissions Trading

General

“Emissions Trading” refers to a market-based system where entities can buy and sell
“allowances” or “permits”. These can be thought of as the “right to emit” certain
amounts of specified air-borne pollutants. In such markets, “credits” for reductions of the
specified pollutants are also tradeable commodities. The objective of these Emissions
Trading markets or systems is to gradually reduce emissions over time by allowing
emitters more options to reduce their share of emissions.

It may be more cost effective for emitters to buy “allowances” or “credits” to cover part
of actual emissions rather than making the large capital expenditure to install a new
system. Emissions Trading systems are also intended to encourage innovation in the
development of emissions reduction technology.

Most Emissions Trading systems focus on large emitters, fossil fuel fired electricity
generators in particular, since they tend to be the largest sources of the most damaging
emissions. The production of energy from fossil fuels results in emissions of carbon
dioxide (COy), nitrogen oxides (NOx) sulphur dioxide (SO,) , volatile organic
compounds (VOCs), particulates and mercury. SO, causes acid rain, NOx and VOCs
cause smog (ground level ozone), and CO; is the most common Green House Gas
(GHG). Nitrogen Oxides (NOx) is a general term used to refer to both Nitrogen Oxide
(NO) and Nitrogen Dioxide (NO2)!°. Ontario has instituted a “cap, credit and trade”
system to limit some of these emissions and mitigate their associated environmental and
health problems. Inthe U.S. they have “cap and trade” systems, but the Ontario concept
of “credits” which can be used similarly to allowances is unique among North American
trading systems.

To encourage innovation in sectors outside the regulated entities, emissions trading
systems may allow for emissions reductions or emissions removals in these non-regulated
sectors to be traded within the system. Once these emissions reductions or removals are
approved by the regulating body, they are allocated to the entity that implemented the
project as “credits” or “offsets”, and can then be sold by that entity into the emissions
trading system. Allowing this sort of credit from outside the capped sectors has been
criticized by Environmental Non-Governmental Organizations (ENGOs) for allowing
emissions within the capped and non-capped sectors to increase. The intent is overall
reductions in the air shed. This will be achieved if non-capped entities selling credits
share the same air shed, assuming the regulator issuing the credits verifies that the
reductions are “real”.

'®NO at the burner tip turns into NO; as it goes up the stack. 1 kg of NO =1.533 kg of NO,,
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The Ontario NO and SO; trading system regulated by the Ministry of the Environment
(MOE) allows: direct emissions reductions in non-regulated sectors to be traded as
“Emissions Reductions Credits (ERCs)”; and indirect emissions reductions from
displacing fossil-fuel fired electrical generation via conservation or renewable energy
projects to be traded as “set-aside allowances™. Similarly, the Climate Change Plan for
Canada allows “carbon sinks” which remove CO, from the environment — such as the
mass planting of trees - to generate “offsets” which can be traded.

Once the emissions credits from a “green” project such as renewable energy or
conservation have been sold, the proponent of the project can no longer claim to be
“green” (in an ethical market sense) since the environmental benefits of the project are
being used to permit larger emissions somewhere else. For example, if a municipality
implements a renewable energy project, obtains emissions credits for this project, and
sells them, they should no longer claim to be producing “green power”. The buyer of the
credits is producing as much additional emissions as those saved by the renewable energy
project, resulting in no net benefit to the environment. To build and maintain a
marketplace for “green” power, it is essential from an ethical standpoint not to “double-
count” the greenness by selling the green product to one buyer and the attributes that
make it green (like emissions credits) to another. It is up to the regulator to ensure that
any environmental credits awarded such as ERCs are real. The IMO keeps records of
how much electricity has been sold onto the grid by generators such as wind farms.
Marketplace participants such as generators or distributors selling green power, or its
“green attributes” must ensure that the “greenness” of each MWh of electricity produced
is sold only once. One unethical seller could destroy credibility for the entire “green
power” market by selling green attributes twice or “double counting”.

Some municipalities have a policy to not sell any emissions credits such as the City of
Sudbury.The City of Toronto has agreed not to not even consider appling for any
emissions credits until they have met their 20% emissions reduction target. This is a
public policy issue, not a regulatory one since municipalities in Ontario are not capped
under the existing emissions trading system.

Emissions Limits and Allowances

In an emission trading system, entities in the Industrial, Commercial and Institutional
(ICD) sector, especially electricity generators, who emit regulated emissions are “capped”.
There is a specified amount (measured in tons) of each regulated emission that they are
allowed to release each year without penalty, this is called an “allowance” or “permit”.

Regulators decide on a total emissions limit for each type of emission over a number of
years for the capped sectors as a whole. Usually these total emissions limits will decrease
over time and/or more ICI sectors will be brought under the same overall limits to reduce
emissions for individual emitters over time. These total emissions limits are divided
among the individual capped emitters of each substance as “allowances” or “permits”.
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For electrical generators in Ontario, the total emission allowances are allocated in
proportion with the electrical output of each generator. In other words, if a generator
produces 10% of the total electricity produced by all capped generators, they would get
10% of the allowances.

Another way to allocate allowances is to assume certain amounts of emissions per MWh
of electric generation with reasonable “best practices” and allocate allowances based on
expected output of electricity for the year. For example, if 1.5 1b of NOx is emitted
during the generation of 1 MWh of electricity with “best practices™, a generator could be
allocated allowances based on the following formula'’:

1.5 Ib NOx /MWh * anticipated electric output in MWh/yr
2000 Ib/ton

The benefit of this approach is that a reasonable level of emissions reduction technology
for producing electricity is assumed as the baseline. Emitters who do better than this
baseline are rewarded with excess allowances at the end of the year, while those with
inferior technology must buy excess allowances for the amount they emitted beyond their
cap. The approach where emitters are allocated a % of the overall emissions allowances
based on their electricity output can also have this positive motivation assuming the
overall emissions allowances are set low enough to assume reasonable emissions
reduction technology.

It is essential for ENGOs to be involved in the design of an emissions trading system. In
particular, they should have input into setting emissions limits which are low enough to
stimulate real emissions reduction improvement.

Set-asides

Some emissions trading systems have the concept of “set-aside allowances”. A “set-
aside” is a small number of the total emissions allowances within a jurisdiction which are
not allocated to emitters, but are reserved for developers of renewable energy or energy
conservation projects. These “set-aside” reductions (SRs) are intended to encourage
approved new conservation and renewable energy projects each year which displace
electricity from coal or oil-fired plants.

Approved “set-aside” reductions represent the quantity of emissions which have been
prevented by implementation of the renewable energy or conservation project. In
Ontario, Electricity savings for conservation projects are measured in accordance with the
“International Performance Measurement and Verification Protocol”
http.//www.ipmvp.org/info/ipmvp.pdf. Once developers of such projects have had their
“set-aside” reductions approved by the regulating body, they can sell these into the
system.

" Promoting Green Power in Canada, Green Power Policies: A Look Across Borders by Pollution Probe,
Nov. 2002
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Emissions Reduction Credits (ERCs)

Emissions Reductions Credits (ERCs) can be created by the regulating body for
qualifying emitters who are not subject to emissions caps, but who undertake projects to
reduce their emissions. The objective is to encourage emission reduction technology
improvements in non-capped sectors. Reducing emissions by reducing production or
going out of business is not an eligible activity for credit creation.

Reducing emissions indirectly by implementing conservation or renewable energy
projects which displace coal-fired generation comes under the treatment for “set-asides”,
not ERCs.

Offsets

Some trading systems define the term “offset” to represent indirect emissions reductions
such as removing emissions from the environment (ex carbon sequestration) or displacing
fossil fuel fired electricity. The Ontario trading system doesn’t use this term. In Ontario
there are “allowances” allocated to emitters as a “right to pollute and “credits” approved
for some projects which reduce emissions. These allowances or credits “offset” (used as
a verb, not defined as a term) emissions within the system.

Some trading systems define a separate term “offset”. In the Climate Change Plan for
Canada, an “offset” allows Emission Reduction Credits (ERCs) to be generated from
sectors not covered by the capped trading system, and sold into that system. For ex. The
mass planting of trees by the forestry industry could “offset” CO; emissions within the
trading system, providing the company which implemented the project received ERCs
from the regulatory body. The advantage of allowing these offsets is that they can
provide more alternatives for large industrial emitters to meet their allowance limits, and
stimulate emission reduction activity in other sectors via income from ERCs.

Trading of allowances and ERCs

Each capped emitter monitors their actual emissions on an on-going basis with an
approved monitoring system to establish the yearly total. Emitters who release fewer
emissions than permitted by their allocated allowances can sell the extra allowances to
others in the system at a price determined by market supply and demand. Proponents of
conservation and renewable energy projects who have earned “set-aside” allowances can
sell these into the system. Entities who have approved ERCs can also sell them into the
System.

Capped emitters who release more than their allowance must buy enough Ontario
allowances and/or ERCs on the market to make up for the shortfall. The Ontario system
limits the % of the total emissions release which can be met via purchase of ERCs.

All allowances and ERCs will be tracked in a system to ensure their source is valid and
that all allowances and credits are only used once. Once credits and allowances have
been used, the system will mark them as “retired”. It is important to note that once a
renewable energy provider has sold their ERCs, from a marketplace standpoint, they can
no longer sell “green power” or the “green attributes” of power (via a “green tags”
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business model) since the “greenness™ has already been sold via ERCs and the associated
power is now “null” or “brown”. As discussed above, this is a critical marketplace ethics
issue.

NO, and SO, Trading in Ontario

In the Ontario context, emissions fall into two broad categories: those which cause
regional environmental problems such as smog and acid rain (NOx, SO,); and the Green
House Gases (GHGs), like CO, which cause global environmental problems. NO and
SO, emissions are regulated by the Ontario Government under the Ministry of the
Environment (MOE), while GHG emissions are subject to Federal and International
rules. GHG trading systems relevant to Canada are discussed in a later section of this
document. The remainder of this section provides a summary of Ontario’s NO and SO,
trading system.

The Ontario Pilot Emission Reduction Trading (PERT) project was an industry-led pilot
project established in 1996. PERT’s objective was to evaluate the effectiveness of ERC
trading as a way to reduce greenhouse gas emissions, smog and other air pollutants in the
heavily industrialized area between Windsor, Ontario, and Quebec City. Industry
participants in PERT earned credits for emissions reductions beyond those required by
regulations. In 2000, PERT was replaced by Clean Air Canada Inc. (CAC), a federally
incorporated non-profit organization that was formed by the original private sector
members in PERT (including OPG). CAC’s objective was to continue the voluntary
initiatives started under PERT to foster an emissions reduction trading market in Canada
for NOx, SO,, VOC’s and GHGs.!? Before issuing ERCs for these early action
reductions, MOE subjects them to the same review as new ERC applications to ensure
the reductions are valid.

As of Dec 31, 2001 Ontario has had mandatory emissions reporting and trading for NO
and SO, as defined by Ontario Regulation 397 under the Environmental Protection Act.
Details of regulation O.Reg. 397 and the Ontario Emissions Trading Code which sets out
the rules for trading allowances and ERCs can be found at
http://www.ene.gov.on.ca/envision/air/etr/.

The Agreement between Canada and the United States on air quality is taken into account
in the Ontario emissions trading regulations and rules. Ontario regulation 397 specifies
12 key states: New York, New Jersey, Pennsylvania, Delaware, Maryland, West Virginia,
Kentucky, Ohio, Michigan, Indiana, Illinois, Wisconsin within which emission reductions
can be considered for credit creation in the Ontario system. Emission reduction activity
in these 12 states and the District of Columbia are relevant to the Ontario emissions
trading system since ERCs created in these states can be traded in Ontario.

'2 http://www.emissions.org/publications/emissions_trader/0103/
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Emissions Limits and Allowances

Beginning in 2002, the regulation applies to the coal and oil-fired electric generating
stations owned by OPG: Lakeview, Nanticoke, Lambton, Atikokan, Thunder Bay and
Lennox. In 2004 it will be expanded to cover other fossil-fuel electricity generators who:
e Have more than 25 MW capacity;
e Annually provide more than 20,000 MWh of electricity to the IMO-controlled
grid or sell it directly to a user;
e Emit more than trace amounts of NO and SO-

For the years 2002, 2003 the OPG facilities covered by this regulation are limited to a
total of 35 kt/yr (thousand tons/yr). This initial limit is a reduction from the 50 kt of NO
they emitted in 2000. This limit decreases as follows: 25 kt in 2004, 22.4 kt in 2005; 21.1
kt in 2006; 17 kt in 2007.

For Non-Utility Generators (NUGs) who are covered by the regulation beginning in
2004, the limit starts at 10 kt for 2004, increasing to 12.6 kt in 2005 and 13.9 kt in 2006.
This is to allow for new generation facilities and the fact that Lakeview, if it continues as
a generating station after 2005, must get its allowances from the overall NUG emissions
limit.

Commencing in 2007, NO emissions limits are set to meet obligations in Annex 3 of the
Agreement between Canada and the United States on air quality. Generators in southern
Ontario who are south of the 48™ parallel are part of the Pollution Emission Management
Area (PEMA). Allowances allocated by MOE in this area will be 24.6 kt/yr from 2007-
2010, and for generators north of this area, the allocation is 2.4 kt/yr. Limits in the
Canada-U.S. Agreement are higher than these amounts.

All generators covered by the regulation must install Continuous Emission Monitors
(CEMSs) or similar systems approved by MOE to measure actual emissions.

SO,

In 2002, 2003, the regulated OPG facilities have a total limit of 153.5 kt/yr. From 2004-
2006 this same limit is shared among OPG and other regulated fossil fuel fired
generators. From 2007-2010 this limit is decreased to 127 kt/yr for all regulated
generators.

Set-asides

There is a set-aside of 1 kt/yr of NO allowances and 4 kt/yr of SO, allowances from 2002-
2010 inclusive. These “set-aside” reductions (SRs) are intended to encourage approved
new conservation and renewable energy projects each year which displace electricity
from coal or oil-fired plants. SRs are awarded allowances for 7 years based on 12 month
accumulation periods beginning on the in-service date of the project, and its
anniversaries. Any unused “set-aside” allowances will be retumed to OPG until the end
0f 2007, after that they will be returned to the common allowance pool.
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To be eligible for set-aside reductions (SRs) an energy conservation or renewable energy
project must: begin after Jan 24, 2000; be located in Ontario; reduce the use of electricity
purchased or received from the IMO-controlled grid (conservation) or deliver electricity
to the IMO grid (renewable energy) and; conform to one of the MOE approved “standard
methods” to measure emissions reductions!>. Electricity savings for conservation
projects are measured in accordance with the “International Performance Measurement
and Verification Protocol”'*. Note that renewable energy projects not connected to the
IMO-controlled grid are not eligible for set-aside reductions but may be eligible for ERCs
if the project is reduces NO emissions from an existing NO source.

Emissions Reduction Credits (ERCs)

The Ontario Emissions Trading Code defines the process to apply for Emissions
Reductions Credits (ERCs), including the process to have new technologies for emissions
reductions added to the list of acceptable activities defined as “standard methods”. ERCs
may be approved for non-regulated emitters who reduce their emissions, provided they
conform to one of the “standard methods” to measure their emissions reductions?.
Emitters capped and regulated under O.Reg. 397 cannot apply for ERCs. If they reduce
their emissions they may end up with surplus allowances instead. Three types of ERCs
are recognized within the Ontario trading system:

e Early Action for actions taken under the Pilot Emissions Reduction Trading

(PERT) program
e Foreign Allowance for emissions permits and allowances from U.S. jurisdictions
e Project Credits for projects which reduce emissions by non-regulated emitters

Credits can be claimed for a 12 month accumulation period beginning on the operational
(in-service) date of the project. ERCs will be created annually on the anniversary date for
7 years from the date the project starts operating. This period may be cut short or ERCs
may be reduced or eliminated if: emissions from the facility or sector operating the
project come under emissions trading regulation or if other emissions regulations reduce
allowed emissions.

Early Action

Credits can be claimed for actions: taken since Jan 1, 2000 or; actions submitted to the
Pilot Emissions Reduction Trading (PERT) program for reductions created since July 1,
1998.

Foreign Allowance

Allowances issued in U.S. may be treated as a credit in the Ontario trading system. They
must be approved like any other ERC and are subject to the same limitations on use and
discounts as other ERCs.

13 http://www.ene.gov.on.ca/envision/air/etr/credits/smethods htm
1 http://www.ipmvp.org/info/ipmvp.pdf
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Foreign Credit

ERCs can be created by emitters in New York, New Jersey, Pennsylvania, Delaware,
Maryland, West Virginia, Kentucky, Ohio, Michigan, Indiana, Illinois, Wisconsin,
District of Columbia or Ontario who are not covered by O.Reg. 397 and who undertake
projects to reduce their emissions. A “scientific over-ride” allows for ERCs created
outside this area to be accepted if sufficient scientific evidence demonstrates Ontario air
quality will be improved by the activity.

Project Credits

Non-regulated emitters who have projects in operation after Jan 1 2002 which reduce
their emissions of NO and/or SO can apply for ERCs. These projects must directly
reduce emissions. ERCs are not awarded for projects such as conservation or renewable
energy which indirectly reduce emissions by displacing conventional power on the IMO-
controlled grid. These types of projects would apply for “set-aside” allowances instead.

New NO or SO sources not subject to theregulation such as alternative power plants or
co-gen power plants cannot create ERCs by displacing electricity production from
traditional generators covered by the regulation. However, this new NO source can
create ERCs by lowering emissions from other “on-site” emissions sources. For ex. a
new NO source like wind turbines with diesel-backup in a remote location can get ERCs
by displacing emissions from the 100% diesel-fired generation plant that served the
electrical load before introduction of the turbines. “On-site” is defined loosely enough to
take into account the fact that the wind/diesel generation may be in a different geographic
location than the original diesel plant for maximum wind speed. As long as the
wind/diesel power is displacing a source of power which had more NO or SO, emissions
it can apply for ERCs.

Nuclear plants and high-impact hydro cannot apply for ERCs under this
regulation since they are not sources of NO or SO, and therefore cannot
acquire ERCs by reducing these emissions.Offsets

In Ontario there are “allowances™ allocated to emitters as a “right to pollute” and
“credits” approved for some projects which reduce emissions. These credits can be
considered to “offset” emissions within the system. In the Ontario trading system there is
no separate term “offset” defined as a separate source of tradeable credits as there is in
some other trading systems.

Trading of allowances and ERCs

Trading rules are outlined in the Ontario Emissions Trading Code. The MOE administers
allocation of credits and set-aside allowances through the Ontario Emissions Trading
Registry http://www.ene.gov.on.ca/envision/air/etr/, it also administers the retiring of
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these allowances and credits. Banking of allowances and credits for use in following
years is allowed.

The first 3 months of the year are the “true-up” period where capped entities determine
their actual emissions for the previous year. Those whose emissions are less than their
allocated allowances may sell their excess allowances or bank them for the next year.
Those whose emissions exceed their allowances buy allowances and/or credits to match
actual emissions. Emitters who exceed their allowance are limited in terms of the % of
ERCs they can use to make up the difference between actual emissions and their
allowances. For NGO, 33% of the allowances can be from ERCs, for SO, it is 10%. In
addition, only 90% of an ERC can be used, the other 10% is “retired” - when the ERC is
used - for environmental benefit.

Currently since the market is so small, buying and selling of allowances and credits is
done privately based on negotiated agreements between the buyer and seller, they are
under no obligation to divulge price information. MOE verifies that capped entities can
balance their actual reported emissions with <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>