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The undersigned organizations appreciate the opportunity to comment on the California
Climate Action Registry's (CCAR) Revised Forest Project Protocol, Draft. The members
of the undersigned organizations represent more than 100 private owners who
collectively provide long-term sustainable management of millions acres of forestlands in
California and the rest of the United States.
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National Alliance of Forest Owners (www.nafoalliance.org) is a national trade association
representing 74 million acres of private timberland in 47 states. Our mission is to protect and
enhance economic and environmental values of privately-owned forests.

Oregon Forest Industries Council (www.ofic.com) is a trade association representing over 50
large private forest landowners and manufacturing facilities in Oregon State that works to
promote a reliable timber supply and a stable business environment while maintaining forest
productivity and environmental values. Our members represent roughly 5 million acres of
forestland.

Washington Forest Protection Association (www.wfpa,org) is a trade association representing
private forest landowners in Washington State. Our members are large and small companies,
individuals and families who grow, harvest and re-grow trees on more than 4 million acres.
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Our organizations appreciate the opportunity to comment on the California Climate Action
Registry’s (CCAR) Revised Forest Project Protocol, Drafi. We represent more than 100 private
owners who collectively provide long-term sustainable management of over 100 million acres of
forestlands in California and the rest of the United States. Their operations represent
approximately 25% of privately owned forestlands and about 12% of all forestlands in the nation.

We believe that sustainably managed forests and harvested wood products should be a recognized
component of any climate change initiative. Privately owned forests, and the products derived
from them, are a significant portion of the California economy, and the nation’s as a whole. More
importantly, they provide many climate-change related benefits that we believe should be fully
recognized and incorporated into any forest project protocol.

Sustainably managed forests maintain their stocks of carbon sequestered from the atmosphere by
the natural process of photosynthesis. Even when trees are harvested, many wood products have
very long lives, further extending the sequestration of carbon dioxide in wood harvested from
managed forests. Most of the energy used to produce forest products is derived from GHG-
neutral wood residuals. In the production of pulp and paper products, this often includes the
generation of electrical power from greenhouse gas-neutral co-generation units, one of the most
efficient forms of energy production. This energy, and the forest products themselves, when used
in lieu of alternative building materials that have higher embedded GHG emissions, avoid
millions of tons of GHG emissions annually. Sustainably managed forests provide a source of
renewable biomass that can be used to create a growing range of GHG neutral energy and
transportation fuels through the application of new technologies that are currently under
development and commercialization. Finally, regulatory regimes can be developed to allow
offset credits from responsibly managed forests and harvested wood products to be generated and
traded, providing a flexible, cost-effective way for regulators and industry to achieve net
greenhouse gas reductions.

We recognize the particular importance of this draft protocol, in that it is being developed for
consideration by the California Air Resources Board (CARB) as part of their obligation to carry
out the requirements of CA AB32. It is also a likely model for consideration by the Western
Climate Initiative and its Member states, (Canadian) Provinces, and by U.S. federal legislators
who will be seeking to address the same purposes and concerns identified in this draft document.
For these reasons, we applaud the changes being proposed to move away from the exclusive use
of easements, and the inclusion of carbon stock reserves and insurance instruments as the means
to address the important element of offset permanence and reversal risk. These changes, and the
others we recommend below. will encourage private landowners to engage in the development of
high quality forest carbon offset projects.
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We are also cognizant of the fact that much of the impetus for preparing this revised draft evolved
from concerns that the initial Forest Project Protocol, which has been adopted by CARB, did not
adequately consider the ways in which managed forests differ from protected and multi-purpose
forests. These differences have, with few exceptions, effectively discouraged the managed forest
sector from participating in the Registry’s forest project programs over the past several years.
This result has been to the detriment of stakeholders interested in addressing climate change who
could benefit from forest-based GHG reduction projects. and forest owners who seek to enhance
the economic viability of maintaining their lands as forests for the long term. Thus, we hope our
comments and observations will assist the Registry in making changes that will improve this
situation, encourage greater participation by the forest landowning community in California’s
climate change programs, and enhance the Registry’s protocol as a viable national and
international model.

Finally, we recognize that certain of the comments below may not be appropriate for
consideration in California, given certain regionally-centric requirements of the State’s Forest
Practices Act. We have nonetheless gone ahead and included all our concerns so that legislators
and other stakeholders in other states, the US Congress, and in Canada, may have the benefit of
our views as they work towards developing a forest project protocol that can be applicable at the
national and international level. Key among these are:

e Recognizing that all wood products harvested from all sustainably managed forests are
additional.

e Making the landowner, and not the land, liable for the permanence of an offset.

® Providing a broader array of options to landowners to both address reversal risks and to
opt out of the program at an early date while ensuring that the 100-year principle of an
offset’s life is fully honored.

e Providing a set of alternative methods that can be used to establish a project’s baseline.

e [mproving the language pertaining to the natural forest management requirement, such
that the rules will more accurately reflect what is possible under natural and managed
forest regimes.

e Recognizing that forest practice act rules and the use of well established best
management practices, when coupled with 3" party certification of forest lands to
recognized sustainable management standards such as SFI, FSC, CSA-SFM are sufficient

to evidence and prevent internal leakage on non-project lands.

As called for by the California Climate Action Registry (CCAR) requirements for submitting
comments, the balance of this document presents our views with reference to the specific section
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of the draft Protocol as required. As a preface to this detailed response, and as a means for
enhancing the context and understanding of our views as investors, managers and owners of
managed forest lands for whom the decision to engage in a carbon forest project will of necessity

be a business driven decision, we believe the following principles should be kept in mind:

e SUSTAINABLY MANAGED FORESTS ARE WORKING ASSETS. As such, they are managed to
annually generate additional growth that is usually harvested and converted into a mix of
wood and paper products, bio-fuel, and feed-stocks for woody plant-derived bio-fuels
such as cellulosic ethanol and bio-diesel, that have both commercial, climate and energy
security-related benefits to society. The economic viability of a sustainable working
forest is predicated on all harvest yields being additional to the initial investment in the
land. A simple analogy is that of a bank savings account, where its owner starts with a
principal balance — synonymous with the forest carbon baseline — and realizes
“additional™ interest on that principle beginning with the first year in which the account is
opened. Note that all the interest is considered additional, not just the interest that is
“greater than the average interest rates on savings accounts in general.” Similar to the
harvest of the annual, additional increment of growth in a sustainably managed forest, the
interest on the savings account can be withdrawn each year — harvested, so to speak — and
used for beneficial purposes, while the principal is maintained at a constant value.

e |INVESTMENTS IN MANAGED FOREST CARBON PROJECTS REQUIRE FLEXIBILITY. A forest
derived GHG offset, to be fully fungible and of value in a carbon market, must meet the
defined requirements of “permanence.” However, a forest owner must have mechanisms
to manage and honor this obligation that are in harmony with the need to adapt to
changing circumstances and maximize value, a business investment obligation
recognized and stipulated in the draft document in Section 6.2.1.1 on page 14. Further, it
is also reasonable to assume that annual yields of wood and annual market prices for both
wood and carbon offset credits will all vary on a continuous basis. In this context, the
protocol must allow the landowner the flexibility to determine the optimal mix of
merchantable harvest and additional carbon storage that is appropriate each year.

o BUSINESSES MUST HAVE REALISTIC LONG TERM RISK MANAGEMENT STRATEGIES. The
100-year permanence requirement for an offset is reasonable and appropriate from a
climate change perspective. However, the rather narrow approach for meeting this
obligation set out in the Registry’s draft protocol will have the continued, perverse effect
of discouraging private managed forest landowners from engaging in carbon offset
projects. The uncertainty of biological growth rates coupled with the uncertainty of
product and carbon market prices that can and will occur over a century increases the
financial risks associated with entering into a forest carbon offset project. Business
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owners and investors will continue to be reluctant to invest in carbon projects that have a
minimum 100-year obligation, or longer as is the case under the proposed protocol,’ in
the absence of mechanisms to manage the multiple ecological and market risks on a
shorter time frame, while preserving the 100-year permanence convention. Greater
participation in carbon projects can be realized if there are legally permissible methods to
use common, market based options to meet the long-term liability that is created with the
registration of a forest-derived offset. These options must include at a minimum, the
ability to replace the offsets with emissions allowances and the right to exit the carbon
project earlier while ensuring that long term offset (permanence) obligations for any
offsets that have been registered and sold will still be met. Ensuring the landowner
access to these and other options to effectively “replace”™ any outstanding (less than 100
years-old) offsets, will encourage participation, create opportunities to enhance the
economic viability of maintaining land in forest use, and significantly reduce the long
term financial investment risk associated with forest-derived carbon offsets.

The balance of this document presents our specific comments on the identified sections of the
draft protocol and or recommendations to improve them in ways that address areas that are
specifically germane to managed forests:

Section 2.1.2 Improved Forest Management — By limiting forest offset project eligibility to
those projects that meet the draft’s definition of improved forest management, ™ the
overwhelming majority of sustainably managed forests become inherently ineligible. We
believe that this approach is not in keeping with CARB’s request that the CCAR develop
and propose changes that would address the initial protocol’s deficiencies regarding
managed forests.

The draft Protocol limits eligibility to improved forest management regimes, as defined
by this Section. and by the definition of Improved Forest Management in Section 10,
Glossary of Terms (page 34). to “Changes in forest management to increase or maintain
overall forest carbon stocks.”  When coupled with the draft’s additionality requirement
that these increases — or “GHG reductions™ — “...must be above and beyond any
reductions that would have occurred under “business as usual,” (Section 3.1
Additionality, page 4), it virtually precludes all managed forest activities, as these are

" The draft protocol requires that each offset registered with the Reserve be maintained for one hundred
years, Thus, each year during the 100-year project period. new offsets that are registered will establish a
new 100-year period, thus extending the total time obligation of the landowner. An offset registered in the
final, 100" vear, will create an obligation for the next hundred years.
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routinely and generally designed to maintain and sustainably generate increasing volumes
of harvestable wood.

Recommendation: We suggest the language be changed to make explicit that the intent
is to allow all sustainably managed forests to be an eligible forest carbon offset project
type. We further suggest that the preamble and discussion of this aspect of the protocol
make transparent the point that by adopting this position, CCAR does not intend to
endorse or oppose the use of all such offsets to meet emissions reductions in any Cap-
and-Trade GHG emissions reduction program. Further, the preamble should point out
that the eligibility of, and extent to which forest carbon offsets can be used to meet
covered emissions reduction obligations by sectors covered under a Cap-and-Trade
program are the province of the specific program rules,

Section 3.1 Additionality — The draft’s language defining this term is inconsistent with the
methods for establishing a project baseline and leads to confusion in the detail and intent
of the protocol. In section 3.1, forest project additionality is “determined by reference to
a discrete, forward-looking quantitative baseline estimate of business-as-usual carbon
stocks on lands affected by the project activity. However, in section 6.2.1.1, the baseline
modeling procedure requires maximizing timber revenue within all legal constraints,
which is consistent with a regulatory baseline language. Not all forests are managed to
maximize timber revenue in the same way and in the same time frame. and in these cases
the “business-as-usual” scenario is NOT the same as the regulatory baseline,

We applaud the effort to acknowledge good carbon behavior of forests and believe that
an atmospheric change in CO2 levels can be achieved by giving credit for continued
sequestration. However, we suggest the definition in Section 3.1 be changed to
transparently reflect what actually will be credited as additional carbon in this protocol.

Furthermore, the baseline is modeled in such a way that conservation forests are able to
get “business-as-usual” credit but working forests cannot. As noted above, a managed
forest is designed to generate additional carbon containing volume each year. In this
context, it is a sink, a phenomenon recognized by numerous other national and
international scientific and GHG protocols and in the introduction sections to this draft
document. A managed forest is also operated, by design, to maximize value, which is
consistent with the draft’s own expectations in this area (Section 6.2.1.1; page 14). Thus,
the requirement to exclude from the definition of eligible GHG reductions those
reductions that result from business as usual, essentially means that most if not all
changes that improve productivity to maximize value in a managed forest will not qualify
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as an eligible reduction, as such actions can too easily be argued as being part of the
baseline. Thus, short of stopping or significantly reducing harvest levels, a practice that
conflicts both with the fiduciary obligations of the managed forest’s owners and the
draft’s own requirement in Section 6.2.1.1 to maximize commercial value, the rules as
drafted would exclude the overwhelming majority of managed forest activities of a
commercial nature. This would appear to be in stark conflict with the intent to update
this protocol to better reflect that nature of managed forests and their climate benefits.

There is no technical or science-based rationale with respect to carbon stock accounting
and quantification methodologies that justifies exclusion any of a managed forest’s
additional annual growth over baseline.” The draft’s language is further biased to
preclude managed forests from participation by the fact that the language would allow
additional growth not harvested to be eligible as a GHG reduction, since it would depart
from maximizing timber harvest and disallow that same volume if it were harvested, as
harvesting is considered part of the baseline. On its face, this conflicts with the value
maximization requirement set forth in Section 6.2.1.1. It would require managed forest
owners to limit if not stop carrying out their approved harvest plans, all of which must
conform to the State’s forest practices act’s requirements, in order to qualify as an
eligible forest carbon offset project. Yet, there is no real difference from a climate
change perspective between harvested and un-harvested additional annual growth over
baseline.’

Recommendation: [t is suggested that the description of additionality of GHG
reductions eligible to be registered in the Reserve be modified to include a definition for
managed forests that allows all additional volume (GHG reductions) over baseline,
whether harvested on not, to qualify as additional, with the number of reductions (CRTs)

2 The extent to which “offsets” should be allowed to be used “as” or “in addition to” allowances authorized
by a Cap and Trade program is a separate and appropriate issue for policy makers to address. The role of a
procedural and technical protocol, such as this one, should focus on ensuring that there are standard,
transparent and real measures in place for quantifying and managing the generation of offsets from
biological resources and the liability for the permanence of the offset for the long term.

3tis recognized that the protocol does make a distinction that harvested wood products decay over time,
and thus the quantity of additional carbon such products represent is appropriately discounted. But this is
not an argument that the carbon is not additional. 1t simply shows that more wood product offsets would be
needed to equal a non-harvested carbon increment. However, this need is consistent with forest value
maximization requirements. [t is also “conservative™ by design and thus consistent with GHG accounting
protocols and quantification methodologies.
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attributed to harvested wood to be computed pursuant to the other provisions for
quantifying harvested wood product offsets in this draft document.*

3.3 Project Implementation Agreement — The language in this section requires that the contract
documents be recorded with the county in which the project occurs, much the way a lien
is recorded against property when the property owner has failed to perform as required.
By requiring this before such an event occurs, the requirement appears to be a de facto
attempt to create the equivalent of an easement against the property before the project
begins.

If the concern is about the permanence of the forest, the requirement for an easement,
overtly or implied, adds little to address this risk. To be effective in a market-based
program, the liability for the permanence of any offset credits (CRTs) — and/or
replacement of CRTs lost from reversals or overharvesting — should be with the
landowner, and not the land. This leaves the land. and its asset value, as a basis for

further financial remedy if all else fails.

The draft protocol establishes a number of other viable and likely potential approaches
for managing the permanence and performance risks, such as buffer requirements and
insurance, These provisions, when coupled with the contractual enforceability of the
project agreement, should prove to be as effective in ensuring the performance of the
landowner as they are in virtually all other forms of commerce in California and the
nation.

It is recognized and important that landowners, private or public, engaging in a policy-
driven asset market program, should be subject to a fairly high degree of transparency
with respect to their representations regarding the development, qualification and
registration of offsets from forestland projects. The Reserve’s structure, and the
information its posts for public access for parties that are accepted into the Registry,
makes such information available to the public, thereby addressing this need. For private
landowners, given that a project implementation agreement is essentially a business plan,
these obligations for disclosure should be carried out by the Reserve with appropriate
measures to protect any legitimate business proprietary information in such documents.
This will ensure that competitors do not have ready access to confidential business
information and that the Reserve activities to make Registry information public does not

4 . . - . . . . -

Harvested wood products in use and in landfills are subject to discount according to various formulas and
methodologies that account for its decay over the long term, thereby ensuring that from a “permanence"
perspective, the 100-year convention is followed.
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unintentionally put it in a position that enables others to violate anti-trust laws. Finally,
the existence of forest practice acts in California and many other states prescribe
numerous publicly noticed planning and permitting requirements to govern the use, and
any changes in the use of forestlands. These collectively add to the visibility of
forestland management, and thus make the requirement to record the carbon offset
project agreement redundant and unnecessary.

Recommendation: It is suggested that this section be modified to remove the
requirement that the project implementation plan be recorded with the host county, and
that steps be taken to ensure that proprietary business information can be protected,
thereby removing these barriers and risks to private landowners who wish to participate
in the program,

Section 3.5 Use of Native Species and Natural Forest Management Practices — This
provision sets forth requirements that further discriminate against managed forest
operations, and in most instances will keep them from qualifying as an eligible offset
project. The provision states, in pertinent part; “All forest projects must promote and
maintain native species and utilize natural forest management...” and goes to state in
Subsection 3.5.1 Promotion and Maintenance of Native Species:

“Forest projects. irrespective of type, shall incorporate natural forest
management ... defined as management practices that promote and

maintain native forests comprised of multiple ages and mixed native
species at multiple scales from the harvest unit (less than 40 acres) up to
the watershed spatial scale...”

[Emphasis added.]

The requirement that forest projects, “irrespective of type " [emphasis added] conform to
a standard requiring natural forest management practices... from the harvest unit (less
than 40 acres)...” is far too narrow and restrictive, This definition implies that all
landscape scales require “multiple ages and mixed native species.” Under natural

conditions, this requirement could not be met for many managed forest types at the
smaller spatial scales. Achieving mixed age classes across an entire management unit
would require “uneven-age management”, which is a practice that is not suitable to most
commercially managed tree species and has no climate relevance. At the 40-acre scale,
multiple age classes would be maintained in a managed forest if the trees retained to meet
various ecological objectives (e.g. buffers, wildlife trees) are considered sufficient to
represent an “age class”. At larger scales, however, the objective of multiple ages and
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mixed species will be met on commercial forests practicing sustainable forest
management. The imposition of this requirement, as noted in the text of Section 3.5, for
reasons other than climate change purposes, is unnecessary, in that any forest project will
have to conform to the state’s Forest Practices Act. There is no reason to duplicate these
obligations in this climate change program. It would be sufficient to simply state that all
projects must conform to all environmental laws of the host state or to have the project
developer show that project lands are certified to a third party sustainable forest
management standard (e.g. SFI, FSC, CSA, ATFS) in lieu of using the evaluation criteria
outlined in table 3.1.

Recommendation: We suggest that, at the minimum, the language be changed to make
explicit that the intent is to achieve multiple ages and species across a landscape. We
also suggest that language be added to recognize the acceptability of forest-derived
offsets from other states and jurisdictions whose forest practice acts and/or best
management practices allow a broader definition of improved forest management. As
noted above, these changes would allow more ready application of this protocol in other
jurisdictions, and ensure that California’s program is in harmony with other forthcoming
state initiatives while not having to diminish its own forest management objectives and
goals,

Section 3.5.2 Promotion of On-Site Forest Carbon. The second paragraph of this subsection
states: “Reductions shall not be registered where a decrease in the standing live pool
cannot be attributed to one of the following conditions:” The use of double-negative
syntax is unnecessarily confusing, It undermines the clarity of the intent of this
paragraph.

Recommendation: Restate the text to state, “Reductions can be registered when a
decrease is attributable to one of the following conditions:”

Section 5.1 Accounting for Significant Secondary Effects (Leakage). The provisions of
this section call for project entities to address the potential for leakage that would
undermine (decrease) the actual benefits of the project. As a general proposition, this
concept is both appropriate, and a well-established project requirement in jurisdictions
that do not have GHG regulatory frameworks in place and/or where the project will be
“outside of the Cap.” In practice, however, the requirement can be better addressed by
differentiating between “internal™ leakage that could occur within areas under ownership



