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About Me

e Rising junior at Middlebury College

e Studying Environmental Policy

 Grew up in Northern California

Middlebury



Project Purpose

e Explore direct payment and credit approaches for addressing
affordability concerns related to the implementation of a multi-sector
cap-and-invest program in Vermont:

e Describe options for providing direct payments and credits to residents;
e Explain how direct payments or credits are implemented in jurisdictions
with cap-and-invest; and

e Discuss key considerations when assessing the potential to use direct
payments or credits as part of a Vermont cap-and-invest program.



The Context for this Project

The Climate Action Plan’s (CAP) top priority action for reducing GHG emissions is for
Vermont to “take ... steps to join a cap-and-invest program.”

* One of the key steps specified in the CAP is to “determine the most appropriate
and feasible mechanism(s) for addressing affordability concerns related to the
implementation of a cap-and-invest program.”

In addition, the Vermont Treasurer’s Office’s report to the Legislature concerning
cap-and-invest noted it is important to:

e “Study how to insulate low-income Vermonters in real time (or in advance) from
fuel-cost increases” that could occur from implementing cap-and-invest in
Vermont.



Methodology

e Researched and read relevant studies related to cap-and-invest
including, for example the:

o Cambridge Systematics Report on the implementation of a multi-sector cap-and-invest
program in Vermont.

o Climate Affordability Study by the New York State Energy Research and Development
Authority (NYSERDA) & the NY Department of Environmental Conservation (DEC).

e Conducted a literature search on direct payment and credit
mechanisms used for carbon pricing programs.

e Interviewed experts in cap-and-invest design and compensation
mechanisms, as well as utility representatives in Vermont and other
jurisdictions.



What is Cap-and-Invest?

Cap-and-Invest: A market-based mechanism designed to reduce greenhouse gas (GHG)
emissions.

* Ajurisdiction establishes an annual declining cap on GHG emissions in certain
sector(s).

 The program creates a market whereby firms in regulated sector(s) that emit GHGs
must obtain allowances equal to their emissions.

 The price of each allowance is determined by a bidding process during quarterly
auctions.

 Revenue generated from auctions is typically invested in programs and initiatives
that reduce GHG emissions within the jurisdiction such as weatherization, energy
efficiency, and electrification.

* A portion of the proceeds may also be allocated for direct payments and credits to
residents.



Economy-Wide Cap-and-Invest Programs

Existing Programs:

e Waestern Climate Initiative
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@\ Vermont’'s Experience with Cap-and-Invest:

v RGGI

 Since 2009, Vermont has
participated in the Regional sowisatshkon  §
Greenhouse Gas Initiative (RGGI), a m%p
regional cap-and-invest program. '

 RGGI reduces GHG emissions from
the electric power sector in 11
Eastern states.

e Qver $8.6 billion has been raised
since 2009 (the onset of the
program). ol s s B i

° Power Sector emiSSionS have been and ather programs to delver benefits to their communities.
reduced by 50%.

Facilities that emit
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Vermont’s Allocation of RGGI Revenue

In 2023, for example,
Vermont allocated 99% of
RGGI auction proceeds to
weatherization and energy
efficiency programs.

As of 2023, RGGI-funded
programs had benefited
approximately 17,552
households and 963
businesses in Vermont.

Distribution of Vermont’s 2023 RGGI-funded investments

Efficiency Vermont - Residential (non-low income)
Efficiency Vermont Development & Support Services
Efficiency Vermont - Residential (low income)
Efficiency Vermont - Business

Vermont Public Service Department (EM&V)

Efficiency Vermont Performance Award

Agency of Natural Resources |

S0 $1 $2 $3

Millions of Dollars
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“ Issuing Allowances & Investment of Proceeds

Most allowances are purchased during quarterly
auctions.

The allocation of auction revenue is determined by
statutory spending requirements and discretionary
spending.

California and Washington issue free allowances to
electric and natural gas utilities, which may (or
must) be used by utilities to generate revenue to
provide customers with bill credits.

Since electric utilities in Vermont already
participate in cap-and-invest (via RGGI), a new
program would focus on other sectors, such as
transportation, buildings, and industrial.

*May vary depending on the jurisdiction
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How Cap-and-Invest Revenue is Spent:

California

California’s Cumulative 2013-2023
Spending from Auction Revenue

Total: $26.4 Billion

Waste Diversion
Safe and Affordable Drirking Water

Various Agriculture and Food Production

Clean Enargy Programs

Other Transportation

Community Ar Protection

Trarsit and Intercity Rall Capital

[Trmsfcrrmtm Climate Communities

High-Speed Rail Project

Affordable Housing and
Sustanable Communities

California’s Statutory
Spending Requirements

Program

High-Speed Rail

Affordable Housing and
Sustainable Communities

Transit and Intercity Rail

Low Carbon Transit
Operations

Healthy and Resilient
Forests

Safe and Affordable Drinking
Water

Manufacturing Tax Credit

SRA Backfill

Department

HSRA

SGC

CalSTA

Caltrans

CalFire
SWRCB

Other

CalFire/CCC

Appropriation
Amount

25 percent of
annual
revenues

20 percent of
annual
revenues

10 percent of
annual
revenues

5 percent of
annual
revenues

$200 million?

$130 million?

Roughly
$70-$90
million
Roughly
$70-$90
million

Spending of proceeds
may be statutorily
determined or
discretionarily deemed
appropriate by the
administering body.

Most proceeds are used
for GHG emissions
reduction programs and
projects.

35% of proceeds must
be directed to low-
income communities.

Proceeds may be spent

on initiatives unrelated

to emission reductions.
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Options for Providing Direct Payments or

Credits

Direct Payment and Credit Options:

1. Direct Deposits or Checks

2. Electronic Benefits Transfer (EBT) Cards
3. Utility Bill Credits

4. Refundable Tax Credits

12



Direct Payment and Credit Approaches in

Other Jurisdictions

California
e Utility bill credits via utility consignment.

Quebec

* Does not provide direct payments or credits.

Washington
e Utility bill credits via utility consignment.
A partial allocation of auction revenue to help fund low-income tax credits.
A one-time bill credit provided to approximately 700,000 households.
New York
 Refundable tax credits are envisioned as the primary compensation mechanism.
 To reach non-tax-filers, leveraging an existing benefit delivery program and
creating a supplemental application process have been suggested.
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Direct Deposits or Checks

Direct Payment via Direct Deposits or Checks:
* Direct payments can occur at any time.

 Requires the development of infrastructure to provide payments, customer
service, fraud protection, and other administrative tasks.

* Reinforces the understanding that the payment is made available by the cap-
and-invest program and is intended to help offset potential increases in energy
prices resulting from cap-and-invest.

* Requires a plan to make sure payments are accessible to Vermonters without

bank accounts or local banking relationships for check cashing. >



Applicability in Vermont: Direct Deposits

Accomplishes Vermont’s priorities on affordability and providing timely
payments.

May or may not reach all low- and middle-income Vermonters.
 Payments may not be accessible for those without bank accounts or those unable to cash checks.

Enrollment can occur either via an application or automatically using
existing tax filing information (which would exclude non-filers).

Examples of Vermont agencies with relevant capabilities:

 Treasurer’s Office - for processing payments.

* Department for Children and Families (DCF) - for applications and/or identifying
income-eligible Vermonters.

e Community Action Agencies (CAAs) - for outreach and enrollment.
15



EBT Cards

Electronic Benefits Transfer (EBT) Cards: Prepaid cards that
state agencies currently use to distribute public assistance
benefits.

 Requires the creation and distribution of new EBT cards, |
along with administrative duties associated with
upkeeping benefits cards.

5L50-0123. 5501 2345

* Funds can be uploaded onto EBT cards at any time.
o Existing programs using EBT cards typically upload verRMANT CARDHOLDER
funds every month.

* EBT cards provide flexibility on how funds can be used
and can be directed to certain expenses and vendors, if

desired.
16



Applicability in Vermont: EBT Cards

EBT cards can achieve Vermont’s priorities to provide timely payments
and to target low- and middle-income residents.

An application to receive an EBT card would likely be necessary as part of
determining income-eligibility for the card.

Program administrators can learn from Vermont’s existing EBT
infrastructure during implementation.

Examples of Vermont agencies with relevant capabilities:

 Department for Children and Families - for applications and/or identifying eligible
residents.

e Community Action Agencies - for outreach and enrollment.
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Utility Bill Credits

Utility Bill Credits: credits applied to customers’ utility bills.

 Leverages the existing utility billing system.

* Requires administrative coordination between utilities and a state entity to
access information about household income.

* Excludes tenants with utilities included in their rent and Vermonters who do
not purchase electricity or gas from a utility.

 (Can be provided via utility consignment or auction revenue.

Total Amount Due $189.59

@ Current charges include a discount of $91.17 for CA Climate Credit.
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Applicability in Vermont: Utility Bill Credits

Utility bill credits are a common mechanism used for providing bill payment
assistance to utility customers. Revenue from a new cap-and-invest program in
Vermont could, in theory, be provided to utilities to distribute to their customers.

Such an approach would leverage the existing customer relationship and the existing
utility billing system.

However, utilities do not typically have income information so determining income
eligibility would likely need to be done by an experienced state entity.

In addition, since Vermont’s electric utilities already participate in RGGI, the potential
use of the utility consignment approach developed in California and Washington
would only apply to Vermont Gas (Vermont’s only natural gas utility). The impact of
that aspect of the program would be limited, however, since just 17.2% of Vermont

households heat their homes with natural gas. .



Refundable Tax Credits

Refundable Tax Credits: A credit applied to an individual’s tax liability or
provided as a tax refund.

Tax credits are typically received annually aligned with the schedule of the
tax filing system.

Administratively efficient—leverage the existing tax system which has access
to income, addresses, and banking information.

Low visibility—embedded within the tax filing system

However, individuals who do not file taxes cannot receive a tax credit.
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Applicability in Vermont: Refundable Tax

Credits

 Tax credits typically only happen once a year; therefore, they would not
meet the CAP’s stated priority of providing timely payments.

* Tax credits would not reach non-filers, who are typically low-income.
o A separate application would likely be necessary to reach low-income

Vermonters who do not file taxes—estimated to be 15% of the state’s
population.

 Examples of Vermont agencies with relevant capabilities:
o The Department of Taxes - for distribution of credits.
o Community Action Agencies - to promote filing.
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Conclusions & Recommmendations

Of the variety of compensation options assessed in this project, direct
payments — either via direct deposits or checks, or EBT cards— could be a
preferred approach in a future cap-and-invest program in Vermont.

Direct payments can deliver timely financial assistance and can be effectively
targeted to low- and middle-income Vermonters, if desired.

The utility bill credit mechanism may not be well suited to Vermont unless
proceeds from cap-and-invest are allocated and provided to utilities for
distribution to utility customers and income eligibility is done by a third party.

Vermont’s priority of providing payments in a timely manner would likely not

be fulfilled by tax credits or refunds from an annual tax filing system.
22



Thank you!

Questions or Comments?

Julian Galindo Macias
(650) 605-7986
julian.galindo1128@gmail.com
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