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ENTITY-WIDE REPORTING

Introduction

This paper examines issues to be addressed in setting boundaries for entity-wide reporting of greenhouse gas (GHG) emissions under the 1605(b) reporting program.  The extent and scope of entity-wide reporting requirements – i.e., the reporting “boundaries” – will depend on the purposes and goals of the reporter.  Different rules may be appropriate if, for example, the reporting is intended only for establishing an inventory of an entity’s GHG emissions and not to register reductions as transferable credits.  For this reason, it may be necessary to establish flexible rules on entity-wide reporting that are capable of accommodating multiple purposes and goals established for the GHG reporting system.  Examples of possible purposes/goals include the following: 

· Establishing a GHG emissions inventory for the reporting entity and tracking that entity’s emissions from year to year;

· Measuring the effectiveness of an entity’s voluntary efforts to mitigate GHG emissions on its own or pursuant to voluntary initiatives and programs (such as sector-specific Business Challenges proposed in the President’s climate change plan);

· Registering reductions as transferable credits that could be traded to other entities or used in a future GHG market-based or other climate policy program; and 

· Providing baseline protection to ensure that reporting entities are not penalized under any future climate policy.

Since these goals will shape rules for entity-wide reporting, the structural and operational issues discussed below are addressed in light of multiple purposes and goals that may be established for the overall 1605(b) GHG reporting program.

Most important, a fundamental divide exists between the kind of a program that simply encourages companies to track and report their emissions and a program that also aims to provide companies with transferable credits and/or baseline protection.  The first program type can afford to be flexible about reporting boundaries and need not impose specific criteria or requirements as a condition for participation.  The second type of program, on the other hand, offers participating companies a potential climate policy benefit and therefore may need to be more rigorous with respect to reporting boundaries for those seeking that benefit.  In particular, a program that offers to provide transferable credits and/or baseline protection is more likely to draw reporting boundaries for those seeking those benefits in such a way as to prevent “leakage” (where a company earns a “reduction” by shifting an emitting activity outside the reporting boundaries) and “double counting” (where two companies earn credit for the same reduction).  Regardless of program purpose, a priority for a reporting program will be minimizing administrative burdens to the greatest extent possible.  What follows is a brief discussion of the boundary issues that should be considered in developing rules for entity-wide reporting under an enhanced 1605(b) system. 

Structural Issues

Entities exist within multiple boundaries.  Some are simple, like geographic ones; others are more complex, involving multiple industrial types or business units within the same corporate structure. 

Geographic Scope.   Some reporting entities may own GHG-emitting facilities located in only this country, while others may have such facilities in additional countries.  Adopting entity-wide reporting rules subject to no geographic limitation may be unnecessarily broad since it would require the reporting of GHG emissions from facilities that the reporting entity owns in other countries.  For this reason, any entity-wide reporting requirement should be limited to sources located in the United States, although entities should have the option of reporting on sources and projects located in other countries (so long as issues of double counting are addressed).   

Industrial Types.   Some reporting entities may be companies owning multiple business units involved in a variety of industry activities.  One example could be a governmental entity that owns power plants that generate electricity for sale and also operates wastewater/sewage treatment facilities.  Another example could involve a company that is engaged in multiple energy businesses, such as power generation, operating natural gas pipelines, and mining coal.  A key issue is whether an entity-wide reporting requirement should be imposed across all business units owned or operated by the reporting entity.  Such a blanket rule would ensure a comprehensive inventory of emissions, but would increase reporting burdens and perhaps discourage participation in the voluntary reporting program in the first instance.  On the other hand, if the reporting program aims to provide transferable credits and/or baseline protection, it may be appropriate to require comprehensive reporting in cases where the relationship between two separate business units may raise leakage, double counting or other issues.
Business Structure.  A related issue is whether to require entity-wide reporting across separate corporate entities under common ownership or control.  This may be of particular concern in cases where each subsidiary company is engaged in the same industrial activities.  In the power generation sector, for example, it is not uncommon for more than one business unit to generate electricity for sale.  The rules for entity-wide reporting in such cases may need to ensure emissions from the same industrial activities are included, at least in cases where the reporting program is providing transferable credits or baseline protection. 

Other Organizational Issues.   Rules must also be developed to take account of joint ownership, acquisitions and divestitures so that different years’ data may be directly compared.  As discussed below, the issue of whether to allow the importation of project-based reductions from other countries must also be addressed.  

Operational Issues

An entity operates within different sets of operational boundaries that are pertinent to a GHG reporting system.  These boundaries can be described as which gases are emitted, how much is emitted, and from where are they emitted.  Again, the purpose of the system will be a factor in operational decisions in these three categories.  Maximum flexibility should be given to the reporting entity to determine these boundaries.  However, to ensure that the majority of the entity’s emissions are reported, the system could impose a requirement that a minimum level (such as 90 percent) of an entity’s GHG emissions be included in the reporting, subject to the above structural issues.

Which Gases.  The list of gases to be covered is the first operational issue that must be addressed (i.e., plus or minus the Kyoto Protocol basket of six gases: CO2, CH4, N2O, HFCs, PFCs, and SF6).  The reporting system should allow the entity to choose those gases that make up 90+% of its GHG emissions.  In the case of a power generation entity, the major goals of the reporting program could be achieved by the reporting of only CO2 emissions and allowing such entities to report the remaining gases at their own election.  

How Much Emitted.   Following a decision on which gases are to be required, threshold levels for reporting should be determined.  In particular, entities should not be required to report emissions from sources under its ownership or control that are below specified de minmis levels.  In making this determination, there will be tension between completeness and ease of administration.  However, setting the threshold too low will vastly increase the sources an entity must look to account for.

Where Emitted.   Once these two foundations have been established, an entity can consider remaining operational boundaries.  The “where” boundary consists of four levels (direct, indirect (1 & 2), and entity-controlled land use). The most important reporting boundary will be for direct emissions (combustion, fugitive, and process). Sources of direct emissions must be identified and calculation methods (fuel factors; activity emission factors) chosen.  The next boundary is that for indirect emissions (type 1) relating to imports of electricity, steam, and heat and purchased power for electric utilities.  If the reporting system chooses to include indirect emissions, the entity will need to identify types of indirect emissions and choose calculation methods (activity emission rates).  Another level of indirect emissions (type 2) is that associated with upstream and downstream operations (raw materials, product use and waste).

A remaining operational boundary is emissions and sequestration on entity-controlled lands, and a complete reporting system would need to accommodate this as well.  It should be noted that no single measurement protocol exists for measuring sequestration (just as there is no single measurement protocol for most other types of projects).  However, sequestration techniques for measuring forestry projects are well-defined, and techniques for measuring soil carbon have also been implemented.

Adjustments to Entity-Wide Levels  

After emissions have been accounted for under the operational decisions made above, several issues remain to enable a comprehensive inventory “tally” for an entity.  If the reporting system will allow project-based emission reductions, it must be designed to allow an entity to apply these to its inventory (whether international or domestic project reductions are to be allowed will be an organizational boundary decision).  The reporting program likely will have a set of criteria for recognition of project-based emission reductions, such as: 1) a demonstration that the reduction is below an appropriate baseline level; 2) measurement, monitoring and verification procedures; and 3) protections against leakage.  An entity would own reductions through contracts related to the development of the projects.  Examples include a landfill methane-to-electricity project or off-site sequestration.  Finally, a system needs to be able to accommodate reporting the results from emission credit trades.  

In addition, the accounting rules should allow entities to reflect reductions achieved by activities and projects at non-emitting facilities that translate into real and measurable reductions in GHG emissions.  One such situation could involve a turbine efficiency upgrade that is implemented at a nuclear or hydro facility.  Another situation could involve the installation of a solar, wind or other non-emitting, renewable energy generating facility.  Entities should be allowed to adjust downward GHG emissions avoided as a result of the implementation of these activities and projects.
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