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ALLOWANCE ALLOCATION POLICIES IN CLI-
MATE  LEGISLATION: ASSISTING CON-
SUMERS, INVESTING IN A CLEAN ENERGY
FUTURE, AND ADAPTING TO CLIMATE
CHANGE

TUESDAY, JUNE 9, 2009

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON ENERGY AND ENVIRONMENT,
COMMITTEE ON ENERGY AND COMMERCE,
Washington, DC.

The Subcommittee met, pursuant to call, at 10:45 a.m., in Room
2322 of the Rayburn House Office Building, Hon. Edward Markey
[chairman of the subcommittee] presiding.

Members present: Representatives Markey, Inslee, Butterfield,
Melancon, McNerney, Dingell, Boucher, Pallone, Green, Baldwin,
Ross, Matheson, Barrow, Waxman (ex officio), Upton, Hall,
Stearns, Whitfield, Shimkus, Shadegg, Blunt, Pitts, Walden, Sca-
lise, Terry and Barton (ex officio).

Staff present: Matt Weiner, Legislative Clerk; Lorie Schmidt,
Senior Counsel; Melissa Bez, Professional Staff; Michael Goo,
Counsel; Ben Hengst, Senior Policy Analyst, Mitch Smiley, Special
Assistant; Lindsay Vidal, Press Assistant; Matt Eisenberg, Staff
Assistant; Greg Dotson, Chief Counsel, Energy and Environment;
Andrea Spring, Minority Professional Staff; Amanda Mertens
Campbell, Minority Counsel; Aaron Cutler, Minority Counsel; Mary
Neumayr, Minority Counsel; and Garrett Golding, Minority Legis-
lative Analyst.

OPENING STATEMENT OF HON. EDWARD J. MARKEY, A REP-
RESENTATIVE IN CONGRESS FROM THE COMMONWEALTH
OF MASSACHUSETTS

Mr. MARKEY. Good morning to all of you, and this hearing will
come to order.

Today’s hearing will examine the ways in which allowance values
from the Waxman-Markey clean energy bill can be used to assist
consumers invest in a new energy future and help the United
States and the world to adapt to climate change. Although that is
a tall order for any piece of legislation, the Waxman-Markey bill,
which was reported from the committee on May 21, 2009, does just
that. The bill contains comprehensive energy legislation that will
repower America with new clean energy sources, provide for in-
creased energy independence, create new clean energy jobs, make
investments in renewable energy sources, enhance competitiveness,
strengthen our national security and fight global warming. This bill
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achieves those goals but does so in a way that will help, not hurt,
consumers, and that actually reduces the budget deficit.

In the more than 30 years that I have been in Congress, one
word has always come first in every piece of legislation that I have
worked on: consumers. From telecommunications to the environ-
ment to fuel economy standards, I have found that starting with
the goal of saving families money is always the best organizing
principle for an effective public policy. That is why the Waxman-
Markey bill sends such a very high percentage of its allowance
value directly to consumers. Under the legislation, more than 55
percent of the allowance value goes directly to consumers. Between
2012 and 2025, 32 percent goes to regulated electricity local dis-
tribution companies for the benefit of consumers. Six point five per-
cent goes to natural gas local distribution companies for the benefit
of consumers. One point six percent goes to States for the benefit
of home heating oil and propane consumers. Fifteen percent goes
to low- and moderate-income consumers.

In addition, the bill allocates 19 percent of allowance value to
protect trade-exposed industries to help them maintain inter-
national competitiveness and to keep manufacturing jobs here in
the United States. The bill also provides 6 percent of allowance
value to States for investments in clean energy and energy effi-
ciency. These programs will also help save money for consumers,
enhance our energy independence and create good clean energy
jobs in renewable energy and energy efficiency that cannot be
outsourced.

And finally, the bill allocates 2.5 percent of allowance value for
domestic adaptation including for public health. This allocation of
allowance will assist consumers faced with increasing costs from a
multitude of effects due to global warming. So if you add it all up
between 2012 and 2025, more than 80 percent of allowance values
will go towards programs that will, one, directly benefit consumers;
two, lower costs for consumers; three, mitigate the effects of cli-
mate change for consumers; and four, keep or create jobs in the
United States.

The rest of the value will also go to important public purposes.
Between 2012 and 2025, 2 percent is dedicated to investments in
electric vehicles and other advanced automobile technology that
will strengthen our energy independence. Three point three percent
is dedicated to carbon capture and sequestration technologies and
1.5 percent will go to research and development in clean energy
and energy efficiency technologies. These investments also will cre-
ate new jobs and help keep America more competitive. Other uses
of allowance allocation in the legislation includes allocating 5 per-
cent for supplemental reductions to be achieved by preventing top-
ical deforestation and distributing 2.5 percent for international ad-
aptation and clean energy transfer. These allocations will ensure
that the United States will be well positioned to negotiate with
other nations in the global climate treaty process. That in turn will
also help protect our workers and consumers from foreign competi-
tion and from runaway costs due to unchecked global warming.

And finally, the bill dedicates a portion to the important goal of
deficit reduction. On Friday, the Congressional Budget Office an-
nounced in its cost impact analysis that the Waxman-Markey bill
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would reduce budget deficits or increase future surpluses by about
$24 billion over the 2010-2019 period. Consequently, this bill is
both environmentally responsible and fiscally responsible.

Our current reality is that America’s economy is in a slump and
consumers remain vulnerable to price spikes brought about by the
old energy economy and an addiction to expensive foreign oil, but
I have faith in our economy and that it will mend itself and once
again become fully dominant if we make the right choices and un-
leash innovation now. The choice that we opt for now is to invest
in clean energy jobs to improve our national security and provide
a safe and healthy future for our economy. We thank all of you for
participating in today’s hearing.

[The hearing memorandum follows:]
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PETER WELCH, VERMONT June 5, 2009

To: Members of the Subcommittee on Energy and Environment
Fr:  Committee on Energy and Commerce Democratic Staff

Re: Hearing on “Allowance Allocation Policies in Climate Legislation: Assisting
Consumers, Investing in a Clean Energy Future, and Adapting to Climate Change”

On Tuesday June 9, 2009, at 9:30 a.m. in room 2322 of the Rayburn House Office
Building, the Subcommittee on Energy and Environment will hold a hearing to examine
allocation policies under the American Clean Energy and Security Act (ACES).

L BACKGROUND

On May 21, 2009, the Energy and Commerce Committee reported ACES by a vote of 33
to 25. The legislation is intended to create millions of new clean energy jobs, enhance America’s
energy independence, and protect the environment. It will achieve this result through a
combination of measures including through the use of allowance value.

II. CLEAN ENERGY PROVISIONS
A. Renewable Electricity Standard

ACES requires retail electric suppliers to meet a growing percentage of their load with
electricity generated from renewable resources and electricity savings. The combined renewable
electricity and electricity savings requirement begins at 6% in 2012 and gradually rises to 20% in
2020. At least three quarters (75%}) of the requirement must be met by renewable energy, except
that upon receiving a petition from a governor, the Federal Energy Regulatory Commission may
reduce this renewable requirement to three fifths (60%). By 2020, 15% of the electricity load in
each state must be met with renewable electricity and 5% with electricity savings. Upon petition
by a governor, the renewable requirement may be reduced to 12% and the electricity savings
may be increased to 8%.



B. Investments in Clean Energy

ACES requires major sources of carbon emissions to obtain poliution permits called
“allowances” for each ton of carbon dioxide or its equivalent they emit. Under the bill, through
2025, 13% of these allowances are allocated to investments in clean energy and energy
efficiency.

EPA has estimated that the average allowance price in 2005 dollars will be $16 to $21
through 2025. At these allowance prices, ACES invests over $190 billion through 2025 in clean
energy and cncrgy efficiency programs, including $90 billion in state programs to promote
rencwable energy and energy efficiency; $60 billion in carbon capture and sequestration
technologies; $20 billion in clectric and other advanced technology vehicles; and $20 billion in
basic research and development into clean energy and encrgy efficiency. The investments in
carbon capture and sequestration include $10 billion generated through a small “wires charge”
on electricity generated through fossil fuels.

Investments in clean energy continue after 2025, with 5% of allowances devoted to
renewable energy and energy efficiency, 5% to carbon capture and scquestration, and 1.5% to
research and development.

C. Supporting Private Investment in Clean Energy

ACES establishes a self-sustaining Clean Energy Deployment Administration to support
private investments in clean energy technologies, including nuclear power. Other provisions
promote private investment in clcan energy by reforming the existing Title 17 loan guarantee
program.

D. Modernizing the Electricity Grid

ACES includes provisions to promote deployment of smart grid technology and enhanced
transmission planning.

III. ENERGY EFFICIENCY PROVISIONS

A. Building Standards

ACES establishes new standards for building efficiency, requiring new buildings to be
30% more efficient by 2012 and 50% more efficient by 2016. States are offered allowances that
they can sell to support adoption and enforcement of the new standards. The Department of
Energy must enforce the standards in states that do not incorporate the building standards into

their state building codes.

B. Appliance Standards
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ACES sets forth new efficiency standards for lighting products, commercial furnaces, and
other appliances.

C. Vehicle Standards

The ACES discussion draft included provisions to harmonize federal fuet economy
standards with EPA carbon emission standards and California’s standards for light-duty vehicles.
These provisions were dropped in the reported bill after the Administration reached an
agreement on light-duty fuel economy standards with automakers and California. The reported
bill retains requirements for EPA to promulgate carbon emission standards for hcavy-duty
vehicles and off-road vehicles, such as construction equipment, trains, and large ships. ACES
also establishes a regional planning process to further reduce transportation-related energy
consumption.

D. Other Efficiency Measures

ACES contains measures to increase the efficiency of water use and promote energy
savings by the federal government and other public institutions.

IV. GLOBAL WARMING PROVISIONS

ACES contains three primary programs for reducing dangerous carbon emissions that
cause global warming: (1) a cap on large domestic sources of emissions; (2) a program to reduce
tropical deforestation; and (3) an offset program. ACES also caps emissions of global warming
pollutants that are substitutes for ozone-depleting chemicals, and it requires EPA to set
performance standards for some uncapped sources of emissions. Taken together, these programs
are intended to reduce U.S. carbon emissions by 28% to 33% below 2005 levels by 2020. By
2050, these programs are intended to reduce U.S. carbon emissions by over 80% below 2005
levels.

A. Capping Carbon Emissions from Large Sources

Starting in 2012, ACES establishes annual tonnage limits on emissions of carbon and
other global warming pollutants from large U.S. sources like electric utilities and oil refiners.
Under these limits, carbon pollution from large sources must be reduced by 17% below 2005
levels by 2020 and 83% below 2005 levels by 2050. To achieve these goals, ACES establishes a
system of tradable permits called “emission allowances” modeled after the success{ul Clean Air
Act program to prevent acid rain. This market-based approach provides economie incentives for
industry to reduce carbon emissions at the lowest cost to the economy.

B. Preventing Tropical Deforestation

ACES directs EPA and the State Department to use 5% of the allowances to secure
agreements from developing nations to prevent tropical deforestation. This program is intended
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to reduce U.S. carbon emissions by an additional 10 percentage points below 2005 levels by
2020.

C. Emission Offsets

ACES allows capped sources to increase their carbon emissions if they can obtain
offsetting emission reductions from uncapped sources at a lower cost. ACES allows capped
sources to use offsets to acquire up to 2 billion tons of emission credits annually. Half of these
credits must come from domestic sources, cxcept that if insufficient domestic offsets are
available, up to 1.5 billion tons of emission credits may be obtained from international offset
projects.

Starting in 2017, ACES requires capped sources to turn in five tons of international
offsets to receive four tons of emission credits. This mechanism is intended to reduce U.S.
carbon emissions by up to an additional five percentage points below 2005 {evels by 2020.

ACES contains multiple provisions to ensure the integrity of offsets, including review by
an independent scientific panel. Offsets may not be obtained from sources in a foreign nation
until the United States has entered into an agreement with the originating nation establishing the
terms of the offset program.

D. Cost-Containment Measures

ACES contains numerous cost-containment measures recommended by an industry-
environmental coalition called the U.S. Climate Action Partnership (USCAP). These include
unlimited banking, a two-year compliance period (which allows borrowing one year in advance),
and a strategic reserve of allowances that are available for auction if allowance prices exceed
160% of their three-year average.

The proceeds of any sales from the reserve must be used to acquire additional
international offsets, which is intended to replenish the reserve at a low cost and result in
additional reductions in carbon emissions. In addition, ACES establishes a minimum floor price
for auctioned allowances of $10 (in 2009 dollars) to provide stability and investment certainty.

E. Carbon Capture and Sequestration

ACES uses a combination of rcgulatory requirements and financial incentives to ensure
that new coal-fired power plants will operate with carbon capture and sequestration (CCS)
technology. All new coal plants permitted after 2020 must use CCS when they commence
operations. Coal plants permitted between 2015 and 2020 lose eligibility for federal financial
assistance if they do not use CCS when they commence operations; if they do not use CCS when
they commence operations, they must retrofit CCS by no later than 2025 without federal
financial assistance. Coal plants permitted between 2009 and 2015 lose eligibility for federal
financial assistance if they do not retrofit CCS within five years after commencing operations; if
they do not retrofit CCS by this date, they must retrofit CCS by no later than 2025 without

4
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federal financial assistance. The 2025 retrofit deadline is accelerated if four gigawatts of
electricity generation is deployed with CCS before 2025; it may also be extended by EPA by up
to 18 months on a case-by-case basis.

V. ALLOWANCE PROVISIONS

ACES requires major U.S. sources of emissions to obtain allowances for each ton of
carbon or its equivalent emitted into the atmosphere. EPA estimates that in 2005 dollars, these
allowances will cost $11 to $15 in 2012, $13 to $17 in 2015, $17 to $22 in 2020, and $22 to $28
in 2025. Using EPA’s estimates, the total value of the allowances created under the legislation
ranges from $60 billion in 2012 to $113 billion in 2025.

From 2012 through 2025, the bill requires 55% of the allowances to be used to protect
consumers from energy price increases; 19% to assist trade-vulnerable and other industries make
the transition to a clean energy economy; 13% to support investments in clean energy and energy
efficiency; and 10% for domestic adaptation, worker assistance and training, prevention of
deforestation, and international adaptation. The remaining 3% of allowances are intended to
help ensure that ACES is budget neutral.

From 2026 through 2050, the bill requires up to 58% of the allowances to be used to
protect consumecrs; 19% for domestic adaptation, worker assistance and training, prevention of
deforestation, and international adaptation; 12% to support investments in clean energy and
energy efficiency; 7% to ensure budget neutrality; and at lcast 4% to assist trade-vulnerable and
other industries.

A. Consumer Protection

ACES establishes five programs to protect consumers from potential energy price
increases, including three programs to address electricity, natural gas, and heating oil prices, as
well as a program to assist low- and moderate-income families and a program to provide tax
dividends to consumers. Although EPA estimated that the global warming provisions in the
ACES discussion draft would cost the average household $98 to $140 per year, less than a
postage stamp per day, EPA has concluded that changes to ACES made in Committee will
further reduce the costs of the legislation.

Electricity price increases are likely to be regional in nature, with the greatest increases
occurring in the coal-dependent regions of the country. To mitigate these price increases, the
regulated utilities that distribute electricity to consumers will receive 32% of allowances through
2025 under a formula that distributes half of the allowances based on emissions and half based
on electricity generation. These utilities are directed to use these allowances exclusively to keep
rates low and, to the extent they use rebates, to do so to the maximum extent practicable by
reducing the fixed-rate portion of eonsumer electricity bills.

To mitigate increases in natural gas prices, the regulated utilities that distribute natural
gas to consumers will receive 9% of allowances 2016 through 2025. One-third of these

5
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allowances must be used for energy efficiency programs. The remainder must be passed on to
consumers through lower prices under provisions similar to those that apply to the regulated
electric utilities.

To mitigate increases in home heating oil prices, states will receive 1.6% of allowances
under a formula based on home heating oil use. These allowances must be used for rebates to
consumers and investments in energy efficiency.

In addition, ACES directs that 5% of the allowances be auctioned and the proceeds
distributed back to consumers through a combination of refundable tax credits and electronic
benefit payments. The Center for Budget and Policy Priorities estimates that these provisions
will fully protect the bottom quintile of families and part of the next quintile from any direct or
indirect energy price increases.

Under ACES, many of the allowance provisions phase out starting in 2026. As these
allowance allocations are phased out, ACES directs that the remaining allowances he auctioned
and the proceeds distributed to consumers through tax credits.

B. Protection of Trade-Vulnerable and Other Industries

Pursuant to the Inslee-Doyle program, energy-intensive, trade-exposed industries that
make products like iron, steel, cement, and paper will receive allowances to cover their increased
costs. The number of allowances set aside for this program will equal 15% of the allowances in
2014 and then decrease based on the percent reductions in the carbon emissions cap. These
allowances will phase out after 2025 unless the President decides the program is still needed.

In addition, oil refiners will receive 2% of allowances starting in 2014 and ending in 2026, and
merchant coal producers and electricity producers obligated to supply electricity under long-term
contracts will receive 5% of allowances through 2025.

C. Investments in Clean Energy and Energy Efficiency

States will receive 10% of allowances from 2012 through 2015; 7% of allowances in
2016 and 2017; 6% of allowances from 2018 through 2021; and 5% of allowances thereafter for
investments in renewable energy and energy efficiency. Two percent of allowances from 2014
through 2017 and 5% of allowances thereafter will be available to electric utilities to cover the
costs of installing and operating carbon capture and sequestration technologies. Three percent of
allowances from 2012 through 2017 and 1% of allowances from 2018 through 2025 will be
available for investments in electric vehicles and other advanced automobile technology and
deployment. One-and-a-half percent of allowances in each year will be allocated to support
research and development in advanced clean energy and energy efficiency technologies.

D. Domestic Adaptation

From 2012 through 2021, 2% of allowances will be allocated to prepare the United States
to adapt to the impacts of climate change. The amount of allowances allocated for domestic

6
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adaptation will increase to 4% from 2022 through 2026 and to 8% thereafter. Half of these
allowances will be used for wildlife and natural resource protection and half for other domestic
adaptation purposes, including public health.

E. Preventing Tropical Deforestation and International Adaptation

From 2012 through 2025, 5% of allowances will be allocated to prevent tropical
deforestation and build capacity to generate international deforestation offsets. The allowances
allocated to this program will be reduced to 3% from 2026 through 2030 and to 2% thereafter.
From 2012 through 2021, 2% of allowances will be allocated for international adaptation and
clean technology transfer. The amount of allowances allocated for these purposes will increase
to 4% from 2022 through 2026 and to 8% thereafter. Half of these allowances will be used for
adaptation and half for clean technology transfer.

F. Worker Assistance and Job Training

From 2012 through 2021, 0.5% of allowances will be allocated for worker assistance and
job training. This amount will increase to 1% thereafter.

VI. WITNESSES
The following witnesses have been invited to testify:

Mr. Thomas F. Farrell IT

Chairman, President and CEO

Dominion

(on behalf of the Edison Electric Institute)

Mr. Rich Wells
Vice President, Encrgy
Dow Chemical Company

Mr. Nat Keohane
Economist
Environmental Defense Fund

Reverend Dr. Mari Castellanos
Minister for Policy Advocacy
United Church of Christ, Justice and Peace Ministries

Mr. G. Tommy Hodges

Chairman

Titan Transfer, Inc

(on behalf of the American Trucking Associations)
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Mr. David Sokol
Chairman of the Board
Mid American Energy Holdings Company

Mr. David Montgomery
Vice President

Charles River Associates

Staff Contacts: Michael Goo or Joel Beauvais at (202) 225-4407.
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June 2, 2009
American Energy and Security Act (H.R. 2454)

Committee on Energy and Commerce

On May 21, 2009, the Energy and Commerce Committee reported the American Clean Energy and
Security Act by a vote of 33 to 25, The legislation will create millions of new clean energy jobs, enhance
Anmerica’s energy independence, and protect the environment.

Key provisions in the bill:

. Require clectric utilities to meet 20% of their electricity demand through renewable encrgy
sources and energy efficiency by 2020.

. Invest in new clean energy technologies and energy efficiency, including energy efficiency and
renewable energy ($90 billion in new investments by 2025), carbon capture and sequestration ($60
billion), electric and other advanced technology vehicles (820 biition), and basic scientific
research and development ($20 biilion).

. Mandate new energy-saving standards for buildings, appliances, and industry.

. Reduce carbon emissions from major U.S. sources by 17% by 2020 and over 80% by 2050
compared to 2005 levels. Complementary measures in the legislation, such as investments in
preventing tropical deforestation, will achieve significant additional reductions in carbon
emissions.

. Protect consumers from energy price increases. According to estimates from the Environmental
Protection Agency, the reductions in carbon pollution required by the legislation will cost
American families less than a postage stamp per day.

Because of its balanced approach, the American Clean Energy and Security Act has received broad
support from industry and environmentalists. During Committee consideration, the legislation was
backed by a coalition that included clectric utilities, oil companies, car companies, chemical companies,
major manufacturers, environmental organizations, and labor organizations, among many others.

Clean Energy Provisions

Renewable Electricity Standard. The American Clean Energy and Security Act (ACES) requires retail
electric suppliers to meet a growing percentage of their load with electricity generated from renewable
resources and electricity savings. The combined renewable electricity and electricity savings requirement
begins at 6% in 2012 and gradually rises to 20% in 2020. At least three quarters (75%) of the requirement
must be met by renewable energy, except that upon receiving a petition from the governor, the Federal
Energy Regulatory Commission can reduce the rcnewable requirement to three fifths (60%). In 2020,
15% of the electricity load in each state must be met with renewable clectricity and 5% with electricity
savings. Upon petition by the governor, the renewable requirement can be reduced to 12% and the
electricity savings can be increased to 8%.
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Investments in Clean Energy. ACES requires major sources of carbon emissions to obtain a pollution
permit called an “allowance” for each ton of carbon dioxide or its equivalent that they emit. Through
2025, 13% of these allowances are allocated to investments in clean energy and energy efficiency. EPA
has estimated that the average allowance price in 2005 dollars will be $16 to $21 through 2025. At these
allowance prices, ACES invests over $190 billion through 2025 in clean energy and energy efficiency
programs, including: $90 billion in state programs to promote renewable energy and energy efficiency;
$60 billion in carbon capture and sequestration technologies; $20 biilion in electric and other advanced
technology vehicles; and $20 billion in basic research and development into clean energy and energy
efficiency. The investments in carbon capture and sequestration include $10 billion generated through a
small “wires charge” on electricity generated through fossil fuels.

Investments in clean energy continuc after 2025, with 5% of allowances being devoted to renewable
energy and cnergy efficiency, 5% to carbon capture and sequestration, and 1.5% to research and
development.

Supporting Private Investment in Clean Energy. ACES establishes a self-sustaining Clean Energy
Deployment Administration to support private investments in clean energy technologies, including
nuciear power. Other provisions promote private investment in clean energy by reforming the existing
Title 17 loan guarantee program.

Modernizing the Electricity Grid. ACES includes provisions to promote deployment of smart grid
technology and enhanced transmission planning.

Energy Efficiency Provisions

Building Standards. ACES establishes new standards for building efficiency, requiring new buildings *
be 30% more efficient in 2012 and 50% more efficient in 2016. States are offered allowances that they
can sell to support adoption and enforcement of the new standards. The Department of Energy must
enforce the standards in states that do not incorporate the building standards into their state building
codes.

Appliance Standards. ACES mandates new efficiency standards for lighting products, commercial
furnaces, and other appliances.

Vehicle Standards. The ACES discussion draft included provisions to harmonize federal fuel economy
standards with EPA carbon emission standards and California’s standards for light-duty vehicles. These
provisions were dropped in the reported bill after the Administration reached an agreement on light-duty
fuel economy standards with the automakers and California. The reported bill retains requirements for
EPA to promuigate carbon emission standards for heavy-duty vehicles and off-road vehicles, such as
construction equipment, trains, and large ships. ACES also establishes a regional planning process to
further reduce transportation-related energy consumption.

Other Efficiency Measures. ACES contains measures to increase the efficiency of water use and
promote energy savings by the federal government and other public institutions.
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Global Warming Provisions

ACES contains three primary programs for reducing dangerous carbon emissions that cause global
warming: (1) a cap on large domestic sources of erissions; {2) a program to reduce tropical
deforestation; and (3) an offset program. In addition, ACES caps emissions of global warming poliutants
that are substitutes for ozone-depleting chemicals, and it requires EPA to set performance standards for
some uncapped sources of emissions. Taken together, these programs will reduce U.S. carbon emissions
by 28% to 33% below 2005 levels by 2020. By 2050, ACES will reduce U.S. carbon emissions by over
80% below 2005 levels through thesc programs.

Capping Carbon Emissions from Large Sources. Starting in 2012, ACES establishes annual tonnage
{imits on emissions of carbon and other global warming poilutants from large U.S. sources like electric
utilities and oil refiners. Under these limits, carbon pollution from large sources must be reduced by 17%
below 2005 levels by 2020 and 83% below 2005 levels by 2050. To achieve these limits, ACES
establishes a system of tradable permits called “emission allowances” modeled after the successful Clean
Air Act program to prevent acid rain. This market-based approach provides economic incentives for
industry to reducc carbon emissions at the lowest cost to the economy.

Preventing Tropical Deforestation. ACES directs EPA and the Statc Department to use 5% of the
allowances to secure agreements from developing nations to prevent tropical deforestation, This program
will reduce U.S. carbon emissions by an additional 10 percentage points below 2005 levels by 2020.

Emission Offsets. ACES allows capped sources to increase their carbon emissions if they can obtain
offsetting emission reductions from uncapped sources at a lowcr cost. The legislation allows capped
sources to use offsets to acquire up to 2 billion tons of emission credits annually. Half of these credits
must come from domestic sources, except that if insufficient domcstic offsets are available, up to 1.5
billion tons of emission credits can be obtained from international offset projects. Starting in 2017, ACES
requires capped sources to turn in five tons of international offsets to receive four tons of emission credits.
This mechanism will reducc U.S. carbon emissions by up to an additional five percentage points below
2005 levels by 2020.

ACES contains multiple provisions to ensure the integrity of offsets, including review by an independent
scientific panel. Offsets may not be obtained from sources in a foreign nation until the United States has
entered into an agreement with the originating nation establishing the terms of the offset program.

Cost-Containment Measures. ACES contains numerous cost-containment measures recommended by
an industry-environmental coalition called the U.S. Climate Action Partnership (USCAP). These include
unlimited banking, a two-year compliance period (which allows borrowing onc year in advance), and a
strategic reserve of allowances that are available for auction if allowance prices cxceed 160% of their
three-year average. The proceeds of any sales from the reserve will be used to acquire additional
international offsets, which will replenish the reserve at a low cost and result in additional reductions in
earbon emissions. In addition, ACES establishes a minimum floor price for auctioned allowances of $10
(in 2009 dollars) to provide stability and investment cerfainty.

Carbon Capture and Sequestration. ACES uses a combination of regulatory requirements and
financial incentives to ensure that new coal-fired power plants will operate with carbon capture and
sequestration (CCS) technology. All new coal plants permitted after 2020 must use CCS when they

3
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commence operations. Coal plants permitted between 2015 and 2020 lose eligibility for federal financial
assistance if they do not use CCS when they commence operations; if they do not use CCS when they
commence operations, they must retrofit CCS by no later than 2025 without federal financial assistance.
Coal plants permitted between 2009 and 2015 lose eligibility for federal financial assistance if they do not
retrofit CCS within five years after commencing operations; if they do not retrofit CCS by this date, they
must retrofit CCS by no later than 2025 without federal financial assistance. The 2025 retrofit deadline is
accelerated if four gigawatts of electricity generation is deployed with CCS before 2025; it may also be
extended by EPA by up to 18 months on a case-by-casc basis.

Allowance Provisions

ACES requires that major U.S. sources of emissions obtain an allowance for each ton of carbon or its
equivalent emitted into the atmosphere. EPA estimates that in 2005 dollars, these allowances will cost
$11to $15in 2012, $13 to $17 in 2015, $17 to $22 in 2020, and $22 to $28 in 2025. Using EPA’s
estimates of allowance prices, the total value of the allowances created under the legislation ranges from
$60 billion in 2012 to $113 billion in 2025.

For the period from 2012 through 2025, 55% of the allowances will be used to protect consumers from
energy price increases; 19% will be used to assist trade-vulnerable and other industries make the
transition to a clean energy economy; 13% will be used to support investments in clean energy and energy
efficiency; and 10% will be used for domestic adaptation, worker assistance and training, prevention of
deforestation, and international adaptation. The remainder (3 % of allowances) will be used to help
ensure that ACES is budget neutral.

From the period from 2026 through 2050, up to 58% of the allowances wiil be used to protect consumers:
19% will be used for domestic adaptation, worker assistance and training, prevention of deforestation, ar.
international adaptation; 12% will be used to support investments in clean energy and energy efficiency;
7% will be used to ensure budget neutrality; and at least 4% will be used to assist trade-vulnerable and
other industries.

Protection of Consumers. ACES establishes five programs to protect consumers from energy price
increases: one for electricity price increases; one for natural gas price increases; one for heating oil price
increases; one to protect low- and moderate-income families; and one to provide tax dividends to
consumers. In combination, these programs substantially reduce the impact of ACES on American
consumers. EPA estimated that the global warming provisions in the ACES discussion draft would cost
the average household $98 to $140 per year, less than a postage stamp per day. EPA has estimated that
the changes to ACES made in Committee will further reduce the costs of the legislation.

Protection from Electricity Price Increases. Electricity price increases will be regional in nature, with the
greatest increases occurring in the coal-dependent regions of the country. To mitigate these price
increases, the regulated utilities that distribute electricity to consumers will receive 32% of allowances
through 2025 under a formula that distributes half of the allowances based on emissions and half based on
electricity generation. These utilities are directed to use these allowances exclusively to keep rates low
and, to the extent they use rebates, to do so to the maximum extent practicable by reducing the fixed-rate
portion of consumer electricity bills.
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Protection from Natural Gas Price Increases. To mitigate increases in natural gas prices, the regulated
utilities that distribute natural gas to consumers will receive 9% of allowances 2016 through 2025. One-
third of these allowances must be used for energy efficiency programs. The remainder must be passed
through to consumers through lower prices under provisions similar to those that apply to the regulated
clectric utilities.

Protection from Heating Oil Price Increases. To mitigate increases in home heating oil prices, states will
receive 1.6% of allowances under a formula based on home heating oil use. Thesc allowances must be
used for rebates to consumners and investments in energy efficiency.

Protection of Low- and Moderate Income Families. The electricity, natural gas, and heating oil
provisions mitigate the costs of ACES on ajl consumcrs. In addition, ACES directs that 15% of the
allowances be auctioned and the proceeds distributed back to consumers through a combination of
refundable tax credits and electronic benefit payments. The Center for Budget and Policy Priorities
estimates that thesc provisions will fully protect the bottom quintile of families and part of the next
quintile from any direct or indirect energy price increases.

Consumer Climate Dividend. Under ACES, many of the allowance provisions phase out starting in 2026.
As these allowance allocations arc phased out, ACES directs that the remaining allowances be auctioned
and the proceeds distributcd to consumers through tax credits.

Protection of Trade-Vulnerable and Other Industries. Pursuant to the Inslee-Doyle program, energy-
intensive, trade-exposed industries that make products like iron, steel, cement, and paper will receive
allowances to cover their increased costs. The number of allowances set aside for this program will equal
15% of the allowances in 2014 and then decreasc based on the percent reductions in the carbon emissions
cap. These allowances will phase out after 2025 unless the President decides the program is still nceded.

In addition, oil refiners will receive 2% of allowances starting in 2014 and ending in 2026, and merchant
coal producers and electricity producers obligated to supply electricity under long-term contracts will
receive 5% of allowances through 2025.

Investments in Clean Energy and Energy Efficiency. States will receive 10% of allowances from 2012
through 2015; 7% of allowances in 2016 and 2017; 6% of allowances from 2018 through 2021; and 5% of
allowances thereafter for investments in renewable energy and energy efficiency. Two percent of
allowances from 2014 through 2017 and 5% of allowances thereafter will be available to electric utilities
to eover the costs of installing and operating carbon capture and sequestration technologies. Three
percent of allowances from 2012 through 2017 and 1% of allowances from 2018 through 2025 will be
available for investments in electric vehicles and other advanced automobile technology and deployment.
One-and-a-half percent of allowances in each year will be allocated to support research and development
in advanced clean energy and energy efficiency technologies.

Domestic Adaptation. From 2012 through 2021, 2% of allowances will be allocated to prepare the
United States to adapt to the impacts of climate change. The amount of allowances allocated for domestic
adaptation will increase to 4% from 2022 through 2026 and to 8% thereafter. Half of these allowances
will be used for wildlife and natural resource protection and half for other domestic adaptation purposes,
including public health.
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Preventing Tropical Deforestation and International Adaptation. From 2012 through 2025, 5% of
allowances will be allocated to prevent tropical deforestation and build capacity to generate international
deforestation offsets. The allowances allocated to this program will be reduced to 3% from 2026 through
2030 and to 2% thereafter. From 2012 through 2021, 2% of allowances will be allocated for internationat
adaptation and clean technology transfer. The amount of allowances allocated for these purposes will
increase to 4% from 2022 through 2026 and to 8% thereafter. Half of these allowances will be used for
adaptation and half for clean technology transfer.

Worker Assistance and Job Training. From 2012 through 2021, 0.5% of allowances will be allocated
for worker assistance and job training. This amount will increase to 1% thereafter.
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Mr. MARKEY. Now let me turn and recognize the gentleman from
Michigan, the ranking member of the subcommittee, Mr. Upton.
Mr. UptoN. Well, thank you, Mr. Chairman. I have a prepared
statement that I am going to ask to put into the record, and
Mr. MARKEY. Without objection, it will be so ordered.

OPENING STATEMENT OF HON. FRED UPTON, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF MICHIGAN

Mr. UPTON. I came back from Michigan and was in the office yes-
terday when I heard about the CBO report, which I have not read
yet but I am getting a copy and I look forward to reading it in the
next day or two.

John Dingell, in a subcommittee hearing that we had, I believe
it was last month or it might have been the end of April, called cap
and trade a great big tax, and man, was he right. When you look
at what different publications say, CBO puts hefty price tag on
emissions plan, this cap-and-trade system is seen to cost $846 bil-
lion. It goes on to say in the story, American Petroleum Institute
president Jack Girard said the projected costs of the emission al-
lowance will mean increases as much as 70 cents a gallon for gaso-
line with diesel fuel going up as much as 88 cents per gallon. The
Brookings Institute, not exactly a center right organization, called
cap and trade to reduce carbon dioxide emissions would lower the
Nation’s gross domestic product in 2050 by 2%z percent. It goes on
to say that about 35 percent of crude oil-related jobs and 40 per-
cent of coal-related jobs will be lost in 2025, according to the anal-
ysis, and it shows that the personal consumption would fall by as
much as .5 percent or $2 trillion by 2050. It goes on to conclude
that they think that the government would raise about $1.5 trillion
by 2020 if it sold all the carbon emissions, so almost double what
CBO said.

During the Memorial Day break, I visited one of my small com-
panies that have been around for 100-some years in Niles, Michi-
gan, Niles Steel Tank. Now, that is what they make, custom-made
steel tanks. These are 750-gallon tanks. They know about cap and
trade. In fact, they said that if cap and trade was enacted, they
were thinking about canceling the day shift and moving all of their
production into the nighttime so that they could take advantage of
lower energy costs because they were worried about what those
costs would do, knowing that they today pay about $11,000 a
month in electricity and about $9,000 in natural gas. The testi-
mony that we are going to hear from Mr. Sokol as it relates to re-
fineries, he indicates on page 5 that India is building a one-million-
barrel-per-day refinery to make transportation fuels that will be ex-
ported almost exclusively to the U.S. and European markets. This
refinery, larger than any refinery in the United States, is equal to
the total capacity of about 15 of Lion Oils. Under this bill, the In-
dian refinery, which already operates at a significant cost advan-
tage, will not be required to purchase allowances for CO. emitted
from its plant.

Mr. Chairman, we are, particularly those of us in the Midwest,
we are going through some very hard times. The news relating to
the auto industry and other manufacturing sectors, our unemploy-
ment rate has been double digits for more than a year, and many




19

of our counties, they are predicting perhaps as high as 20 percent
by the end of the summer and even higher then. This cap-and-
trade bill, as John Engler said, could put us into a permanent re-
cession, those of us that are facing this in the Midwest, and I look
forward to the hearing and I yield back my time.

Mr. MARKEY. Great. The gentleman’s time has expired. The
Chair recognizes the chairman emeritus of the committee, the gen-
tleman from Michigan, Mr. Dingell.

OPENING STATEMENT OF HON. JOHN D. DINGELL, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF MICHI-
GAN

Mr. DINGELL. Mr. Chairman, thank you for holding this hearing.
It is important that our constituents understand the steps the En-
ergy and Commerce Committee has taken to protect consumers,
protect trade and vulnerable industries, to invest in clean tech-
nologies and help vulnerable segments of the population and our
natural environment to adapt to climate change. One day of trying
to craft a sensible approach to deal with climate change, a time
several years ago, I have been clear in my belief that it is not going
to be cheap and that most likely consumers will be seeing substan-
tially increased energy costs. Moreover, I have been extremely con-
cerned that enacting an economy-wide cap-and-trade program could
adversely affect our already struggling manufacturing sector.

I have to say, I am impressed with the approach taken in H.R.
2454 in terms of allocating and the allowance values to address
these concerns. H.R. 2454 establishes five programs to protect con-
sumers from potential energy price increases. EPA has estimated
that global warming provisions in the discussion draft would cost
the average household $98 to $140 per year, and they have con-
cluded that the changes made in the committee draft will further
the costs of the legislation.

Now, being from the Midwest, where we are extremely depend-
ent on coal for our electricity, I have to believe that our people are
particularly susceptible to electricity price increases. I am pleased
with the approach adopted by the committee. Regulated utilities
that distribute electricity to consumers will receive allowances that
must be used to keep prices low. Giving the allowances to regulated
utilities should cut down on opportunities for rascality. However,
this is something on which we must be diligent in watching when
this or similar legislation is signed into law.

I am also pleased with the portion of allowance values going to
the auto industry for investment in green vehicles. Specifically, the
majority would go into the Department of Energy section 136, ad-
vanced technology vehicles manufacturing program, with a portion
going to plug-in electric vehicle manufacturing and deployment. We
have seen remarkable innovations from automakers as consumers
have begun to show interest in more-fuel-efficient vehicles and the
allowance values will spur more innovations and new green job cre-
ation at job.

Finally, Mr. Chairman, I am pleased with the allowance values
allocated to natural resource adaptation. As I have said on numer-
ous occasions, I consider this to be a moral imperative and I am
pleased that the chairman agrees with my perspective. I look for-
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ward to hearing from our witnesses today for their perspectives on
the allocation scheme as laid out in H.R. 2454. Thank you, Mr.
Chairman.

Mr. MARKEY. We thank the gentleman. The Chair recognizes the
ranking member of the full committee, Mr. Barton.

OPENING STATEMENT OF HON. JOE BARTON, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS

Mr. BARTON. Thank you, Mr. Chairman. First, let me thank you
and Chairman Waxman for agreeing to this hearing. I had asked
that we hold two hearings. You all have agreed to at least this one
and maybe another one. Even though the markup has already oc-
curred, I think it is important to try to get into the mechanics and
to understand the intricacies of the allocation and the cap-and-
trade allowances part of this legislation, so I do appreciate you and
Chairman Waxman for agreeing to this hearing. I want to thank
our witnesses. I know many of you have spent many sleepless
nights trying to understand this system and hopefully you can help
explain it to the people who are actually trying to put it into place.

We have a fundamental disagreement on the basic premise of
this bill. The proponents of the bill are fervent and I think sincere
in their belief that manmade CO;, is a dominant contributor to
what is either called global warming or climate change. Most of the
opponents of the bill, and I certainly put myself in that camp, think
climate change is an issue that we need to study and we need to
address but we are not convinced that mankind generically and
CO; specifically is a dominant cause of the climate changing. So we
start with the fundamental disagreement on the basic premise of
the bill, but if you get beyond that and you get beyond the science,
you next come to a couple of inescapable facts. Number one is, you
can’t have it both ways. If manmade CO; in the United States real-
ly is a problem, then you don’t give the allowances away. You ei-
ther have a carbon tax, which would be the most efficient and
straight-up transparent way to deal with the problem, or you do
100 percent auction for CO, allowances. Well, we put 100 percent
auction allowance on the table in the markup. I think it got five
votes of 50-some-odd votes. So if you are really not going to charge
for that commodity, in this case, manmade CO,, you are going to
give a lot of it away, you are not going to reduce it. I listened to
Mr. Markey’s opening statement downstairs in my office on the tel-
evision, and if I add it up correctly, in the beginning he is giving
away around 85 percent of these allowances. So you are going to
auction off 15 percent. You are not going to make a dent in CO;
charging only 15 percent of the population that you regulate trying
to control it. So that is a fundamental problem.

The second fundamental problem is, in spite of the best efforts,
you can’t make an allocation system in an economy as complex as
the United States. You can’t really make it fair. I don’t doubt the
sincerity of the proponents of the bill when they say they are trying
to make sure that nobody pays more than their fair share, but just
this local distribution company system where you get 50 percent of
your allowances and it all goes to the local distribution company
but 50 percent is based on the generating capacity and then 50 per-
cent is based on emissions. Well, if you are in an area like the
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Northwest where you have huge generating capacity but it is all
hydro, you are getting a free gift. Now, if you are in an area like
the Southeast where they don’t really have a lot of wind power and
they don’t really have a lot of hydropower, you are going to have
a health transfer where you pay for your allowances from the
Southeast to the Northwest. Now, that may be what the pro-
ponents want but it is not fair and we need to address that. Then
you start with these allowances for various industry groups. Refin-
eries get 2 percent and I heard Mr. Markey say there is kind of
a general set-aside of 1.6 percent for heating oil. When you start
trying to interact those types of allowances with the generic elec-
tricity allowances, you are going to in some cases get double count-
ing and in other cases get undercounting, and I don’t see how you
rectify that.

So, you know, my time is about to expire. The SO,, when we did
sulfur dioxide cap and trade in the 1990s, that is the model that
everybody points to that we can make CO, work here in the early
part of the 21st century. There is a big difference. SO, was almost
totally manmade. SO, had discrete point sources that we knew
where it was. SO, we had a technology to control it that was cost-
effective. We have none of that. The bill says any point source in
the United States that generates more than 25,000 tons a year is
subject to regulation. Twenty-five thousand tons of CO; is not a lot
of CO».

So Mr. Chairman, I appreciate you holding this hearing. We are
really going to have a fine time, as Chairman Dingell would say,
trying to understand the system and hopefully at the end of the
hearing the American public will have a better understanding of it.
Thank you and Mr. Waxman for holding this hearing.

Mr. MARKEY. We thank the gentleman very much. The Chair rec-
ognizes the chairman of the full committee, the gentleman from
California, Mr. Waxman.

OPENING STATEMENT OF HON. HENRY A. WAXMAN, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI-
FORNIA

Mr. WaXMAN. Thank you very much, Mr. Chairman. I appreciate
this hearing.

The bill, H.R. 2454, requires major U.S. sources of emissions to
obtain an allowance for each ton of global warming pollution emit-
ted into the atmosphere, and the emission allowances provide a
critically important tool in transitioning the country to a clean en-
ergy future. In deciding how to use the value of the allowances, the
committee was guided by four principles. First, we wanted to assist
consumers with the transition, and we use over 50 percent of the
allowances for this purpose. We have five programs to protect con-
sumers from electricity price increases, one for natural gas, one for
heating oil, one to protect low- and moderate-income families and
one to provide a tax dividend to consumers. In combination, these
programs ensure that American consumers are protected as the
legislation is implemented.

Secondly, the bill invests in developing and deploying energy effi-
ciency programs and clean energy technology. This will be a driver
of jobs and innovation and it will help us break the connection be-
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tween energy generation and carbon emissions, allowing us to meet
increasingly tighter emission limits at lower costs than are pre-
dicted today. This will also help the United States be a global lead-
er in clean energy technologies.

Third, we worked hard to assist industry in making the transi-
tion to clean energy economy. We cannot afford to add significant
uncompensated costs that would disadvantage manufacturing and
production here compared to other countries that do not have emis-
sion limitations like China and India, and providing transition as-
sistance to our industries helps ensure that the reductions in emis-
sions occur because our industry is becoming more efficient, not be-
cause they are moving production and emissions overseas.

Finally, H.R. 2454 provides allowances for a number of other im-
portant purposes. It would provide assistance to help us adapt to
climate change both here and abroad. The international adaptation
piece rises to moral obligations and will help the president negotia-
tion a strong treaty in Copenhagen. It will also help address some
of the national security issues that Senator John Warner and oth-
ers have warned us about, and the bill would also generate large
additional low-cost emission reductions by reducing tropical defor-
estation, helping us to avoid dangerous climate change.

The committee has worked hard on this allocation plan to ensure
that it is fair. It does what a good energy bill needs to do. It bal-
ances the interests of different parts of the country and of different
stakeholders and accomplishes much of what it is important to ev-
eryone. It will go a long way to moving the country into a clean
energy future.

I do want to point out, there has been some misunderstanding
I have seen in some of the articles in the press. They say that
when we give out a free allowance, we are not sending the right
price signal to the consumers to make the reductions in use of en-
ergy. Well, I think that misunderstands the bill. We do have the
limit, overall limit on carbon emissions so we have the incentives
to make those reductions. We wanted to have those reductions
made in the least costly way and the signals are sent to the people
who are most able to make the reductions just as we have the re-
quirements on the major sources of the pollution that we are trying
to reduce. So I think that a lot of people think that there is only
one way and that is to have a harsh burden on people to get the
reductions. I think we can have a transition, reduce the carbon
emissions and benefit everyone at the same time.

I yield back my time.

Mr. MARKEY. Great. The gentleman’s time has expired. The
Chair recognizes the gentleman from Kentucky, Mr. Whitfield, for
2 minutes.

OPENING STATEMENT OF HON. ED WHITFIELD, A REPRESENT-
ATIVE IN CONGRESS FROM THE COMMONWEALTH OF KEN-
TUCKY

Mr. WHITFIELD. Thank you, Mr. Chairman.

When I heard you speaking of this bill, I was not sure we were
talking about the same bill. I was reading recently an article
signed by Peter Orszag, the current chairman of OMB, entitled
“Tradeoffs in allocating allowances for CO, emissions.” In that
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study, he said very clearly a common misconception is that freely
distributing allowances to purchasers would prevent consumer
prices from rising as a result of the cap, and then he goes on to
say higher consumer costs were borne out in the cap-and-trade pro-
grams for sulfur dioxide in the United States and also for CO-
emissions in Europe. Consumer prices increased even though pro-
ducers were given free allowances. He goes on to say in this report
that those price increases would be regressive and that poorer
households would bear a larger burden relative to their incomes
than wealthier households would. He goes on to say that job losses
in certain energy industries like coal, for example, would be severe;
job losses would be severe.

So I am glad we are having this hearing because none of us real-
ly understand the way this is going to work and we certainly do
not understand the way that consumers are going to be protected.
The final comment that I would make, the Energy Information
Agency came out with a report based on this bill and it very clearly
shows that we are moving lower electricity costs from one area of
the country to other areas of the country. The States that really get
hurt by this bill are Alabama, Florida, Georgia, Illinois, Indiana,
Kentucky, Michigan, Missouri, Ohio, Oklahoma, Pennsylvania,
Tennessee, Texas, West Virginia and Wyoming, and there are some
States on the East Coast and West Coast that will benefit from this
bill.

I yield back. My time has expired.

Mr. MARKEY. The gentleman’s time has expired. The Chair recog-
nizes the gentleman from Virginia, Mr. Boucher.

Mr. BOUCHER. I thank the chairman. I will waive opening state-
ment and reserve time for questions.

Mr. MARKEY. The Chair recognizes the gentleman from Cali-
fornia, Mr. McNerney.

OPENING STATEMENT OF HON. JERRY MCNERNEY, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI-
FORNIA

Mr. McNERNEY. Thank you, Mr. Chairman. First of all, I want
to thank the witnesses today for coming today. It is a broad spec-
trum of philosophies, and that is important for this discussion.

I am proud to support the Act. I think it is a good Act. It leads
to environmental goals by capping carbon emissions and in the long
run it will create jobs, a lot of jobs. You know, the allowance alloca-
tion is essential. It has been devised to protect both businesses and
families and to increase America’s efficiency, which is absolutely
essential for us to meet our long-term goals of getting ahead of the
price increases by being more and more efficient so that consumers
pay less out of their pockets for the same result, or in fact for bet-
ter results, so I think it is essential and I support it, and I am look-
ing forward to the discussion. I think there will be some good ideas
that come out here today.

So with that, I would yield back.

Mr. MARKEY. The gentleman’s time has expired. The Chair recog-
nizes the gentleman from Illinois, Mr. Shimkus.



24

OPENING STATEMENT OF HON. JOHN SHIMKUS, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF ILLINOIS

Mr. SHIMKUS. I am down here, Mr. Chairman. Thank you very
much. I want to thank Joe Barton and Chairman Waxman for
agreeing to this hearing. You know, I wish it would have been done
prior to the markup but that is water under the bridge. We move
on, and I am ready to move with you.

I was waiting for the great proclamation from the Chinese trip
that they had China agree to an international standard to cap car-
bon trade. The chairman has been curiously silent on that issue.
I am not shocked. What I have heard is that the Chinese want
$140 billion a year from the United States to help them in their
transition to cap carbon from the taxpayers. They won’t sign a trea-
ty claiming to be doing it on themselves and their claims actually
result in a 30 percent for their carbon output. Does that sound like
they are playing ball? I would say not.

I also want to make sure that if we have another hearing that
we address this issue called compulsory licenses. For those of you
who think that we are going to be making all this profit from green
jobs and the green economy, guess what? We are going to sign an
international agreement that forces the holder or the patent or a
copyright to give away their exclusive rights to grant use to the
States and to others. So all those companies that think they are
going to sell and make a profit by having a patent, we are going
to give it to China without compensation or for minimal compensa-
tion. That is a great plan and that is in this bill and it ought to
be stripped out.

And I will just end on this article from Business Week, banks
gearing up for carbon trading. Here is another wealth transfer to
large, big banks, but while U.S. policymakers continue to squabble
over the details of the cap-and-trade proposal, big banks—haven’t
we bailed them out enough—are gearing up for what they see as
a new profit center. U.S. carbon trading is coming.

So if you want to help out the big banks and bail them out, move
on this legislation. I yield back my time.

Mr. MARKEY. Great. The gentleman’s time has expired. The
Chair recognizes the gentleman from North Carolina, Mr.
Butterfield.

OPENING STATEMENT OF HON. G.K. BUTTERFIELD, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF NORTH
CAROLINA

Mr. BUTTERFIELD. Thank you very much, Mr. Chairman, for con-
vening this hearing today and I certainly thank the witnesses for
their participation. I look forward to this hearing because there is
still a lot of questions that we need to have answered and perhaps
some of your wisdom may be very helpful to us.

We have certainly had tremendous difficulty in devising an equi-
table way of making the allowance allocations. We spent a lot of
time doing that. We finally reached a compromise and now we have
it on paper. The allowance allocation in this Act accomplishes the
difficult and necessary balance of assuring environmental integrity
while easing the transition costs for the covered entities and thus
easing the cost for consumers. And so yes, there will be free alloca-
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tions. Criticism that the free allocation of credits in the early years
of this program allows polluting companies off the hook could not
be further from the truth. The overall cap ensures greenhouse gas
emitters will reduce their emissions. This law forces electric utili-
ties and petroleum refineries and steel companies and paper and
chemical manufacturers to make investments, substantial invest-
ments in energy efficiency and cleaner fuels whether or not the
credits or auctioned.

Throughout consideration of this issue, I have spoken repeatedly
about the necessity to protect consumers from price hikes resulting
from this legislation. The allocation accomplishes this by devoting
resources to regulated LDCs whose bylaws require that they pass
the value along to the consumers. Most importantly, the poorest
Americans who contributed least to this problem and are least able
to ensure any increases in cost are held harmless. I am satisfied
of that. The 15 percent allowance value devoted to these struggling
households guarantees recoupment of any lost purchasing power
and does not phase out over the life of the program. This critical
component is essential to a fair and balanced policy that achieves
the long-term goal of reducing greenhouse gas emissions while
keeping struggling consumers free from irreparable economic harm.

Again, Mr. Chairman, I support this legislation and thank the
witnesses for coming. I yield back.

Mr. MARKEY. Great. The gentleman’s time has expired. The
Chair recognizes the gentleman from Pennsylvania, Mr. Pitts.

OPENING STATEMENT OF HON. JOSEPH R. PITTS, A REP-
RESENTATIVE IN CONGRESS FROM THE COMMONWEALTH
OF PENNSYLVANIA

Mr. PrrTs. Thank you, Mr. Chairman, and thank you for holding
this important hearing on the allocation policies under the Amer-
ican Clean Energy and Security Act.

Mr. Chairman, like all of us, I believe we should work to de-
crease the amount of greenhouse gas emissions in our atmosphere
and we should be good stewards of this earth and it resources.
However, I do not believe this bill, which passed out of this com-
mittee last month, will do anything to accomplish its goal of reduc-
ing global temperatures. Instead, I believe it will have a crippling
effect on our economy for years to come without much environ-
mental benefit. It will still irreparably damage our economy despite
the allocation policies that are supposed to protect the consumer.
No matter how it is doctored or tailored, it is a tax. It is a national
energy tax that will hurt each and every household. It will destroy
sectors of our economy and cause job losses at a unprecedented
rate.

We should be protecting our environment through innovation,
through entrepreneurship and cooperation and encouragement.
This bill tries to cut carbon emissions through taxation and punish-
ment, the heavy hand of big government and litigation. We should
be creating jobs by encouraging entrepreneurship, competition, new
technologies. Instead, this bill is going to cost countless working
men and women their jobs. This bill as previously drafted in the
original draft which had 50 pages on light bulbs and two sentences
on nuclear power. Now, that has changed somewhat, but as ana-
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lyzed a couple of weeks ago by the Public Utility Commission in
Pennsylvania, it would have cost 66,000 jobs in Pennsylvania alone
by 2020. Much of it is still applicable.

I urge my colleagues to consider just how irresponsible it is to
continue to support legislation that will cost so many jobs and do
so much damage to our economy just as we are struggling to come
out of one of the worst recessions in recent history. The American
people can see this and they will be angry. It punishes everyone
in America who uses energy, that is, everyone in America. Instead,
we should be crafting policies that create incentives to bring on line
new nuclear power plants, hydrogen storage technology, more cost-
effective wind and solar technology, smart grid technology, more ef-
ficient electricity transmission and other innovations. We don’t
need to wash trillions of dollars of American taxpayer money
through the federal bureaucracy in order to get a clean energy
economy. The alternative to job killing and big government cap-
and-trade plans is to create incentives and let the market pick the
winners.

I want to thank the witnesses for coming today. I look forward
to hearing their testimony. I yield back.

Mr. MARKEY. Great. The gentleman’s time has expired. The
Chair recognizes the gentleman from Texas, Mr. Green.

OPENING STATEMENT OF HON. GENE GREEN, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS

Mr. GREEN. Thank you, Mr. Chairman, for holding the hearing.
I thank you and the Chair of the full committee for your leadership
on the American Clean Energy and Security Act. The success is a
testament to your ability to find consensus among our diverse
membership. I applaud your efforts and look forward to continuing
to work on refinements in that bill.

Today’s hearing is yet another opportunity to learn more about
how allowances are distributed under H.R. 2454. The top criticisms
of any cap and trade are the projected impacts on the American
consumer and our domestic industries. With our economy sluggish
and family incomes already stretched, any policy must ensure that
hardworking Americans do not see their energy costs skyrocket or
U.S. jobs moved overseas. I believe that additional transitional as-
sistance may be needed. H.R. 2454 struck a careful balance in allo-
cating carbon allowances. The legislation devotes significant alloca-
tion to protect consumer energy price increases, electric, natural
gas. LDCs receive 40 percent of the allowances, a value that must
be passed on to the benefit of the consumers through lower electric
and natural gas bills.

Second, the legislation provides allowances to keep U.S. industry
competitive with foreign nations that do not have carbon reduc-
tions. I want to thank my friends Inslee and Doyle for their work
on the 15 percent allocation. The 2 percent allocation for refiners
is intended to keep them competitive and encourage energy effi-
ciency improvement. Ultimately, I believe more assistance is need-
ed and I know we will hear that today from our witness from the
refineries.

I know Congressman Barton is here and he has questioned many
times whether carbon human activity and knowing our ranking
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member’s love for Texas A & M, I just saw a recent study, Mr.
Chairman, that was released from Reuters from Texas A & M
showing the Texas coast, particularly Corpus Christi, faces wide-
spread flooding and the most powerful hurricanes flooding and,
quote, from the author of the study, “hurricanes will be more se-
vere.” Jennifer Irish, assistant professor of coastal and ocean engi-
neering at Texas A & M, states, “The worse global warming gets,
the more severe the consequences for the Texas coast.”

Mr. Chairman, I have run out of my time but we surely don’t
want to see Padre and Mustang Islands, much less Galveston,
Texas, have too high of tides. So I will be glad to forward this to
you, Ranking Member.

" Mr. BARTON. Not everything at Texas is as it seems on the sur-
ace.

Mr. GREEN. Thank you. I yield back my remaining time.

Mr. MARKEY. The gentleman’s time has expired. The Chair recog-
nizes the gentleman from Oregon, Mr. Walden.

OPENING STATEMENT OF HON. GREG WALDEN, A REPRESENT-
ATIVE IN CONGRESS FROM THE STATE OF OREGON

Mr. WALDEN. Thank you very much, Mr. Chairman. I just want
to make a couple of points. First of all, it has been said that there
is enormous transfer to the Northwest as a result of cap and trade
in this bill, and while there is a certain truth to that in some sec-
tors, we are going to find out today that the 553,000 customers of
Pacific Corps face a 17.9 percent increase in their power costs in
the first year of this legislation in 2012. That is a $163 million hit
to customers in Oregon, according to the data that we are going to
hear, and so I think we have seen what happens when you have
the government take over the auto sector. That is playing out in
every rural town in America right now as dealers are getting shot
in the head. This bill amounts to a government takeover of the en-
ergy sector and we are going to see how that plays out.

Meanwhile, the Chinese, you know—there is a story in the
Washington Post today that quotes from a May 20th position paper
regarding the Copenhagen meeting where the Chinese are expect-
ing the developed countries to reduce their emissions by at least 40
percent from the 1990 level by 2020. This legislation reduces it by
4. So you see the level of expectation that the Chinese have for us.
If that is the case and it is a 10-fold increase, then does that mean
my ratepayers are going to see 179 percent increase in their energy
costs?

Meanwhile, I know you would all be disappointed if I didn’t point
out that this legislation fails miserably in the area of woody bio-
mass and in fact, two-thirds of the federal land would be off limits
as a result. That has still not has been fixed in this legislation. I
desperately hope it does because, as we know from the example in
Sweden, you could actually create 30,000 jobs as they did using bio-
mass and produce 18 percent of their electricity with woody bio-
mass.

Finally, I would say this does amount, according to CBO, to an
$846 billion increase in federal revenues, an $821 billion increase
in direct spending, and while they initially say that is a surplus of
$24 billion, they go on to point out that it would increase discre-
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tionary spending by about $50 billion over the 2010 to 2019 period.
So it does cost money, it raises taxes, it will hurt jobs and it raises
rates to consumers.

Mr. MARKEY. The gentleman’s time has expired. The Chair recog-
nizes the gentleman from Arkansas, Mr. Ross.

OPENING STATEMENT OF HON. MIKE ROSS, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF ARKANSAS

Mr. Ross. Thank you, Chairman Markey, for holding today’s
hearing on allowance allocation policies in climate change legisla-
tion. This is an important topic and I am pleased to see the sub-
committee discussing this issue.

I would like to also thank all the witnesses that have come be-
fore the subcommittee to testify today. I want to particularly use
my time to recognize one of the witnesses, Mr. Steve Cousins, with
Lion Oil Company. Steve is the vice president of refining for Lion
0il Company, which is located in my Congressional district in El
Dorado, Arkansas. Lion Oil has been a leading employer in El Do-
rado for over 85 years and their refinery in Ed Dorado produces ap-
proximately 70,000 barrels of gasoline and diesel fuel per day. Lion
Oil employs about 1,200 direct employees in El Dorado, one of
many towns across my district that has been hit hard by the reces-
sion, and they employ another 3,600 individuals that depend indi-
rectly on the plant in El Dorado. As such, I am concerned about
how the cap-and-trade legislation that the committee recently
passed will affect Lion Oil and other small refineries across Amer-
ica, and I am eager to hear Mr. Cousins’ testimony today on their
behalf. I am particularly concerned that perhaps as a committee we
picked winners and losers in the allocation process, and certainly
I feel that the small refineries came out on the short end of the
stick. As the leader of the free world, I believe that America must
lead by example on climate change. However, we must embrace a
commonsense approach to imposing regulations that will help to
improve our environment while still maintaining jobs and strength-
ening our Nation’s economy, and I am hopeful that Steve’s testi-
mony and others today will help us do that.

Once again, thank you for holding this hearing and I look for-
ward to the testimony in order to work on a solution to climate
change that is consistent with commonsense Arkansas values, one
that does right by the environment and the economy. And with
that, Mr. Chairman, I yield back.

Mr. MARKEY. Great. The gentleman’s time has expired. The
Chair recognizes the gentleman from Louisiana, Mr. Scalise.

OPENING STATEMENT OF HON. STEVE SCALISE, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF LOU-
ISIANA

Mr. ScALISE. Thank you, Mr. Chairman. This hearing on allow-
ance allocation policies is long overdue and should have been held
months ago.

The allocation section of the cap-and-trade energy tax bill that
this committee marked up last month remained essentially empty
until just hours before our committee met. This ill-advised cap-and-
trade energy tax, which was the product of secretive backroom
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deals and special-interest trading will hijack our entire American
economy and will raise costs on all American families and busi-
nesses at a time when they can least afford it. The American peo-
ple expect and deserve more, especially at a time when they were
promised transparency. No one denies that the cap-and-trade en-
ergy tax will cause millions of American jobs to be shipped to for-
eign countries like China and India while American families will
pay thousands more in increased utility costs. Even President
Obama has acknowledged that his cap-and-trade energy tax will
lead to higher electricity prices by stating, “Under my plan of a
cap-and-trade system, electricity rates would necessarily sky-
rocket.” And just last month the current CBO director, Douglas El-
mendorf, testified before the Senate that a cap-and-trade program
would lead to higher prices for energy-intensive goods.

This bill creates big winners and big losers. The big losers are
American families and small businesses, and make no mistake
about it, the big winners are countries like China and India who
are champing at the bit to take our jobs and the same Wall Street
speculators who brought our country’s financial markets to near
collapse and who stand to gain billions in new profits by creating
a trading scheme for these carbon credits. Instead of shipping mil-
lions of good jobs overseas and killing our energy economy, Con-
gress should support an all-of-the-above national energy policy that
will create American jobs by utilizing our Nation’s natural re-
sources to reduce our dependence on Middle Eastern oil and pro-
mote alternative sources of energy like wind, solar and nuclear.

Along with many of my colleagues, I am proud to be a cosponsor
of H.R. 2300, the American Energy Innovation Act, legislation that
takes this all-of-the-above approach, and the net effect of our com-
prehensive energy plan will result in lower carbon emissions be-
cause American jobs and manufacturing will not be shipped to for-
eign countries like China that have lower environmental standards
than we have today here in America. Thank you, and I yield back.

Mr. MARKEY. Great. The gentleman’s time has expired. The
Chair recognizes the gentleman from Utah, Mr. Matheson.

OPENING STATEMENT OF HON. JIM MATHESON, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF UTAH

Mr. MATHESON. Thank you, Mr. Chairman. I think the issue of
how you structure an allowance program is extremely complicated
and it is very important that we hold this hearing to create better
understanding for all the ramifications the way that this has been
structured now and see if there are suggested improvements. I
hope as we move forward with this hearing—I have not had a
chance to read all the pre-filed testimony but I would hope as we
move forward in this hearing that the panel can shed some light
on the impacts of the allocation structure that is included in the
bill as it is written now which shows that half the allocations are
based on total generation capacity and half on the fuel mix, if you
will. I may be oversimplifying with that. It seems to me this draws
into question the issue of different impacts on different regions of
the country. Some regions are heavily based on nuclear, some heav-
ily based on hydro. I come from a State where over 90 percent of
the electricity is generated from coal, and I have been raising from
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the outset of these climate change hearings the question of impacts
in terms of regional income transfers and this specific topic today
of the allocation structure of this bill is one of the key elements of
regional impacts, in my opinion.

So I welcome the witnesses. I hope as we move through this
hearing we can learn more about the impacts on different regions
of the country, and if there are problems with the current alloca-
tion structure written in the bill, I look forward to suggestions that
people think might be a better way to address that concern. With
that, I yield back, Mr. Chairman.

Mr. MARKEY. The gentleman’s time has expired. The Chair recog-
nizes the gentleman from Florida, Mr. Stearns.

OPENING STATEMENT OF HON. CLIFF STEARNS, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF FLORIDA

Mr. STEARNS. Thank you, Mr. Chairman, and as Ranking Mem-
ber Barton has indicated, we are hoping there will be more than
one of these hearings. I know that Mr. Waxman and yourself have
indicated that we would have at least one, and I think it is to your
credit to have this hearing as well as ours because I think judging
from the participation of our witnesses, this will be a great oppor-
tunity for us to ask questions.

We have the estimate from CBO, we have the Heritage Founda-
tion. I am going to mention this briefly. So there is quite a diverse
opinion here on the impact of this cap and trade. As mentioned by
others, the CBO has indicated that this would hurt families by im-
posing an $850 billion energy tax that would obviously be paid by
every American family. If you are going to drive a car, buy any-
thing American or just simply turn on a light, you are going to be
faced with the possibility of increased taxes. The Heritage Founda-
tion, their projections to 2035 are pretty dramatic. Now, I don’t
know if they take into account inflation, which would normally
occur, but they say it would raise electricity rates almost double
and raise gasoline prices, raise residential natural gas prices by al-
most 60 percent, increase the federal debt by 26 percent and addi-
tional enormous costs for families. So the resulting higher energy
rates will be especially hard, I think, on the poor, the elderly, low
income, particularly those individuals in my district who spend
most of their paycheck on service industries, gas, groceries and
cooling their homes.

During the Energy and Commerce Committee markup, we of-
fered numerous amendments, simple amendments that I thought
would simply pass with bipartisan support, we thought to improve
the bill to protect these American families from paying these mas-
sive new taxes, but they were defeated almost along party lines, so
Mr. Chairman, in the end, this is really your bill. This is not a bill
that is supported by the Republicans and so you will have to make
the case why Americans should be saddled with an $850 billion
?ev(\il tax, particularly in light of the economy now that can least af-
ord it.

So, you know, I think fostering new technology and scientific re-
search instead of capping our economy and trading U.S. jobs is a
better guard to our Nation’s security and increase our energy inde-
pendence, and with that, I yield back.
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Mr. MARKEY. Great. We thank the gentleman. The Chair recog-
nizes the gentleman from Georgia, Mr. Barrow.

OPENING STATEMENT OF HON. JOHN BARROW, A REPRESENT-
ATIVE IN CONGRESS FROM THE STATE OF GEORGIA

Mr. BARROW. I thank the chairman. All of us, I think, are de-
pending on technological breakthroughs to get us something we
don’t have right now, and that is new sources of energy that are
clean, cheap and abundant. Mr. Barton talks about fundamental
disagreements. I am going to outline another one.

So far, everybody who has talked has depended on increases in
the cost of dirty energy to provide the incentive or the conditions
to create this thing we don’t have yet, the technological break-
throughs we need. The do-nothing crowd says we can wait and let
natural forces of supply and demand produce the crash in prices
that will produce the incentives to folks to develop what we need.
The do-something crowd says we need a controlled crash in ad-
vance of that condition before Florida is awash with water so we
can try and, you know, accelerate the research and development in
a sort of trickle-down fashion. I think we ought to disenthrall our-
selves from the whole idea that increasing the cost of dirty energy
is the best way to come up with new sources of clean energy. It cer-
tainly ain’t the best way and it is certainly not the only way. We
also ought to disenthrall ourselves of plans that were adopted at
the State level or the result of regional cooperation which really re-
flect the limits of what States acting together or independently can
do under the Constitution. It seems that the folks that are pushing
that idea are determined to impose the limits of State power acting
alone or in concert with other States on our national efforts.

What we are talking about here is a plan to redistribute the pro-
ceeds of a plan to deliberately increase the cost of dirty energy in
order to create some sort of supply of new energy that is cheap,
clean and abundant. What I think we ought to do is recognize that
that is going to provide uncoordinated research and development.
It is going to provide resources that are weaker, inherently weaker
than what we can do at the national level. What I think we need
is not a program that depends on a price crash but a program that
depends on a crash program of sustained public investment in re-
search and development and deployment of clean sources of alter-
native energy. That is a level of fundamental disagreement that I
haven’t heard yet and that is where I come from on this. I think
it is incumbent on those of us who are dissenting from this ap-
proach to set forth our vision of how we can do a better job that
is more effective and more coordinated, and with that, Mr. Chair-
man, I yield back.

Mr. MARKEY. The gentleman’s time has expired. The Chair recog-
nizes the gentleman from Washington State, Mr. Inslee.

OPENING STATEMENT OF HON. JAY INSLEE, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF WASHINGTON

Mr. INSLEE. Thank you.

Several people have mentioned China as an excuse for doing
nothing on this problem. We just spent a week in China with the
Speaker. I thought I would make three points about why we should
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assume our traditional role as world leaders in America on this
subject.

Number one, in this bill we have provided protection for Amer-
ican workers in trade-sensitive energy-intensive industries in steel,
aluminum, paper, by providing 15 percent of the allocations to
these industries so we do not have to concern ourselves about job
leaking to China in these trade-sensitive energy-intensive indus-
tries. Mike Doyle and I worked on that, and thanks to the Chair
we got it in this bill.

Point number two: China is acting on energy today in three ways
that we are not even today. Number one, they have a 20 percent
reduction of energy intensity from a carbon perspective, CO, per-
spective. Number two, they have a 15 percent renewable energy
portfolio. Number three, they have a corporate average fuel econ-
omy standard even more aggressive than ours. And it is a certain
irony today to me that some people here are arguing we should not
act using China as an excuse when those are the same people who
would not even allow America to do that tomorrow which China
has already done yesterday. They are actually taking steps on this
problem which we have not even taken yet, and unfortunately,
some of my colleagues across the aisle have resisted taking those
actions.

Point number three: They have not done enough and we are
going to be pressing them to do more. It is clear that we need to
ask them to do more, given the rise in the number of their plants
without coal sequestration that they are using right now. But it
makes no sense to me whatsoever to continue to provide China an
excuse for further inaction by inaction on our own part. When it
comes to china, we ought to think of two things: one, they are act-
ing; two, they are not going to act more unless we start to act.

This is a start of a clean energy revolution which both countries
can benefit from. We ought to continue this effort. Thank you, Mr.
Chairman.

Mr. MARKEY. Great. The gentleman’s time has expired. The
Chair recognizes the gentleman from Louisiana, Mr. Melancon.

OPENING STATEMENT OF HON. CHARLIE MELANCON, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF LOU-
ISIANA

Mr. MELANCON. Thank you, Mr. Chairman. This committee has
set a new high bar for work on a single legislative issue and I com-
mend the members and the staff for their dedication to this impor-
tant issue. While this committee has hosted many hearings and I
think this hearing is helpful in working to fully understand this,
I do have a few concerns.

First, what are the real cost impacts on the consumers? We know
that EPA has come up with an estimate of around $140 per family
per year, but I don’t believe those numbers are modeled on RPS or
an RES and I don’t believe that the allowance allocations were in-
cluded in the analysis either. But also on the other side, I do be-
lieve that the estimates of $3,100 per family were obviously a bit
exaggerated to the other side. So my question is, what are the real
numbers and can we get those at some point in time in a timely
manner?
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Second, what is the net job creation minus the carbon-related job
loss and will those jobs be more regional or spread out. My concern
in Louisiana is, I am for green jobs but I am not for giving up the
good-paying jobs that I have in south Louisiana in hopes of getting
some new jobs in other parts of the country. As mentioned earlier
by one member of the committee, this shouldn’t be about who wins
and who loses. This should be about us all having some skin in the
game and this country moving forward in a positive way that bene-
fits all of us in the long run.

Thirdly, what tools can we use to moderate the impact on trans-
portation fuels? Providing an allowance relief to cogenerate elec-
tricity producers was an admirable move to ensure that our con-
stituents that are struggling through the current tough economic
times won’t be even more burdened by high utility prices. As a rep-
resentative for a rural district, I have to worry about the people
who regularly drive long distances as a requirement for their em-
ployment or commute. Developing similar cost containment meas-
ures for transportation fuels would be helpful to many people fac-
ing high gas prices this summer. I particularly have a son that
commutes quite a long ways every day and the concern that he has
already is a concern for me as a parent.

So these are concerns of mine and my constituents in south Lou-
isiana, and I don’t think I have any time to yield back but I thank
you for the opportunity to comment.

Mr. MARKEY. Great. The gentleman’s time has expired. The
Chair recognizes the gentleman from New Jersey, Mr. Pallone.

OPENING STATEMENT OF HON. FRANK PALLONE, JR., A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF NEW JER-
SEY

Mr. PALLONE. Thank you, Mr. Chairman.

The allocation of emission allowances is one of the most impor-
tant policy provisions in the Clean Energy and Security Act. These
allowances will protect consumers, invest in clean energy and en-
ergy-efficiency programs and help trade-exposed industries make
the transition to clean energy technologies.

The allocations for renewable energy and energy efficiencies are
particularly important to me. States will receive 10 percent of al-
lowances from 2012 through 2015 to invest in programs that will
help meet the renewable electricity standard. My State, New Jer-
sey, has one of the most aggressive renewable electricity standards
in the country requiring that 20 percent of our electricity needs
come from renewable energy by 2020. By investing allowances in
clean energy and energy efficiencies, we are helping States like
New Jersey meet these goals.

I have always been a strong advocate for renewable energy pro-
grams and I believe Congress should be doing as much as possible
to encourage investments in renewables. This will help us not only
reduce greenhouse gases in this country but it will also create
clean energy jobs. Hard choices were made with regard to the final
allocation formula that passed through this committee and those
choices will ensure that we take a huge step towards cutting green-
house gas emissions and investing in a clean energy economy. The
committee did a good job, in my opinion, to ensure that consumers
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are protected, critical investment in clean energy and energy effi-
ciency programs are included, and industry is not harmfully af-
fected by the cap on greenhouse gas emissions. Thank you, Mr.
Chairman.

Mr. MARKEY. Great. The gentleman’s time has expired. The
Chair recognizes the gentlelady from Wisconsin, Ms. Baldwin.

Ms. BALDWIN. Thank you, Mr. Chairman. I am going to waive my
opening statement so that we can hear from the witnesses, other
than to thank you for holding two important additional hearings to
perfect the record this week. Today’s hearing on allowances and
Friday’s hearing on transmission-related issues. I believe that
these hearings will allow us to perfect or further complement the
legislation that was already reported favorably by the full com-
mittee, and I appreciate the fact that you are holding these two ad-
ditional hearings this week.

Mr. MARKEY. I thank the gentlelady. Although he is not a mem-
ber of the Subcommittee on Energy and Environment, Mr. Terry is
here from Nebraska and by unanimous consent we can allow him
to make an opening statement if he would like.

Mr. TERRY. Yes, I would. Thank you.

Mr. MARKEY. The gentleman is recognized.

OPENING STATEMENT OF HON. LEE TERRY, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF NEBRASKA

Mr. TERRY. I appreciate holding this hearing on what is some-
what mysterious because of its complexity, the allowances and how
they work, and it will be fun, I think, as well as educational for
us.

I have some difficulties getting my mind around the whole con-
cept of cap and trade when there are alternatives such as cap and
incentives or plans that we could have taken offline older, ineffi-
cient, coal-fired plants and perhaps replace them with clean and ef-
ficient nuclear power plants. Why all those type of concepts were
just routinely discarded baffles me but on we go.

But I have the pleasure here of having a constituent at the wit-
ness table in David Sokol. David is one of Omaha’s preeminent
business executives and philanthropists. I have known him for a
long time, about 20-some years. He is the CEO of Mid American
Energy Holdings. There is a variety of energy companies within
that holding generating electricity and also pipelines with natural
gas, and one of the things that I appreciate about Mr. Sokol is he
studies the issue. In fact, he may have been ahead of the curve in
reading the bill before most of the members probably had a chance
to even read the bill. So I am pleased to have him here. He is
straightforward, common sense, a little bit out of the box which I
respect and appreciate, so I welcome Mr. Sokol.

Mr. MARKEY. The gentleman’s time has expired, and all time for
opening statements has expired. I would just like to for the record
make it clear that there is absolutely nothing in the legislation that
requires a compulsory copyright transfer, and that is one of the
reasons why the Judiciary Committee has not been given a referral
of this legislation because there is nothing in the bill on patents
or copyrights, so I just want the record to reflect that in terms of
transfer of patent or copyright interests that is affected by the bill.
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Now let us turn and recognize our first witness, Mr. Thomas
Farrell. He is the chairman, the president and CEO of Dominion,
who will speak today as a board member of the Edison Electric In-
stitute. Mr. Farrell is also a board member of the Institute of Nu-
clear Power Operations and of the Council of Foreign Relations, an
independent task force on climate change. Thank you so much, Mr.
Farrell, for being with us here today. Whenever you are com-
fortable, please begin.

STATEMENTS OF THOMAS F. FARRELL, II, CHAIRMAN, PRESI-
DENT AND CEO, DOMINION (ON BEHALF OF EDISON ELEC-
TRIC INSTITUTE); RICH WELLS, VICE PRESIDENT, ENERGY,
DOW CHEMICAL COMPANY; DAVID SOKOL, CHAIRMAN OF
THE BOARD, MID AMERICAN ENERGY HOLDINGS COMPANY;
STEVE COUSINS, VICE PRESIDENT, REFINING, LION OIL; G.
TOMMY HODGES, CHAIRMAN, TITAN TRANSFER, INC., (ON
BEHALF OF THE AMERICAN TRUCKING ASSOCIATION);
DAVID MONTGOMERY, VICE PRESIDENT, CHARLES RIVER
ASSOCIATES; NAT KEOHANE, ECONOMIST, ENVIRONMENTAL
DEFENSE FUND; AND REVEREND DR. MARI CASTELLANOS,
MINISTER FOR POLICY ADVOCACY, UNITED CHURCH OF
CHRIST, JUSTICE AND PEACE MINISTRIES

STATEMENT OF THOMAS F. FARRELL II

Mr. FARRELL. I thank Chairman Markey and Ranking Member
Upton and members of the committee. Thank you for the oppor-
tunity to provide testimony on the allocation emission allowances
under the American Clean Energy Security Act.

Dominion Resources, to give you some perspective, is one of the
Nation’s largest integrated electric and natural gas companies with
operations in the Midwest, Northeast and Mid-Atlantic regions of
the country. Our corporate headquarters is in Richmond, Virginia.
We are active along the entire energy production delivery chain.
We operate a large fleet of nuclear, oil, coal, gas-fired and renew-
able energy facilities, both regulated and merchant. Slightly more
than half of our electric output is fossil fired. We also operate nat-
ural gas pipelines, gas storage structures, L&G importation facili-
ties and we explore for and produce natural gas. We serve about
5 million retail customers in 12 States.

I am appearing before you today on behalf of the Edison Electric
Institute. EEI member companies serve 95 percent of the ultimate
electricity customers in the investor-owned segment of the industry
and account for about 70 percent of the total U.S. electric power
business. EEI has endorsed an economy-wide cap-and-trade pro-
gram to reduce greenhouse gas emissions that includes provisions
to mitigate the cost impacts on electricity customers and the econ-
omy. Under any scenario, it will be expensive to transform the
United States into a low-carbon society. It will take effective carbon
regulation and the development and deployment of a full range of
climate-friendly technologies to get the job done, some of which are
commercially available now and some of which are not.

EET’s membership spent 2 years developing a circumstances pro-
posal to minimize the economic impact of reducing carbon emis-
sions for all electricity consumers, especially the low-income fami-
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lies and energy-intensive businesses and industries that will suffer
the most from higher electricity costs. The allowance allocation for-
mula in H.R. 2454 is the essence of the EEI proposal. The allow-
ance allocation concept has the broad support of a variety of share-
holders including the U.S. Climate Action Partnership, labor
groups and EEI and its member companies. The allowance alloca-
tion method we support offers the best means of protecting elec-
tricity consumers of all types, large and small, rural, urban and
suburban, without sacrificing the desired environmental improve-
ments. Consumers can be assured that whether they receive elec-
tricity from a shareholder-owned utility, an electric cooperative or
municipal utility, they will receive the benefits of the allowance
program provided for in the legislation.

The bill’s allowance allocations to the power sector amount to 35
percent of the total annual allowances available to all major sectors
of the economy covered by the bill. About 30 percent go to local dis-
tribution companies and about 5 percent will go to merchant coal
generators and other generators with long-term power purchase
agreements until direct allocations begin to decline from 2026
through 2030. A longer phase-out period is one of the modifications
of the bill that EEI seeks. H.R. 2454 currently provides for allow-
ances to decline precipitously from 35 percent to zero in the 5-year
period from 2025 to 2029. Because the emission cap declines sharp-
ly from 2020 to 2030, consumer protection will be strengthened if
allowances are phased our more gradually.

The bill specifies that these allowances must be used exclusively
for the benefit of retail ratepayers. The allocation proposal ensures
that all classes of electricity customers receive the benefits of the
value of the emissions allowances regardless of the size, location or
ownership structure of the LDC. Targeting LDCs as the primary
recipient of the allowances ensures that the benefits and costs of
those allowances flow directly to end-use consumers. LDC rates are
regulated by State commissions. These commissions have extensive
oversight experience and authority to ensure that allowances re-
ceived by LDCs will be reflected in any rate-making cases. The bill
enhances the role of State commissions and includes safeguards to
ensure that allowances directly benefit customers. Allocations to
LDCs can also take into account regional variations in electricity
use generation mix and cost. Different regions use different
amounts of fossil fuel to produce electricity. Some regions use more
coal than others. Average customer demand for electricity also var-
ies significantly by region due to such things as weather and the
price of power.

We are pleased that the bill provides direct allowances to the
electricity sector in the early years of the program. This feature of
the bill 1s critical to protecting consumers until new technologies
are available to enable the continued use of our domestic coal re-
sources. It is important to note, however, that significant costs re-
main for the utility sector to comply with major programs in this
Act. The renewable electricity standard and the climate cap-and-
trade program will require significant financial investments to ei-
ther change the current generation profile, purchase renewable en-
ergy credits or offsets, make alternative compliance payments, pur-
chase allowances from auction or some combination of all of these.
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H.R. 2454 distributes emissions allowances to LDCs based on a cal-
culation of each LDC’s share of the total LDC allowance pool. To
give equitable treatment to the concerns of different local distribu-
tion companies, the distribution of allowances follows a 50/50 for-
mula, 50 percent based on each LDC’s share of average annual
electric sector CO, emissions during the base period including
emissions associated with purchase power and 50 percent based on
each LDC’s share of average annual electricity retail sales during
the base period. The emissions component of the formula recog-
nizes the concerns of utilities with significant fossil generation that
their customers will face higher compliance costs. Emissions-based
allowances would help offset those costs. The sale component recog-
nizes the concerns of other utilities whose customers already face
higher prices resulting from utility investments in carbon-free
power generation.

Mr. MARKEY. Mr. Farrell, if you could summarize, we would ap-
preciate it.

Mr. FARRELL. It would be my pleasure. We will, I am sure, get
into discussions about what happens with merchant coal genera-
tors, a very important part of the bill.

In sum, we believe the allowance allocation approach set forth in
the bill will moderate the economic impact of greenhouse gas regu-
lation on electricity consumers nationwide, especially during the
early years of the program. We commend the committee for the
hard work it has done to craft a climate policy that successfully re-
duces greenhouse gas emissions while addressing the cost implica-
tions to consumers and the economy. Thank you, Mr. Chairman.

[The prepared statement of Mr. Farrell follows:]
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Written Testimony

Thomas F. Farrell li
Chairman, President & CEO - Dominion

On behalf of
The Edison Electric Institute

Before the U.S. House of Representatives
Committee on Energy and Commerce
Subcommittee on Energy and Environment

Hearing on Allocation of Emissions Allowances

June 9, 2009

Chairman Markey, Ranking Member Upton, and members of the Subcommittee, 1 am grateful
for the opportunity to appear before the House Energy and Commerce Committee's Subcommittee on
Energy and the Environment to offer testimony on the allocation of emissions allowances under the
American Clean Energy Security Act of 2009.

My name is Tom Farrell. | am the chairman, president and CEO of Dominion Resources, a
leading provider of commodity energy and energy services in the Midwest, Northeast and Mid-Atlantic
regions of the country. Our corporate headquarters is located in Richmond, Va.

Dominion owns and operates a $42 billion energy network that includes more than 27,000
megawatts of electric generating capacity and 1.2 trillion cubic feet equivalent of proved natural gas and
oil reserves in the Appalachian Basin. Our transportation and delivery infrastructure includes 14,000
miles of natural gas transmission, gathering and storage pipeline and 6,000 miles of electric transmission
lines. We operate the nation’s largest underground natural gas storage system, with 975 biliion cubic
feet of storage capacity. We also serve more than 5 million retail electric and natural gas customers in

12 states.
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Dominion operates both regulated and merchant electric generating facilities in the
northeastern quadrant of the U.S. We are in the top third of the electric industry in terms of carbon
efficiency — the amount of CO; produced per unit of output. About two-thirds of our total generating
capacity is regulated and one-third is merchant generation. Slightly more than haif of Dominion’s total
electric output is fossil-fired. The remainder is emissions-free nuclear and renewable power, primarily
hydro, wind and biomass. Dominion’s renewable portfolio inciudes a 50-percent interest in the two
largest wind farms east of the Mississippi River.

1 am appearing before you today on behalf of the Edison Electric institute. EEl is the trade
association of U.S. shareholder-owned electric companies, with international affiliate and industry
associate members worldwide. The U.S. members of EEl serve 95 percent of the ultimate electricity
customers in the shareholder-owned segment of the industry and account for about 70 percent of the
total U.S. electric power business.

introduction

EE! has endorsed climate change principles intended to help ensure that U.S. climate policy is
successful in reducing greenhouse gas {GHG) emissions while aiso addressing the cost implications to
consumers. This framework calls for an 80-percent reduction in GHG emissions from current levels by
2050, together with a series of actions to mitigate impacts to electricity customers and the economy.

Under any scenario, reductions in greenhouse gas emissions will be expensive. The most cost-
effective way to achieve them in the power sector is through the development and deployment of a full
portfolio of climate-friendly technologies and measures over the long term. These include:

* Supply- and demand-side energy efficiency initiatives;
e Renewable energy projects;
* Advanced coal technologies integrated with carbon capture and storage {CCS});

e New nuclear power plants;
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e  Plug-in hybrid electric vehicles; and
* Smart grid applications.

Some of these technologies are commerciaily available now {many at a higher cost than
conventional generation sources} while others are not. The availability of all of these technologies will
be critical if we are to achieve our dual goals of reducing GHG emissions and maintaining reliable,
affordable and clean electricity supplies in a carbon-constrained world.

Although technology applications are certainly a necessary component of climate change policy,
in and of themselves they are incomplete. EEI's membership spent two years developing a consensus
proposal to minimize the economic impact of reducing carbon emissions for all electricity consumers —
especially the low-income families and energy-intensive businesses and industries that will suffer the
most from higher electricity costs. We thoroughly examined numerous proposais brought forth by EEI
member companies and carefully evaluated the rate impacts on our customers. Through extensive
modeling, we learned that some proposals widened the disparity in electricity rates across the nation
while others reduced this rate spread.

The allowance allocation formula contained in H.R. 2454 is the essence of the EEi proposal. The
allowance allocation concept has the broad support of a variety of stakeholders, including the U.S
Climate Action Partnership {(USCAP), labor groups, and EEi and its member companies.

1 will describe our mechanism for allocating allowances and explain why it offers the best means
of protecting electricity consumers of all types — large and smatl, rurai, urban and suburban — without
sacrificing the desired environmental improvements. Consumers can be assured that whether they
receive electricity from a shareholder-owned utility, an electric cooperative or a municipal utility, they

will receive the benefits of the allowance program provided for in this legisiation.
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Key Allowance Allocation Provisions of H.R. 2454

The allowance allocations to the power sector as provided for in H.R. 2454 amount to 35
percent of the total annual allowances available to all major sectors of the economy covered by the bill,
starting in 2016. According to the Committee, 30 percent of all allowances will go to local distribution
companies {LDCs} and about 5 percent will go to merchant coal generators and other generators with
long-term power purchase agreements until direct allocations begin to deciine in 2026 and phase out by
2030.

A longer phase-out period of transitional allowances is one of the modifications to the bill that
we seek. H.R. 2454 currently provides for allowances to quickly decline from 35 percent to zero in the
five-year period from 2025 to 2029. Because the emissions cap declines sharply from 2020 to 2030,
consumer protections would be strengthened if allowances were phased out more gradually.

EEi believes these allocations to the electric sector are criticai to holding down costs to
electricity customers — our fundamental and overriding concern. And just as we believe there should be
no exemption for any industry or particular fuel in a climate cap-and-trade regime, so we believe there
should be no exclusion of merchant coal generators from the allowance aliocation program. | will returr
to this subject later.

By design, H.R. 2454 allocates 30 percent of alf aliowances to LDCs, the wires companies that
provide retail electric service to end-use consumers. The bill specifies that these allowances must be
used exclusively for the “benefit of retail ratepayers.” The allocation proposal found in new Clean Air
Act section 783 ensures that all classes of electricity customers receive the benefits of the value of the
emissions allowances, regardless of the size, location or ownership structure of the LDC.

Targeting LDCs as the primary allowance recipients ensures that the benefits and costs of those

allowances flow directly to end-use electricity consumers. LDCs connect with every electricity
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customer—residential, commercial and industrial. They are the entities best equipped to ensure that
customers see any costs or benefits derived from the value of the allowances.

LDCs also monitor, record and bill customers for the amount of electricity they use. For that
reason, they have a built-in, practical and efficient system in place to flow through the costs and benefits
of aliowances to their customers.

in addition, LDCs have extensive experience and numerous programs to identify and serve low-
income customers. They are in a good position to work with their state public utility commissions (PUCs)
to design programs that address industrial customers as well as low-income customers, which supports
an important goal of this legislation.

A second important point is that LDC rates are regulated by state commissions. These PUCs have
extensive oversight experience and authority to ensure that aliowances received by LDCs will be
reflected in any ratemaking cases. The bill enhances the role of state commissions and includes
safeguards to ensure that allowances directly benefit consumers. EPA is granted specific authority to
suspend the awarding of allowances in the event that any PUC or LDC does not use these aliowances
appropriately.

The utility ratemaking process provides transparency and accountability through a time-tested,
public mechanism. Allowance allocations to LDCs under strict PUC supervision should address any
concern that utility shareholders would benefit from the allocations instead of customers.

Third, allocations to LDCs can take into account regional variations in electricity use, generation
mix and costs. Different regions use different amounts of fossil fuel to produce electricity. Some regions
use much more coal than others. Average customer demand for electricity also varies significantly by
region, due to such things as weather and the price of power.

In sum, the allocation approach for LDCs that EEI supports has sufficient flexibility to manage

and accommodate all of these factors.
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Determining Allocations to LDCs

We are pleased that H.R. 2454 provides direct allowances to the electricity sector in the early
years of the program. This feature of the bill is critical to protecting consumers until new technologies
are available to enable the continued use of our domestic coal resources, and until such time as new
low-carbon infrastructure can be built.

It is important to note, however, that significant costs remain for the utility sector to comply
with major programs in this Act. The Combined Efficiency and Renewable Electricity Standard and the
climate cap-and-trade program will require significant financial investments to either change the current
generation profile, purchase renewable energy credits or offsets, make aiternative compliance
payments, purchase allowances from an auction, or some combination thereof.

H.R. 2454 distributes emission allowances to LDCs based on a calculation of each LDC’s share of
the total “LDC allowance pool.” To give equitable treatment to the expressed concerns of different
LDCs, the distribution of allowances will follow a 50/50 formula: 50 percent based on each LDCs share
of average annual electric sector CO; emissions during the base period (including emissions associated
with purchased power} and 50 percent based on each LDCs share of average annual electricity retail
sales during the base period.

The EEl approach resuited from years of discussion among its diverse members. Itis a blend
that responds to varying profiles of companies located in different regions of the country, operating
with different fuel strategies and serving different customer needs.

EEV's proposal recognizes that the increased costs of a CO2 cap comes from multiple factors,
including the cost of purchasing allowances to cover a utility’s own generation, the added fuel costs
from reducing coal generation and increasing natural gas generation to comply with the cap, as well as

the impact of both of these factors on the price of purchased power.
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The emissions component of the formula recognizes the concerns of utilities with significant
fossil generation that their customers will face higher compliance costs. Emissions-based allowances
would help offset those costs. The sales component factors in the concerns of other utilities whose
customers already face higher prices resulting from utility investments in non-emitting power
generation.

The 50/50 allocation formula recognizes the validity of both views and ensures that all LDCs are
treated the same, regardiess of their ownership structure. in short, any LDC that delivers electricity
directly to retail consumers — whether it is a shareholder-owned utility, an electric cooperative or a
municipal utility—will receive allowances under this program.

Determining Allocations to Merchant Coal Generators

Merchant coal generators seli coal-fired power into competitive wholesale markets where prices
are set by market forces and are not subject to state PUC regulation. These merchant generators
produce more than 20 percent of total U.S. coal-fired generation.

EE1, as well as USCAP and labor groups, recognize that providing allowances to these generators
is essential to ensuring an affordable and reliable supply of electricity during the transition to a low-
carbon economy. The continued viability of these generators is critical to maintaining adequate
competition in competitive markets, assuring refiability and holding down costs to consumers.
Consumers in competitive markets also deserve protections from potential cost increases from reducing
GHG emissions.

We believe that H.R. 2454 incorporates valuable safeguards on the use of allowances provided
to merchant coal generators as follows:

{1} Merchant generators receive a proportional share of allowances based on one-half of their

base-year emissions. Even at the maximum allocation, they will always have to purchase

allowances to cover their net compliance costs.
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{2) The bili cails for a cap on the share of electric sector allowances available to merchant
facilities, which would decline over time.

(3

-~

The bill ensures that allowances to merchant coal generators will be based on actual
emissions that occur in the prior year. This ensures that no allowances will be awarded to
facilities that are retired. If a plant is retired, its qualifying emissions will be zero and no
allowances will be provided for that facility in the following year. If the plant’s output
declines, it receives fewer allowances. This guards against any generator receiving
allowances for emissions that are not occurring and thus protects against concerns about
“windfall profits.”

As | have previously discussed, we agree that an enhanced role for state PUCs as provided in the
bilt will be an effective tool for ensuring that LDCs use allowances to directly benefit consumers.
However, state commission oversight is not the only method to ensure that aliowances mitigate
consumer costs.

In competitive markets, it is evident that a limited number of allowances for merchant
generators is necessary to help defray the substantial costs of complying with emissions reduction
targets. H.R. 2454 directs EPA, working with FERC, to examine and address any potential “windfall
profits” or substantially disparate treatment.

As the entire electricity industry invests in new generation to meet renewable energy targets
and develops new CCS technologies to ensure a future role for domestic coal, allowances provide a
sound public policy platform to help meet the declining cap on emissions.

Determining the Relative Size of LDC and Merchant Generator Allowance Pools

The bill caps allowances available to the merchant generator pool at 10 percent of the total
annual allowances provided to the electricity sector. That means the maximum amount of allowances

available to merchant generators in any given year is 3.5 percent.




46

The total amount of allowances issued to merchant generators is then deducted from the total
electricity sector aliocation to determine the LDC aliowance pool. The LDC aliowance pool is then
allocated to individual utilities using the formula explained earlier. As the emissions cap declines over
time, and as the allowances allocated to the electricity sector decline, so will the number of allowances
allocated to LDCs and merchant coal generators.

Conclusion

EE! again wishes to commend this Committee for its hard work on the enormously challenging
issues related to climate change. The complexity of the allowance distribution formula in the bill is a
reflection of the complex nature of the electric industry, with its diverse generating facilities, fuel
sources and state regulatory arrangements.

We believe the allowance allocation approach in this bilf will minimize the economic impact on
electricity customers nationwide during the early years of a federal GHG cap-and-trade program. It aiso
will heip ensure that utilities continue to provide reliable, reasonably priced electric service that
supports economic growth, job creation and strong communities.

We look forward to continuing our work with the Committee to help ensure that U.S. climate
policy is successful in reducing GHG emissions while also addressing the cost implications to consumers.

it
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Mr. MARKEY. Thank you, Mr. Farrell, very much.

Our second witness is Mr. Rich Wells. He is the vice president
for energy at the Dow Chemical Company, where he is responsible
for Dow’s complete energy portfolio. He has been a member of the
board of directors of the Alliance to Save Energy. We welcome you,
Mr. Wells. Whenever you are ready, please begin.

STATEMENT OF RICH WELLS

Mr. WELLS. Thank you, Mr. Chairman and members of the com-
mittee. I thank you for the opportunity today to comment on the
allowance allocation provisions of the American Clean Energy and
Security Act.

I am vice president of energy for the Dow Chemical Company, a
leading specialty chemical and advanced materials company with
over 50,000 employees, half of which are located here in the United
States. While we are known as an energy-intensive company, Dow
also makes products that help consumers save energy and reduce
their greenhouse gas emissions. As an example, our thermal insu-
lation and foam sealant products can reduce home and business en-
ergy costs by up to 30 percent. In fact, the recent lifecycle assess-
ment found in emissions reductions from the use of Dow insulation
products were seven times greater than our company’s total annual
emissions. So as you can see, American energy-intensive companies
can and do develop products that help lower the overall carbon
footprint of our economy.

In order for the cap-and-trade system proposed in the committee
bill to be economically sustainable, it must be designed in a way
that allows American energy-intensive and trade-exposed manufac-
turers to remain globally competitive in the face of rising energy
costs. When I testified before this committee in April, I said that
it was critical under the competitiveness title that the output-based
rebates be adequate to cover direct and indirect emissions associ-
ated with sectors that meet the energy-intensive and trade-exposed
criteria. Since that time the committee has allocated 15 percent of
the total number of allowances toward this purpose. We believe the
committee has made a reasonable allocation choice based on avail-
able information. However, due to the uncertainty surrounding in-
direct emissions, we urge continued study of this issue as the bill
is further reviewed by Congress.

We are, however, concerned that the current bill phases out the
amount of allowances for energy-intensive and trade-exposed sec-
tors before carbon leakage is addressed. We urge the committee to
continue to study this issue to ensure that there is adequate alloca-
tion of allowances until such time that the carbon leakage problem
is solved through an international agreement. If we do not properly
address this issue, then we will fail to protect American jobs and
the manufacturing sector.

Also in April, I testified that the compensatory allowance provi-
sion for feedstock material was restrictive to the point where no
company would be able to claim a single allowance for using fossil
energy in non-emissive ways. We would like to thank the com-
mittee for modifying that provision which we now believe does not
punish those companies that use hydrocarbons as raw materials to
make non-emissive products.
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One of the easiest ways to meet aggressive short-term emission
reduction targets is through fuel switching from coal to natural gas
in the power sector. Too strong a price signal on carbon would ac-
celerate this movement which is already underway, even in the ab-
sence of climate change legislation. If fuel switching is excessive,
demand for U.S. natural gas will rise and American manufacturers
that depend upon this energy source will suffer. Dow supports the
allocation of some portion of free allowances to coal-fired power
generation to help minimize fuel switching.

For the same reason, we also support the allocation of bonus al-
lowance to promote carbon capture and storage deployment. It is
critically important that the bill be designed to minimize the cost
imposed on U.S. manufacturers. That is why we should not assume
allowance allocation alone can address all the challenges posed by
cap and trade for the manufacturing sector. For instance, compen-
satory allowances will not cover all the fossil energy Dow purchases
as a feedstock material. Likewise, allowance allocation will lessen
but it won’t eliminate fuel switching from coal to natural gas.
Therefore, in order to complement allowance allocation measures
and to keep U.S. manufacturers globally competitive, we think it
would be better for the 2020 target to reflect the 14 percent reduc-
tion from 2005 levels rather than a 17 percent reduction. We also
believe the bill’s excessive procedural hurdles on offsets will result
in high-quality legitimate offsets being excluded.

Mr. Chairman, we commit to working with you and others to fur-
ther refine the basic provisions to assure the competitiveness of en-
ergy-intensive and trade-exposed industries. I thank you for the
time today. I would be happy to answer your questions when ap-
propriate.

[The prepared statement of Mr. Wells follows:]
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The Dow Chemical Company appreciates the opportunity to submit these written
comments to the Subcommittee on Energy and Environment, Committee on Energy and
Commerce on the allowance allocation provisions of H.R2454, “The American Clean
Energy and Security Act of 2009”.

Dow was founded in Michigan in 1897 and is one of the world’s leading manufacturers
of chemicals and plastics. We supply products to customers in 160 countries around the
world, connecting chemistry and innovation with the principles of sustainability to help
provide everything from fresh water, food, and pharmaceuticals to paints, packaging, and
personal care products

Dow is committed to sustainability. We have reduced our absolute levels of greenhouse
gas (GHG) emissions 22% since 1990, and we are committed to do even better in the
future. Our ambitious 2015 sustainability goals underscore this commitment."

Dow is an energy-intensive company. We use energy, primarily natural gas and natural
gas liquids, as a feedstock material to make a wide array of products. For its global
operations, Dow uses the energy equivalent of 850,000 barrels of oil every day. This
amount is more than the oil consumption of some countries, such as The Netherlands or
Australia.

Because roughly half of our operating costs are energy costs, Dow is actively
investigating and moving forward on altemate feedstock materials such as glycerin to
propylene glycol (for use in antifreeze) and soy to polyols (for use as cushioning in
furniture).

In addition to being relatively energy-intensive, Dow products help consumers save
energy and reduce GHG emissions. For the home or business, our insulation and
polyurethane foam sealants can reduce home and business energy costs by 20%-30%. In
2008, a third-party validated lifecycle assessment found that the avoided emissions from
the use of Dow insulation products in service are about seven times greater than our
company’s total annual emissions.” For saving energy on the road, our new diesel
particulate filter technology enables improved environmental performance and fuel
efficiency. We offer amines technology to capture carbon dioxide emissions from the
power sector. We also offer plastics, composites, and adhesives to help make cars
stronger and lighter, while improving overall gas mileage. For the industrial sector, we
have saved energy by down-gauging industrial stretch film, a process of making a plastic
film thinner but stronger, so that less plastic (and feedstock energy) can be used while
getting the same benefits in use.

This testimony focuses on allowance allocation under H.R2454 and how the allocation of
allowance value helps to address the challenges faced by an energy-intensive, trade-
exposed company under a US policy to control greenhouse gas (GHG) emissions.
Specific focus is on free allowances for energy-intensive, trade-exposed sectors,

! To learn more about Dow’s commitment to sustainability, go to our website at www.dow.com.
2 To learn more, see our 2008 annual report at www.dow.com/financial/pdfs/161-00722.pdf
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compensatory allowances for non-emissive use of fossil energy, and the use of allowance
value to help minimize fuel switching in the power sector (from coal to natural gas).

On April 23, 2009--before the Committee developed an allowance allocation proposal-—
we testified before the Committee on these same topics. This testimony responds to the
allocation decisions that have since been made by the Committee, and also identifies
other important provisions of the Committee-passed bill that will have a significant
impact on Dow’s competitiveness.

USCAP Perspective

As a member of the U.S. Climate Action Partnership (USCAP), Dow supports prompt
enactment of environmentally effective, economically sustainable and fair climate change
legislation to reduce U.S. greenhouse gas emissions sharply by mid-century. The
centerpiece of legislation should be an economy-wide cap and trade program. This
market-based approach is the best way to put a price on carbon and ensure that short- and
long-term emissions targets are met.

USCAP launched its landmark report, titled 4 Call for Action®, in January 2007, which
lays out a legislative framework for climate protection. Most recently, USCAP released
A Blueprint for Legislative Action, which provides consensus recommendations for
climate protection legislation. USCAP includes more than two dozen businesses and
environmental organizations. The coalition recognizes that the United States faces an
urgent need to reinvigorate our nation’s economy, make the country more energy secure,
and take meaningful action to slow, stop, and reverse GHG emissions to address climate
change. Thoughtful and comprehensive national energy and climate policy will help
secure our economic prosperity and provide American businesses and the nation’s
workforce with the opportunity to innovate and succeed.

According to USCAP, manufacturers and industries that deal with certain commodity
products that are both energy-intensive and trade-exposed will be particularly challenged
by US climate policy if they face compctition from countries that have not committed to
an internationally recognized GHG-emission-reduction path. In such cases, there is a risk
of “leakage”, by which we mean the shifting of production (and jobs) and GHG
emissions from the US to these other countries.

To remedy this situation, USCAP recommends that an adequate amount of allowance
value be provided to US manufacturers facing such competition (determined by objective
criteria). USCAP recommends that these allowances be tied to any GHG-related
competitive imbalance and reduced or eliminated when the GHG-related competitive

S4 Call for Action and 4 Blueprint for Legislative Action can be found at www.us-cap.org.

* The current members of USCAP are: Alcoa; Boston Scientific Corporation; BP America, Inc.; Caterpillar
Inc.; Chrysler LLC; ConocoPhillips; Deere & Co.; Dow; Duke Energy; DuPont; Environmental Defense
Fund; Exelon Corporation; Ford Motor Company; FPL Group; General Electric; General Motors
Corporation; Johnson & Johnson; Natural Resources Defense Council; NRG Energy; PepsiCo North
America; Pew Center on Global Climate Change; PG&E Corperation; PNM Resources; Rio Tinto; Shell
Oil Company; Siemens Corporation; The Nature Conservancy; and the World Resources Institute.
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imbalance is reduced or disappears. USCAP also believes that any provisions designed
to address competitiveness should be consistent with World Trade Organization rules.

Maintaining US Competitiveness

The bill (Title IV, Subtitle A) includes provisions to provide compensation to energy-
intensive, trade-exposed sectors that are at risk of leakage under a US program to control
greenhouse gases. Representatives Inslee and Doyle have long championed this approach
(as embodied in their bill, HR.1759, the EMPLOY Act) , which Dow believes is the best
way to address the competitiveness issue prior to an intemational agreement among
major emitting countries or a global sectoral agreement.

The Inslee-Doyle approach proceeds in two steps. In the first step, EPA would identify
energy-intensive, trade-exposed sectors that are at risk of leakage based on clear and
objective criteria. In the second step, EPA would award rebates to eligible facilities to
compensate them for some portion of their direct and indirect GHG emissions. The
Inslee-Doyle approach is generally consistent with the approach outlined in the USCAP
Blueprint for Legislative Action.

When we testified before the Committee on April 23, 2009, the allocation issue had not
yet been addressed. At that time, Dow testified that he rebate be adequate to cover the
direct and indirect emissions associated with the sectors that meet the criteria for
eligibility. This perspective is widely shared among other energy-intensive sectors.

Since we testified, the Committee has allocated 15% of the total number of allowances
toward this purpose. We are aware of studies that suggest this amount should be
sufficient to fully compensate eligible sectors for direct and indirect emissions, but there
is a fair amount of uncertainty, especially over indirect emissions. We believe the
Committee has made a reasonable allocation choice based on the information currently
available, but we urge continued research and study over this issue as the bill is further
considered by Congress.

On April 23, we said it was critical that the rebate not be reduced or eliminated until the
competitive disadvantage is reduced or eliminated. Targeted assistance to energy-
intensive industries should be terminated only when the carbon leakage problem is solved
through an international agreement. And, it should be phased down only in proportion to
progress made in reducing the cost differentials between trading partners in a fashion that
demonstrably reduces the disadvantage to domestic producers—not according to an
arbitrarily defined timeline. The Committee-passed bill, however, phases down the
amount of allowances for energy-intensive, trade-exposed sectors over time, perhaps
before the leakage issue will be reduced or eliminated. We urge the Committee to
continue to study this issue, and we urge the Committee to work closely with other
committees to ensure an adequate allocation of allowances over time.

We note that there are many challenging implementation issues with this section of the
bill. For example, determining the average GHG intensity by sector is particularly
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challenging for any sector that doesn’t make a homogeneous product using similar
production technology. Sectors utilizing combined heat and power seek clarification as to
how self-generated electricity and steam will be handled under this provision. We plan to
work closely through our industry trade associations with both Congress and with EPA to
ensure smooth implementation of this provision.

Protecting Feedstock Use of Fossil Energy

Other allowance provisions of the draft bill will impact competitiveness, and care must be
taken to ensure these other provisions are designed to protect American manufacturing
jobs.

The bill imposes a point of regulation not just on those who emit GHGs, but also on those
who produce fossil energy (i.e., petroleum products). This means that there will be a
price signal imposed not just on fossil energy that is combusted, but also on fossil energy
that is used as a feedstock material to make carbon-based products that are not designed
to be combusted and many of which help people save energy.

To minimize the price signal imposed on fossil energy used as a feedstock, the draft bill
(Title 111, Section 721f) would provide compensatory allowances to those who use fossil
energy in non-emissive ways, such as a feedstock material. On April 23, we testified that
the definition of “non-emissive use” was so restrictive that no company would be able to
claim a single compensatory allowance. In addition, such compensatory allowances
would not be bankable, and the timing of the issuance of such compensatory allowances
was unclear.

To address these concerns, the Committee has since changed this provision, which we
now believe does not punish companies for using fossil energy in a non-emissive manner.

Preventing a “Dash to Gas”

One of the easiest, and most likely, ways to meet aggressive, short-term emission
reduction targets, such as those in the draft bill, is through fuel switching from coal to
natural gas in the power sector. Too strong a price signal on carbon would exacerbate
such a movement, which is already underway even in the absence of a US program to
reduce GHG emissions. If fuel switching is excessive, demand for US natural gas will
rise, and US manufacturers that depend on natural gas will suffer.

The fuel-switching solution could be economically ruinous for those industrial businesses
and consumers dependent on affordable natural gas, if natural gas supply does not keep
pace with rising demand, or if natural gas supply lags significantly behind demand.
Recent US history suggests this is a plausible scenario.

Natural gas prices have skyrocketed by more than 460% over the last eight years. The
increase in price volatility has significantly contributed to the US manufacturing sector
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losing over 3.7 million jobs, the chemical industry losing nearly 120,000 jobs®, and the
permanent loss of nearly half of the US fertilizer production capacity. The manufacturing
sector, which has limited fuel switching ability, has become the shock absorber for high
natural gas costs. For the forest products industry, energy is the third largest
manufacturing cost—up fifty percent in recent years for pulp and paper mills. For some
mills, the cost has eclipsed employee compensation.

Dow first expressed alarm about high natural gas prices in 2002. At that time, our total
annual energy and feedstock bill was $8 billion. In 2008, our energy bill was $27 billion.
Our energy expenditures are by far the largest component of our production costs, and
equate to about half of our total revenues.

Congress has been enticed into over-reliance on natural gas before. The Clean Air Act
Amendments of 1990 were enacted with the belief that natural gas would be the clean
fuel of the future and would be cheap and plentiful. Unfortunately, Congress did not
anticipate the run-up in natural gas prices and the resulting demand destruction in the
industrial sector.

We view the recent softening of natural gas prices to be associated with the weakening
economy. We do not believe the current market prices for natural gas are indicative of
the future. Congress must anticipate the future demand for natural gas as the economy
rebounds. According to EPA/DOE analyses, cap and trade legislation will increase the
demand for natural gas at least in the near-term (prior to 2030), as power companies find
it economical to fuel switch from coal to less-CO,-intensive natural gas. In the longer-
term, fuel switching is of less concern as new technology is deployed to cost-effectively
address GHG emissions from coal-fired power plants.

In designing a cap and trade program, several different elements (targets and timetables,
cost containment, and complementary policies for coal and energy efficiency) will impact
the degree of fuel switching, and Congress should keep all of these in mind as it develops
a climate policy. Dow recommends that any US climate policy be designed in ways to
minimize fuel switching,.

Allocation of allowance value has a significant role to play in minimizing fuel switching.
The bill allocates a significant share of allowances to local distribution companies
(LDCs) to benefit their ratepayers. The bill also allocates free allowances to merchant
coal generators. Dow supports the allocation of some portion of free allowances to coal-
fired power producers as this will help to minimize fuel switching. For the same reason,
Dow also supports the allocation of bonus allowances to promote CCS deployment.

* The chemical industry uses 1.93 trillion cubic feet (TCF) of natural gas annually, representing 8% of US
natural gas consumption. The majority of steam boilers and cogencration units in the manufacturing sector
are powered by natural gas. The remainder is for feedstock purposes. Due to the historic abundance and
low cost of natural gas in the USA, natural gas has been vital to domestic chemical production.
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Other Issues Aside from Allocation

It would be wrong to conclude that allowance allocation alone can address all the
challenges posed by a cap and trade bill for an energy-intensive US company. Some—
perhaps many—of our products will not be considered energy-intensive and trade-
exposed and therefore will be ineligible for free allowances. Compensatory allowances
will not cover all of the fossil energy we purchase as a feedstock material. Allowance
allocation will lessen—but not eliminate-—fuel switching from coal to natural gas.

For these reasons, it is critically important that the underlying program be designed in
ways that minimize the costs imposed on US manufacturers. For example, we think it
would be better for the 2020 target to reflect a 14% reduction in GHG emissions from
2005 levels (the lower-bound end of the USCAP recommended range), rather than a 17%
reduction. We believe the bill imposes too many procedural hurdles that will result in
high-quality, legitimate offsets being excluded from the program. We would like to see
incentives for more growth in US electricity generation from nuclear power over the
timeframes contemplated in the bill.

Therefore, we will continue to work with Congress to ensure that the basic program
design is further refined to address the competitiveness concerns of energy-intensive US
manufacturers.

Conclusions

Dow strongly supports the framework developed by Representatives Inslee and Doyle to
address competitive pressures facing energy-intensive, trade-exposed sectors of the
economy. We re-iterate our belief that the set-aside of allowances be adequate to address
this issue, and that these allowances not be phased-down before the competitiveness issue
has been addressed.

Dow supports compensatory allowances for the use of fossil energy as a feedstock
material, and we support the positive changes made by the Committee to this provision.

Dow believes that some of the allowance allocation provisions-—the LDC allocation, and
bonus allowances for CCS—will help to minimize fuel switching in the power sector, and
will benefit US manufacturers who rely on natural gas.

Finally, we urge Congress to consider changes to other elements of the bill in order to
maintain the competitiveness of energy-intensive US manufacturers.
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Appendix—Dow’s Progress and Commitment To Reduce Its Climate “Footprint”

Dow accepts the Intergovernmental Panel on Climate Change (IPCC) conclusion that it is
very likely that human activities are causing global warming. We recognize the serious
nature of the threat and that it warrants bold action.

We understand that it is not enough to agree with consensus scientific opinion. Our
commitment to sustainability requires that we act upon such information responsibly. To
that end, Dow has made considerable progress in reducing its climate “footprint™:

* From 1995 to 2005, in keeping with its publicly announced sustainability goals,
Dow reduced its energy intensity (BTU per pound of product) by 22%, resulting
in energy saving of 900 trillion BTUs, which is enough to power all the homes in
the entire state of California for a year.

= Since 1990, Dow reduced its absolute greenhouse gas (GHG) emissions since to a
level that exceeds Kyoto targets. Overall, emissions of Kyoto GHGs were
reduced by more than 20% during this time period.

*  GHG emission reductions achieved through the use of Dow products more than
offset the GHGs produced during the manufacture of those products.

Although this record is positive, we are committed to continued improvement and
reduction of our environmental footprint. In order for Dow to contribute even more to
climate change solutions, we have developed a clear vision and key milestones for the
years 2015 and 2025. Our vision will guide our decisions today and into the future, and
based on this vision, we pledge to reach a number of far-reaching objectives:

» Qur vision is to have contributed to the achievement of a world in carbon
equilibrium, a target described by Princeton University professors Robert
Socolow and Stephen Pacala in the September 2006 edition of Scientific
American. We will have set the industry benchmark through our own
performance. We will apply our innovation and expertise to help solve the
world's GHG and energy challenges.

* QOur key milestones:

e By 2015, Dow will reduce its energy intensity by another 25% compared to
base year 2005.

e By 2015, Dow will reduce its GHG emissions intensity (tons of CO; per
pounds of production) 2.5% per year.

e By 2025, Dow will stop the growth of absolute emissions of GHG within the
company. Our absolute emissions will remain below the 1990 baseline, and
we will begin on a journey of year-over-year reduction in GHG emissions.

* By 2025, Dow aims to have non greenhouse gas emissive energy provide at
least 400 MW equivalents, or 10% of Dow’s global electrical demand.

e By 2050, at least 50% of the energy consumed by Dow globally will be non-
carbon emitting.
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Mr. MARKEY. Thank you, Mr. Wells, very much.

Let me turn now to Mr. Terry to introduce our next witness.

Mr. TERRY. I am pleased I gave him a pretty good introduction
for time allowed but I want to once again welcome and thank a
good friend and constituent, David Sokol, CEO of Mid American
Energy, who has great insight into the issues facing electrical gen-
eration. Thank you, David.

STATEMENT OF DAVID SOKOL

Mr. SokoL. Thank you, Congressman. Thank you, Mr. Chairman.
As the Congressman said, I am Dave Sokol, chairman of Mid
American Energy Holdings Company, part of Berkshire Hathaway,
and we have $41 billion in energy assets in 20 States and around
the world, serving 7 million end-use customers. Our two domestic
utilities service retail electric and natural gas customers in 10
States and our generation capacity consists of about 22 percent re-
newables, 48 percent coal, 24 percent natural gas and the remain-
der nuclear.

I want to be absolutely clear at the outset, cap and trade is two
concepts. As we have consistently stated, the electricity sector can
meet the interim and ultimate caps of reducing greenhouse gas
emissions to 80 percent below 2005 levels by 2050. But the bill’s
trading mechanism will impose a huge and unacceptable double
cost on our customers, first, to pay for emissions allowances, which
will not reduce greenhouse gas emissions by one ounce, and then
the construction of new low- and zero-carbon power plants and
other actions that will actually do the job of reducing these emis-
sions. This bill will cost hundreds of billions of dollars and we
think it is wrong to saddle customers with these unnecessary and
duplicative costs that provide them with absolutely no benefit.
Some Congressmen claim that the cost of compliance with this bill
will be zero or modest at worst. They are wrong, either because
they have not read the bill or they have chosen to intentionally
mislead the public on this topic. The cost impact of the allowance
trading mechanism has been grossly understated for utilities with
coal-fired generation. Under the allowance allocation formula, we
calculate strictly pursuant to the bill that our 2012 allowance
shortfall will be nearly 50 percent, not 10 percent. This represents
32.4 million allowances which at $25 per allowance will cost our
customers in the first year alone $810 million. That would essen-
tially create a tax between 12 and 28 percent in the States that we
serve. That is just for the first year and a very conservative esti-
mate of $25 per allowance, and as you know, some predict market
prices to be two to four times higher. As the cap tightens and auc-
tions increasingly replace free allocations, annual compliance costs
will run into the tens of billions of dollars. But as they say, the
devil is in the details so let us take a closer look at the bill.

In the first year, the bill creates 4.6 billion allowances, takes off
1 percent for strategic reserves and then gives the electricity sector
a percentage that amounts to 2 billion allowances. Now, the sec-
tor’s total greenhouse gas emissions in 2005 were 2.4 billion tons,
so the 2 billion allowances constitute a 16.7 percent shortfall. The
bill then gives an estimated 300 million allowances to merchant
coal generators and other long-term power purchase agreements
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which will therefore not be utilized for the benefit of customers and
that leaves local distribution companies with about 1.7 billion al-
lowances, a 30 percent cut below the sector’s 2.4 billion tons of
emissions, not a 10 percent cut.

But there are other cuts as well. For example, our two utilities
have added about 2,000 megawatts of wind generation since 2004.
We are the largest utility owner of wind generation in the United
States. How does that bill treat our customers for their early action
and willingness to move on climate change by adding wind and re-
ducing carbon emissions? The bill penalizes them. And under your
bill, utilities, the ones that actually need the allowances for compli-
ance, will be forced to compete with Wall Street investment banks,
hedge funds and speculators. Those folks don’t generate electricity,
they don’t cut emissions but they do love volatility.

The bill’s supporters also point to the SO, trading program as a
successful template for this bill. Let us be clear: the only similarity
between the SO, program and the Waxman bill is that they are
both called cap and trade. The differences are huge. First, the SO
program applied only to the utility sector, not economy wide. Sec-
ondly, the volume of trading in the carbon market will be at least
300 times greater than the SO, market. Third, the SO, program,
when it started, plant owners had choices. They could implement
off-the-shelf available technology, switch to lower-sulfur fuels or
buy allowances. Today there is no commercially available tech-
nology to capture and sequester carbon from coal and natural gas
plants, and as you know, they produce 70 percent of our Nation’s
electricity. And fourth, 97 percent of the SO, allowances went to
the utilities and were freely distributed over the life of that pro-
gram, again, not the case here. And then lastly, the proceeds from
the SO; auction were redistributed to the utilities to offset their
cost of compliance, again, not so here with CO-.

As we have said, the billions of dollars we pay for these allow-
ances in this new market will not reduce our greenhouse gas emis-
sions by one ounce. Only actions to actually meet emissions caps
will do that. If your goal is to decarbonize the electric power sector,
then you should keep the long-term caps but give States the option
to bypass this trading mechanism by using their existing State and
federal regulatory framework to determine the most efficient way
to get there. This tackles the real problem, or at least the problem
we thought, which was reducing greenhouse gas emissions, but it
eliminates the costly and useless allowance trading. Is this still
going to be expensive? Yes, but let us not make the consumer pay
twice to reach these goals.

Thank you. I would be happy to take any questions.

[The prepared statement of Mr. Sokol follows:]
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Thank you, Mr. Chairman. I am David Sokol, Chairman of MidAmerican Energy
Holdings Company, which has $41 billion in energy assets in 20 states and around the world
serving 7 million end-use customers. Our two domestic utilities serve retail electric and natural
gas customers in ten states, and our generation capacity mix consists of about 22% renewables

(of which about half is wind), 48% coal, 24% natural gas, and the rest nuclear and other assets.

L. Caps, Not Trading

I want to be absolutely clear at the outset: Cap-and-trade is two concepts. The electricity
sector can meet the Waxman-Markey interim and ultimate caps of reducing greenhouse gas
emissions to 80% below 2005 levels by 2050, but the bill’s trading mechanism will impose a
huge and unacceptable double cost on customers: first to pay for emission allowances, which
will not reduce greenhouse gas emissions by one ounce, and then for the construction of new
low- and zero-carbon power plants and other actions that will actually do the job of reducing
these emissions. This bill will cost hundreds of billions of dollars, and we think it 