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CREDIT FOR EARLY ACTION: WIN-WIN OR
KYOTO THROUGH THE FRONT DOOR

THURSDAY, JULY 15, 1999

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON NATIONAL EcoONOMIC GROWTH,
NATURAL RESOURCES, AND REGULATORY AFFAIRS,
COMMITTEE ON GOVERNMENT REFORM,
Washington, DC.

The subcommittee met, pursuant to notice, at 3:15 p.m., in room
2154, Rayburn House Office Building, Hon. David M. McIntosh
(chairman of the subcommittee) presiding.

Present: Representatives McIntosh, Ryan, Terry and Kucinich.

Staff present: Marlo Lewis, Jr., staff director; Barbara Kahlow
and Joel Bucher, professional staff members; Luke Messer, counsel;
Gabriel Neil Rubin, clerk; David Sadkin, minority counsel; and
Earley Green, minority staff assistant.

Mr. RYAN [presiding]. The hearing will come to order. David
MecIntosh, the chairman of the hearing, is running late. We are
going to try and buy some time and wait for him, but we had some
votes a few minutes ago that had thrown everybody’s schedules off,
so I apologize, Mr. Kemp.

I am Paul Ryan, the vice chairman of the subcommittee. I have
got to tell you this is a distinct honor to be sitting here in front
of my former employer talking about this.

Mr. KEMP. It’s my honor.

Mr. RYaN. No, it’s really mine, Jack.

First we will go to the ranking member, Mr. Kucinich, for an
opening statement.

Mr. KucinicH. Thank you, Mr. Ryan. I want to thank Mr.
McIntosh publicly. I will thank him again when he comes for hold-
ing this hearing today.

I support the concept of early action credits. In theory, this type
of proposal would encourage businesses to reduce greenhouse gas
emissions by rewarding them with credits that can be used to make
future required reductions or sold on the market to another busi-
ness that is not able to make reductions as cost-effectively or effi-
ciently. Early action would encourage industry to reduce emissions
of greenhouse gases now as opposed to 10 or 15 years from now
when the effects become irreversible.

What makes an early action credit even more attractive is that
some of the largest companies in the world, those with the most at
stake, are actively engaging in the process. A credit program pro-
tects businesses against the uncertainty of future emission reduc-
tion requirements and gives those businesses incentives to act in
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a way that benefits the economy and the environment. Later today
we will hear more about this from Kevin Fay, the executive direc-
tor of the International Climate Change Partnership, which rep-
resents some of the largest manufacturers, refineries and chemical
companies in the world.

Today’s hearing could not come at a better time. On June 29, the
New York Times ran an article with the headline, “Human Imprint
on Climate Change Grows Clearer.” The following week, much of
the company was in the grips of a deadly heat wave which took
over 70 lives. It was just a few short years ago that another record
heat wave in the Midwest killed more than 80 people in Chicago
alone.

Climate change, however, is not just about heat waves. Scientists
have linked the increase in greenhouse gases to the increased fre-
quency and intensity of extreme weather patterns including
droughts, floods and hurricanes. Unfortunately, it seems as though
headlines about the damage, destruction, and human suffering
caused by those events are becoming more and more common. Last
summer’s drought in Texas and the Southwest combined with the
severe drought 2 years earlier was described by public officials as
“the costliest and most devastating the region has seen since the
Dust Bowl years.” Researchers at Texas A&M determined that the
1998 drought cost the State’s farmers and ranchers $2.4 billion in
potential income, while the farm-dependent businesses suffered an
additional loss of $8 billion. In Florida last year, fires and drought
caused an estimated $150 million in damage to agriculture. I am
Sul;le you all know that the list of weather-related damage goes on
and on.

We have before us an opportunity to forge an alliance among en-
vironmentalist and industry groups, Republicans and Democrats,
and others who support using market mechanisms to reduce green-
house gas emissions in the most cost-effective and efficient manner.

I support the basis of the Kyoto Protocol. I also believe that re-
ducing greenhouse gas emission and cleaning the air we breathe is
an important domestic policy in its own right. Over the past 30
years this Nation has taken great strides toward a cleaner and
healthier environment. We passed the Clean Air Act, the Clean
Water Act, the Safe Drinking Water Act and a number of other
laws because it was good for the American people, not just because
we signed an international treaty. In fact, just yesterday Senator
Jeffords introduced a bipartisan utility restructuring bill that sets
caps on carbon dioxide emissions. A credit program could be used
to encourage early reductions to meet that bill’s goals.

The U.S. economy is in the midst of the longest peacetime expan-
sion in its history. We have every reason to believe that we can re-
duce greenhouse gas emissions and keep the economy strong. Ac-
cording to a recent study by the American Council for an Energy-
Efficient Economy, the United States was able to stabilize its en-
ergy-related carbon emissions in 1998 while continuing robust eco-
nomic growth. I want to restate that. According to a recent study
by the American Council for an Energy-Efficient Economy, the
United States was able to stabilize its energy-related carbon emis-
sions in 1998 while continuing robust economic growth. Further-
more, total energy used was down last year, even though gasoline
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and fuel prices were falling for much of the year. In other words,
it is possible to control carbon emissions without harming the econ-
omy or drastically increasing fuel prices.

We have the unique occasion of being able to address this issue
in a proactive manner as opposed to reacting to the disastrous con-
sequences we may find in the future. Mr. Chairman, we have a
long way to go. There are many different concerns that need to be
addressed before we can enact an early action program. Our distin-
guished panelists offer many different perspectives and will raise
a number of concerns. I am looking forward to hearing from the
witnesses this afternoon. I thank the Chair for the opportunity. I
certainly want to join in welcoming Mr. Kemp, who I have a great
admiration for, for all of his public-spirited works and for his vision
in working with a whole range of issues that affect this country.
So, Mr. Kemp, welcome.

Mr. KEmP. Thank you.

Mr. RYAN. Thank you, Mr. Kucinich.

[The prepared statement of Hon. Dennis J. Kucinich follows:]
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Statement of Rep. Dennis J. Kucinich
Hearing on Early Action Credits for Greenh Gas Emissions Reducti
July 15, 1999

Mr. Chairman, [ want to thank you for holding this hearing today. I support the concept
of early action credits. In theory, this type of proposal would encourage businesses to reduce
greenhouse gas emissions by rewarding them with credits that can be used to meet future
required reductions or sold on the market to another business that is not able to make reductions
as cost-effectively or efficiently. Early action would encourage industry to reduce emissions of
greenhouse gases now as opposed to 10 or 15 years from now when the effects become
irreversible.

‘What makes an early action credit program even more attractive is that some of the
largest companies in the world, those with the most at stake, are actively engaging in the process.
A credit program protects businesses against the uncertainty of future emissions reductions
requirements and gives those businesses incentives to act in a way that benefits the economny and
the environment. Later today we will hear more about this from Kevin Fay, the executive
director of the International Climate Change Partnership, which represents some of the largest
manufacturers, refineries, and chemical companies in the world.

Today's hearing could not have come at a better time. On June 29, the New York Times
ran an article with the headline, "Human Imprint on Climate Change Grows Clearer.” The
following week, much of the country was in the grips of a deadly heat wave which took over 70
lives. And it was just a few short years ago that another record heat wave in the Midwest killed
more than 80 people in Chicago alone.

Climate change, however, is not just about heat waves. Scientists have also linked the
increase in greenhouse gases to the increased frequency and intensity of extreme weather patterns
-- inciuding droughts, floods, and hurricanes. Unfortunately, it seems as though headlines about
the damage, destruction, and human suffering caused by those events are becoming more and
more common. Last summer's drought in Texas and the Southwest -- combined with the severe
drought two years earlier -- was described by public officials as "the costliest and most
devastating the region has seen since the Dust Bowl years." Researchers at Texas A&M
determined that the 1998 drought cost that state's farmers and ranchers $2.4 billion in potential
income, while farm-dependent business suffered an additional loss of $8 billion. In Florida last
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year, fires and drought caused an estimated $150 million in damage to agriculture, The list of
weather-related damage goes on and on.

We have before us an opportusnity to forge an alliance among environmentalists and
industry groups, Republicans and Democrats, and others who support using market mechanisms
to reduce greenhouse gas emissions in the most cost-effective and efficient manner.

I support the basis of the Kyoto Protocol. 1 also believe that reducing greenhouse gas
emission -- and cleaning the air we breathe -- is an important domestic policy in its own right.
Over the past 30 years, this nation has taken great strides toward a cleaner and healthier
environment. We passed the Clean Air Act, the Clean Water Act, the Safe Drinking Water Act,
and a number of other laws because it was good for the American people -- not because we had
signed an international treaty. In fact, just yesterday, Senator Jeffords introduced a bipartisan
utility restructuring bill that sets caps on carbon dioxide emissions. A eredit program could he
used to encourage early reductions to meet that bill's goals.

The United States economy is in the midst of the longest peacetime expansion in its
history. We have every reason to believe that we can reduce greenhouse gas emissions and keep
the economy strong. According 1o a recent study by the American Council for an Energy-
Efficient Economy, the United States was able to stabilize its energy-related carbon emissions in
1998 while continuing robust economic growth. Furthermore, total energy use was down last
year even though gasoline and fuel prices were falling for much of the year. In other words, it is
possible to control carbon emissions without harming the y or drastically i ing fuel
prices.

5
We have the unigue occasion of being able to address this issug In a proactive manner as
opposed to reacting 1o the disastrous consequences that we may find the future. Mr. Chairman,
we have a long way to go. There are many different concerns that need to be addressed before
‘we can enact an early action credit program. Our distinguished panelists offer many different
perspectives and will raise a number of concerns. [ am looking forward to hearing from the
witnesses this afternoon. Mr, Mclntosh I thank you for this opportunity.
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Mr. RYAN. Let me open with a brief statement that this is an
issue that goes far beyond environmentalism. This is an issue that
goes far beyond cleaning up our air standards. This is an issue that
goes well into the political-philosophical makeup of not just this
country, but the world. The Kyoto Protocol is not just an environ-
mental vehicle. This Kyoto Protocol is becoming a political vehicle,
a political power grab by many under many standards. I am look-
ing very forward to hearing your testimony, Jack, on this issue.

We are going to hopefully hear from a good host of witnesses
today on early action credits, whether or not the devil is in the de-
tails. Are early action credits truly free market vehicles toward
achieving ends that are scientifically justifiable or not, or are early
action credits vehicles toward circumventing the U.S. constitutional
process of Senate ratification of treaties, as the Constitution of this
land still requires, the last time I checked? This is something that
is of dire importance and consequence not only to our institution,
our democratic institution, our Constitution, but also let’s look at
the scientific—let’s look at whether or not the science jury is in or
not. I think we have to take a look at this issue in a holistic for-
mula as to whether or not sound science tells us this is a wise
course to take, whether or not this does allow Americans to craft
laws for America, whether or not this is constitutional, and wheth-
er or not this violates our sovereignty.

At this time I would like to check with Mr. Terry if he would like
to make an opening statement.

Mr. TERRY. No. I will yield to the chairman.

Mr. RYAN. I would like to recognize and turn over the gavel now
to the chairman of this subcommittee, Mr. McIntosh.

Mr. McINTOSH. Why don’t you keep the gavel until we break for
the vote.

Thank you for starting this process, and let me apologize for
being late. Not often do you get a chance to meet with the chair-
man of the Ways and Means Committee. He came up to me at the
end of the last vote and said, I want to hear your concerns about
my tax bill. We had a half-hour discussion on the floor, and I apolo-
gize for being late. I think that we will get an even better tax bill.
I am happy about that.

Now, I want to briefly explain the purpose of today’s hearing,
which Mr. Ryan has gone into and then I will put my full state-
ment into the record. This subcommittee has been looking into the
question of what the administration is doing to advance the Kyoto
policy without going to the Senate for ratification. We had a hear-
ing on May 20th in which we looked into whether they were follow-
ing the Knollenberg language in last year’s appropriations bill. It
became very apparent they are not, and it’s not an effective tool in
preventing them from using a back-door implementation strategy.

On May 27th, Senator Don Nickles and I wrote to Carol Browner
essentially asking if EPA was implementing the Kyoto Protocol
under the guise of existing law, how would anybody outside the
Agency know, because their answers are so circular. I have yet to
get a satisfactory answer back to that one. What we did get was
incomplete, essentially saying that they have committed not to im-
plement it. Thus EPA believes that the language restricting spend-
ing in future bills is unnecessary, and we are supposed to trust
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their commitments. But in short, the agencies have not come for-
ward in any meaningful way to respond to serious questions about
whether they are using regulation as a back-door tool.

Now we see a lot of action on proposing early action crediting
that would reward companies for doing today what they would
later be compelled to do under the Kyoto Protocol. It may sound at-
tractive at first, but when you start thinking about it, you see that
it creates a conflict of interest between the private interest and the
public good. People will take actions and receive these illusory
credits and, therefore, create political pressure for the Senate to
adopt a policy that is patently bad for the country.

Today’s hearing will also look at what types of problems are
there with the system, what sort of financial conflicts are there
with those who are advocating this early crediting provision, and
what would be a better voluntary, truly voluntary, program that
could be a win-win for the country without taking us down the
path of ratifying the Kyoto Protocol.

With that, I would put the balance of my statement into the
record and yield back the time to the chairman.

Mr. RYAN. No objection.

[The prepared statement of Hon. David M. McIntosh follows:]
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Chairman David McIntosh
Opening Statement
Credit for Early Action:
Win-Win or Kyoto through the Front Door?
July 15, 1999

Today, the Subcommittee on National Economic Growth, Natural Resources and
Regulatory Affairs will hold its tenth hearing on the economic and implementation issues raised
by the UN global warming treaty, the Kyoto Protocol. Specifically, the Subcommittee will
examine the case for legislation to provide regulatory credits for early reductions of greenhouse
gas emissions, the economic consequences of credit for early action programs, and the impact of
early action crediting on the debate over ratification of the Kyoto Protocol.

I want to welcome our witnesses, beginning with the Honorable Jack Kemp. Mr. Kemp
recently joined the Competitive Enterprise Institute as its first Distinguished Fellow in order
devote more time to environmental and energy-related issues, such as the topic of today’s
hearing.

The Honorable Jay Hakes, Administrator of the Energy Information Administration
(EIA), will testify on our second panel. Mr. Hakes will discuss EIA’s voluntary greenhouse gas
reduction reporting program, which has important implications for the design and feasibility of
an early action credit program.

Our third panel includes David Ridenour, Vice President of the National Center for
Public Policy Research; Fred Krupp, Executive Director of the Environmental Defense Fund
(EDF); Kevin Fay, Executive Director of the International Climate Change Partnership; and
Fredrick Palmer, Chief Executive Officer of Western Fuels Association.

Now, I want to explain a little more fully the purpose of today’s hearing. On May 20th,
the Subcommittee held a joint hearing with the Senate Subcommittee on Energy Research,
Production and Regulation on the Administration’s compliance with various statutory
requirements, most notably the 1999 VA-HUD Appropriations Act limitation, also known as the
Knollenberg provision, which prohibits backdoor regulatory implementation of the non-ratified
Kyoto Protocol. The May 20th hearing inspired little confidence that EPA would not use its
discretionary authority to implement the Kyoto Protocol under other pretexts or rationales.

So, on May 27th, Senate Subcommittee Chairman Don Nickles and I wrote to EPA
Administrator Carol Browner, asking: "If EPA were implementing the Kyoto Protocol under the
guise of existing law, how would anybody outside the agency know? Are there any criteria to
distinguish innocent actions (those that incidentally accomplish the purposes of the Kyoto
Protocol) from prohibited actions (those that implement the Kyoto Protocol)?” The answer we
received was downright evasive. EPA wrote: "The Administration has committed not to
implement the Kyoto Protocol ... Thus, we believe that statutory language restricting spending is
unnecessary.”
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On May 27th, Senator Nickles and I also sent follow-up questions to the Office of
Management and Budget (OMB). OMB’s answers were equally uninformative. Also on May
27th, we sent follow-up questions to the Department of Energy (DOE). The Subcommittees have
yet to receive any response from DOE. In short, EPA answered the Subcomrnittees evasively;
OMB, non-responsively; and DOE, not at all.

In light of this pattern of arrogance and evasion by the Administration, I decided to hold a
hearing on early action crediting. Ibelieve early action crediting is the centerpiece of a strategy
by the Clinton-Gore Administration to divide and conquer business opponents of the Kyoto
Protocol.

Early action crediting would reward companies for doing today what they would later be
compelled to do under a ratified Kyoto Protocol. The original legislation introduced in the
Senate last year contained no fewer than 11 places where the early action period was identified as
ending on December 31, 2007 -- one day before the start of the Kyoto Protocol compliance
period. Therefore, I think a more honest title for such proposals would be "credit for early
implementation.” Vice President Gore may believe the Kyoto Protocol is a wonderful idea. But
a multitude of expert witnesses have testified before the Subcommittee that the Kyoto Protocol
would be an unmitigated economic disaster for the United States.

Iregard early action crediting as a recipe for vast mischief. The program would create
credits potentially worth millions of dollars but which would have no actual cash value unless the
Kyoto Protocol, or a comparable domestic regulatory program, were ratified or adopted. Thus,
participating companies would acquire financial incentives to support ratification. Congress and
the public are entitled to know what economic motives and what special interest calculations
might be behind the push for early action crediting. Today’s hearing should help shed light on
that topic.

Although touted as "voluntary” and "win win," I believe early action crediting is subtly
coercive and would create a zero-sum game in which small businesses can only lose. Every
credit awarded to early reducers would draw down the pool of credits available to all other U.S.
companies in the Kyoto Protocol compliance period. Thus, if the Kyoto Protocol were ratified,
companies that did not "volunteer” for early action would be penalized -- hit with extra
compliance burdens. Most small businesses and family farms lack the discretionary capital,
technical expertise, and legal savvy to participate in early action crediting. So, while making the
Kyoto Protocol more likely to be ratified, early action crediting would make the treaty more
costly for small businesses and family farms.

Proponents often describe early action crediting as a kind of insurance policy. They argue
that, without an early action program, businesses that voluntarily reduce their emissions today
might have to pay twice, so to speak, under a ratified Kyoto Protocol. We should have an
opportunity to explore that argument later in the hearing. At this point, I would just like to
observe that there is something odd about an insurance policy that makes the insured-against
event far more likely to happen. It would not be smart to purchase fire insurance that virtually
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guarantees your house will bumn down. By the same token, it would not be smart to purchase
Kyoto insurance that increases the odds of the Kyoto Protocol being ratified.
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Mr. RYAN. Jack, we have a vote. Do you have time?

Mr. KEMP. Yes.

Mr. RyaN. We will recess for about 7 minutes for the purpose of
voting and come back and swear you in and get going. How does
that sound?

Great. Recess for 7 minutes.

[Recess.]

Mr. McINTOSH [presiding]. The committee will come to order.

Let us begin immediately with our first panelist, and welcome,
Mr. Kemp. Let me ask you, if you would, join me in taking an oath.
Chairman Burton has asked that I swear in all witnesses before
the subcommittee. If you would please rise and take the oath with
me.

[Witness sworn. ]

Mr. McINTOSH. Thank you very much.

Mr. KEMmp. Thank you.

Mr. McINTOSH. Mr. Kemp, welcome to the subcommittee, and
share with us your views.

STATEMENT OF JACK KEMP, DISTINGUISHED FELLOW, THE
COMPETITIVE ENTERPRISE INSTITUTE

Mr. KEmp. Well, Mr. Chairman, first of all, thanks for having
these hearings. Thanks for focusing the light of these hearings on
this issue. I have absolutely no question in my mind that this will
be a healthy debate. We don’t need to fear it. I think all of us
should welcome all sides to it. That’s what a liberal democracy is
all about, small L, small D.

I have a confession to make, Mr. Chairman. I'm not a climatolo-
gist, I am not an oceanographer. I didn’t invent the PC. I did in-
vent the forward pass, but not the PC.

I'm really pleased to be with you. I appreciate your indefatigable
spirit in approaching this issue. I am sorry that Mr. Ryan is not
here, one of my old comrades in arms and a terrific guy. The same
could be said about Dennis Kucinich, who gave us some anecdotal
evidence concerning today’s topic.

Dennis, I just mentioned your name. I'm glad you came back. I
didn’t want to do it behind your back.

Dennis, I just wanted to say off the top of my head when I heard
about various climate problems in the South and in the Southwest
and maybe even in Cleveland, OH, who knows, I was reminded of
my experience as a skier. My wife and I and family have skied a
lot all over the world, but mostly in Colorado and Montana. I was
in Vail, CO, last winter and they were bemoaning the fact that
there wasn’t a lot of snow in Vail. Of course, people were blaming
it on global warming. And then there was a lot of snow in the Alps,
and people who should know better blamed too much snow on glob-
al warming. Ten years ago there was no snow in the Alps and lots
of snow in Vail, and that, too, was blamed on global warming.

Again, I'm not an expert. I am just a layman like all of us here
who wants to get at the truth. I said earlier, this is a healthy de-
bate. It can be done with civility, I hope. We don’t need to burn
down buildings in the name of saving the wilderness. We really
have to bring some rationality to this debate.
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I come today as a fellow of the Competitive Enterprise Institute.
I have another hat as codirector of Empower America. I'm very
close to my friends at the Citizens for a Sound Economy. I am a
man of the center right, a progressive, if you will, conservative. My
values are conservative, not unlike those of the panel. But I hope
to be progressive in terms of working for change, progress, reform,
a better future not only for the folks of our country, but the folks
who live in those parts of the world that look to the United States
of America at the end of the cold war for real leadership.

Leadership comes from example, not from bullying people, and
from knowing your own background. Mr. Mayor, Mr. Congressman,
and you too, David McIntosh, Mr. Chairman, I think all of us, left
and right, Republican and Democrat, male and female, ought to
lead by example, not by bombing people and bullying tactics. Hav-
ing said that, I am really thrilled to be here and appreciate again
the opportunity that Chairman McIntosh has given to me and the
men and women who will testify subsequent to my testimony.

I'm going to create a historical record here today. I am going to
be relatively brief. It’s no secret that Jack Kemp has been called
the Hubert Humphrey of the Republican party. Senator Humphrey
said one time, he didn’t think his speeches were too long, he en-
joyed every minute of them. I want to submit my full testimony,
Mr. Chairman, for the record and just summarize it and get to
questions.

Mr. McINTOSH. Without objection, the entire testimony will be
included.

Mr. Kemp. H.L. Mencken, the great iconoclast, said one time, to
every human problem there is a solution, simple, neat, and wrong.
I think as my buddy Fred Smith has said, early action credits in
effect are energy rationing, and it’s a wrong solution to the prob-
lem, in my opinion, and I have some doubts as to the nature of the
problem.

I don’t want to offend anybody. I do have respect for my oppo-
nents. I spent 13 years of my life in professional football. As I came
out of that career, I found that some of the best friends I have in
my life are the guys that used to beat me to a pulp on Sunday.
They are friends. I expect that in politics. It’s tough.

Look, the issue here is bigger than Kyoto, albeit that’s a big issue
and deserves the attention of this committee. It’s bigger, in my
opinion, than the debate and discussion of global warming or the
disputes over climatic changes. In my opinion, Mr. Chairman, the
issue is whether or not the U.S. Congress is going to endorse, in
effect, a third way style of command-and-control economics and pol-
itics. By third way, I mean in the international arena, the idea of
allowing an international bureaucracy to trespass on the sov-
ereignty of that which Paul Ryan alluded to in his opening com-
ments. And I know, Mr. Chairman, you have been a champion of
protecting U.S. sovereignty; that is, that the United States should
pass its laws, and it should affect the United States and hopefully
affect other countries by setting an example, but not by turning our
decisionmaking over to supranational authorities.

Congressman Kucinich mentioned earlier clean air, clean water,
and I forget the other one. I want you to know, Dennis, I voted for
all of them. I believe in those goals as do, I think, most men and
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women of good will and civility throughout this country. There has
been a lot of progress. We can debate excesses, but I don’t think
that anybody can debate that we have to have standards.

That’s not the debate here. It’s whether we are, as Fred Smith
has pointed out, going to ration energy at a time when many coun-
tries and continents of the world are beginning to emerge into what
I call an Internet century, but with almost Fourth World capability.
I spent part of the month of April in Ghana. It was an incredible
trip, and they are talking about trading with the United States. I
look at that map over there indicating places on the Earth that are
going to have their energy rationed.

George Gilder had an interesting article, Mr. Chairman, in the
Wall Street Journal saying that Kyoto is kind of a zero sum ap-
proach to ecology. He mentioned that India, that huge continent of
India, over a billion people, uses less than one-tenth the energy per
capita as the American people. To tell them, Gilder writes, that
their billions of citizens cannot even match current Western uses
of fuel oil or fertilizer and other chemicals is to tell them that they
can’t perhaps feed enough people or let alone gain them wealth
without some form of a war. That’s what causes wars, telling peo-
ple that the only access to resources is to take it from someone
else. I believe that is the predicate that has been laid down. I'm
not accusing anybody of wanting a war, but as Gilder pointed out,
nothing so pollutes the world as war.

I urge you to read the morning paper that talks about what hap-
pened with the bombing in Serbia with regard to pollution. They
had to send their children miles and miles away because of nausea
and other problems.

This is not the place to go into that, but I did want to make the
comment that this is a zero sum approach that will consign mil-
lions of black and South Asian and Latino, Third World and Fourth
World countries to poverty when you and I have discovered in a
postcolonial, post-cold war world that the answer to poverty is mar-
kets, and freedom, and private property, and limited government,
and the rule of law, and incentives for men and women to work
and save and invest and invent and take us forward into an age
in which technology is going to come up with solutions to problems
that we cannot even see in our limited scope here on the eve of the
new millennium. We want America to be cleaner, greener, and
wealthier. That’s the debate at least from our side of the issue.

In my opinion, Mr. Chairman, the Kyoto Protocol and legislation
is attracting unwarranted corporate support. I noticed that Vice
President Gore, bless his heart, last year announced an emissions
trading agreement between a Canadian company and a New York
energy company. Vice President Gore said, “These two major cor-
porations are seeing and seizing an opportunity to protect our plan-
et, build their bottom line, and grow the economy.”

So it sounds like it’s positive, but in my opinion, it’s still a zero
sum approach because there are thousands of small businessmen
and women anxious to go into business who are going to be, in my
opinion, compromised. The corporate community is naturally—
many of them are naturally attracted to this approach, getting val-
uable credits for advance action that allegedly reduces fossil fuel
emissions, but it creates, in my opinion, a profound dilemma. The
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treaty hasn’t been submitted for ratification, and most people don’t
think that it’s been submitted because it couldn’t pass. With all due
respect to the Senate, it couldn’t pass. In my opinion, what the ad-
ministration has in mind is luring corporate America into these
early action credits so that they can buildup a rationale for ratifica-
tion of Kyoto, to build support for Kyoto. I still think that it’s not
going to be ratified.

I would add that it’s unworkable. It is unworkable for the very
reasons indicated by the chart, Mr. Chairman, that you have put
up over here. It has taken time away from important things like
cutting capital gains taxes.

That was a serious comment, by the way.

The science of warming, the role of fossil fuels and greenhouse
gases and their relations to fundamental forces in the Earth’s cli-
mate for eons, even before the industrial revolution, is in conten-
tion. Joel Bucher wrote in March that Dr. Hansen, James Hansen,
the very same distinguished American scientist who caused so
much alarm in the 1980’s claiming that global warming would
bring catastrophic temperature increases, recently declared before
the scientific community, as Joel characterizes his comments in the
prestigious Journal of the National Academy of Sciences, that pre-
dicting global temperatures with climate modelling is all but im-
possible.

With all due respect, modelling climate has yet to reach a point
that most men and women would agree is capable of deciding for
us what we should be doing to have that cleaner and greener Earth
that most men and women of common sense want.

The Kyoto pledge to cut emissions to 7 percent below the 1990
level, which would be by 2010, Mr. Chairman, close to a 40 percent
reduction, would, according to several economic forecasting firms,
cost the U.S. economy well over $300 billion a year, close to $3,000
per household, raise gasoline prices by 65 or 70 cents a gallon. I
admit that I don’t know. I don’t have to know. But I do know that
rationing has never worked anywhere on the face of the Earth.
That’s what this is. I can’t imagine America on the eve of a millen-
nium in which we can create not only more wealth for our own
country, but help provide an example for the rest of the world,
would want to introduce into our political economy such a Malthu-
sian zero sum rationing idea. The administration’s own Energy In-
formation Administration estimates a $64 billion per year cost;
someone said a conservative estimate of the cumulative cost would
be close to $400 billion by the year 2010. Again, I'm not throwing
these numbers out because they are perfect, I just do it to use it
as a metaphor. There is a huge cost involved with Kyoto, notwith-
standing the fact that it’s consigning people to almost perpetual
poverty in many parts of the world.

I said that many of our major corporations, including energy pro-
ducers, see early credits as a way to gain a windfall for steps that
they would have taken anywhere, anyway, and a way, perhaps, to
gain a competitive market advantage over smaller, often more en-
trepreneurial competitors. I don’t want to pit the little guy versus
the big guy. The American dream is to start small and grow your
business. I'm not anti-big business or corporate business, but my
bias is clearly toward the entrepreneur, the men and women who
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are the innovators and the wealth creators and the risk-takers who
may fail, but can start again.

The real fight in this issue, Mr. Chairman, is about our energy
future, our economic future and that of the world. The Kyoto
mindset implies taxes on energy use, on the use of energy as far
as the eye can see. Direct taxes are already under serious review
in Canada and the EU, the European Union, I should say. Early
action credits are touted as a market approach by everybody who
supports it. I appreciate their fidelity to markets. I doubt very
much whether they really understand the market if they think this
is a market approach.

I'm not trying to be a smart aleck up here, but I am trying to
suggest that you can’t set prices, Mr. Chairman. That’s why social-
ism has failed from Eastern Europe to every part of the world, be-
cause you can’t price goods and services. You can’t establish the
value of anything if the market doesn’t set those prices. I'm not
talking about libertarian, 19th century Darwinian biological com-
petition, not at all. I think there are places where markets must
be enhanced, must be protected. I am for antitrust laws, but I
think having the Federal Government get into building cars, sub-
sidizing ethanol, overseeing investment subsidies, it really doesn’t
make much sense, in my opinion.

I mentioned earlier that there is a large cost to Kyoto. I hope
people will read “Early Action Crediting: Growing the Kyoto Lobby
at Small Business’ Expense, a policy brief by CEI, and also CSE’s
explanation and analysis,” which was published February 12 of this
year. As I said, I think this treaty cedes U.S. sovereignty to global
bureaucrats.

I would be glad to answer any questions. I apologize for perhaps
going on a little bit longer than I wanted to, but I think this is an
important issue, and I welcome the debate. I know that I have got
a lot to learn, but maybe there are others who have something to
learn as well.

Mr. McINTOSH. Thank you, and I appreciate your forceful argu-
ment for true free markets.

[The prepared statement of Mr. Kemp follows:]
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I want to thank you, Mr. Chairman and distinguished Members of the Subcommittee for
inviting me here today to speak about the Kyoto Protocol on climate change and the
alleged threat of man-made global warming; that treaty's implications for both the world
economy and the American system of government; and proposed legislation concerning
so-called “early action credits” to reward hypothetical reductions in fossil fuel emissions .
These credits are touted by some as offering a “market approach” enabling us to regulate
the future climate of the Earth. As I hope to demonstrate, they are nothing of the kind:
instead, they are truly market socialism, an artificial device attempting to mimic market
activity that really conceals a concerted campaign by international bureaucrats to seize
control of the world’s energy supply and indeed of every facet of our economic life.

No, I'm not exaggerating. Before I address the specific emissions credit legislation
before you, Mr. Chairman, as well as your own excellent proposal, H.R. 2221, for
slowing down the Kyoto express, let me sketch out the reasons why this issue has such
profound implications for economic freedom and the democratic traditions that make
America a beacon of hope for the world.

The Issue is Power

The Kyoto Protocol, the idea of trading credits to facilitate implemention of that
agreement, and the very concept of regulating the world’s energy policies through an
international treaty together constitute a huge battle over power--not just “power” in the
sense of controlling the energy sources that drive the world economy, but political power
in the sense of “who decides”; who decides how fast our economy should grow (or if it
should grow at all!), who decides where the technologies of the future will come from,
who decides how and under what terms the peoples of the developing world will enjoy
the blessings of economic freedom and the tremendous wealth that comes along with it.
And by “wealth” I mean not just greater personal and national income, but the improved
quality of life (health, safety, and yes, a cleaner environment) that is the hallmark of an
advanced free market economy.
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This is a profoundly important point, Mr. Chairman. Kyoto and its proponents are the
leading edge of the greatest non-military power play in history, a play for command-and-
control authority over economic life by a coterie of international bureaucrats whose
names, titles, and functions are known to at most a tiny fraction of a percent of American
voters. But these are not the ‘faceless bureaucrats’ we all like to complain about. Their
faces, names, functions and extremist ideology are all too well known to their well-placed
allies in think-tanks, foundations, and ‘civic organizations’ (i.e. non-governmental
organizations, or NGOs) who work tirelessly to spread the Malthusian message of limits
to growth, ‘green’ controls on job creation and advanced technology, and strict controls
on population. Together with government officials, these organizations (with selective
support from elements of the corporate community that have a particular interest to
pursue) form a kind of “global iron triangle” that secures power to advance an elitist and
radical agenda at the expense of the average citizen, and secures it in a manner that
contradicts the fundamental principles of a free society: open exchange of ideas, popular
sovereignty, a constitutional government of limited powers, and full accountability to the
electorate for actions taken by government officials.

Here’s a clear example of what I mean. As you know, the Kyoto Protocol was negotiated
under the auspices of the United Nations with, I regret, active participation by the
Executive Branch of the U.S. Last fall President Clinton authorized the U.S. to sign the
treaty, but he has refused to submit it to the Senate for ratification'. Nevertheless, the
administration works tireleslly to implement Kyoto de facto.

Binding the Nation

Mr. Chairman, as you and this Subcommittee are acutely aware, the Clinton
administration is relentlessly promoting and in some cases implementing policies
designed to reduce fossil fuels emissions in line with the ‘commitment’ the President
made in Kyoto--a commitment that in theory should have no binding effect on the United
States unless the Kyoto Protocol is ratified by the Senate--something that just isn’t going
to happen absent major political changes. As was made clear in your own May 20
hearing on administration compliance with the Knollenberg provision’, EPA is
undeniably working to bring the U.S. into compliance with Kyoto’s requirements through
public advocacy, incentives for so-called “renewable fuels”, ‘technical assistance’ for
reducing fossil fuels emissions, and so on. The President himself has cited global
warming as a reason for (1) his executive order mandating a 30% emissions reduction in

'One reason is the Senate’s adoption in 1997 (by a vote of 95-0) of the Byrd-Hagel
resolution, S.Res. 98, which puts that body on record in opposition to any climate change
treaty which would cause serious harm to the U.S. economy and which does not include
developing countries on an equal footing. Kyoto easily fails on both counts.

Rep. Joe Knollenberg’s provision in the FY 1999 EPA appropriations bill was designed
to bar any expenditures toward implementing or preparing to implement the Kyoto
Protocol.
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federal facilities (an order Senator Cochran is fighting to block in the Senate), (2) various
provisions of his electricity restructuring plan geared to reducing emissions and
promoting the so-called renewables, and (3) EPA’s attempt to regulate particulate matter
and ozone (an attempt launched on other legal grounds, and recently blocked by the D.C.
Circuit Court of Appeals).

In short, there is no reasonable doubt that the President and his administration are hard at
work trying to impose on the American people Kyoto’s limits on growth and innovation,
and they are doing it (1) without the authorization of a legally binding treaty, and (2) as
far below the radar screen as they can possibly go in order to avoid alerting the public to
what is going on and what is truly at stake.

Whether the Clinton administration is in violation of the literal language of the
Knollenberg provision is a question I leave to the lawyers. But that the Executive Branch
is in clear violation of the will of Congress as expressed in that amendment, and in the
Byrd-Hagel resolution, is absolutely clear to everyone. Congress does not want Kyoto; the
public does not want Kyoto; the Clinton administration does want it, and is determined to
ram it down the throats of the American people whether they like it or not.

‘What can we do about all this? It is certainly worth exploring legislative language that
would strengthen and clarify the Knollenberg provision, and the language in your own
H.R. 2221 is an excellent step in that direction. In particular, your provisions barring the
government (not just EPA) from regulating carbon dioxide emissions absent express
legislative authority, and prohibiting any use of taxpayer dollars to advance the cause of
granting early actions credits for claimed reductions in fossil fuels emissions, are
extremely helpful.

At the same time, Mr. Chairman, you know even better than I do that drawing lines
between education and advocacy, between measures designed to implement Kyoto and
those the administration justifies as using pre-existing programs to promote alternative
fuels or emissions reductions is a tricky process, and I am wary of being overly dependent
on technical legal interpretations to advance the will of Congress, safeguard the treaty
power of the Senate, and protect the right of American citizens to shape their own
economic future, These are very weighty issues, and it may be time to raise public
awareness of what is at stake in this debate if we are serious about stopping back-door
implementation of unratified treaties and the proliferation of international bureaucracies
with broad, unrestricted power over the economic lives and even the political rights of
American citizens.

A Bold Approach

Mr. Chairman, we need to take the Kyoto Protocol, the Kyoto mindset, and the so-called
“Third Way” agenda head-on. The trendy Third Way rhetoric so beloved to our news
magazines and pop-culture policy gurus disguises an agenda that is nothing Iess than
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market socialism and statist corporatism: the Third Way ideology assumes businesses,
individuals, and all of us here in this room are agents of the state, put on this earth to
make elitist bureaucrats happy. Our prerogatives as a free society and a free people are
truly at risk here, as is the future of the global economy. If as a nation we choose the
wrong path now, it may take a generation or more to undo the damage. We can’t let that
happen, and it won’t happen if we make our case honestly, openly and vigorously. The
American people will rally to our side, I have no doubt of that.

To make that case we have to strike boldly. To leapfrog over the green-eyeshade issue of
what the administration is spending “on Kyoto” versus “on idiotic energy policies” we
should decisively go after the latter. Over two decades after the Carter administration’s
costly and failed policies to promote energy sources that have no prospect of market
viability (solar, wind, synfuels, biomass, ethanol, efc.), why do we still have programs on
the books to subsidize what we know doesn’t work? Our policy as a nation should be to
encourage technological innovation in the broadest and most sweeping sense, whether in
the field of energy or beyond. We don’t need corporate welfare programs, public-private
partnerships, special-interest tax breaks, or propaganda campaigns to fight what the
market tells us: the people want clean, efficient, reliable sources of energy at a reasonable
cost. The free market has given them that, and will continue to do so with minimum,
prudent regulation. Our energy future is freedom--it’s as simple as that.

Furthermore, we must pursue a pro-growth, pro-innovation, pro-entrepreneur tax policy
that will liberate the imagination of our people to find ways to create jobs, improve
productivity, and generate wealth in ways that are even greener, cleaner, and more
energy-efficient. That means lower tax rates, reducing the cost of capital, and removing
tax considerations wherever possible from the economic decision-making equation,
whether it be investment in new equipment, raising venture capital, or a personal decision
to invest in stocks as a step towards retirement security. That kind of tax policy has
everything to do with Kyoto, because it enthusiastically embraces America’s
overwhelming competitive advantage: the ingenuity of our people and our business
leaders in bringing economic abundance, lower-cost energy, and more efficient energy to
the world. Compared with that, the Clinton administration’s elitist policy of offering
miniscule tax breaks to politically-favored energy producers (like the so-called
renewables) looks primitive indeed, whether motivated by Kyoto or not.

1 applaud the preliminary steps recommended by Chairman Bill Archer and others to
move tax policy in the direction of pro-growth across-the-board cuts, but we need to be
much, much more aggressive on this front. The proposals being offered in the House
Ways and Means and Senate Finance Committees are being marketed under the banner of
economic growth, but unfortunately abandon that principle by embracing fiscal austerity,
limiting tax rate reductions to what’s supposedly "allowed" by static revenue estimates
and an obsessive concern with retiring the national debt. I urge all my friends in
Congress to hang tough on wealth-enhancing, pro-innovation tax cuts--it’s not worth
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dealing them away for a few concessions on spending here and there. The federal
government’s coffers are overflowing, and that money belongs to the American people.

Congress also must be more aggressive in fighting Kyoto-type initiatives with the power
of the purse. Since finely-tuned oversight of administration efforts to advance the Kyoto
agenda is a very difficult process, go for the bold stroke. No one can force Congress to
appropriate money for EPA progaganda efforts, conferences, or forums that seek to
frighten rather than enlighten people on the issue of climate change. By all means pursue
vigorous oversight of all federal agency activities (as you have been doing with EPA), but
if it is hard to parcel out spending ‘for Kyoto’ from other spending on ‘education and
outreach’, just give the entire budget for those activities a nice big cut, and tell them why
you're doing it. President Clinton and the Kyoto bureaucrats want to tell us how and
where to tighten our belts and restrict economic growth. Let them try a little belt-
tightening of their own; EPA, the Energy Department, and every other entity in the
federal government that subsidizes or promotes certain types of energy sources, or uses,
or practices, over others.

And while you’re at it, apply the money you save to giving the American people a bigger
tax cut.

Finally, Mr. Chairman, all of us need to find better ways to dramatize the way the Clinton
administration is abusing the power of treaty-making to bind the nation to agreements that
not only are unratified, but that are never even submitted to the Senate for ratification.
This is a fundamental issue of constitutional power, not just between the President and
Congress, but between America as a sovereign nation and those international institutions
to which we subscribe, but to which we must never cede authority over our economic life
and our political freedoms. As one who respects the U.N., and both an admirer and I
hope a friend of Kofi Annan, I can nevertheless say that 1 absolutely do nof want the U.N.
to tell me or my family how much we should pay for gasoline, what kind of cars we
should buy, or how we should heat our homes.

While Kyoto may be the leading-edge case of this corruption of the treaty-making power,
I am sad to say that it is far from the only one. This administration has followed exactly
the same practice with regard to the ABM treaty amendments negotiated with successor
states to the former Soviet Union, which the President has used as an excuse for not
deploying a national missile defense system (and which, like Kyoto, he has refused to
submit for ratification); with the Comprehensive Test Ban Treaty, submitted to the
Senate but unratified, which the Clinton administration is observing de facto by
unilaterally halting nuclear testing and effectively dismantling our system of technical
means for verifying the continued viability and effectiveness of our nuclear deterrent
force; and with the NATO Charter, which the President effectively rewrote during
NATO's 50" anniversary gathering and proceeded to implement in Kosovo without
bothering even to consult the Senate.
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Woodrow Wilson unabashedly described (and then employed!) this unique form of
triangulation, pointing out that the way for a wily President to gain leverage with
Congress is "to get the country into such scrapes, so pledged in the view of the world to
certain courses of action, that the Senate hesitates refusal to ratify the rash promises."

That's the Clinton approach in a nutshell. His agreements make critically important
decisions affecting national security (the ABM and testing treaties, and Kyoto as pertains
to fuel use by our military forces) and both the national and global economy (Kyoto), yet
they are being implemented in effect without the advice and consent of the Senate
required by the Constitution. Over in the Senate our friend Jesse Helms has sought in the
Foreign Relations Comittee to bring the administration to account by holding up other
treaty actions until at least the Kyoto and ABM agreements are submitted for ratification,
but he needs help.

There is no magic solution here, but it is incumbent on all of us to raise this issue with the
American peoplé over and over and over again, every chance we get. Our national
security and economic future are being put at risk by agreements never properly vetted in
the political process, and imposed on our nation by the sheer will of the Chief Executive.
1t is hard to imagine a more urgent issue than this. I for one would like to hear much
more about these issues, and less about campaign fundraising and the presidential
candidates’ poll standings.

To begin the urgent process of raising public consciousness of this issue, it might be well
for the Senate to vote up or down, right now, on the Test Ban Treaty; and to vote up or
down as well on the substance of the Kyoto and ABM Protocols. For that matter I do not
think it would be out of line for the House to pass a resolution calling on the Senate to do
so, in light of the Clinton Administration's brazen flouting of the constitution. No one can
force the President to submit a treaty for ratification, but it is certainly possible to draft
the substance of these agreements in legislative form and have a direct vote on them.
Once the will of the Senate is made clear (and even more directly than was the case with
the Byrd-Hagel resolution), the battle lines will be drawn. Count me in as one the leading
combatants, and at least on the issue of Kyoto, count the outstanding staff and scholars of
C.E.I as well.

The Lure of Emissions Credits

Mr. Chairman, I know everyone is sitting here wondering, “when is he going to talk about
emissions credits?” The answer is right now, but for reasons that should be clear it was
important to set the stage by putting the issue of credits in a larger context.

Because when all is said and done, so-called early action emissions credits--giving value
to, and creating a market in, quantifiable reductions in fossil fuels emissions from some
undefined and highly speculative baseline of what emissions would otherwise have
occurred--are just the next campaign in the Battle of Kyoto, the fight over who will
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decide our energy future. Let no one be deceived into thinking that these credits are a
legitimate market-based initiative, or have anything to do with environmental policy per
se. They are an attempt to lure both energy and non-energy businesses into supporting, or
at least acquiescing in, Kyoto as policy and practice. Early credits do that by creating
windfalls for some of the big guys, penalizing the less powerful (especially small
businesses), and using the classic government ploy of income redistribution--both within
and across national boundaries. I am reminded of what V.I. Lenin said: "Liberty is
precious--so precious it must be rationed.” Iam deeply troubled that some of my friends
in the business community would buy into the kind of neo-corporatism represented by
early action credits, thereby falling prey to the mentality Ronald Reagan warned against
when he warned against business getting too enthusiastic about wheeling and dealing
with the government, pointing out that they were "just feeding the crocodile hoping he'll
eat you last." Let's not feed the crocodile in the first place.

As you rightly point out in the “Findings and Purposes™ section of H.R. 2221 (paragraph
8) Mr. Chairman, “Early action crediting would ... encourage participating big businesses
to support ratification, because participants would acquire costly paper assets that could
be used as emission credits under a future regulatory system and that could be monetized
if the Kyoto Protocol were ratified.” You also point out, again quite rightly, that such
credits would particularly hurt family farms and small businesses which lack the time,
resources, or expertise to implement or document the kinds of “emission reduction
strategies” some of the larger power producers and consumers can undertake. After all,
Kyoto purports to “cap” all fossil fuels emissions in each participating nation, so
businesses that can get credit for coming in under the cap first, effectively squeeze out
those who can’t move so quickly. Whether creating winners and losers this way is just, or
makes economic sense, is irrelevant to the proponents of early credits.

The only effect of early action credits legislation like S. 547, which I regret is being
proposed by my good friends John Chafee, Joe Lieberman, and Connie Mack in the
Senate, is to divide opposition to Kyoto and build special-interest constituencies for the
Kyoto regime, and by implication for the general principle of delegating our energy policy
to the control of international bureaucracies. I am also very disappointed to read press
reports that Reps. Rick Lazio and Calvin Dooley are preparing a similar bill for
introduction as early as today which is designed to be even more tantalizing to sectors of
the corporate and environmental communities. This is that rare case where both the ends
and the means of this legislation are highly objectionable, and I wish all these gentlemen
would reconsider.

Ultimately, they must be hoping that short-term economic interests of pro-credit
businesses will trump our clear, leng-term interest of preserving and expanding free
markets in energy, goods, and services. That is wrong, and I congratulate you, Mr.
Chairman, for tackling the early action credits issue head-on in H.R. 2221.
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By the way, for an excellent, cogent, and more detailed discussion of the way early action
credits would alter the Kyoto playing field, I refer the Subcommittee to the work C.E.L
has done on this issue, particularly “Early Action Crediting: Growing the Kyoto Lobby at
Small Business’ Expense,” published as a CEI On Point analysis on February 12 of this
year. I ask permission to submit this analysis for the record.

‘We can do more, though, than just oppose early action crediting legislation. We must at
least do that, but speaking for myself as a C.E.L Distinguished Fellow, I intend to speak
out frequently on this and the entire Kyoto mindset. That mindset is a true prototype of
Third Way thinking--the notion that expanding government power over individuals, and
even taking it out of the reach of sovereign nations, is O.K. if it’s masked in consumer-
friendly jargon: protect the climate, save the planet, think globally, and of course, to do it
for the children. The easiest way to forfeit our economic and political freedom is to
accept the notion of elite guardians that will do good things for us if we just don’t ask too
many questions. Iintend to ask those questions, and bring them to the attention of
opinion leaders, corporate executives, and policy experts all across the country. I will, if
you please, carry the banner of economic liberty into the environmental field, and I hope
in much else besides.

There's no one in America who doesn't want a cleaner, greener, higher-tech world. We
free-marketers have an advantage, though. Myself, CEI's distinguished President Fred
Smith, and many others are truly the “Smart Greens”, because while we acknowledge a
proper role for government in environmental matters, we know that the free market is the
only true path to that cleaner, greener, and more prosperous future. That is true in energy
policy, it is true in environmental policy, and that truth is our most powerful weapon in
fighting Kyoto, early action credits, and every device known to the mind of man that
seeks power over others, rather than honest and open debate over what is best for our
country.

In concluding, Mr. Chairman, I would like to suggest to the Subcommittee a subject for
future exploration. Mark Mills, a Senior Fellow at CEI and science advisor to the
Greening Earth Society, has done a preliminary study of the impact of the internet
economy and near-universal computer use on energy supply and demand. His full report,
available from the Greening Earth Society, is admittedly conjectural in some respects, but
his findings are quite provocative. If Mills is correct--and his work needs to be backed up
by more in-depth studies--the internet economy is the fastest-growing component of
energy use, and may be even more decisive in shaping future energy demand. That means
burning fossil fuels, folks. The irony is that the Kyoto mindset may be in direct conflict
with the clean-and-green high-tech economy of the future. It is definitely food for
thought, and I urge the members of the Subcommittee at least to read a summary of this
work published by Mr. Mills and Peter Huber in Forbes magazine, "Dig More Coal,”
which appears in the May 31, 1999 issue at page 70, and which I also submit for the
record.
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Early Action Crediting: Growing the Kyoto Lobby at Small Business’
Expense

By
Marlo Lewis, Jr.

"Credit for early action” — a policy proposal developed by the Environmental Defense
Fund and warmly embraced by the Clinton-Gore Administration - is the latest ploy in the
Kyoto lobby’s strategy to divide and conquer the American business community. Like
the President’s Climate Change Technology Initiative (a $4 billion package of targeted
tax breaks and subsidies), early action crediting is designed to jump-start implementation
of the non-ratified UN global warming treaty while expanding the number of companies
favorable to ratification of the Kyoto Protocol. 2 Although touted by proponents as a
"win-win" environmental program, early action crediting would benefit participants at
the expense of non-participants. The losers would include most small businesses, which
lack the discretionary capital and technical expertise required for participation.

Background. Although early action crediting is the subject of much technical analysis
and discussion,? the basic concept is fairly straightforward. Companies that reduce their
energy-related emissions before 2008 — the year when a ratified Kyoto Protocol would go
into effect — earn credits they could later use during the first (2008-2012) Kyoto emission
budget period.

Early action crediting would not only encourage implementation of a non-ratified treaty,
it would also give companies a cash incentive to support ratification. Credits earned
under the program, although potentially worth millions or billions of dollars, are actually
worthless unless Kyoto, or a comparable regulatory program, is ratified or adopted.

There’s also a strong likelihood that EPA would be the administering agency. Through
tacit threats of permitting delays, burdensome information requests, or aggressive
enforcement actions, EPA has the means to make companies "volunteer” — and, thus, to
swell the ranks of companies with a cash stake in ratification.

The Fixed-Pie Problem. Even if not administered by EPA, an early reduction program
would put the squeeze on many companies to “volunteer,” because participants would
profit at the expense of non-participants. The latter would not merely forgo benefits —
they would be penalized.

Here’s why. Under the Kyoto Protocol, every industrial nation is allocated an emissions
budget — a fixed quantity of emission allowances or credits it may lawfully use during

i CONTACT ;. SUPPORT
: CEl i CEl



25

2008-2012. Industrial nations can earn emission credits, and thus increase their budgets,
through early reduction projects completed before 2008 in developing countries, under
the Clean Development Mechanism (CDM). But domestic reductions achieved before
2008 do not create credits that can be banked and later added to a nation’s budget.

This "early action discontinuity” — the fact that early reductions overseas generate
bankable emission credits but not identical reductions achieved at home — may seem
unfair or irrational. Nonetheless, it is built into the Kyoto Protocol. Where, then, would
the credits to fund an early action program come from? They can only come from one
place — the U.S. budget allocation for 2008-2012. If we are not to break our budget cap,
every credit awarded to companies for early domestic action must be subtracted ("drawn
down") from the total U.S. allocation in the compliance period. In other words, for every
company that gains a credit for early action, there must be another company that loses a
credit in the compliance period.

An Ilustration. Suppose for simplicity’s sake that there are only four companies in the
United States (A, B, C, and D}, each emitting 25 metric tons (mt) of C02 equivalent, for

a national total of 100 mt. Suppose further that the U.S. Kyoto budget is 80 mt, or 80
allowances (1 allowance or credit being an authorization to emit 1 metric ton). Absent an
early reduction program, each company would receive 20 allowances during 2008-2012,
and have to reduce its emissions by 5 mt.

Now assume there is an early action program that sets aside 20 allowances for reductions
achieved before 2008. That reduces each company’s budget period allocation from 20
credits to 15 (4 companies X 15 credits each = 60 + 20 early action credits = 80, the total
U.S. budget). Finally, suppose Companies A and B make early reductions and each earn
10 credits. In the compliance period, A and B will have 25 credits apiece (10 + 15).
Thanks to the early action program, A and B will each have five credits more in the
budget period (25 instead of 20) than they otherwise would — but C and D will each have
five fewer credits (15 instead of 20). C and D must make deeper reductions than Kyoto
itself would require — or they must purchase credits from A and B. Either way, the early
reducers gain at the non-participants’ expense.

The Experts Agree. This zero-sum problem is widely recognized by proponents of early
action crediting. The Center for Clean Air Policy writes: "Credits earned should be
subtracted from the pool of allowances given out in the binding program, rather than
added to it. This means that early reducers will be rewarded at the expense of those who
don't participate."* As one CCAP scholar put it, "This is the essence of an early
reductions program — it reallocates first budget period allowances from those who don’t
take early action to those who do."

The Pew Center’s monograph on early action proposals is similarly up front about the
fixed-pie problem:

However, as a general matter, the Kyoto Protocol does not
provide credit for ghg [greenhouse gas] reductions that occur
before the first budget period. The only two exceptions are the
CDM and

certain afforestation credits. As a result, any U.S. program to
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provide credit for early reductions...will have to provide
participants credit solely out of the credits available to the U.S.
in the first budget period. For that reason, the credits needed to
"fund" the early action crediting program will have to be taken
out of (or "drawn down" from) the U.S. allocation for the first

budget period.6

Concemned that an early reductions program might leave too few credits available to

non-participants in the budget period, the Center for Clean Air Policy and Niagara

Mohawk Power Corporation recommend limiting the amount of early action credits to 5

percent of the total U.S. emissions budget.? Robert Friedman of the John Heinz III

Center, noting that "Domestic reductions before 2008 cannot offset post-2008
requirements,” concludes that the politics of domestic early action "will focus on who

gains from credits and who ‘pays’ for them."8

Resources for the Future views the zero-sum problem as so serious that it advocates
amending the Kyoto Protocol so that early domestic reductions will create internationally
recognized bankable emission credits. © But as the Pew report points out, the Kyoto
Protocol cannot be amended until it has been ratified and enters into force. If amending
Kyoto is a prerequisite to establishing an early reduction program, then the program will

not be adopted quickly enough to encourage early action.'?

Growing the Kyoto Lobby. Since early reducers will be rewarded at the expense of
those who do not participate, many businesses that otherwise would never dream of
"volunteering" may be constrained to do so for purely defensive reasons. Companies that
see no particular benefit in early reductions may participate just so they won’t be stuck in
the shallow end of credit pool in 2008-2012. This dynamic is exactly what Kyoto
partisans desire, as it would build up a large mass of companies holding costly paper
assets that are completely valueless unless Kyoto is ratified.

At Small Business’ Expense. Since early reduction programs penalize those who do not
act early, it is worth asking who the non-participants are likely to be. The answer is really
quite obvious. Only the big boys - utilities and major manufacturing firms — have the
legal and technical expertise and the discretionary capital to invest in “voluntary”
emission reduction projects. Most small businesses simply will not be players in the early
credit game. But in a Kyoto world, small businesses will have to pay higher energy costs
and many will have to reduce their energy-related emissions. Indeed, meeting the U.S.
Kyoto target will be far more difficult if EPA does not regulate the one million or so
small to mid-sized manufacturing companies, farms, medical and educational facilities
that individually generate at least 100 metric tons of fossil fuel emissions per year.!!
Credit for early reduction would not only make Kyoto more likely to be ratified, it would
also make Kyoto more costly to small business.

Conclusion. Credit for early action may seem at first glance to be a benign, voluntary,
market-oriented program. It is actually a political strategy to implement a non-ratified
treaty, fuel pro-Kyoto business lobbying, and penalize companies that don’t jump on the
global warming bandwagon. Far from a "win-win" environmental program, it would
produce a zero-sum game in which small business can only lose.

Early action crediting is a staking horse for the Kyoto Protocol. Policy makers and
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business leaders cannot consistently profess to oppose Kyoto and support early action
crediting.

Marlo Lewis (Mlewis@cei.org) is Vice President for Policy and Coalitions at CEI and Chairman of the
Cooler Heads Coalition.

2For additional background, see Marlo Lewis, Jr., "Credit for Early Implementation: Kyoto Through the
Front Door," CEI On Poin No. 23, January 25, 1999.

3See, e.g., United States General Accounting Office, Climate Change: Basic Issues in Considering a Credit
for Early Action Program, GAO/RCED-99-23.

“Center for Clean Air Policy, Rewarding Early GHG Emissions Reductions, p. 1 (emphasis added).

5Tim Hargrave, personal communication, February 2, 1999.

SRoben R. Nordhaus and Stephen C. Fotis, Analysis of early action crediting proposals, Prepared for the
Pew Center on Global Climate Change, October 1, 1998, p. 21.

7Ibid., p. 22.

sCapitol Hill briefing, sponsored by Northwest Midwest Institute, February 5, 1999.

9Analyxi: of early action crediting proposals, p. 42.

101bid., p. 43.

UMark P. Mills, A Stunning Regulatory Burden: EPA Designating CO2 As A Poll Mills McCarthy &
Associates, Inc., 1998.
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Left And Right Attack ''Kyoto Lite"
by

On March 4, the Competitive Enterprise Institute joined with environmental activists at Ozone Action to draft a joint statement
opposing a Senate proposal to give corporations credits for "carly action” to reduce greenhouse gas emissions. Both global
warming alarmists and skeptics have good reasons to be skeptical of this bipartisan measure. The text of the statement, signed
by fourteen organizations across the political spectrum, is below.

‘While free marketeers see credits as a front door means of implementing the climate treaty by granting companies credits that
will only have economic value if emission restrictions are put in place, environmental activists believe the “"Kyoto Lite”
proposal will let the biggest emitters off the hook. Either way, the scheme would allow the government to start distributing
energy rationing coupons to willing i creating a ble of satisfying anyone except the
most skilled rent-seekers. CEl working together with the Sierra Club? Perhaps Hell i is freezing over - providing us with
further scientific evidence against the global warming theory.

Joint Statement

"Credit for Early Action” Act will Serve Neither the Interests of the Environment nor the Economy

It isn't often that free market advocales and environmental activists agree. Today, both proponents and opponents of the!
Kyoto Protocol on global warming have joined together in opposition to the Credit for Voluntary Early Action Act, abilll
sponsored by Senators John Chafee (R-RI), Connie Mack (R-FL), and Joe Licberman (D-CT).

Both free market pr and envir 1 activists agree that:
|The Credit for Early Action plan P an i that could be explonted by special interests for|
d crediting process is hlghl to political making this specific

proposal unworkable. As written, this plan could not possibly benefit either the economy or the environment,

* A project denied credit by a Democratic administration could be certified by a Republican one, and vice
versa. Criteria for what types of projects may be awarded credit are likely to be arbitrary.

* The politi astute ies that 100k of the voluntary emissions reduction reporting
pmvmcns under current law could be awarded Early Action credits. Granting credits for unverified
actions taken in the past would disproportionately benefit large, lawyer-rich corporations, at the expense of
companies without the expertise or capital to participate in these programs.

* The proposal’s arbitrary emissions reduction baseline period of 1996-1998 would confer economic
n

ol at that time. Small businesses and/or newly established firms would
agambe ictimi without p ing net envi; ] gain.
* Inclusion of carbon “sinks” could create ities for further di i tree planting carbon

sequestration projects could be measured against ‘an unknown baseline of whal actions companies would
have taken in the absence of the program. The opportunities for creative political accounting render this
proposal hopelessly compiex.

* The Credit for Early Action scheme would provide incentives for companies to eam credits by funding
emissions reduction fprojem.s abroad. Any system that tries to account for overseas projects would open the
door to comruption of the process.

Signatories:

American Policy Center - Amencaru for Tax Reform - Citizens for a Sound Economy - Commitiee for a

C ive Te . prise Institute - Friends of the Eanth - National Center for Public
|Policy Research * Nau'onal Environment Trust + National Tax Limitation Committee - Ozone Action - Smali
iness Survival Committee - This Nation - Seniors Coalition - Sierra Club

Page 1
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Zero-Sum Folly, From Kyoto to Kosovo

By Georce GILDER

What do the ethnic cleansing in Kosovo,
the global warming treaty in Kyoto, and
the Social Security “crisis” of demand-side
Keynesian economics have in common,
apart from a convergence of K's? You can
even add Theodore Kaczynski, the Un-
abomber. Answer: They all reflect a belief
in a zero-sum world.

The concept of a zero-sum system origi-
nated in a branch of economics called
game theory. In a zero-sum game, a gain
by one party necessitates a loss for another
party. It is the economics of a fixed pie that
can be redistributed but cannot be en-
larged. The gains and losses always-add up
to zero.

For most of history, most people have
believed that economics is ultimately a
zero-sum game. Predicting a zero- or even
negative-sum struggle for food, Thomas

The irrationality of the global-warming
theory is now entirely evident. A 3,000-year
record of thermally dependent isotope pat-
terns in fossil sediments demonstrates that
current temperatures are about average,
or possibly cooler than average, a conclu-
sion confirmed by the known historica!
record. During previous centuries, temper-
atures were as much as four degrees
Fahrenheit higher than today. A thousand
vears ago temperatures were two degrees

Utterly  unsupported
by serious science, the
claims of zero-sum ecology
can lead to only one result:
war.

horrors to come. If the Chinese are willing
to deplete generations of their own chiﬁ
dren, they will not balk at attacking the
populations of the West as the implications
of the “closing circie” of ecology become
clearer,

Similarly, infatuated by Kevnesian con-
cepts of demand and debt, {former Com-
merce Secretary Pete Peterson would com-
pound the evils of Kyoto with a tightening
noose of fiscal austerity. In his influential
book “Gray Dawn,” he foresees draconian
tax hikes, forced governmental savings,
and redistributive measures that would
bring growth to a screeching hatt even in
the U.S. All to resolve a predicted $4.3 tril-
lion shortfall in funds for Social Security
and an $5.9 triltion shortfall in funds for
Medicare—T75 years from now.

This total of $13 trillion ts about the
amount of net new wealth created by U.S.
in the past five years. In the

Malthus was the most famous exp of
the view that population increases geomet-
rically while agricultural output rises
arithmetically. Karl Marx saw all econom-
ies ultimately reducing to a class struggle,
with zero-sum assumptions and results.
Throughout much of this century, dictators
and warlords from Hitler to Stalin sought
power and prosperity through the capture
of neighboring tertitories.

Marxist Marination

The Kosovo “cleansing™ is an obvious
continuation of this zero-sum mentality.
The Serbs and Albanians have endured 50
years of marination in Marxist doctrine
and kleptocracy. These people cannot even
imagine a capitalist world, where people
prosper by serving their neighbors rather
than killing or evicting them.

Zero-sum assumptions have led in-
evitably to conflict. If wealth cannot ex-
pand, the nation must. Countries must
choose between famine and decline, or ag-
gression, and war. It was only capitalism
that overcame this immemorial predica-
ment. As Walter Lippmann put it, capital
ism “for the first time in human history,”
gave men “a way of producing wealth in
which the good fortune of others multiplied
their own.” At long last “the galden rule
was economically sound. . . . Until the divi-
sion of labor had begun to make men de-
pendent on the free collaboration of other
men, the worldly policy was to be preda-
tory. . . . (But now] the ancient schism be-
tween the world and the spirit, between
self interest and disinterestedness, was po-
tentially closed.”

Sophisticated thinkers in the U.S. imag-
ine that they have transcended the mode of
thought that underlies Marxism, Matthu-
sianism and ethnic cteansing. Many grasp
the zero-sum futility of trade protection-
ism. But the U.S. intelligentsia is now
adopting a posture even more dismal. The

Kyototreaty embodies a new zero-sum the-

ory of ecology as stifling and sterile as the
worst excesses of Marx and Malthus. Ky-
oto's planned cutbacks in energy use would
inflict zero-sum triage on the lives and op-
portunities of billions of poor people cling-
ing to the bottom rungs of the economic
ladder.

warmer than today. Far from the disasters
now predicted to result from far smalter
temperature increases, these clement con-
ditions allowed the colonization of Green-
land and the expansion of European popu-
lations. A further series of measurements
shows that global temperature changes are
almost entirely attributable to changes in
solar activity. A 0.036% rise in solar inten-
sity over the last decade unleashed an en-
ergy impact on the earth 70 times larger
than that of all human activity put to-
gether. .

Far from science, global warming is a
recrudescence of the zero-sum Zeitgeist, in
which gains for comfort and wealth of
some are assumed to cause losses for other
people, other species or the environment.
This perverse impulse has also aroused
chimerical scares about DDT, nuclear
power, acid rain, radon, chlorofluo-
rocarbons, PCBs, Alar, power
lines, celiular phones, per-
sonal computers and other
crucial effects and artifacts
of modern capitalism. All
these scares later proved to
lack any empirical founda-
tion. DDT, for example,
saved some 500 million lives
from malaria without probably
kilting a single bird. Indeed, San
Jose State ornithologist J. Gordon Edwards
has marshaled imnpressive evidence that
DDT increased bird tife (infectious mosqui-
tos happen to be bad for eagles foo). With
cutbacks in DDT use, malaria is now com-
ing back.

Utterly unsupported by serious science,
the clatms of zero-sum ecology can lead to
only one result: war. China and India cur-
rentiy use about one-tenth as much energy
per capita as the U.S. To tell these Asian
nations that their billions of citizens can-
not evel natch current Western use of fu-
els, fertilizers, pesticides and other chemi-
cals is to tell them they cannot feed their
people, let alone get rich, without war. The
initial Chinese response to their alleged
zero-sum predicament—draconian policies
of population restriction, abortion and in-
fantizide—is enly a foretaste of possible
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Why not bake
another pie?

past year alone, enough new wealth was
generated in the stock market to dispose of
the entire 75-year Social Security shortfall.
The Internet economy at least doubles in
value every year, while Internet traffic
doubles every 100 days or so. Within 75 -
years, the emerging technologies of the in-
formation age, together with improve-
ments in the necessarily energy-intensive
technologies of transport and food preduc-
tion, will make possible weaith beyond to-
day’s imagination.

Total Wars

The only real threat to this process of .
capitalist enrichment is the same zero-sum
economic theory that made the 20th een-
tury an era of total wars. Focusing on ac- .
counting liabilities but ignoring the tril- .
lions of dollars worth of new assets, Mr.
Peterson pursues a zero-sum economics .

that will produce the very war be-,
tween the generations that he
fears. Projected onto the in-
ternational stage, zero-sum
theory is even more perni- -
cious, because it brings not
merely the sterility of re- .
distribution and economic
Pk stasis but the horrors of mili- |
tarism and holocaust.

We are getting a taste of it in
Kosovo today. If we want more,
we should follow the Luddite inspiration of
Kyoto. Just as Marxists and Nazis were
willing to sacrifice millions of lives to their
zero-sum “science” of elass and ethnic con-
flict, so the new prophets of a “delicate bal-
ance of nature” are willing to sacrifice mil-
lions of lives and tritlions of dollars to an
equally spurious pseudoscience of ecology.
Arising at the very moment that technoi-
ogy promises new horizons of unparalleled
wealth and opportunity world-wide, this
amazing movement would hatt the very
economic progress that historically has
made the redress of environmental prob-
lems relatively simple and cheap. And
nothing so pollutes the world as war.

Mr. Gilder is editor of the Gilder Technol-
oy Report and a fellow at Seattle’s Disco:-
ey fnstitute,
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Dig more coal—

Being digital was supposed to mean less demand for hard energy.

By PETER W, HUBER AND MARK D MILLS SOUTHERN CALIFORNIA EDISON, meet Amazon.com.
Somewhere in America, 2 lump of coal is burned every
time a book is ordered on-line.

The current fuel-economy rating: about 1 pound of coal
to create, package, store and move 2 megabytes of data.

e digital age, it turns out, is very energy-inten-
sive. The Internet may someday save us bricks,
mortar and catalog paper, but it is burning
up an awful lot of fossil fuef in the process.

Under the PC's hood, demand for
horsepower doubles every couple of years.
Ycs, today’s microprocessors are much
more efficient than their forerunners at
turning electricity into compuradons. But
total demand for digital power is rising far
faster than bit efficiencies are. We are using
more chips—and bigger ones—and crunch-
ing more numbers. The bottom line: Taken all
together, chips are running hotter, fans arc whirring

faster, and the power consumption of our disk
drives and screens is tising. For the old ther-
moclectrical power complex, widely thought
to be in sencscent decline, the implications
are staggering.

About half of the trillion-dollar infrastructure of today’s
electric power grid exists to serve just two century-old
technologies—the lightbulb and the electric motor. Not
long ago, that meant little prospect for growth in the
power industry. We have about as many motors and bulbs
as we need. “The long-run supply curve for elecuricity is
as flat as the Kansas horizon,” declared green guru Amory
Lovins in 1984.

While Lovins surveyed the prairics, however, 1BM and
others wece just beginning ta roll out serious numbers of
pCs. Today, worldwide annual production stands at 50 bil-
lion integrated circuits and 200 billion microprocessors
(many of those special-purpose controllers that run things
like car engines and telephones). Every fast one of these
chips runs on electric power. On its surface, where bits are
incarnated as electrons, a chip runs at enormously high
power densities—up to one-tenth those at the surface of
the sun. Lucent, Nortel, Cisco, 3Com, Intel, AMD,
Compaq and Dell have become the new General Electrics
behind a resurgent demand for power.

Your typical PC and its peripherals require about 1,000
watts of power. An IntelliQuest study reports that the aver-
age Internet user is on-line 12 hours a week. (Most data
relate to home users; business usage is very hard to
pin down, but almost certainly is higher.) That
kind of usage implies about 1,000 kilowatt-

hours of clectrical consumption in a year.

Forbes m May 31, 1999
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the PCs are coming

It isn’t turning out that way.

There are already over 50 million
PCs in households, and 150 million ;
more computers in businesses. Anoth-
er 36 million are sold cach year with
20 mitlion going on the Inteensr.

And for every piece of wired hard-
ware o your desk, two or three
pieces of equipment Jurk in the ner-
work beyond-—office hubs and

contain 21 million tansistors and run
at 400 megahertz, on 90 wans of
power, it will give way, in a decade or
30, to an 1,800-megahectz/1,400-
million-transistor chip that draws 175
watts. And even if Hewletr-Packard’s
Toronado and Nokia’s Internet cell
phones end up running on body
heat, they'il pump bits in and out of
the Web, driving power demands

servers, routers, repeaters, amplifiers,
remote servers and so forth. The
heavy iron that powers a Schwab or
Amazon typically requires a megawart.
There are already over 17,000 pure
dot-com companies (Ebay, E-Trade,
eté.). The larger ones sach represent
the clectrdc load of a small village.
Getting the bits from dot-com 1o
deskrop requires still more electricity.
Cisco’s 7500 sedes router, for example, keeps the Web hot
by routing an impressive 400 million bits per second, but
to do that it needs 1.5 kilowatts of power, The wireless
Web draws even more power, becanse its signals are broad-
cast in all directions, rather than being tunneled down a
wire or fiber. The digital PCS network—still in its infancy—
will need 2 projected 70,000 radio base stations withina
few years and twice that in a decade. Each of those stations
buras at least a couple of kilowates. The wireless handheld
market {next-generadon Palm Pilots and such) will reach
20 million units in annual sales within a few years.
Individually, many of the'se boxes only sip pawer; hand-
helds now run for weeks on 2 couple of Axa batteries.
Cisco’s  newest

power compl

For the thermoelectrical

digital demand has
staggering implications.

upstream.

Traffic on the Web has indeed been
doubling every three months. Abour
17 million homes already have two or
more PCs. Communicating chips are
now migrating off the deskeop. Elec-
wrolux reeently announced its “Internet
refrigerator,” an embedded PC replac-
ing the scibbled note and door
ragaet. GE has an Internet microwave oven. EmWare, 2
software company, is working with Sybase, 3Com and
Micron to bring vending machines on-fine to make stocking
and managernent more efficient.

Just fabricating all these digiral boxes requires a remen-
dous amount of clectricity. The billion-dollar fabrication
plants are packed with furnaces, pumps, dryers and.ion
beams, all electrically driven. It takes § kilowatt-hours to
ctch circuits onto a square inch of silicon, and about as
much power to manufacture an entire PC {1,000 kilowate-
hours) as it takes to run it for a year, (We're counting just
the things that really go into the box~—chips, boards and
so forth—not the water cooler or the rest of the sur-
rounding infra«

gx, rising

gigabit router, the
12000 series, can
handle 16 times
the bandwidth of

Energizing the Internet

its  predecessor,

with the same it (rins
eleciric  power

appetite. Buttoral e s
demand for com- {ntemet outy
putational power 120

is outrunning any
efficiency  gains.
According to the
Semiconductor
Industry Associa-
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An explosion in Internet traffic propels computer sales and use. The
Internel’s electric appetite is already making 2 big dent in total consumption.

structure. ) A typi-
<al fab is already 2
10- to 13-mega-
watt electric
beast—abour as
big as a steel mini-
mill, elecrrically
speaking.  And
there are at least
300 of these fac-
tories in the U.S.
Collectively, fabs

Electricity consumption of
x:ompums {% of all US. k¥h}

tion, today’s state-
of-the-art  inte-
grated circuit can

s smart pixnes, vides games, PDAS, maciery, 23
Sourzes: I

Forbes w May 31, 1999

and their suppliers

curgently  con-
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Toteraet use & s 2 weasmeus.  the nation’s elec-
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Utilities sucked into the vortex of the Internet

The Internet-driven computer explosion has generated 2 stealth revalution
in kilowatt-hour demand. The Net had 1,000 host computers 15 years
ago; tens of millions are on today, with millions more kWh-gobbling boxes
energizing Web sites, “dot-com” companies and the network.

economy, are cutting demand for gasoline,
diese! and heating fuels. But not for electrici-
ty, which is generated mostly with coal (56%),
nuclear (20%), hydro (10%) and gas (10%).
Heating foads in winter are reduced by com-

Internet only /
(U.S.) /"-'""W

Manufacturing
1} the boies.
[

3 miltion
Network routers and
40% telco switches

&5 bitlon kWh/year

80 millioa
- PCs {on the Net)

4 mitilon
Servers
fifon kKW,

tric convergence is already having a visible
impact on overall demand. At least 100 mil-
lion nodes on the Internet, drawing from
hundreds to thousands of kilowatt-hours
per year, add up to 290 billion kWh of
demand. That’s about 8% of total U.S.

demand. Add in the electric power used to
build and operate stand-alone (unnet-
worked) chips and computers, and the total
jumps to about 13%. It’s now reasonable to
project that half of the electric grid will be
powering the digital-Internet cconomy
within the next decade.

The global implicatons are enormous. Intel
projects a billion people on-line worldwide.
That’s $1 trillion in computer sales—and
another S1 trillion investment in a hard-power
backbone ta supply electricity. One billion PCs
on the Web represent an clectric demand equal
to the total capacity of the U.S. today.

But won’t all this new digital intelligence
reduce energy demand in other ways?
Telecommuting and e-mail, for example,
reduce consumption in other sectors of the
economy. Energy demand has indeed flactened
somewhat in the transportation sector. Less
warehousing, and the overall tuning of the
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uters themselves, since the electricity that
All electriclty (U.S.) runs the chips ends up as
R heat dissipated out the back.
7 But these gains are more
than offset by the additional
cooling loads computers impose
in the summer.
Thus, despite years of dramatic
improvement in lighting, cooling
and heating cfficiencies, there has
been litde if any reduction in total
energy use per square foot in commer-
/ cial office buildings. The typical home
office gets set up in addition to the one
downtown, not instead of. Canon’s new
digital X-ray machinc, recently approved by
the Food & Drug Administration, will replace
uPS h’kry / millions of X- ray films and tens of thousands of
lsuncby) machines—but it will also hkdy accelerate the
/ dcploymcnt of X-ray machines in many more doc-
/' tors” offices. These new units will be bandwidth
hogs, 100, as they pump high-resolution pictures
across the Web in scarch of second opinions from dis-
tant experts. Overall, total electric consumption contin-
. ues to grow about 3% a year~—and more than half of that
- growth is attributable to the rise of the microprocessor.
Expect, as well, fundamenta! change in another aspect of
the power grid: quality and reliability. The con-
ventional grid tolerates power hiccups of a
single cycle for 60-cycle power. With refrigera-
tors, lightbulbs and ovens, a blip in the current
is merely an inconvenience. With computers
and routers, it can be a catastrophe.

That's why a company like American Power
Conversion, of West Kingston, R.I., has scen
revenues jump 70-fold in ten years by selling
uninterruptible power supplies for everything
from desktop machines to dot-com servers to
routers and enterprise data centers. There’s a
parallel boom in the systems and electronics
that keep power clean. Active Power of Austin,
Tex. makes a flywheel-based clectric storage
system sized to isolate and protect entire office
buildings and factories from “dirty” power.
The 1.4 ton fiywheels spin at 7700 rpm. Amer-
ican Superconductor of Westborough, Mass.
uses a two megawatt superconductng magnet,
weighing three-quarters of a ton, to do a sim-
ilar job. It is inevitable that a lot more very
heavy atoms will be deployed to keep our bits
on their appointed rounds.

Futurists have been promising us an infor-
mation highway, not unit trains loaded with
coal. Fiber-optic cables, not 600-kilovolt
power lines. We’re going to get both. mm

20%
Central base load power {cal, nuclear and hycro)
2,600 pilllos kWh/year

Diesal generator sets
tstancoy)

A hillion PCs
on the Web
means electric
demand equal
to total U.S.
output today.

Forbes » May 31,1999
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Mr. McINTOSH. Let me explore with you a little bit the point that
you were making that this really isn’t a market mechanism that
is being created. One of the things that amazes me about the pro-
posals for early action crediting is that they create something that
could have a value in the marketplace only if the Kyoto Protocol
is ratified and it becomes law. And so I don’t know what label you
would give to it, some kind of future I guess, some sort of credit
that at a future date would have a value if the Senate ratifies the
treaty. To me that creates a problem of incentives in that people
who are granted those credits from the government have a great
deal of incentive to want the treaty to be ratified because this piece
of paper gains value in the marketplace when those restrictions go
into place. For those who don’t have the piece of paper, then the
restrictions are all the more costly because they have to comply
with the treaty.

Others have characterized it as sort of an insurance policy. I'd
like to ask you to comment on the validity of that assumption, the
argument that if the Senate does the wrong thing and ratifies the
treaty, at least some of us in the marketplace will get a little
money back.

Mr. KEmp. That really is—again, I have great sympathy, hope-
fully some understanding of their position. And with all due re-
spect, Mr. Chairman, I think you were the first to really bring this
issue to the forefront of public opinion, at least to the business
community, that they had better watch out because it is a slippery
slope into which they are, in my opinion, being “incentivized” is a
good word, seduced is a pejorative. I think it is seduction, it is very
seductive to think that you can gain an advantage when you get
that credit. And you have got to be big, Mr. Chairman. You have
got to be a big guy on the block in order to take advantage. You
are going to have lots of lawyers and lots of accountants and lots
of folks focusing on this issue. That rules out the men and women
of entrepreneurial talent who are trying to move up that ladder.

I want to say something, and be careful that I say it correctly.
If you stop and think about the history of freedom of enterprise,
from Adam Smith in the 18th century to today in Milton Friedman,
I don’t think there is an economist at least one who is market-ori-
ented who doesn’t have some fear or distrust of laws that make it
easy for people to collaborate in order to keep other competitors
out.

I don’t mean that to pick on anybody. I just think that it’s a very
human condition. When I was quarterback of the Buffalo Bills, I
did not want any competition with me. I only wanted one quarter-
back on each football team. But it really gives advantage to the big
guy. I can’t imagine the party of Lincoln giving an advantage to the
big guy over the little guy. This is what it does. It really does. It’s
economically unsound, it is politically seductive, and it is going to
give tremendous power not only to the bureaucracy of the United
States—and I don’t want it for a Republican administration or a
Democratic administration. I wouldn’t want to give this to any of
our Republican candidates nor give it to the two Democratic can-
didates or the Independent party. I guarantee, Mr. Chairman, and
you know this far better than Jack Kemp, this gives tremendous
power to the international bureaucracy. Tremendous power.
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Mr. McInTOsH. Well, both directly and indirectly, because it as-
sumes the ratification of the treaty, which empowers them tremen-
dously.

The second question I have is would you agree that before we im-
plement any type of early action credit where the benefit is related
to emission reductions complying with Kyoto, that we have to make
the decision whether or not we are going to adopt Kyoto as policy?
I have introduced a bill that says essentially before any further ac-
tion can be done to set up this type of credit program, the Senate
has to be given a chance to debate and ratify the Kyoto
Protocol——

Mr. KEMP. Yes, absolutely.

Mr. MCINTOSH [continuing]. So we know whether it is going to
be the policy of the country or not. To reverse that means that you
are making the decision without debate, without any normal course
under the Constitution.

Mr. KEMmP. I was absolutely shocked, Mr. Chairman, with all due
respect, to have the President of the United States of America say-
ing in December 1997 that we are going to have a program to pur-
sue our course, and we are going to do it whatever happens at
Kyoto.

It’s unbelievable. Unbelievable. He said the other day we are
going to intervene in any part of the world in which there is a vio-
lation of human rights irrespective of any vote in the U.S. Con-
gress. We have converted NATO from a defensive organization to
an offensive organization without a debate in the U.S. Congress.
This is what I call third-way politics, as pursued by this adminis-
tration, the Blair administration, the Schroeder administration in
Germany. Someone has got to stand up, Mr. Chairman, and ques-
tion what is happening to political economic policies in the world
today through third-way politics. It’s seductive. It’s mesmerizing,
but it’s really sacrificing the sovereignty of the United States of
America.

Mr. McINTOSH. I think one of the great things that you have con-
tributed to the sovereignty debate is that you point out it cuts
across apparent ideological lines. When you trample on the safe-
guards in the Constitution, the division of powers, for whatever
ends, whether they are ostensibly conservative or ostensibly liberal,
government does a great injustice to liberty.

Those are the two questions that I have. Mr. Kucinich, do you
have any questions?

Mr. KuciNicH. Yes, I do.

Again, thank you, Mr. Kemp, for your testimony. I have to say
that I am with you on the sovereignty questions. As a matter of
fact, Mr. McIntosh and I have had a chance to work together on
some of the more serious sovereignty and constitutional issues in
this Congress. I also have a great deal of respect for the legislative
process and for the Senate’s prerogative. As someone who favors
Kyoto ratification, I would not want to see the Senate in any way
be usurped. The decisions have to flow from the U.S. Senate on this
treaty, or any kind of treaty for that matter. I happen to believe
that a treaty should have some force then, but to try to implement
it in other ways, I wouldn’t favor that either.
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I would wonder, though, what your views would be—let’s say, for
example, if Kyoto was a dead issue here, and we were just talking
about a condition in this country where we could incentivize ag-
gressive behavior on the part of corporations who——

Mr. KEMP. I would be in favor of that. I have even talked about
allowing for the full expensing of the cost of equipment used to
clean up the air and the water. Why shouldn’t someone be
incentivized? I think there should be incentives

Mr. KucinicH. I think that we agree on that, too. The concern
here, and I understand the concern the chairman expressed, that
you would not want to see an incentive mechanism put into place
that might be an excuse for bypassing the process in the Senate.

Mr. McInTOSH. That’s right. In fact, I have talked with col-
leagues about the possibility of substituting incentives. If you gave
somebody basically a tax deduction and say, move quicker toward
reducing air pollution, assuming that is a goal that we all share,
that might be a more appropriate way to achieve the goal.

Mr. KEMP. The President just spent a week running around the
country. I'm not belittling it. In fact, I was invited on that tour to
show bipartisan support for trying to attract capital into areas that
are without capital. I would prefer that we do it through changing
the Tax Code as opposed to having an international bureaucracy
force India, China, Asia, Latin America and Third World and
Fourth World countries to cut their use of energy before they ever
get a chance to get out of the grinding poverty into which centuries
and millennia have been allowed to occur.

Mr. KuciNIcH. What I think is interesting is that where we can
get some concurrence on the importance of incentivizing environ-
mentally and even socially beneficial conduct, the question is this
debate over Kyoto. One of the reasons why I favor it is because I
would like to see the United States take leadership in this area.
Let me state why: Because I think that we can use this as an op-
portunity to create greater efficiencies and enable our industries
here to capture new markets and to enable us to continue our lead-
ership and perhaps the controlling of and even transformation of
pollution industries.

Mr. KEMmp. Well, I like what you say, and I think that you have
raised a very important point, and obviously you have been talking
with Mr. McIntosh.

I would remind everybody that may be listening or watching or
maybe who will hopefully read this testimony, as convoluted as it
may sound, do you know what the cost of MIPS in the United
States on the eve of the new century, millions of instructions per
second computerwise? Less than $1. Do you know what it was 10
years ago? $10,000; $250,000 20 years ago. We are now, with our
ability technologically, able to deliver instructions through com-
puters in those little microprocessors at a cost of less than $1 for
millions of instructions per second. Wow. Why don’t we, the great-
est Nation on the face of the Earth, with all our faults and all of
our problems and all of the work that we have got to do, why don’t
we recognize that freedom of enterprise, freedom of trade, and in-
centives for men and women to invent and innovate is the greatest
example that we can have to help the rest of the world enjoy some
of the benefits of the wealth-creating society?
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What bothers me about this, Dennis, is that it’s predicated upon
using less energy at a time in which we are going into an Internet
century in which the needs of electricity are going to be exponen-
tially increasing in the 21st century. The answer is not rationing.
The answer is wealth creation and freedom of enterprise.

Mr. KuciNicH. I would agree with you on wealth creation. 1
would also suggest, Mr. Kemp, that perhaps the answer is also in
new technologies which do not have the same by-product in terms
of pollution. One of the things that I notice British Petroleum is
doing is looking more and more at solar research as opposed to the
increased consumption of fossil fuel.

Mr. KEmP. Just don’t give them a tax credit, please. We have too
many tax credits in the Tax Code. It’s the worst Tax Code that I
have ever even seen in my life.

I apologize. I have absolutely—lucky for you all—run out of time.
I apologize. But I know a lot of people want to testify.

Mr. KuciNicH. Could I give a one-sentence benediction from Wil-
liam Buckley? He is talking about these ideas that we are speaking
of today. He says, “It’s quite a brilliant application of the idea, put-
ting a cash price on inordinate consumption, which is very different
from forbidding it.”

So that’s—I have been reading him since I was in high school.

Mr. KEMP. There is hope for you yet, Dennis.

Mr. KuciNicH. And for you.

Mr. McINTOSH. Thank you. We appreciate you very much for
coming and joining us today.

Mr. KuciNicH. Could I put Mr. Buckley’s column into the record,
Mr. McIntosh?

Mr. McINTOSH. I would be honored to include that in the record.
It says, “Conservatives Should Hail Kyoto Pact.” I will have to give
it close scrutiny.

[The information referred to follows:]
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Mr. McINTOSH. The next panel is Mr. Jay Hakes, who is the Ad-
ministrator of the Energy Information Administration.

Welcome, Mr. Hakes. If you want to stay standing, I will admin-
ister the oath.

[Witness sworn. ]

Mr. McINTOSH. Thank you. And please share with us a summary
of your testimony. We will include the full written remarks into the
record and then get to the question and answers.

STATEMENT OF JAY HAKES, ADMINISTRATOR, ENERGY
INFORMATION ADMINISTRATION

Mr. HAKES. Thank you, Mr. Chairman, for inviting me, and I cer-
tainly have pared down my remarks. I am happy to talk about the
voluntary reporting of greenhouse gas emissions, which is a pro-
gram that is administered by the Energy Information Administra-
tion. In the past year interest in this program has grown, but this
hearing is the first time that I have testified before a congressional
committee on the subject.

The Energy Policy Act of 1992 in section 1605(b) established this
data collection which allows individuals or companies at their op-
tion to report annually on the reductions in the emissions of carbon
dioxide, methane, or any of the other greenhouse gases. They can
also report on carbon sinks such as forestation activities. The de-
tails of this program can be found in my written testimony, and I
won’t repeat that.

I would talk perhaps about what I think has been some of the
success of the voluntary reporting program. This program has been
designed to be user-friendly. Using integrated software, we have
made it relatively easy to report, given particularly the complexity
of this fairly new issue. It’s been easy to access and analyze the
data that has been submitted. To encourage participation, report-
ers are offered many different ways of reporting and are allowed
considerable flexibility in how they calculate their savings.

As you may be aware, many companies report under this pro-
gram and the number is growing. So far this year we have 172
companies that report under this program, and that’s well above
the 108 that submitted reports in 1994, the first year of the pro-
gram. Participation is particularly high in the electric utility indus-
try where companies accounting for two-thirds of utility emissions
do report under the program.

Although there is no third-party verification of the reports, the
energy expertise of EIA has allowed us to work with the companies
to develop data that we do believe to be accurate. The hope that
the reports would document useful examples of how to reduce emis-
sions that could be emulated elsewhere seems to have been at least
partially realized. For example, the recycling of sulphur
hexafluoride first reported in the 1996 cycle now seems on the way
to becoming a widespread industry practice. In turn, we have been
able through numerous phone calls, e-mails and other communica-
tions to educate many companies on how to measure the emissions
of greenhouse gases, and this is significant because until recently
there was no reason for them to track them and, therefore, no ex-
perience.
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Despite the successes, using the existing program for new pur-
poses such as documenting credits for early reduction would face
a number of formidable challenges. Since these credits would have
economic value, the standards for reporting them would probably
have to be much more rigorous than under the current program.
The flexibilities that have made the voluntary program a success
so far may limit its adaptation to a program requiring greater uni-
formity.

Let me just give a couple of illustrations of the issues that would
arise. First is the issue of baselines. To award credit for early ac-
tion, there would need to be a common agreed-upon baseline from
which savings are calculated. To know how much emissions are
being reduced, we need to know the number from which the result-
ing emission levels should be subtracted to calculate the savings.
The current program allows flexibility in baselines that would be
difficult to maintain in a more rigorous system to award credit. The
current program allows reporters to calculate savings by sub-
tracting the current emissions from their expected levels in the ab-
sence of voluntary activities.

Although these reports provide useful information, they leave un-
resolved the issue of what is sometimes called additionality; that
is, how can you tell whether the action would have been part of a
normal business practice even without the voluntary program or
whether it would have produced the savings that went—or whether
it produced savings that went beyond or were additional to what
would have been expected in a business-as-usual case. If reporters
are rewarded for something they would have done anyway, it is
conceivable that a large number of credits would be awarded with-
out significantly reducing the expected trajectory of rising U.S.
emissions. EIA projects that under current policies, emissions are
likely to be 33 percent higher in 2010 than 1990.

The current voluntary reporting program also allows reporters to
use historic levels of emissions as their baselines for calculating
savings. A reporter could, for instance, subtract his 1998 emissions
from his 1990 emissions and use the remainder as his savings.
During that period, however, the reporter may have sold part of its
operations responsible for a large part of its emissions to a second
entity. The second entity is not required to report and wouldn’t be
penalized; therefore, there could be leakage of savings.

I would be glad to conclude at that point, seeing the red light on,
and answer your questions.

Mr. TERRY [presiding]. You can keep going.

Mr. HAKES. I just had a few more comments. The second problem
was the problem of leakage, which I think, along with addition-
ality, are the two big conceptual problems that these approaches
are going to have to wrestle with. There are other complex issues
such as property rights that are discussed in my written testimony,
and I would refer you to that.

The voluntary data that EIA has collected has been done in a
very transparent manner, and it may be possible to go back after
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the fact and recast it with new assumptions. But I think that is
a challenge that would be difficult, but not necessarily impossible.
So that is basically what I plan to comment on, and as I said, I
would be glad to answer your questions.

[The prepared statement of Mr. Hakes follows:]
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Thank-you for the opportunity to testify on the Voluntary Reporting of Greenhouse Gases
Program. The 1605(b) Program, as it is sometimes called, has been a considerable departure
from the energy surveys and analysis that the EIA normally undertakes. The program can best be
viewed as a limited exercise in measuring and reporting greenhouse gas emissions and in
calculating and reporting those emissions. As the program is entirely voluntary, and participants
receive nothing more than a thank-you letter and certificate from the U. S. government, the
evidence of the 170+ companies and organizations that have reported on more than a thousand
projects should be viewed as a mark of success.

The Development of the Voluntary Reporting Program

The Voluntary Reporting Program is conducted pursuant to Section 1605(b) of the Energy Policy
Act 0f 1992. The law requires the Secretary of Energy to “...issue guidelines for the voluntary
collection and reporting of information on sources of greenhouse gases.” The guidelines are to
cover reporting of emissions from “...1987 through 1990; and for subsequent calendar years on an
annual basis.” In addition to emissions, the guidelines must also cover “...annual reductions of
greenhouse gas emissions and carbon fixation achieved through any measures, including....[a long
list of specific measures].”

Once the Department of Energy’s guidelines are in place, the statute requires that the EIA “shall

" develop forms for voluntary reporting under the guidelines...and shall make such forms available
to entities wishing to report such information. Persons reporting under this subsection shall
certify the accuracy of the information reported.”

Finally, the EIA “...shall establish a data base comprised of information voluntarily reported under
this subsection. Such information may be used by the reporting entity to demonstrate achieved
reductions of greenhouse gases.”

The Department of Energy’s Policy Office held a series of public hearing during 1993-1994, in
order to develop the guidelines. As published (in October 1994) the guidelines took an inclusive
view of what might be reported and how emissions and reductions should be reported. The
.guidelines counseled reporters to consider the full fuel cycle emissions of their activities and to
report whatever portions of the fuel cycle emissions the reporter deemed necessary to produce an
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accurate portrayal of the full effects of their activity. The EIA developed reporting forms
concurrently with the guidelines. After a public comment process, the forms were approved by
OMB in May 1995.

At about the same time, many Climate Change Action Plan voluntary program managers and
participants felt the need for 2 registry to record and document their actions. Many participants
in the electric utility “Climate Challenge™ program were also part of the 1605(b) public review
process, In early 1995, Climate Challenge participants and program managers elected to forgo
developing their own reporting system, and to rely instead on the 1605(b) program as their
reporting mechanism. The Climate Wise program for manufacturers subsequently did the same.
Climate Challenge and Climate Wise participants are instructed to report their reductions to the
Voluntary Reporting Program.. Other U.S. government voluntary programs encourage, but do
not require, participants to file reports with the EIA.

Features of the Voluntary Reporting Program

The most important features (and some of the key ambiguities) of the Voluntary Reporting
Program are established by the language of the statute. “Who can report?” is answered in the
statute with the word “entities,” which has been interpreted to mean any U.S. legal person who
wishes to report emissions or has taken action to reduce emissions. “Reporters shall certify the
accuracy of their reports” has been taken to mean that the reporter is ultimately responsible for
the accuracy of the information submitted. The numerous categories of reportable emissions and
reductions listed in the statute require that the forms permit multiple approaches to accounting for
emissions and reductions.

The Voluntary Reporting Program is intended to be a general purpose registry and reporting
program for greenhouse gas emissions, reductions, and reduction actions. Its features include:

. Reporting of emissions of all greenhouse gases from 1987 onward, and emission
reductions and sequestration achieved from 1991 onward. Each gas is separately
reported. The EIA has made provision for reporting additional greenhouse gases as

» Three broad categories of reporting:
~ Entity Reporting: the emissions (and reductions) of an entire company or facility;
- Project Reporting: the emissions consequences of specific actions; and,
— Commitments to reduce emissions in the future,

. A two-page short “EZ” form for small or less sophisticated reporters.

. Emissions and reductions are divided into two categories: “direct” and “indirect.” Direct
emissions are those emitted by equipment or facilities owned by the reporter. Indirect
emissions and reductions are caused, but not owned by the reporter. All emissions and
reductions in the Voluntary Reporting Databasc are defined as cither direct or indirect.
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. Reporters must calculate their emission reductions against a baseline. Two kinds of
baselines are permitted: an absolute baseline (emissions this year are less than emissions in
some prior year, usually 1990) and a relative baseline (emissions less than they would have
been in the absence of some specified action). Participants must identify the baseline used
to calculate every reduction reported to the program.

. Collateral information is collected for ten categories of projects, including electricity
generation and transmission, cogeneration energy end use, transportation, methane
capture, halogenated substances, and carbon sequestration from forestry or agricultural
soils. The additional information includes energy consumed, saved, or switched by fuel,
relevant operating data, participation in U.S. government voluntary programs, other firms
that might be able to report the reduction, information on estimation methods and a free-
form text entry section for project details.

. While reporting is limited to U.S. legal persons, both domestic and foreign emissions may
be reported. However, the reporter must clearly segregate and distinguish between
domestic and foreign emissions and reductions.

The EIA has developed an integrated software system, comprising an electronic form used by
reporters to fill out, edit check, and file their reports electronically, and a public use database of
the reports received. The electronic form and database are distributed via the Internet and CD-
ROM. The EIA also prepares an annual report, Voluntary Reporting of Greenhouse Gases. The
Voluntary Reporting Program’s portion of the EIA web site
(www.eia.doe.gov/oiaf/1605/frntvrgg. html) contains the reporting software, public use database,
annual report, and other useful documents and calculation aids. :

Resilts of the Program

Since the program’s inception in 1995, participation in the Voluntary Reporting Program has
steadily increased (see Table 1).

Table 1. Indicators of Participation in the Voluntary Reporting Program, Data
Years 1994-1998

Indicator ] 1834 [ 1995 | 1996 | 1997 | 1998P
Number of Entities Reporting 108 142 149 156 172
Number of Projects Reported 645 967 1,038 1,220 1420
Number of Entity-Level (Organization-Wide) Reporis Received 40 51 57 % 64
Entity-Leve! Reductions Reported (10° Tons CO, Equivalent) 78 120 132 128 NA
Project-Level Reductions Reported (10° Tons CO, Equivalent) 74 146 154 168 263

Souirce: Energy Information Administration, Forms EIA-1605 and EIA-1605EZ
=Preliminary. 1998 data is based on reports received to date.

Data from the 1998 reporting cycle is being received and reviewed now. While not &ll the reports

3
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promised for 1998 have yet been received and only a fifth of the reports received have been
reviewed, it is already clear that the number of participants will be at least ten percent greater than
last year, with increases in the number of projects reported and the size of reported reductions
growing more than proportionately.

Many reporters (about 72 percent) are electric utilities, and almost all electric utilities are
participants in Climate Challenge (Figure 1). The Voluntary Reporting Program covers about
two-thirds of the emissions of the electric utility industry, but a much smaller fraction of the
emissions of the rest of the economy, with the exception of a very specialized group: landfill
methane operators, who, as an industry, have chosen to embrace the Voluntary Reporting
Program. The balance includes an array of firms: large manufacturers who participate in the
Climate Wise voluntary program such as General Motors, Johnson & Johnson, BP America, IBM,
Dupont, and Dow; aluminum smelters, semiconductor manufacturers, cement plants, coal mining
companies such as Peabody and Consol, two trade associations (the Minnesota Resource
Recovery Association and the Integrated Waste Services Association), several private voluntary
organizations such as American Forests, two universities (Rochester Institute of Technology and
Oregon State University) and one household. Some reporters are single facilities, such as Alcan’s
Sebree (Tennessee) aluminum smelter or Motorola’s Austin (Texas) semiconductor fab. Most
reporters participate in U.S. government voluntary programs.

Figure 1. Voluntary Reporting Program Reports Received
with Data for Calendar Years 1994, 1997,
Preliminary Information for 1998

'™ 172 W1954
15 - 1997
e 1908
E e 127 7128
§ 12¢ 10 02 11
96
Y 190
P 70 73
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" - ﬂ
.
Total Reporters Utilities. Non-Utitties Long Form Short Form

Source: Energy Information Administration, Forn EIA-1605

. Most reporters used the Voluntary Reporting Program to report on emissions reductions projects.
Last year, some 1,229 projects were reported to the EIA, with emissions reductions and
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sequestration totaling some 166 million tons of carbon dioxide equivalent claimed for 1997.
Some 56 companies reported on entity-wide emissions and reductions totaling 127 million metric
tons of carbon dioxide equivalent. Since about 45 companies reported on both project-related
and entity reductions, the two figures are not additive. Rather, they correspond to alternative
approaches to estimating and reporting emissions and reductions.

Some 39 reporters used the two page short or “EZ” form. The short form is intended to provide
a simple reporting format for individuals, small businesses, and voluntary organizations. In
practice, the short form is also occasionally used by large organizations who wish to limit their
reporting burden.

The Voluntary Reporting Program is unique among the many voluntary programs initiated during
the early 1990's in its diversity of project types, participation, and approaches. The Voluntary
Reporting Program’s database provides a wealth of examples of the types of concrete actions that
organizations can undertake to reduce greenhouse gas emissions. Some of the most important
benefits of the Voluntary Reporting Program:

. The program has served to teach staff at many of the largest corporations in the United
States how to estimate their greenhouse gas emissions, and educated them on a range of
possible measures to limit their emissions. This is an important requirement for future
action to reduce emissions;

o The program has helped to provide concrete evidence for the evaluation of the activities
reported to the many government voluntary programs launched since 1993;

. Reporters have been able to learn about innovative emission reduction activities from the
experiences of their peers; )

. The program has created a “test” database of approaches to emission reductions that can
be used to evaluate future emissions limitation policy instruments;

. The program has helped to illuminate many of the poorly appreciated emissions
accounting issues that must be addressed in designing any future approaches to emission
limitations.

Accounting Issues Raised by The Program

The Voluntary Reporting Program has been the subject of increasing interest since the White
House announced, in October 1997, that the President favored some form of “credit for early
action.” The interest in “credit for early action™ has generated evaluations of the features of the
Voluntary Reporting Program as a possible vehicle for providing regulatory credit. For example,
the Chafee-Lieberman bill (S. 547) would empower the President to offer credit for voluntary
reporting participants, providing the President finds that the reductions reported to the EIA
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“represent actual reductions, are “accurately reported,” and “not double counted.”

1t should be noted that the EIA’s Voluntary Reporting Program was never designed as an
emissions trading program, or as a “credit for early reductions” program. It was primarily
designed as a registry for claims of reductions. Neither the Departnuent of Energy nor the EIA
have attempted to resolve the many contentious that would arise in attempting to construct a set
of reporting rules that would create a set of comparable, verifiable, auditable emission and
reduction reports that represent “actual reductions” and are “not double counted.”

Rather than attempt to resolve these issues, the Voluntary Reporting Program permits multiple
alternative answers to a few simple questions.

Who Can Report?

The original legislation mentioned only “entities.” In the public hearings, several overlapping
concepts of “who can report” surfaced. These included:

. A legal person: i.e., an individual, household, corporation, or trade association. In
this approach, emissions and reductions would be calculated and reported at the corporate
level. This approach mimics the approach historically used by state or local public utilities
commissions to regulate electric utilities. It is also the approach adopted by 8.547, the
Chafee-Lieberman bill.

. A facility or group of facilities. Emissions and reductions are calculated as those of a
particular facility, defined as a single plant in a specified location, or perhaps even a single
stack within a plant. A corporation or legal person acquires responsibility for emission
and reductions through ownership of one or more specified facilities. This is the approach
adopted to regulate sulfur dioxide emissions under the Clean Air Act.

o A “project” or activity. Reductions are defined by comparing the emissions from some
set of sources deemed relevant by the analyst with an estimate of what emissions would
have been if a particular action or bundle of actions had not been undertaken. This
approach, with origins in cost-benefit analysis, has been used for “Activities Implemented
Jointly” under the Framework Convention, would be used for the Clean Development
Mechanism and has also been widely adopted for evaluating electric utility demand side
management programs by state public utility commissions.

All of these approaches are permitted in the Voluntary Reporting Program, and all are actually
used by reporters. Some reporters use more than one approach. Each approach has advantages
and disadvantages for particular types of programs. However, if multiple approaches are
permitted to coexist, then it is possible to legitimately account for emissions in more than one way
(permitting multiple acceptable interpretations of the same set of facts).
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What is a Reduction?

Reporters use multiple and not necessarily consistent concepts of the nature of a reduction, and
each concept has differing consequences.

The most intuitive definition of a reduction is a reduction against an historical baseline, or using a
“basic reference case.” In this case, the emissions of a corporation (legal person) or facility in a
current year are less than in a prior, baseline year, usually 1990. The reduction is defined as the
difference between current year and baseline year emissions. This approach is best suited to
reporters defined as corporations or facilities whose activities have not appreciably changed since
the baseline year. It presents particular problems for firms that have participated in mergers,
acquisitions, or divestitures, or have made significant changes in the composition of their business.
Start-up companies or new facilities that have no history cannot use historical baselines. The
historical baseline approach is also not well suited to measuring the reductions achieved by
projects, since projects are often entirely new activities with no history.

Alternatively, many reporters define their reductions by comparison with what would have
happened in the absence of a specified set of actions. Thus, corporate emissions may have risen,
but they are less than they would have been in the absence of corporate action. This approach is
called, in the Voluntary Reporting Program, a “modified reference case” or a “hypothetical
baseline.”

The “unit of production” approach is a variant of the fixed historical baseline. In a unit-of-
production approach, the reporter measures emissions per unit of output, if his emissions per unit
of output have declined, either by comparison with levels in a prior year or by comparison with
what they would have been in the absence of some actions, then the reporter has a reduction.
This approach works reasonably well for organizations that have a well-defined product that is
homogenous across companies and over time: for example, kilowatt-hours generated or sold, or
tons of steel, or barrels of crude oil. As products increase in complexity, this approach gradually
breaks down. Tons of semiconductors, for example, is a meaningless measure of output.

As in the case of defining the reporting entity, these alternative measures of reductions have their
advantages and disadvantages. Basic reference cases are objective and relatively easily verifiable.
On the other hand, absolute reductions are often the product of circumstance rather than action,
while modified reference cases (which are more difficult to verify) explicitly measure the resuits of
actions. Unit-of-production reference cases are only useful in a limited number of cases, and can
combine some of the disadvantages of both basic and modified reference cases.

Most of the reductions reported to the EIA use a modified reference case. Among the 56 firms
that reported on entity-level emissions (the emissions of the entire organization) only 11 claimed
reductions against a basic reference case. Almost all of the project reductions reported
necessarily used a modified reference case.
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Who Owns the Reduction?

Another issue addressed in the development of the Voluntary Reporting Program was the
question of ownership of emissions and reductions. Two theories of emissions ownership coexist
in the Voluntary Reporting Program. The most intuitive, and commonplace, is called “direct
emissions” and “direct reductions.” More simply, if a reporter owns or uses (e.g., leases) the
emission source, the reporter owns the emission as well as any reductions from this source.

However, there is an alternative theory of ownership based on causation. This theory holds that if
a firm causes an emission or reduction, it is responsible for that emission, even if it does not own
the emission source. When one reporter causes an emission or reduction from a source it does
not own, it is called an indirect emission or reduction. The most important example of indirect
emissions are emissions arising from the consumption of electricity. If firms and households
reduce their consumption of electricity, they cause their electric utility to reduce its emissions.

This approach has both advantages and problems. It places responsibility for emissions with firms
and households that can affect emissions, and permits reporting of actions that have a significant
influence on national emissions. On the other hand, the concept of “causing an emission” is
inherently more ambiguous than “owning the smoke stack,” and, consequently, more than one
firm may have helped to cause an emission or reduction.

Some electric utilities define “their” emissions as the emissions from facilities that they own.
Other utilities define their emissions as emissions from plants that they own, plus indirect
emissions from electricity that they purchase. Still other utilities define their emissions as
emissions from plants that they own, plus net emissions from electricity purchases minus
electricity sales. Each of these definitions would provide a different figure for the emissions of
the company, and different estimate of emissions and reductions. No single definition is obviously
more cotrect or accurate than the others.

The advantage of limiting ownership to direct emissions is that it generally prevents multiple
ownership of the same emission or reduction, and reporters can usually know the actual level of
their emissions. On the other hand, public utilities with an obligation to serve have less than
complete control over their direct emissions.

Further, limiting the ownership of emissions and reductions to direct emissions excludes many
important emission reduction methods: including all activities that tend to reduce electricity
consumption, the activities of energy service companies, and the provision of energy-efficient or
emission reducing capital goods.

Definitions that incorporate indirect emissions and reductions are potentially or actually subject to
multiple or overlapping ownership, since one person’s indirect emissions is generally another
person’s direct emission, and there may be multiple sources of causation. Thus, “double
counting” of emissions and reductions is possible. However, since the EIA requires that reporters
explicitly identify all emissions and reductions as either direct or indirect, potentially double-
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counted reductions can be identified. Indirect emissions and reductions account for only a small
portion of the total reported to the EIA.

Would the Reduction Have Happened Anyway?

This issue has subsequently been often discussed in the context of Joint Implementation and the
Clean Development Mechanism under the term “additionality.” It is sometimes argued that many
of the projects reported to the EIA don’t represent * real” reductions because the companies
would have done them “anyway” in the normal course of business.

However, creating an operational definition of additionality is difficult, because the “normal
course of business™ is a hypothetical concept. The activities that reporters are currently
undertaking are the kinds of activities that would be required to limit national greenhouse gas
emissions. The current level of activity limits the growth of emissions, and an even higher level
of the same activities would be required to stabilize or reduce emissions. For the purposes of the
Voluntary Reporting Program, this distinction is unnecessary. The learning and incentive benefits
of voluntary reporting do not depend on being able to identify individual projects as “business as
usual” or “additional.” For the purposes of an early credit program, it might be necessary to
revisit this issue.

How Does One Verify Reports?

Another topic that generated considerable discussion then and now is generally described under
the heading of “third party verification.” It is sometimes argued that reports cannot be considered
reliable unless they are verified by an independent third party.

This issue was considered in the guidelines development process, and the Department of Energy
decided not to require third party verification. Reports submitted to EIA are generally factually
accurate, and, filing a false statement on a U.S. government form is illegal. The key issue,
however, is not verification, but verifiability.

If the accounting treatment for indirect emissions from electricity purchases is undefined, then a
particular set of facts about a reporter would support two different estimates of emissions: one
including electricity purchases, and one excluding electricity purchases. A third party verifier can
verify the facts about the reporter, but cannot say whether or not indirect emissions from
electricity purchases ought to be included, and consequently cannot say whether the bottom-line
total is correct or not.

If a reporter uses a hypothetical “modified reference case,” then the reduction is calculated
against a counter factual reference case, which (since it never happened) cannot be objectively
shown to be true or false. The third party verifier can characterize the reference case as “more
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likely” or “less likely,” but cannot verify its accuracy.

Therefore, verifying the accuracy of 1605(b) reporting would not really be a matter of whether
the verifier is independent or objective, but of putting in place common baselines and accounting
standards that would limit the scope for the application of judgment in preparing and reviewing
claims of emission reductions.

The Voluntary Reporting Program and Credit for Early Reductions

The Voluntary Reporting program has achieved considerable success in the purposes for which it
was intended. It is a working example of a completely voluntary emissions and reductions
registry: it has generated a considerable body of useful information, and it helped to educate
reporters, policy makers, and the public about a set of difficult and poorly understand issues.

Because the issues described above have not been resolved, it is possible for the same company to
report its emissions and reductions in several different ways, and for more than one reporter claim
the same reduction. Some commentators on the Voluntary Reporting Program have
characterized this aspect of the program as a defect: a problem needing a solution. On the other
hand, it can be viewed as one of the most useful attributes of the program, and one of the keys to
its success, because,

. The educational and public recognition aspects of the program do not require a complete
and fully defined system of baselines, accounting rules and property rights.

. The Voluntary Reporting Program can be viewed as a survey of emission accounting
methods and theories actually in use, and a set of illustrations of the potential accounting
and baseline problems that must be confronted in designing future policy instruments. A
more structured approach would have been less useful for identifying and analyzing
accounting issues.

. The Voluntary Reporting database illustrates the range and diversity of concrete actions
that firms can undertake to limit greenhouse gas emissions, including many not imagined
by the designers of the program. A more structured approach would have excluded many
of the more original and innovative projects reported to the program.

The features make the voluntary reporting program particularly useful in evaluating the design and
consequences of any proposed “credit for early action” program. By creating a data base of real
world emissions reduction actions and actors, the voluntary reporting data can be used to gain
insight into the incentive effects and beneficiaries of a proposed program. The Voluntary
Reporting database also provides a mechanism, as we have seen, for identifying some of the issues
that it would be helpful to resolve, both for retrospective and future credit programs.

If the Voluntary Reporting Program were to be used as the accounting system for an effective
credit for early action program, the baseline, accounting, and additionality issues described above

10
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would need to be resolved. In addition, an effective program would have to match the incentives
offered to the entities and actions that could actually reduce emissions, and ameliorate the leakage
problem. (Not all firms will participate in a voluntary program. If participants reduce their
emissions, while non-participants increase emissions, emissions may “leak” to non-participants).

As a general purpose registry, the EIA’s voluntary reporting system could be modified to account
for the results of a credit program. The extent of the modifications required would depend on the
definition of the program, but might be quite extensive and costly. Because the EIA lacks the
legal authority to resoive the numerous issues that would be raised by moving towards a crediting
program, its role would be to implement decisions about these matters made by policy-makers.

A related topic of great interest to those who have reported reductions to the program is whether
an early reduction credit program would provide credit for actions already reported to the EIA.
This is clearly an issue for policy-makers, rather than for the EIA, to determine. However, the
voluntary reporting database has been designed to preserve information about the underlying
operating data, baselines, accounting principles and emission estimation methods actually used by
reporters in filing their reports. If policymakers could set objective criteria by which to judge
emission reporting, then it may be possible to identify reports that meet the criteria. The eligibility
of past reported reductions need not be settled on an “all or nothing” basis.

11
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Mr. TERRY. I thank you very much. I will start with one ques-
tion. In your oral testimony here, you had mentioned some of the
difficulties in making initial determinations to set baselines and
what I envision is a deepening bureaucracy. Have you been able to
establish how much staff it takes now, full-time staff, to do a vol-
untary reporting program? How much it would have to grow and
expand to make it into an overseeing regulating system?

Mr. HAKES. We do both the annual inventory reporting of the
greenhouse gases and the voluntary reporting, which are two dif-
ferent programs with three different employees and a budget of
$600,000. The acid rain program at the EPA, which does sulfur
trading, which is a much more elaborate program, I think is about
$10 million. What we’re talking about here is probably substan-
tially larger than that. We have not had a reason at that point to
calculate what those resources would be. I think that the range
could be considerable, depending on how this was designed. I think
a lot of people are designing programs; there are just a lot of op-
tions. But it would certainly be much bigger and more expensive
than what we’re talking about with the voluntary program.

Mr. TERRY. Well, does the sulfur dioxide emissions trading pro-
gram provide a basis for estimating the administrative complexity
and costs of the greenhouse gas emissions credit program?

Mr. Hakes. Well, I think it’s been used as an example and I
think it has some advantage. It shows that there are some advan-
tages to trading. But the sulfur system is much more complex be-
cause up to the present period it’s covered about 115 utilities and
so that’s a fairly manageable universe. It’s about to expand to 2,000
utilities and that makes it bigger. But if you look where energy is
used and combusted, that’s obviously a much bigger, more complex
universe than people who are emitting sulfur. There are ways of
designing the system to limit the number of reporters but the more
you do that you lose the downstream ability to trade. So there’s a
lot of compromises that would probably have to be made.

Mr. TERRY. I appreciate that.

Mr. Kucinich.

Mr. KuciNIiCH. Mr. Hakes, thank you very much for your testi-
mony. I think the Energy Information Administration should be
commended for all of its hard work in implementing the 1605(b)
voluntary reporting program, and I agree with your testimony that
we could learn a lot from that program as we debate any plan for
early action credits. I have just a few questions for you.

Mr. HAKES. Thank you.

Mr. KuciNicH. When did the Federal Government start its vol-
untary reporting program?

Mr. HAKES. 1994.

Mr. KuciNicH. That would be in the Bush administration, cor-
rect?

Mr. HAKES. Well, that was when it started to operate. It was es-
tablished by the Energy Policy Act of 1992.

Mr. KucinicH. It was established during the Bush administra-
tion.

Mr. HAKES. It was authorized statutorily in the Bush administra-
tion, yes.
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Mr. KucINICH. Do you believe that offering incentives to compa-
nies that voluntarily reduce their emissions has been successful?

Mr. HAKES. It’s a hard question to answer. I would say that dur-
ing the 1990’s that emissions have continued to grow at more or
less the pace they were growing before. We have had increases in
emissions every year since EPACT was passed. And as I say, our
projections are that emissions are likely to reach 33 percent above
1990 levels. So I think there have been some successes but the
overall trajectory of the emissions increases does not seem to have
changed very substantially.

Mr. KuciNicH. What about for companies that participate in a
program?

Mr. HAKES. Well, those companies have reported large savings
and undertaken activities. I think the question of additionality has
not really been addressed because there’s no real baseline against
which the savings can be calculated that’s uniform. So it’s hard to
say whether these are activities that they would have done under
normal business practices or whether they were additional activi-
ties that they undertook because of the voluntary programs.

It’s clear that there’s a success story here in that the economy
has been growing at a very rapid rate, more rapid than was ex-
pected, and emissions have been rising much slower than economic
growth. So certainly the companies and the technologies are very
successful in the sense of keeping emissions well below the eco-
nomic growth. The economy has been growing quite rapidly, but
they have not been successful in changing that trajectory so that
the emissions are either stable or going down.

Mr. KUCINICH. So you don’t really take a position on the
incentivization?

Mr. HAKES. Well, EIA is a statistical agency, not a policy agency.

Mr. KuciNICH. I understand that. I'm just interested in your
opinion.

Mr. HAKES. Well, it would be hard for me to give an opinion
apart from my official position I think.

Mr. KucCINICH. Oh, give it a try. OK, my next question.

Mr. HakEs. OK.

Mr. KUCINICH. As you noted, the 1605(b) program was designed
to encourage entities to take voluntary action to reduce their emis-
sions and reward them with publicity. This is very different, how-
ever, as I think we know, from an early action credit program that
would award these entities with tangible assets for tangible
verifiable emission reductions. In fact, a GAO report found that
“Many of the claims for reducing greenhouse gas emissions that
have been submitted to the voluntary reporting program would
probably be ineligible for credit.”

With this in mind, is it possible to set up an accounting system
to implement a credit program?

Mr. HAKES. Yeah, I think it is possible.

Mr. KucINICH. Thank you. Thank you, Mr. Chairman.

Mr. McINTOSH [presiding]. Actually that was going to be my first
question. Do you think it’s possible to implement a credit program?
Actually, before I get into that, let me say I commend you for the
work you are doing in terms of keeping an honest track of what
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is done out there in this area and not trying to be a heavy handed
bureaucracy but merely truly implementing a voluntary program.

You know, I'm an optimist too. I think lots of things are possible.
But let’s explore that. In your testimony you mentioned that it
might be quite extensive and costly to do. Can I—and I know Mr.
Terry explored some of those costs, but are the barriers essentially
conceptual? And you mentioned a couple in terms of being able to
discern whether it was something that would occur in the normal
course of a business practice. Are the problems mainly technical in
measuring the reductions, or are they political where you might get
entities gaming the system?

Mr. HAKES. Yeah, I think that theyre really all three. I mean,
I actually have tried to attend a lot of technical sessions on this
issue, more than I normally would because I think the technical
issues are so wrapped up into the conceptual and political, and
there are a lot of decisions that have to be made that create win-
ners and losers. I mean, how you calculate the baseline that may
help one company and another way of calculating might help an-
other company? And that’s why I think it would be inappropriate
if such a system would have the EIA make a decision about what
the baseline should be. I mean that’s a decision I would think the
Congress would make.

Mr. McCINTOSH. Let me interject. You think therefore there’s such
inherent tradeoffs that it needs to be a political decision by Con-
gress rather than a technical decision?

Mr. HAKES. In the best sense of the word, yeah. I mean, it’s a
policy decision much as the tax code is a policy decision. Who gets
taxed. It has technical issues, it has conceptual issues, and it has
political issues.

Mr. KuciNIcH. Mr. Chairman, no one ever games that system.

Mr. McINTOSH. My office is in Longworth and having been
blocked for 2 days now getting in and out with all the lobbyists
over there as the tax bill is being written, that’s a scary thought.

But I think you make an interesting and important point that it
can’t merely be thought of as a technical decision because there are
winners and losers that result from the choices being made.

Mr. HAKES. That’s definitely my view, yes.

Mr. McINTOSH. Any estimate of how expensive it would be once
those winners and losers were chosen to actually implement the
system?

Mr. HAKES. Well, let me explain why that’s a difficult question
to answer. When we think about this question initially, the thought
is, well, everybody that drives an automobile is emitting carbon
and therefore if we had to track every automobile in the United
States that would be a very expensive system and very onerous.
The technical people that I've seen that have looked at this have
usually moved away from that and moved back to more of an up-
stream approach where they might say tax at the oil refinery,
which then sends a price signal up through the system. And that
makes it a lot easier to administer.

You lose some of the advantages of trading. So the policymakers
have to design a system, and I'm sure they would take into account
the administrative complexity of it, and my suspicion is that you
might move more to an upstream system. But until we know the
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answers to those questions it would be hard to know how big this
reporting system would have to be. If you do it at the upstream
where there’s a more limited number of refineries, it’s certainly a
lot easier than keeping track of every automobile.

Mr. McInTOSH. Right. And so given the pervasiveness of energy
consumption in society, to do it with 100 percent accuracy you
would essentially need to have a tracking system for every activity.

Mr. HAKES. I don’t know if the issue is so much accuracy as it
is to maximize the trading potential. Because the person who is
driving the automobile has choices about the efficiency of that auto-
mobile. And I think if we were measuring things at the refinery
that it probably would be possible to get accurate counts. But en-
ergy is so widespread that one can think of areas where things
might fall through the cracks. And this would certainly be a formi-
gab%e challenge I think to make sure that everyone was treated
airly.

Mr. McINTOSH. Let me move in a different direction. The admin-
istration has told us all over and over again that the Kyoto Protocol
is a work in progress. They’re still negotiating with the other for-
eign countries hoping to get some of the Third World countries to
sign up for mandated reductions in energy use or global warming
gases being emitted. Is there a risk that if we adopt an early action
credit at this time, that it will impact the negotiations over the im-
plementing rules of the Kyoto Protocol?

Mr. HAKES. Well, I think there are two major areas of that treaty
that are unsettled, that it would be extremely useful to know the
answer to before setting up this program. One of them is the level
of domestic effort that will be required. The treaty contains a lot
of offsets against what you have to do domestically. The most obvi-
ous one is the trading. And we could, for instance, purchase credits
from Russia, which is by most estimations going to have a lot of
credits to sell because their economy has collapsed and they
haven’t been using energy as much. But there are other offsets
such as sequestration and other things that might allow emissions
to grow in this country and still meet the Kyoto limits. But since
the treaty is not interpreted the same way by all parties, we really
don’t know the answer to that yet.

The second thing that would be very useful to know is what
would be the equivalency between activities like forestation and
the reductions in emissions. Because many of the programs that
the utilities are reporting right now, for instance, are things like
reforestation activities, but we don’t—we do have formulas for com-
paring say methane emissions with carbon emissions but we don’t
have a formula for comparing sequestration activities with emis-
sions activities. So it would be difficult to construct a system that
would fairly reward these different activities until we had that.

Mr. McINTOSH. One other question that’s a pet personal issue.
Assuming you were going to credit all different sources, you men-
tioned the formula between methane and carbon, would this sys-
tem create an incentive for eliminating wetlands because they are
a source of methane gas?

Mr. HAKES. My technical expert says that it is an extremely
small matter statistically and probably would not be a big factor
in the larger numbers.
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Mr. McInTOSH. That is what I see in terms of the amount of
methane gas produced, but I don’t know what the formula between
carbon dioxide and methane is.

Mr. HAKES. We would be glad to get those calculations to you
subsequent to the hearing and compare notes on that.

[The information referred to follows:]

Wetlands account for 15-20 percent of total global natural and man-made meth-
ane emissions. However, these emissions are concentrated in tropical (rather that
temperate zone) wetlands. According to researchers Matthews and Fung, worldwide
temperate zone methane emissions are about 5 to 10 million metric tons. Dividing
the U.S. figure for temperate zone wetlands from the Department of Interior’s Sta-
tus and Trends of Wetlands in the Coterminous U.S. by the Matthews and Fung’s
figure for world temperate zone wetlands, results in the U.S. having about 57 per-
cent of world temperate zone wetlands. This implies U.S. natural wetland emissions
of 3 to 6 million tons of methane, equivalent to 63 to 126 million tons of carbon diox-
ide equivalent (using 1 ton of methane equals 21 tons of carbon dioxide, the Inter-
governmental Panel on Climate Change’s 100-year integration global warming po-
tential of methane), or 17 to 34 million tons of carbon equivalent. This is equal to
about 1 to 2 percent of U.S. GWP-weighted anthropogenic greenhouse gas emissions.

Mr. McINTOSH. Thank you. That would be helpful. I don’t have
any other questions.

Do you have anything?

Thank you very much, Mr. Hakes, and we will followup and let
me ask unanimous consent now to keep the hearing record open for
10 days on some of the technical questions.

OK. Our third and final panel for the day is the big one. Let me
call forward Mr. David Ridenour, Mr. Fred Krupp, Mr. Frederick
Palmer and Mr. Kevin Fay. You all stay standing as I administer
the oath. As I explained, Chairman Burton requires us to swear in
each of the witnesses here.

[Witnesses sworn.]

Mr. McINTOSH. Let the record show that each of the witnesses
answered in the affirmative, and what we will do is ask each of you
to summarize in 5 minutes or less your written testimony and put
into the record the complete testimony. Let’s simply go left to right
and start with—my left to right at least—Mr. Ridenour. Welcome.
If you would like to begin, share with us a summary of your testi-
mony and then we’ll include the whole thing into the record.

STATEMENTS OF DAVID RIDENOUR, VICE PRESIDENT, NA-
TIONAL CENTER FOR PUBLIC POLICY RESEARCH; FRED
KRUPP, EXECUTIVE DIRECTOR, ENVIRONMENTAL DEFENSE
FUND; FREDRICK PALMER, GENERAL MANAGER AND CHIEF
EXECUTIVE OFFICER, WESTERN FUELS ASSOCIATION; AND
KEVIN FAY, EXECUTIVE DIRECTOR, INTERNATIONAL CLI-
MATE CHANGE PARTNERSHIP

Mr. RIDENOUR. OK. Thank you. Mr. Chairman, thank you for the
opportunity to testify on early action crediting. 'm David Ridenour,
vice president of the National Center for Public Policy Research, a
Washington, DC, think tank. The National Center has never re-
ceived government funding and we have no financial stake in the
decisions of this subcommittee. In addition to representing the Na-
tional Center, 'm representing 12 members of the Cooler Heads
Coalition, coalition of nonprofit groups concerned with consumer
costs of the Kyoto Protocol. Together these groups represent nearly
4 million Americans. It’s not often that free market groups like
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mine agree with the Sierra Club, Ozone Action, Friends of the
Earth, and National Environmental Trust. But when it comes to
early action crediting proposals under discussion, we agree on sev-
eral points.

First, such programs can’t possibly benefit the environment, sec-
ond, they can’t possibly benefit the economy. Even if one assumes
that man-made greenhouse gas emissions are responsible for global
warming and neither satellite nor weather balloon data support
this, early action crediting could prove counterproductive. These
programs would make it more difficult for small businesses and
family farms to comply with Kyoto’s emissions targets. They would
allow the President to offer companies reducing emissions prior to
2008, when the Kyoto Protocol is slated to take effect, emissions
credits that these companies could either use or sell during Kyoto’s
first emission budget period 2008-2012. But unlike the developing
countries, the United States would not be entitled to more credits
during the first budget period for any emissions reductions occur-
ring prior to 2008. In other words, every early action credit the
President grants would mean one less credit in the U.S. pool dur-
ing 2008-2012. Since most small businesses lack the political con-
text and expertise to negotiate deals with the Clinton administra-
tion, and lack the financial resources to reduce their emissions
early, large businesses would likely garner most of the early cred-
its. Thus, the burdens of Kyoto would rise for small firms while
dropping for large ones.

By making compliance more difficult for small firms early cred-
iting will make it less likely the United States could meet the
Kyoto targets and unless of course we were willing to kill the goose
that lays the golden egg: Small businesses which create two-thirds
of all new jobs.

Early action crediting appears designed more to create a pro-
Kyoto corporate lobby than to reduce emissions. As you know, pros-
pects for Kyoto’s ratification has been poor thanks in part to indus-
try opposition. In response the Clinton administration included pro-
visions in its fiscal year 2000 climate change budget designed to
build corporate support for Kyoto. For example, the budget in-
cluded a §273 million program to make buildings more energy effi-
cient. This provision may explain why Honeywell, which was re-
cently awarded a DOE contract to work on building efficiency, now
supports the treaty. Other examples of the administration’s efforts
are included in the National Policy Analysis No. 233, which I have
here that I would be grateful if it could be entered into the record.

[The information referred to follows:]
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White House Tries to Buy Support for
Greenhouse Gas Reductions

One of the more surprising developments
in the ongoing global warming debate is the
Clinton Adminislration's success in lining up
major corporate support for the greenhouse gas
reductions stipulated under the Kyoto Protocol.

Signed by the United States and 158 other
nations in Kyoto, Japan in December 1997 but
as yet not ratified by the U.S. Senate, the Kyoto
Protocol would require industrialized nations to
mezke significant reductions in carbon dioxide
and other greenhouse gas emissions —
emissions some policymakers allege are
causing dangerous warming of the planet. The
United States would be required to reduce its
greenhouse gas emissions by more than 30
percent over 13 years, resulting in the loss of
millions of jobs, loss of global competitiveness
and rampant inflation.

Despite such dire econornic
consequences, at least 19 companies have
endorsed the emissions reductions, including
some of the biggest names of American
industry such as Boeing, Sunoco, Weyerhauser
and DuPont. The key to the White House’s
success in co-opling industry lies in the fact that
every corporation that has endorsed emissions
reductions stands to profit from these climate
change policies.

Although it is obvious why companies
specializing in allernative energy sources, such
as Enron (natural gas, wind and solar power),
were immediale supporters of emissions
reductions, the Administration’s success in
securing the backing of key oil companies was

a surprise. In May 1997, British Petroleum (now
British Petroleum Amoco) becarne the first
major oil company to enderse the White
House's view that global warming represented
a major problem and announced it would take
steps to reduce its own greenhouse gas
emissions. Later that year, Royal'Dutch Shell
also announced its support for reducing
emissions.! Another explanation, however, for
their concern over the environment may be
found in the fact that Royal Dutch/Shell and
British Petroleum Amoco believe that there is
money lo be made in renewable energy. A
1998 Royal Dutch/Shell study concluded that
renewable energy could supply half the world's
energy by the middle of the 21* century. With
an eye on this future market — and aware of
how emissions reductions would increase its
profilability — both companies announced that
they were increasing their investments in
renewable energy development by $1.5 billion
soon after endorsing the Administration’s calls
for cutting man-made emissions.’

©One of the most significant developments
in the emerging White House-industry alliance
occurred in May 1998 when the Pew Center on
Global Climate Change (backed by Enron)
announced thal 13 corporalions agreed to join
itin proselylizing the Administration’s global
warming policies. These companies included
Toyola, 3M, Lockheed Martin, American Electric
Power, i Energy Corp
U.S. Generating Company, Whirlpool, Maytag
and United Technologies.® The common
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denominator uniling these disparate
corporations is that each would profit in some
manner from implementation of emissions
reductions.

For example, Toyota's decision 1o endorse
emissions cuts makes petfect business sense
as it has already developed a product with
lower emissions, thus giving the company a
major edge over U.S. competitors. This year,
Toyota unveiled the Prius sedan, a “hybrid™ car
that runs on a combination of gas and
electricity and gets 66 miles per galion.
Emissions limits would be a godsend for the
Japanese carmaker as the Prius could easily
meel the higher government-mandated fuel
mileage standards that such cuts would
require.' Aerospace giants Boeing and United
Technologies also stand to gain from
restrictions on g gas efnissions as
both are leaders in developing technologies
such as lightweight metals that reduce fuel use,
‘which the Clinton Administration has publiciy
cited as necessary lo reducing greenhouse gas
emissions in the auto industry. No doubt,
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expensive — washing machine that is niore
energy efficient than older models and could
conceivably be in high demand in a more
energy-conscious economy.”

Other companies support the emissions
limits simply because they have lederal
contracts that depend on supporting the
Administration’s global warming agenda.
Lockheed-Martin, for instance, operates several
of the Departmenl of Energy’s research
faboratories where validating the global
warmning theory is a top priorily.7 Likewise,
Honeywell contracts with the Department of
Energy to upgrade federal facilities to make
them more energy efficient, an activity that
would be in higher demand if the
Administration has its way.*

Clearly, the Administration is employing a
classic divide-and-conquer strategy thal plays
upon narrow considerations of corporate self-
interest to graduaily undermine, through a
process of attrition, a constituency vilal to
fighting ratification of the Kyoto agreement in
the U.S. Senate. Although much of the business

Boeing and United T p
recognized the potential new markets that
could open for their technoiogical expertise
when it endorsed the Administration’s
emissions reductions strategy.® Similarly,
Maytag has just developed a new — and

¢ ily remains d lo Kyoto, the
Clinton Whiie House’s skillful lobbying
campaign could continue lo cause businesses
1o defect to the Admiristration’s position and
place additional pressure on reluctant

C ies to end their to the treaty.

by John K. Carliste

director of The National Center
for Public Policy Research's
Environmental Policy Task Force
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Mr. RIDENOUR. Early action crediting is another means of build-
ing corporate support for Kyoto. Early crediting would help build
corporate support because it would give companies earning credits
a vested interest in seeing to it that the credits are worth some-
thing. Without Kyoto ratification, the credits would be worthless.
Early credits are the industry’s insurance against the possibility
that Kyoto will be ratified. But in buying the insurance, Kyoto rati-
fication would become even more likely. It’s analogous to buying
auto insurance to increase your chances that you’ll actually be in
a car crash. The fact that early action credits could influence or
preordain the outcome of the Senate’s consideration of the Kyoto
Protocol is particularly distressing. As Senator Byrd said of a high
profile Senate deliberation, don’t tamper with this jury.

We shouldn’t tamper with Kyoto’s jury either.

The final issue concerns accounting and verification. Independent
third parties would be permitted to measure corporate emissions
reductions but there are no guidelines for who would qualify for
this work. This certainly brings the validity of any accounting into
question in my view.

We'’re also concerned with the very people pressing for early ac-
tion crediting and for third party monitoring could profit from it.
According to the environmental group Nonprofit Accountability
Project, the Environmental Defense Fund, through its quote Sat-
ellite Group Environmental Resources Trust, would provide moni-
toring services for a fee.

Of greater certain to me, however, is the incentives that would
be created for corporations to give and give generously to the EDF
or similar group. Corporations will be tempted to pay tribute to
monitors knowing that they are the final arbiters of who does and
doesn’t deserve emissions credits, who is a good corporate citizen
and who is not.

Third party monitoring could compromise not only the integrity
of accounting and verification but our political process.

I want to thank the chairman very much for the opportunity to
address this hearing. Thank you.

[The prepared statement of Mr. Ridenour follows:]
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Testimony of David A. Ridenour Before the House Subcommittee on National
Economic Growth, Natural Resources and Regulatory Affairs on Early Action
Crediting

July 15, 1999, 230 P.M.

Mr. Chairman, thank you for inviting me to testify today on the important issue of global
warming and early action crediting. I’'m David Ridenour, Vice President of The National
Center for Public Policy Research, a non-partisan, non-profit educational foundation based here
in Washington.

Before I begin, I think its important that you know that The National Center has never received
government funding in support of its work, nor do we ever plan to seek such funding in the
future. Our support has come principally from some 200,000 individuals. We therefore have
no financial stake in the decisions of this subcommittee or indeed of the U.S. Congress as a
whole.

In addition to representing The National Center, I'm here today representing the Cooler Heads
Coalition, an alliance of some two dozen non-profit public policy groups concerned about the
implications of the Kyoto Protocol for consumers. The Cooler Heads Coalition also accepts no
government funding.

It’s not often that free-market organizations like The National Center for Public Policy Research
and the Cooler Heads Coalition can agree with the Sierra Club, Ozone Action, Friends of the
Earth and National Environmental Trust on anything - much less on climate change policy. But
when it comes to early action crediting bills like the ones introduced by Senator John Chafee in
the Senate and drafted by Rep. Rick Lazio, we agree with these groups on several key points.
First, these early action crediting programs can’t possibly benefit the environment. Second,
they can’t possibly benefit the economy. Perhaps they were never intended to.

Even if one assumes that man-made greenhouse gas emissions are responsibie for increases in
the planet’s temperature — and this does not appear to be supported by the satellite and weather
balloon data ~ early action crediting programs would provide little relief and could even prove
counterproductive. The reason? These programs would make it more difficult for many small
businesses and family farms to comply with the Kyoto Protocol’s emissions targets by allowing
the largest firms to shift a greater proportion of the burden on to small enterprises. Under
current early action proposals, the President would be permitted to offer companies making
voluntary reductions in their greenhouse gas emissions prior to 2008, when the Kyoto Protocol
is slated to take effect, emissions credits that these companies could either use or sell during
Kyoto’s first emission budget period (2008-2012). But unlike the situation for developing
countries, U.S. emissions reductions occurring prior to 2008 would not entitle the U.S. to more
credits during the first budget period. In other words, every credit the President granis under
early emissions crediting would mean one less credit in the U.S. pool during 2008-2012. Since
most small businesses and family farms lack the political contacts and clever lawyers necessary
1o negotiate credit deals with the Clinton Administration and lack the financial wherewithal to
make immediate reductions in their emissions, large businesses would likely garner the lion’s
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share of early credits. Thus, the burdens of Kyoto — if the treaty is ultimately ratified ~ would
rise for small firms while dropping for larger ones.

If early crediting would make compliance with Kyoto more difficult for small businesses, then
why initiate such programs? One of the principal motivations behind early crediting may be a
desire to build a pro-Kyoto lobby within the corporate community.

It’s no secret that the early prospects for Kyoto’s ratification in the Senate were poor and
industry opposition to the treaty was a key factor. That’s why the Clinton Administration
included a number of provisions in its FY 2000 Climate Change budget designed to build
corporate support for Kyoto. For example, the Administration budget included tax incentives
for consumers purchasing energy efficient products. This provision may explain why Maytag,
which has developed a more efficient but very expensive washing machine, recently endorsed
the Kyoto Protocol. Similarly, a $273 million program included in the Administration’s budget
to make buildings more efficient may explain why Honeywell now supports the treaty.
Honeywell was one of two firms -~ the other being Pacific Enterprises — that was awarded
contracts by the Department of Energy to do such work. Toyota, which also recently endorsed
the Kyoto Protocol, might have been enticed to do so by the Administration’s promise of tax
credits for hybrid automobiles. Toyota recently developed a vehicle that operates on gas and
electricity that gets 66 miles to the gallon. Further examples are included in National Policy
Analysis number 233. I would be grateful if this could be entered into the record.

The Administration has also endorsed early crediting, which appears to be the most effective
means of building corporate support for Kyoto. The reason is simple: Once a company earns
early credits the company would want them to be worth something and the credits won’t be
worth anything unless the Kyoto Protocol is ratified. Early credits are industry’s insurance
against the possibility that Kyyoto will be ratified. But in buying the insurance, industry actually
would make Kyoto ratification more likely. Its analogous to buying auto insurance to increase
the likelihood you will be in a car crash.

I have great concern that early action crediting would give federal officials greater leverage with
the corporate community to affect the outcome of important deliberations before the U.S.
Senate.

As Senator Robert Byrd said of a high-profile Senate deliberation, “Don’t tamper with this
jury.” We shouldn’t tamper with the Kyoto Protocol jury either.

The final issue concerns accounting and verification issues. Under current proposals,
independent third parties would be permitted to measure and track reductions on behalf of
corporations. As the National Environmental Trust has noted, “[there are] no guidelines for
who would qualify as an auditor.” This in my mind certainly brings the validity of any
emissions accounting into question. Another environmental group, the NonProfit
Accountability Project, has even suggested that the Environmental Defense Fund — which the
group says helped formulate the early credits proposal -- would stand to gain financially from
the plan, saying, “...EDF has financial interests at stake in the ‘early action’ bill - its satellite
group [Environmental Resources Trust] will profit from services it will render...” Of greater
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concern to me, however, is the incentives such a system would provide to corporations to give —
and give generously — to the EDF or similar organization. Even if it was not the intention of the
early action plans to create such a dynamic, corporations will be tempted to pay tribute to
environmental groups knowing full well that they are the final arbiters of who does and does rot
deserve emissions credits, who is 2 good corporate citizen and who is not.

As presently constituted, third party mounitoring could compromise not only the integrity of
accounting and verification, but our political process.

Thank you again for the opportunity to speak.
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Mr. McINTOSH. Appreciate that very much, Mr. Ridenour.

Mr. Krupp, welcome to this subcommittee and please summarize
your cicestimony. We'll put the entire written testimony into the
record.

Mr. KruUPP. Appreciate that. Mr. Chairman, members of the sub-
committee, thank you for the invitation to testify on behalf of the
Environmental Defense Fund. I am the executive director of the
Environmental Defense Fund. We’re an organization of 300,000
members with offices located across the country. Our formal in-
volvement with climate policy extends back at least 15 years as our
scientists, economists and attorneys have worked to understand the
problems and suggest workable solutions.

I would like to begin with a statement for those who seem to be-
lieve that the possibility of human induced climate change is non-
existent and that all questions surrounding that issue already have
been settled once and for all. To those who are comfortable in such
a position, who believe that no risk is posed even by the questions
raised by the body of accumulating science on global warming, I
would offer that the notion of rewarding companies for voluntary
actions to reduce greenhouse gas emissions is patently absurd. If
there is no possibility of a problem, then no policy consideration is
even necessary.

On the other hand, for those who are either convinced that cli-
mate change is a problem, or, perhaps this is the most important
group, for those who believe that we as a society are now operating
in a context of change and uncertainty concerning climate change,
a credit for voluntary action program offers a compelling manage-
ment option to a set of serious environmental and economic risks.

With that in mind, let me provide some history on this issue. In
early 1997 before the Kyoto negotiation began, my group developed
a proposal for rewarding businesses that undertook voluntary ac-
tions that resulted in greenhouse gas emission reductions. The pro-
posal reflected two key beliefs: First, that the threat of human in-
duced climate change demands prompt and vigorous action to curb
greenhouse gas emissions; second, that for the sake of both the en-
vironment and the economy, policy tools used to accomplish this
should tap to the maximum extent possible the ingenuity and re-
sources of the private sector instead of relying solely on the man-
dates of politicians and government.

Our proposal reflected an existing reality as well that, to put it
mildly, there has been no or little consensus here in Washington
to support decisive action. Thus, our own preference for strong ag-
gressive policies to achieve greenhouse gas emissions reductions is
simply not in our view politically feasible in this time.

In short we thought this would be a modest, prudent proposal.
Accordingly, EDF’s proposal to achieve immediate reductions now
through a voluntary basis offered U.S. businesses the chance to use
voluntary actions to create real economic benefits for themselves.
Let me emphasize these two critical points, voluntary, real reduc-
tions in emissions and those real reductions occurring now, not a
decade from now. At the same time by creating this environmental
and economic quid pro quo a credit for voluntary action program
also gives policymakers here in Washington a strategy for manag-
ing the high stakes issue. Again unless one is firmly convinced that
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climate change is not and will never be a problem, then climate
change represents an environmental and economic risk as well as
a potentially calamitous track for future policymakers. Credit for
voluntary action is nothing more than a tool for managing this
suite of risks. The basic concept that we proposed is reflected in
Senate bill 547, introduced by Senator Chafee along with a bipar-
tisan group of 11 cosponsors and echoed in legislation that was in-
troduced yesterday by Representatives Lazio and Dooley.

The concept is simple. A company could earn emissions reduction
credits if it succeeds in reducing its greenhouse gas emissions
below current levels or sequestering greenhouse gases over the
next decade. The logic of this approach and the related legislation
is reflected in simple arithmetic. According to the leading analysis,
U.S. greenhouse gas emissions could be more than 30 percent
above 1990 levels if our economy continues on a so-called business
as usual course. While the expected economic growth is essential,
the prospect of the attendant emissions growth represents a triple
threat to the environment, to business, and public policymakers.

The credit for voluntary action proposal is aimed as diffusing the
threats implicit in the projected emissions growth while preserving
economic progress. Here’s how. If greenhouse gas emissions rep-
resent a serious standard to danger to the environment the pros-
pect of at least 9 more years of unchecked emissions increases rep-
resents an ever increasing environmental risk. Under a credit for
voluntary action approach, the environment would benefit directly
as companies work to earn credits by achieving real greenhouse gas
reductions. At the same time for any businesses contemplating a
future greenhouse gas limitation regime, whether created under
the Kyoto Protocol or other domestic or international policy, that
same unchecked emissions increase poses an economic threat. For
if future U.S. policymakers should decide to either ratify the pro-
tocol or otherwise adopt comparable emissions limitations, then
those additional emissions represent that much more of an expense
that will have to be incurred in meeting such emissions limitations.

The credits businesses could earn under the proposed program
represent nothing less than a form of insurance against the high
cost of a future regulatory regime since businesses could use those
credits as a means of complying with such a regime. In addition,
we believe that the incentive to earn credits that could be used in
such a way would spark a private sector led process of searching
for the most cost effective strategies and techniques for reducing
greenhouse gas emissions in turn, creating a larger economic mo-
mentum toward lowering greenhouse gas reduction costs.

Finally, for policymakers 9 more years of greenhouse gas emis-
sions increases on the scale projected also represent a threat. Even
the most adamant and categorical opponents of Kyoto Protocol
characterize the science surrounding global warming and climate
changes uncertain. Current uncertainties in fact may be masking
a grave threat. This uncertainty does not provide justification for
inaction. Credit for voluntary action provides the opportunity to
manage that uncertainty.

Simply put, the chance to earn emissions reduction credits for
emissions reductions achieved in the short term would allow the
environment, businesses and policymakers to opt out of the game.
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The alternative, so long as today’s policy stalemate resulting inac-
tion persists, sounds like the title of a movie from a few years ago,
“No Way Out.” Not even those companies who see substantial eco-
nomic risk from future compliance liability will have any options
or tools for managing the risk.

Finally, Mr. Chairman, let me close by saying that like many, if
not all members of this committee, the Environmental Defense
Fund believes that the greatest opportunities to make discoveries
about true costs, about cost savings and about technological inno-
vation are created when the resources of the private sector are en-
gaged in market based incentives. This is precisely the strategy
that would be embodied in the credit for voluntary action program.
It’s voluntary, it’s market based, it can provide certainty where
none now exists. It can let the market work. We strongly encourage
this Congress to make that possible. Thank you for the opportunity
to be here and of course I would be happy to answer questions.

[The prepared statement of Mr. Krupp follows:]
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The proposal reflected two key beliefs. First, EDF believes that the threat of
human-induced climate change demands prompt and vigorous action to curb
greenhouse gas emissions. Second, we believe that for the sake of both the
environment and the economy, the policy tools used to accomplish this should tap, to
the maximum extent possible, the ingenuity and resources of the private sector, instead
of relying solely on the mandates of politicians and governments.

Our proposal reflected an existing reality as well: however strong our conviction
and that of the scientific community and American public may be about the importance
of taking action to forestall climate change, there has been little consensus here among
policy-makers in Washington tc support decisive action. Thus, our preference for
policies mandating GHG emissions reductions is simply not politically feasible, in our
view, at this time - yet, we believe that the need for achieving actual reductions
immediately is urgent.

Accordingly, EDF’s proposal was designed to achieve real reductions in GHG
emissions stariing immediately by offering U.S. businesses the chance to use voluntary
and fully flexible actions to create real economic benefits for themselves. Let me
emphasize the two criticai points: real reductions in emissions and those reductions
occurring now, not a decade from now.

At the same time, by creating this environmental and economic quid pro gquo, a
credit for voluntary action program also gives policy makers here in Washington a
strategy for managing this high stakes issue that is also deeply contentious and remains
fraught with a range of economic and peclitical uncertainties. It is for this reason, that we
see this proposal as capable of inspiring a near-consensus. Unless one is firmly
convinced that climate change is not a problem and thus views the issue as already
settied once and for all, then climate change represents an environmenta!l and economic
risk as well as a potentiaily calamitous trap for future policy-makers. Credit for voluntary
action is nothing more than a tool for managing that suite of risks.

~ The basic concept that we proposed is reflected in S. 547, introduced by Senator
Chafee along with a bipartisan group of 11 co-sponsors, and echoed in legisiation that
may be introduced soon by Representatives Lazio and Dooley (as of the time this
writien testimony was submitted). The concept is simple. A company could earn
emissions reduction credits if it succeeds in reducing its GHG emissions below current
levels, or sequestering greenhouse gases, over the next decade.

The program would be implemented through agreements entered into between
participating companies and landowners and the President (or histher delegates). Such
agreements would specify each company’s target in the form of a cumulative, multi-year
emissions budget. These budgets would be calculated by multiplying the company’s
annual average emissions over the current three-year period and the number of years
that the program is in operation. At the end of the program period, those companies
whose cumulative emissions were below the level of their emissions budgets would be
awarded emissions reduction credits. Such credits could be used by the companies to
offset any GHG-limitations or regulatory requirements they might face after the program
ended, or they couid be sold to other companies facing regulatory requirements.
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Under such a program, near-term greenhouse gas reductions would have
tangible financial value. That value would lie in the cost-savings the company would
enjoy as a result of substituting a cost-effective reduction in the near-term for
compliance with a potentiaily more expensive regulatory fimit in the future. As a result of
that value, companies with immediate opportunities to make greenhouse gas reductions
would have a definitive financial reason for doing so.

CREDIT FOR VOLUNTARY ACTION: A STRATEGY FOR ADDRESSING
RISKS

The logic of EDF’s proposal, and the related legistation, for awarding credit for
voluntary action is reflected in Figure 2. According to the leading analyses, U.S.
greenhouse gas emissions could be more than 30% above 1980 levels if our economy
continues on a so-called business-as-usual course. While the expected economic
growth is essential, the prospect of the attendant emissions growth represents a triple
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threat to the environment, to business and to public policy-makers. The credit for
voluntary action proposal is aimed at defusing the threats implicit in the projected
emissions growth while preserving economic progress.
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Since GHG emissions represent a serious danger to the environment, the
prospect of at least nine more years of unchecked GHG emissions increases represents
an ever-increasing environmental risk. In fact, EDF’s current analysis of global GHG
emissions trends and atmospheric concentrations strongly suggests that if too much
more time passes without action, then human beings simply may lose the opportunity to
avoid damaging changes in the earth’s climate — no matter how compelling new
scientific evidence of this damage turns out to be in the future. Greenhouse gases do
their damage by staying in the atmosphere for long periods of time, from decades in the
case of a carbon dioxide to centuries in the case of other greenhouse gases.

Preventing their release in the first place is vital. At the same time, for any business
contemplating a future GHG limitation regime, whether created under the Kyoto Protocoi
or other domestic or international GHG policy, that same unchecked increase poses an
economic threat. For, if U.S. policy-makers shouid decide to ratify the Protocol or
otherwise adopt comparable GHG emissions limitations in a comparable timeframe,
then the additional emissions increases represent that much more expense that will
have to be incurred in meeting such emissions limitations. For GHG-intensive industries
that added expense could be substantial, especially if rigorous compliance measures
requiring abrupt change are put in place.

Finally, for policy-makers, nine more years of GHG emissions increases on the
scale projected also represent a threat. Even the most adamant and categorical
opponents of the Kyoto Protocol characterize the science surrounding global warming
and climate change as uncertain. Uncertainty, however, does not offer justification for
inaction. Current uncertainties, in fact, may be masking a grave threat. Ongoing
scientific research, not to mention climate-driven catastrophes in nature itself, could
replace today’s alleged uncertainties with a widespread sense of urgency for action to
reduce GHG emissions. Yet, if that message of urgency is heard only after another five
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or ten years of unchecked emissions increases, then those charged with responding to it
will find themselves facing potentially tragic choices between achieving the necessary
reductions and preserving the health of the nation's economy.

Sustained inaction on GHG emissions, the product in no small part of a classic
political deadlock, forces both businesses and the overall economy as well as the
environment into a game of "Gun-Barrel Roulette”. The chance to earn emissions
reduction credits for GHG emissions reductions achieved in the shert-term, however,
would allow businesses to opt out of that game. The credits businesses could earn
under the proposed program represent nothing iess than a form of insurance against the
high costs of a future regulatory regime, since businesses could use those credits as a
means of complying with such a regime if their use was the most cost-effective option.
In fact, the incentive to earn credits that could be used in this way would spark a private-
sector-led process of searching for the most cost-effective strategies and techniques for
reducing GHG emissions, creating, in turn, a larger economic momentum toward
lowering GHG reduction costs.

in addition, since the only way a company could earn such credits is to achieve
real GHG reducticns, the environment also woulid benefit directly from this approach.
The alternative — so long as today’s policy stalemate and resulting inaction persist ~ is
that even those companies who assess as substantial the economic risk of future
liability for compliance with GHG limitations have few, if any, options or tools for
managing that risk.

A national credit for voluntary action program could help add a new, constructive
element to the ongoing debate on climate policy. To date, that debate has been
dominated by conflicting interpretations of complex scientific evidence and a variety of
claims about the economic consequences of imposing GHG emissions limitations or
other requirements reiated to GHG emissions. For the most part the latter have relied
almost exclusively on academic studies — as opposed to real-world experience — or
those advanced by interested parties, including those with undisguised partisan politicat
interests.

A credit for voluntary action program, in contrast, could yield a new dimension —
learning by doing in the private sector. Rather than perpetuating a debate that so far has
been largely speculative and highly politicized, offering companies a tangible reason of
take voluntary actions would allow the private sector itseif to weigh in with results of its
voluntary GHG reductions efforts. Like many, if not all, Members of this committee,
EDF believes that the greatest opportunities to make discoveries about true costs and
cost-saving and technological innovation are created when the resources of the private
sector are engaged by market-based incentives. This is precisely the strategy that
would be embedied in a credit for voluntary action program.

WINNERS AND LOSERS?

Should the Kyoto Protocol or a similar regime imposing overall limits on GHG
emissions ever come into effect, the credits awarded under a voluntary action program
would become valuable to the program participants. At the same time, in order to
“balance the emissions budget”, awarded credits would have to be deducted from any
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overall national “emissions budget”, express or implied. To many, this outcome would
create a classic case of unjustifiable government favoritism to some economic interests
over others.

In our view, however, such a criticism is misplaced. First, the task that a
company would have to accomplish in order to earn credits — limiting its actuai
cumulative GHG emissions over a multi-year period to current levels — is
environmentally rigorous. Thus, the emissions reduction benefits achieved in order to
earn credits are substantial. The entitlement of a company to an award of credits,
therefore, would be based strictly on the actual achievement of a sharply and rigorously
defined objective. In addition, the economic and policy benefits potentially created by
companies that participated in such a program amply justify favoring those companies
that undertake these actions by awarding them emissions reduction credits.

Second, the opportunity to participate in such a program, as indicated by
provisions in S. 547, is open to any business, large or small and in virtually any sector,
that in its view of its own self-interest decides to participate in the program. S.547 also
includes provisions that would allow participants to use emissions trading or the
collective "pooling” of their respective commitments to facilitate the achievement of GHG
emissions reductions to levels below their voluntary “budgets”. Such arrangements
would enable businesses facing a wide variety of economic and technical circumstances
to participate profitably. To the extent that such provisions would aliow small
businesses to aggregate their participation, thus reducing transactions costs, they too
could participate in the program.

Third, the ultimate objective of the program would be to create a slowing down in
the currently projected increase of U.S.GHG emissions, if not an actual decline, over the
course of the next decade. ltis precisely because such an outcome would make the
overall economy-wide cost of compliance with any future regulatory regime lower that
this program is economically attractive in the first place. If, in fact, the program.yields
significant emissions avoidance or reduction, even non-participants in the program,
including small businesses, would enjoy some form of economic benefit since the overall
burden of compliance on the national economy would be lessened. In addition,
widespread investment in techniques and strategies for avoiding or reducing GHG
emissions during the voluntary program well could drive the costs of these methods
down in a way from which all those subject to subsequent GHG limitations could benefit.

Fourth, the U.S. inventory of GHG emissions is overwhelmingly dominated by
the energy, heavy manufacturing and transportation sectors, comprising for the most
part major corporations, not small businesses. Any future climate-related regulatory
regime, especially one focused on emissions, is highly unlikely to impose significant
requirements, if any, on small businesses. As a result, small businesses that do not
participate themselves in the voluntary credit program are not likely to be affected by the
allocation of credits for voluntary actions and any resulting diminution in a future U.S.
emissions “budget”.
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PROSPECTS FOR SUCCESS

Given EDF's long-standing commitment to the use of market mechanisms as a
tool for environmental regulation, we took special cognizance of the experience created
by the sulfur dioxide (SO2) emissions program under Title 1V of the Clean Air Act in
weighing the wisdom and design of a voluntary reduction credit proposal for GHG
emissions. Figure 3 illustrates the environmental performance of the SO2 emissions
trading market so far. Under the program, utilities have cut their sulfur dioxide
emissions by approximately 30% more than required — at least in part because the
emissions trading market makes those exira reductions valuable. This degree of
overcontrol is a vivid demonstration of how powerful the incentives of an emissions
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trading and “banking” market can be. These extra, sarly reductions obviously represent
an environmental benefit beyond that provided by the required emissions reduction
levels. The same incentive power also provides the impetus for mobilizing a broad
range of low-tech creativity and high-tech innovation of precisely the sort needed to
reduce greenhouse gas emissions in an economically affordable way.

More important, the experience of the SO2 program offers a direct analogy for a
voluntary credit program for GHG. The incentives created by the SO2 program are the
resuit of the opportunity that program offers utilities to “bank” extra reductions achieved
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in the 1995-2000 period and to use those reductions to offset substantially more
stringent requirements set by law to begin in 2000. A voluntary credit program for GHG
reductions would apply precisely the same “banking” incentive that has yielded such a
great volume of early or extra SO2 reductions. While a host of factors distinguish the
existing SO2 program from the proposed voluntary GHG program, U.S. experience. with
the former offers at least prima facie evidence of the powerful incentive created by the
opportunity to “bank” emissions reductions against future costs.

CREDIT FOR VOLUNTARY ACTION AND THE KYOTO PROTOCOL

EDF supports the Kyoto Protocol and favors its ratification and implementation.
We do so under the belief that early and significant action to reduce greenhouse gas
emissions would put the nations of the world on an emissions trajectory that could avoid
unacceptably damaging impacts of climate change and unnecessarily disruptive
adaptation strategies for the U.S. economy.

It is in this context that we see the Kyoto Protocol as a remarkable international
political commitment, and as an essential first step in dealing with this most significant of
global environmental problems. While a second step, namely that of obtaining
significant emissions limitations in the developing world, needs to be taken in short order
after the first step, a decision by the United States to forestall action would greatly
increase the risk that drastic and much more expensive emissions cuts will be needed in
the future. We are hopeful that the United States and the world community will continue
efforts to build on the important first step taken in Kyoto.

As a part of the effort to achieve and preserve this international agreement,
EDF's own work both before and after Kyoto has focused on the use of emissions
trading in the design and implementation of the international regime for managing
greenhouse gas emissions. In EDF's view, both the position of the U.S. government
and the text of the Kyoto Protocol incorporate most of the critical elements needed to
establish a successful global greenhouse gas emissions trading regime — one that can
bring about important environmental benefits in an economically affordable way. In
addition, the flexibility inherent in the overall structure of the protocol would enable
policy-makers to assess and re-assess continuously over time new, unfolding
information about climate change and climate policy. Again, as outlined above, prompt
action to reduce GHG emissions would only add to that critical decision-making flexibility
in the long-term. Finally, the economic dynamics of a global GHG emission trading
market could create incentives for developing countries to participate in the Protocol.

Obviously, we would not be advancing a voluntary action proposal if we believed
it to be inimicali to the prospects of ratifying and implementing the Protocol. In fact, we
believe that a voluntary credit program could ensure a constructive debate on the
Protocol in a way that would enhance the chances that the proponents of ratification,
like EDF, could prevail. As already outiined above, the aim of the program is to create
two effects — the lowering of U.S. GHG emissions in the short-term and the fostering of
private sector experience in identifying and using measures to reduce GHG emissions.
If either or both of these outcomes are achieved, then ratification of the Kyoto Protocol
would be a that much more economically reasonable choice for the U.S., and the range
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of choices available for implementing the Protocol would be that much wider and more
cost-effective.

ACCOUNTING AND VERIFICATION

Critical to achieving the environmental and economic objectives of a voluntary
reduction credit program is the adoption of reliable emissions quantification, verification
and reporting methods by the participating companies. Fortunately, we have already
seen a steady rise in the level of resources devoted to GHG emissions monitoring and
verification, resulting largely from the handful of speculative GHG trades that have been
desciibed in the public and trade press. Although this collection of essentiaily
demonstration trades may constitute a thin market, the participating sellers and buyers
are assigning a premium to guality. This premium is directly influencing the development
and public vetting of methods and practices for measuring, reporting and tracking GHG
emissions reductions. As a result, a number of accounting and engineering firms are
developing GHG “practices”. In addition, existing voluntary programs such as the
Department of Energy’s 1805b reporling programs and EPA’s Climate Wise programs
have led firms to develop experience with GHG emissions estimation and reporting. Ali
of this suggests that the private sector resources needed to sustain rigorous and reliable
GHG emissions monitoring and verification are polentially available to support a
voluntary credit program.

CONCLUSION

Whife EDF is convinced that a program of credit for voluntary action to reduce
GHG emissions offers critical environmental benefits, we also believe that it represents
both a substantive policy and a prudent policy-management or decision-making strategy
fhat even ciimate skeptics and Kyoto opponents could support. In addition, we believe it
offers economic benefits to a U.S. business community that faces reai uncertainties
about its ultimate exposure to eventual GHG emissions regulation. 1 is nat often that
such divergent interests and agendas can converge around a solution to an ctherwise
highly divisive issue and we hope that Congress moves expeditiously to explore this
strategy and adopt sound legislation reflecting it.
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Mr. McINTOSH. Thank you, Mr. Krupp. And we will get to ques-
tions after the end of the panel presentations.

Mr. Palmer, welcome to the committee, and please share with us
a summary of your written remarks.

Mr. PALMER. I appreciate it, Mr. Chairman. I want to congratu-
late you on your leadership on this important issue. Let me briefly
describe who I am here representing today, Western Fuels Associa-
tion. I am CEO of it. Western Fuels is a coal cooperative. We are
owned by rural electric cooperatives and municipal electric utilities.
These utilities put in coal fired power plants some 15 and 20 years
as the result of project energy independence in the Carter years.
They have invested billions of dollars in these assets. The Rio Trea-
ty, the Kyoto Protocol, the Chafee early action legislation are all
designed to curtail the utilization of coal as a boiler fuel in the
United States. And that’s what brings me to the committee today.

My message to the committee today is a very simple and
straightforward one and it is this: I think what’s happened in the
last 5 years with the development of the Internet and the tele-
communications revolution and technology that surrounds it may
very well moot the issue of the Rio Treaty and Kyoto Protocol. The
growth of the Internet is now generally recognized. Indeed very re-
cently the Commerce Department produced a study called the
Emerging Digital Economy II. It’s an excellent study. I have it here
in front of me. I refer to it in my testimony. It’s 42 pages of de-
tailed information on the explosive growth of the Internet in the
United States and abroad. Intel’s vision is for a billion people to be
connected on line within the next 5 to 10 years. That would entail
not only a billion people but tens of millions of businesses doing E-
Commerce on line. The next 50 years the world’s population is pro-
jected to grow to some 10 billion people. So in the next 50 years
we will have well in excess of a billion people on line.

The people that we work with on energy matters we went to
them and asked them what the electricity implications of this
means with respect to the explosive growth of the Internet. And I
would note here that the Department of Commerce left out a huge
part of the examination in their study. Nowhere in this study will
you see any discussion about the electricity implications of the
growth of the Internet. It’s simply not there, and it’s something
that needs to be addressed.

Our preliminary work suggests, Mr. Chairman, that for a billion
additional people to be connected on line worldwide would require
the installation of generating capacity in the world equal to what
exists in the United States today. That’s not going to be solar and
it’s not going to be wind and it isn’t going to be biomass. It’s going
to be primarily coal fired electricity and natural gas. This discus-
sion we're having today over global warming or the threat of cata-
strophic global warming is one that began in 1988 before the Inter-
net emerged. The Internet didn’t emerge until 1995. It is now be-
coming clear that the Internet is going to cause a tidal wave of
electricity demand worldwide that will result in more and more
carbon dioxide emissions going into the air, created by human
beings. Whether the Environmental Defense Fund, the Sierra Club,
the Natural Resources Defense Council, the Clinton administration
or anybody else likes it or not, it’s going to happen, and the impedi-
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ment to the Internet and the development of the American econ-
omy will only come from our own government if we make another
major mistake in energy policy the way we did in the 1970’s with
the Fuel Use Act and stand in the way of the market that is devel-
oping this wonderful technology and the energy assets that are re-
quired worldwide to serve it. For that reason, Mr. Chairman, we
oppose the Chafee early action legislation. We oppose the Kyoto
Protocol, and we believe that the Rio Treaty will be soon recognized
to be an anachronism.

In closing let me say this. There have been references to the
science here today. I'm not going to talk about it. I have my own
views on it. I think the science is bogus on the question of cata-
strophic global warming. Of course people are going to impact cli-
mate. No question about that, no argument from me. That’s not the
issue. The words of the Rio Treaty, however, focus on dangerous in-
terference with the climate, not will there be any climate change
by humans. Of course we change the climate. We impact the cli-
mate. But there has been no science suggested, developed, exam-
ined, or underscored by any of the environmental groups, by any
of the government agencies that are involved in it, by any of the
governments that are involved in the U.N. deliberations that
should or could deny to the American people the robust utilization
of fossil fuels as our economy has enjoyed over the years.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Palmer follows:]
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Last month, to much media fanfare, the Commerce Depariment released
its second annual report on “the emerging digital economy.” In the report,
Secretary William M. Daley extols electronic commerce.

Every day, more people are finding new ways to provide innovative
products and services electronically. The Internet is changing the
way businesses do business... It is revolutionizing our access to
information and the way we communicate, shop, and entertain
ourselves,

This year's report provides...information about [the] growth and
changes that are taking place in our economy. it details the
extraordinary contribution that telecommunications and information
technology are making to the longest peacetime economic
expansion in history.

Secretary Daiey anticipates working with the private sector — businesses, non-
profits, academic institutions — to identify ways to best measure the emerging
digital economy.

Mr. Chairman, as President of Greening Earth Society and General
Manager and Chief Executive Officer of Western Fuels Association (one a
business and the other a non-profit), | would suggest the Department of
Commerce take a look at a report by Mills-McCarthy & Associates entiled The
internet Begins With Coal: A Freliminary Expioration of the Impact of the Internet
on Electricity Consumption.

Nowhere in the Commerce report — in fact, nowhere to the best of my
knowiedge ~ is anyone considering the burgeoning electricity appetite of
telecommunications and information technology. As detailed in the report |
submitted to the Subcommittee as the basis of my testimony (‘Early Action is a
Road to Nowhere”), proponents of “early action credits” to be used in building
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pressure for eventual ratification of the Kyoto Protocol will shortly find their
seductive proposal (1) can't be done, (2) won't work, and (3) won't matter. And, |
might add, (4) is a fruitiess impediment to the Information Age.

Neither early nor later action can achieve the greenhouse gas (carbon
dioxide) emissions reduction goals set forth by global warming advocates.
Starting early buys nothing except an earlier departure on a dead-end road.

The primary source of carbon dioxide emissions from human activity is the
combustion of fossil fuels. Fossil fuels supply 85% of the nation's energy and are
forecast to supply 90% of all increases in energy supply vital to the economy. To
“start early” making “substantial” reductions in fossil fuel use only can have one
important effect: It will depress the U.S. economy. This nation will not and cannot
abandon fossil fuels in the foreseeable future.

Any policy discouraging production or consumption of coal-fired electricity
threatens the technological infrastructure of the “new” information economy.
Information technologies are electrically fueled. Over haif of the electricity in the
country is generated using coal — a figure exceeding 80% away from either coast
and approaching 90% in some areas — so early action credits attack “the longest
peacetime economic expansion in history.”

Preliminary calculations contained in The Internet Begins With Coal reveal
that the electricity appetite of equipment on the Internet by itself has grown from
essentially nothing a decade ago to 8% of total U.S. electric consumption today.
In all likelihood, the Internet is responsible for one-half to two-thirds of all growth
in U.S. electricity demand in those ten years. When other uses of computers are
included (many of which are linked directly or indirectly to the Internet economyy),
the share of all U.S. electricity consumed by computer-based microprocessors
jumps to 13%.

This story is lost in the rhetoric of the power of “bits” to transform
industries. And, sad to say, | think it's lost on Vice President Gore and Secretary
Daley. | hope it is not lost on this Subcommittee.

One may be tempted to dispute the numbers or estimates I've provided. |
would urge you first to absorb the information contained in both reports I've
referenced. In the meantime, use a commonsense approach. As | make a series
of nine simple declarative statements, ask yourself if | am right or if | have said
anything you don't know to be true, or can't quickly prove or disprove.

(1)  The internet is pure electricity; no other energy source is involved.
(@  Companies like Microsoft, Intel, Cisco, Dell, AT&T, Lucent, Sun, IBM,

America Online, Yahoo, Amazon.com, Qualcomm, MCI WorldCom, Etrade
and Netbank all thrive on electricity.
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(3)  Electricity is the lifeblood of the information economy.

(4)  The telecommunications and information technologies revolution
represented by the Internet has created over $2 trillion of wealth for
ordinary Americans through their stockholdings in technology companies.

(8}  Inthe nextten years, trillions of dollars more will result from the
emergence of the Internet as a driving force in the world’s economy.

{6}  Without the abundant electricity supplied by the nearly 500 coal-fired
power plants in the United Siates, the Internet, the wealth it has created,
and the wealth it will create would not be possible.

(7)  Those 500 power plants burn close to a billion tons of coal each year to
provide 57.3 percent of the electricity in the United States.

(8)  Carbon dioxide emissions are the unavoidable consequence of burning
coal {or natural gas and oil, for that matter) to make electricity.

(9)  Coal-fired power plants represent the source of one-third of U.S. carbon
dioxide emissions.

The mative for carbon dioxide emissions reduction is anchored in an
assumption or prediction that apocalyptic global warming will occur sometime in
the future. The bases of this assumption are the innerworkings of complex,
flawed, and flux-adjusted computer models seeking to simulate the atmosphere's
physical and chemical processes in interaction with oceans and the rest of the
biosphere. These “general circulation models” are the basis for the apocalyptic
scenarios portraying a world wracked by severe drought, frequent flooding,
intensified storms, melting ice caps, rising sea levels, and the spread of tropical
disease. I'm fond of quoting MIT’s Dick Lindzen when it comes to the computer
models: It's not as if | would only believe them if they gave me cooling; there
simply is no basis for believing them.

In closing, let me note that Intel projects one billion Internet connections
will be in place within the next five years or so. While many of the people who
make those connections will live here, many more will be counted among the 10
billion people expected to-inhabit the earth within 50 years. Even those first billion
connections will require an additional electricity-generating base the size of that
we enjoy in the U.S. today. To "wire” the world, we will have to electrify the world.

Is “connectivity” to be rationed? How could we avoid increasing the gap
between those who are online and those who are not? Renewable non-carbon-
based generating technologies have their place, but they can never provide
sufficient electric density to power the “24-by-7” uninterruptible power source e-
commerce and high-tech Information Age devices require.
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To wire the world, we must electrify the world. To electrify the world, most
of the world's people will turn to their most abundant domestic resource: coal.
That's because coal is electricity and electricity is the Internet. The Kyoto
Protocol and the Rio Treaty (Framework Convention on Climate Change) itself
doom all that. Anyone for eatly action credit for putting us on the road to
nowhere? Thank you, Mr. Chairman.
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Mr. McINTOSH. Thank you, Mr. Palmer, and I will have a couple
questions for you when we get to that session. Our final witness
on this panel is Mr. Fay. Welcome. Please summarize your written
remarks and we’ll put them entirely into the record.

Mr. FAY. Thank you, Mr. Chairman. My name is Kevin Fay. I
serve as executive director of the International Climate Change
Partnership, the coalition of U.S. industries and associations as
well as international associations interested in the policy develop-
ment process with respect to global climate change, and we appre-
ciate the opportunity to be here today. We were organized in 1991.
We'’re one of the largest industry coalitions in the world dedicated
to this issue. We have consistently stressed the need to provide le-
gally binding assurances that voluntary actions to reduce green-
house gas emissions be credited in the event any future mandatory
scheme is to be adopted by the government.

It’s been suggested that supporting credit for early action may
unwittingly create support for the Kyoto Protocol or that insti-
tuting a credit for early action program is tantamount to imple-
mentation of the Kyoto Protocol. We do not agree. ICCP believes
that the Kyoto Protocol is incomplete and should not be ratified in
its current form and should not be implemented without the advice
and consent of the Senate. While the treaty does make a good
start, we believe, in establishing a market based framework for ad-
dressing the issue on a global basis, it is a work in progress. It sets
ambitious targets to be met in a most difficult timeframe and does
not yet provide for developing country participation. Further, the
treaty negotiators have also failed to yet identify an appropriate
long term objective.

We believe that credit for early action legislation can and should
be Kyoto Protocol neutral. Regardless of the fate of the treaty, in-
vestments made in energy efficiency, in the reduction of green-
house gas emissions should be legally protected if and when any
mandatory program is implemented. The predicate for this stems
not from the Kyoto Protocol but from the Framework Convention
on Climate Change which the United States signed during the
Bush administration and sent to the Senate and was ratified in
1992. This agreement is what establishes 1990 as the baseline for
measuring greenhouse gas emissions and also requires signatories
to make measures to reduce them. Responding to this commitment
and to the subsequent U.S. climate change action plan, many com-
panies have already taken steps to reduce their greenhouse gas
emissions. Enactment of credit for early action legislation rep-
resents in our view open door compliance with the Framework Con-
vention and sends a positive public policy message that those who
acted in response to this national commitment will not be penal-
ized. Companies that have already taken action or are contem-
plating doing so want to ensure these contributions are not ignored
if and when a mandatory phase of emission reductions begins. Fail-
ure to recognize these contributions could unfairly force companies
to make even greater reductions through increasingly more costly
options. This would have the perverse effect of penalizing those
companies who acted early. Assurance of baseline protection is an
important step in this process. In addition to removing existing dis-
incentives to action, a credit for early action program could provide
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an additional incentive for technical as well as policy innovation.
Now is the time to experiment with the broad range of options and
to more precisely determine the costs and benefits of various oppor-
tunities for reductions.

This type of experimentation and innovation, which only occurs
in the United States, in terms of dealing with these issues in our
view not only spurs economic growth but could provide an insur-
ance policy against truly wrenching economic impacts in the event
that much deeper cuts in the emissions were to becoming necessary
in the future.

Finally, while many have touted the success of market based
mechanisms in reducing environmental compliance costs, the fact
remains that our experience with such mechanisms is very limited.
An active credit for early action could provide useful experience
and educate both government and industry alike as to policies that
perhaps should be avoided. It has been argued that small busi-
nesses and farmers will be hurt by a credit for early action pro-
gram. Again we do not agree. ICCP is currently encouraging a sim-
plified approach to credit for early action that will allow small busi-
nesses to participate with minimal administrative or bureaucratic
burdens. Discussions have also included the issue of credit for
changes in land management practice that could allow farmers to
participate. In addition, the program should create a market for
the technical innovations that are often made by small entrepre-
neurial companies. And last but not least we should keep in mind
that is an entirely voluntary program. There are no mandates for
small business or farmer participation.

We believe the precedent for crediting early action was estab-
lished in the 1990 Clean Air Act Amendment when companies who
moved early on sulfur dioxide emission reductions received addi-
tional consideration in the subsequent sulfur trading program.
Drawing on the statutory precedent is important for the climate
change issue. However, given the scope of industries covered and
the enormous task to be undertaken, the government should go on
record now by developing experience in advance of any regulatory
requirements.

The United States is on record in support of a responsible action
to address greenhouse gas emissions. We have ratified the Frame-
work Convention on Climate Change. Congress has funded a vari-
ety of activities under the climate change action plan, and other
significant government programs. It is not unreasonable to request
assurance from the government these activities, whether past or in
the future, not place the voluntary actors in future regulatory jeop-
ardy. There are a number of legislative proposals that seek to ad-
dress this short term aspect of climate change policy. We commend
S. 547, introduced by Senators Chafee, Lieberman and Mack and
others, to create—to eliminate these disincentives and provide cred-
it.

We commend the efforts of Senators Murkowski and Hagel in
their legislation to compel more systematic attention to the long
term challenge of climate change and to focus on the necessary role
of research and technology in meeting that long term challenge. We
also commend the newly introduced legislation by Representatives
Lazio and Dooley to help advance the debate on these issues in the
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House. None of these initiatives meet all of our objectives but we
are committed to working with the appropriate parties to address
these concerns, such as provision for growth and product coverage.

We believe it is time to start forging a bipartisan national strat-
egy for addressing the climate change challenge. That strategy
should begin by liberating the leadership, which Jack Kemp called
for earlier in his testimony, of U.S. industry in this global cause.
U.S. industry will be a major player in developing technologies to
reduce greenhouse gas emissions, making investments in equip-
ment, facilities and products, and generating reductions in their op-
erations. Enactment of legislation that removes disincentives for
early action and that preserves investments already made will help
to retain our competitive edge and provide significant economic and
environmental benefits for our Nation as well as for the world.

Thank you very much.

[The prepared statement of Mr. Fay follows:]
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Good Afternoon, Mr. Chairman and members of the Subcommittee. My name is Kevin
Fay and 1 serve as Executive Director of the International Climate Change Partnership
(ICCP), a coalition of U.S. industry representatives and associations, as well as
international associations, interested in the policy development process with respect to
global climate change. We appreciate the opportunity to appear before the
Subcommittee today on the subject of credit for early action to voluntarily reduce
greenhouse gas emissions. ’

ICCP was organized in 1991 to provide a forum to address the issue of global climate
change and to be a constructive participant in the policy debate. We continue to
reécognize the climate change issue as an important matter with which governments
should be concerned. We are one of the largest industry coalitions in the world
dedicated to this issue.

ICCP has consistently stressed the need to provide legally binding assurances that
voluntary actions to reduce greenhouse gas emissions will be credited in any future
mandatory scheme adopted by the government. Such “credits” should be granted to
those companies that achieve verified reductions between 1990 and the commencement
of any mandatory program.

Voluntary efforts to reduce emissions of greenhouse gases now can slow the rate of
growth of emissions and contribute to the longer-term goal of achieving appropriate
greenhouse gas concentration levels. Because of the long atmospheric lifetimes of these
substances, there are significant environmental benefits associated with reductions
made today versus sometime in the future. In addition, by flattening the trajectory of
the “business as usual” curve, we reduce future economic disruption and dislocation.
In circumstances where there is marginal economic value in an emission reduction
investment, granting credit may provide the incentive for such investments.
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It has been suggested that supporting credit for early action legislation may unwittingly
create support for the Kyoto Protocol, and that instituting a credit for early action
program is tantamount to implementation of the Kyoto Protocol. We do not agree.

ICCP believes that the Kyoto Protocol is incomplete, should not be ratified in its current
form, and should not be implemented without the advice and consent of the Senate.
While the treaty is a good start in establishing a market-based framework for
addressing the issue on a global basis, it is a work in progress. It sets ambitious targets
to be met in an unrealistic timeframe and does not provide for developing country
participation. The treaty negotiators have also failed to identify an appropriate long-
term objective. :

Concern has also been raised that by granting credit for early action, companies who
participate will have an economic interest in ratification of the Kyoto Protocol and will
become supporters of the treaty. ICCP believes that credit for early action legislation
can be “Kyoto Protocol-neutral”. Regardless of the fate of the treaty, investments made
in energy efficiency and the reduction of greenhouse gas emissions should be legally
protected if and when any mandatory program to control greenhouse gas emissions is
implemented.

While the U.S. debates whether certain government actions constitute “back door”
implementation of the Kyoto Protocol, other countries such as Japan and European
Union nations are actively designing and implementing policies and measures that will
reduce greenhouse gas emissions. These initiatives will spur technology and
innovation in these nations thus potentially giving them a future competitive edge. U.S.
companies that compete in these markets are forced to respond to these conditions
regardless of their views on the Kyoto Protocol. The competitiveness of these
companies could be affected by the lack of resolution of the credit issue and the lack of
support in Congress for climate-related research, development, and technology
programs.

Under the Bush Administration, the U.S. signed the United Nations Framework
Convention on Climate Change (UNFCCC or Rio treaty), which was ratified by the
Senate in 1992. This agreement establishes 1990 as the baseline for measuring
greenhouse gas emissions and requires all signatories to take measures to reduce them.
Responding to this commitment and to the subsequent U.S. Climate Change Action
Plan (CCAP), many companies have already taken steps to reduce their greenhouse gas
emissions. Enactment of credit for early action legislation represents “open door”
compliance with the Framework Convention and sends a positive public policy
message that those who acted in response to this national commitment will not be
penalized.

Companies that have already taken action or are contemplating doing so want to ensure
that these contributions are not ignored if or when a mandatory phase of emission
reductions begins. Failure to recognize these contributions could unfairly force
companies to make reductions through increasingly more costly options. This would
have the perverse effect of penalizing those companies who act early.
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The current legal vacuum provides a disincentive to companies that wish to reduce
greenhouse gas emissions or enhance carbon storage. Based on past experience, there is
a real fear that early actions will be punished by lower emission baselines as the starting
point under an eventual regulatory program.

In addition to removing the existing disincentive to action, a credit for early action
program could provide an additional incentive for technical innovation. This is the
time to experiment with a broad range of options and to more precisely determine the
costs and benefits of various opportunities for reduction. This type of experimentation
and innovation not only spurs economic growth, it provides an insurance policy against
truly wrenching economic impacts in case much deeper cuts in emissions are necessary
in the future.

Finally, while many have touted the success of market-based mechanisms in reducing
environmental compliance costs, the fact remains that our experience with such
mechanisms is very limited. An active credit for early action program could provide
useful experience and educate the government and industry alike as to policies that
should be avoided.

It has been argued that small businesses and farmers will be hurt by a credit for early
action program. We do not agree. ICCP is currently encouraging a simplified
approach to credit for early action that will allow small business to participate with
minimal administrative or beauracratic burdens. Discussions have also included the
issue of credit for changes in land management practices that could allow farmers to
participate. In addition, the program should create a market for the technical
innovations that are often made by small, entrepreneurial companies. Last but not
least, we should keep in mind that this is an entirely voluntary program. There are no
mandates for small business or farmers’ participation.

It has been argued that companies that do not act early will be hurt if the government
provides credit to those that do. Again, we do not agree. A successful early action
program will reduce the overall level of reductions required under any regulatory
program. Companies that don't make early reductions will thus have fewer reductions
to make and will benefit from the lessons learned by the early actors and the
innovations and new technologies that have resulted from these experiments.
Moreover, because there will be a pool of reduction credits available, non-early actors
will have much lower-cost compliance options available to them.

ICCP believes that credit for early action legislation should not discriminate against
“non-actors”. The window of opportunity for investment in more energy efficient
equipment, processes or products varies among companies. Credit for early action
legislation should not force premature capitol stock turnover or penalize companies
that choose not to make reductions voluntarily.

The precedent for crediting early action was established in the 1990 Clean Air Act

" amendments, when companies who moved early on sulfur dioxide emissions
reductions received additional consideration in the subsequent sulfur trading program.
Relying on this statutory precedent is important for the climate change issue. However,
given the scope of industries covered and the enormous task to be undertaken, the
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government should go on record now by developing experience in advance of any
regulatory requirements.

The United States is on record in support of responsible action to address greenhouse
gas emissions. We have ratified the Framework Convention on Climate Change. '
Congress has funded a variety of activities under the Climate Change Action Plan and
other significant government programs. It is not unreasonable to request assurance
from the government that these activities, whether past or in the future, not place the
voluntary actors in future regulatory jeopardy.

There are a number of legislative proposals that seek to address this short term aspect of
a domestic climate change policy. ICCP commends:

e The efforts of Senators Chafee, Lieberman and Mack to eliminate the disincentives
and provide credit for voluntary actions to reduce greenhouse gas emissions and the
enhancement of carbon storage.

¢ The efforts of Senators Murkowski and Hagel to compel more systematic attention
to the long-term challenge of climate change and to focus on the necessary role of
research and technology in meeting that long-term challenge.

e The efforts of Representatives Lazio and Dooley to advance credit for early action on
the House side.

While none of these initiatives meets all of our objectives, we are committed to working
with the appropriate parties to address specific ICCP concerns such as provision for
growth and product coverage. (ICCP’s principles on credit for early action and our
simplified approach to credit legislation are attached.)

It is time to start forging a bipartisan national strategy for addressing the climate change
challenge. That strategy should begin by liberating and systematically rewarding the
leadership of U.S. industry in this global cause.

US. industry will be a major player in developing technologies to reduce greenhouse
gas emissions, making investments in equipment, facilities and products and generating
reductions in their operations and products. Enactment of legislation that removes
disincentives for early action and that preserves investments already made will help to
retain our competitive edge and provide significant economic and environmental
benefits for our nation and the world.
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Position Paper on Credit for Early Action

International Climate Change Partnership

Overview

Voluntary efforts to reduce emissions of greenhouse gases prior to the commencement
of a mandatory commitment period can slow the rate of growth of emissions and
contribute to the longer-term goal of achieving appropriate greenhouse gas
concentration levels. In circumstances where there is marginal value in an emission
reduction investment, granting credit may provide the incentive for such investments.

Companies that have already taken action or are contemplating doing so want to ensure
that these contributions are not ignored when a mandatory phase of emission
reductions begins. Failure to recognize these contributions could unfairly force
companies to make reductions through increasingly more costly options. This would
have the perverse effect of penalizing those companies who act eariy, while potentially
benefiting competitors who save their least costly reductions to respond to regulatory
mandates.

Industry’s aim is to ensure that these early investments that result in emission
reductions are recognized and “credited.” Such credit could be used to offset future
obligations that may arise from any domestic allocation, cap, tax or permit program or
sold to parties unable to meet their obligations in a cost-effective manner.

It should be noted that credit for early action programs could have important linkages
to potential domestic or international emissions trading systems and international
flexibility mechanisms such as Joint Implementation and the Clean Development
Mechanism. For example, a company might earn credits through the Clean
Development Mechanism prior to 2008 and want to apply them against domestic
obligations. Or a “downstream” company may accrue early credits and not be allocated
a budget. It would therefore want the right to trade such credits either domestically or
internationally.

ICCP Credit for Early Action Principles

Credit for early action programs will require new statutory authority. Failure to enacta
credit program at the Federal level may stop companies from making commitments
now and encourages a patchwork of inconsistent Federal, state, and local initiatives.

No limit should be placed on the amount of emissions reductions or enhancement of
sinks for which early action credit can be earned.

Credit should be granted for actions resulting in verified emissions reductions or
enhancement of sinks that occur between 1990 and the beginning of any official budget
commitment period, whether or not such actions were part of a government-sponsored
voluntary initiative.
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A process should be established to determine and “lock-in” appropriate baselines for
emission reduction activities including facility operations, product-based initiatives,
and enhancement of sinks. Such a process should be flexible enough to reflect special
circumstances, including unique considerations related to reductions already achieved.

Credits granted prior to a first budget commitment period should be available without
discount as offsets against any greenhouse gas emission allocation, cap, tax, permit, or
other requirement to limit or reduce greenhouse gas emissions that subsequently may
be imposed.

Credits granted prior to a first budget commitment period should be usable in any
national emission budget that may be subsequently imposed. Credits should remain
with the earning entity for use at their discretion.

Emissions reductions or enhancement of sinks produced from participation in the Clean
Development Mechanism, Joint Implementation, or a domestic emissions trading
program should be eligible for early action credit if they occur prior to a first budget
commitment period.

Credits generated from credit for early action programs should be eligible for emissions
trading.

Credit accounts should be updated on an annual basis.

Credit programs should be integrated to ensure consistency and to avoid “double
counting”.

ok RN

The International Climate Change Partnership (ICCP), organized in 1991, is a global coalition
of companies and trade associations from diverse industries committed to constructive and
responsible participation in the international policy process concerning global climate change.
The ICCP recognizes that the continued growth in emissions of greenhouse gases is an important
concern for all nations and that efforts are underway internationally and in national
governmenis to develop policies that address this concern. ICCP also understands the
importance of working within the process to achieve important environmental objectives while
fostering continued economic development and improvement in living conditions for all.

October, 1998

For more information, please contact: ICCP, 2111 Wilson Blvd., Ste. 850; Arlington, VA 22201;
Telephone: 703-841-0626; FAX: 703-243-2874; e-mail: iccp@alcalde-fay.com



96

Streamlined Credit for Early Action Legislation

Efforts to enact credit for early action legislation would be enhanced by pursuing a
simplified approach.

The goal of the legislation should be to accomplish three things:

1. Provide legal guarantees to any entity that acts voluntarily to achieve
verifiable reductions related to products, processes, or operations, that it will
not be disadvantaged by a future regulatory program to control greenhouse
gas emissions.

2. Provide a mechanism for verifying any actions that occurred between 1990
and 1999, under Energy Policy Act Section 1605 (b), as part of the US Climate
Change .*ction Plan, or any other activity in which the entity is able to
demonstrate verifiable reductions.

3. Provide a mechanism for prospective actions which, subject to negotiation of
an agreement with the government, produce verifiable reductions.

With respect to past and future reductions, a series of principles should be delineated to
guide the private sector, other entities, and government officials to use in both verifying
past reductions and negotiating agreements for future reductions.

The intent of the program should be to encourage experimentation on the part of
government, industry, and the environment community, and not to constrain the ability
to develop new and creative methods for implementing and achieving verifiable
reductions.

While this program may require flexibility in terms of the precise value of the credited
reductions, it should be firm that the credits exist as a matter of legal right.

In order to ensure an open process, it should also provide for pubic participation in the
verification procedure, notice and comment, and public disclosure of future negotiated
agreements.

The program should not limit government participation by any particular department
or agency. The principles of the bill could be used by any department or entity to craft
verification agreements.

For purposes of prior acts, the bill should require all those who seek credits for prior
acts to file a request with the government within 6-12 months of enactment. The
government would be required to certify the credited reductions within 6-12 months
after submission in a direct final rule. The direct final rule would be subject to comment
and would take effect unless challenged during the comment period.
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Mr. McINTOSH. Thank you, Mr. Fay. And let me say that Mr.
Kucinich had to go to Rules Committee about an amendment he is
putting forward and will try to be back, but he wanted everyone
to know that is why he’s not here right now. My first question is
to Mr. Fay, and picking up on your closing statement, are you say-
ing that American businesses will not take leadership in reducing
emissions without the type of incentive provided by the early action
credit program?

Mr. FAy. I think the American business is taking leadership
every day in developing technologies every day, but the fact re-
mains that what’s happened with the passage—with the ratifica-
tion of the Framework Convention and the establishment of 1990
as the baseline for measurement of any future action on climate
change—it potentially puts any actor in jeopardy if their economic
activity has increased, even if they have tremendously reduced
their emissions, if in fact a future regulatory program is adopted
that establishes a different baseline. No. 1.

No. 2, that baseline, 1990, is starting to get pretty far away.
What most business are finding, it is tremendously difficult to go
back and even produce a significant data base to establish what the
emissions were at that point. And so it is time to get experience
with what are the emissions that are occurring for those entities,
and how do they measure that. We don’t have a good handle on
that.

Mr. McINTOSH. So to solve both of those problems you don’t need
a credit, you need a baseline.

Mr. Fay. We think at a minimum as a credit for early action it
should be some baseline action or baseline assessment process, yes.

Mr. McINTOSH. Which seems reasonable—to find out exactly how
many emissions we do have. Very different beast than a credit pro-
gram. You think in the absence of a credit program that businesses
would reduce their level of experimentation with new technologies?

Mr. Fay. I think that it’s not a question of whether they would
reduce their experimentation. I think it’s a question of whether
they would take overt steps different from their businesses as
usual course. We're innovating all the time. That’s not a question.
Could it affect product implementation? Perhaps it could, yes.

Mr. McINTOSH. What do you mean by affect product implementa-
tion?

Mr. Fay. If it could affect the investments that achieve say short
term changes versus research in the longer term, technological evo-
lution, that most would suggest, if you agree with the climate
change theory, are going to be necessary in order to reduce the
emission concerns.

Mr. McINTOSH. Which way does the credit program change that?

Mr. FAY. We think the credit program eliminates both disincen-
tives and possibly creates some incentives. I think it works first to-
ward eliminating disincentives for some of the short term actions.

Mr. McINTOSH. OK. So with the credit program you’ll have more
short term actions and fewer long term investments in experimen-
tation?

Mr. FAy. I think you’ll be more willing to take some shorter term
actions that may be marginal.
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Mr. McINTOSH. OK. And then finally, the commitment that your
members have made to reducing emissions, will that be lessened in
any way if there’s not an early action credit program?

Mr. FAY. It’s not a question of whether it will be lessened. It’s
a question of whether the impression is that they feel as though
they're being placed in a position of future regulatory jeopardy. If
they take steps to reduce——

Mr. McINTOSH. Before we get to that, when you say it’s not a
question, does that mean the answer to the question is no?

Mr. FAY. Repeat the question again.

Mr. McINTosH. Will your members do less or have less of a com-
mitment to reducing greenhouse gas emissions if we don’t pass an
early action credit program?

Mr. Fay. I think it does affect short term investment on marginal
investment, yes.

Mr. McCINTOSH. So some of your members will in the short term
do less to reduce their emissions.

Mr. Fay. I think it’s a question of where they apply their capital.
It could affect where they apply their capital.

Mr. McINTOSH. And that could lead to fewer——

Mr. FAY. In the short term, yes.

. Ml; McINTOSH. Which of your members would reduce their ef-
orts?

Mr. FAy. Well, I will not get into speaking for individual com-
pany decisions on capital investments decisions.

Mr. McINTOSH. So you don’t know of any that would do that, you
think there might be some.

Mr. FAY. No, I will not get into speaking for individual company
investments decisions. I would be happy to come back and talk
with you on that. I'm not prepared to address that specific topic in
terms of those companies today.

Mr. McInTOsH. OK. And we have unanimous consent to keep the
record open. Why don’t you give us a complete answer to that with-
in the next 10 days so we can put that into the record.

[The information referred to follows:]
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ICC INTERNATIONAL CLIMATE CHANGE PARTNERSHIP

ESTABLISHED 1991

August 16, 1999

The Honorable David McIntosh
United States House of Representatives
Washington, D.C. 20510

Dear Representative McIntosh:

As a follow-up to the July 15 hearing, you asked for information concerning industry’s
willingness to undertake emission reduction activities if credit for early action legislation is not
enacted. In response to U.S. ratification of the United Nations Framework Convention on
Climate Change in 1992, industry has participated in a number of government-sponsored
voluntary programs and independent company initiatives to reduce greenhouse gas emissions.
As an example of these activities, enclosed is a list of the projects originally initiated under the
Administration’s Climate Change Action Plan.

For many of the activities undertaken by industry that reduce greenhouse gas emissions,
the benefits other than emissions reductions justify the costs. These include improvements in
energy efficiency in general, reductions in raw material usage, or changes to product profile or
performance.

In other cases an activity may have no benefit other than emissions reductions, or the
non-emission reduction benefits are not sufficient to justify the cost. Examples include
elimination of HFC manufacturing emissions, elimination of flaring operations by oil refineries
or production facilities, or conversion of electric power plants from coal to natural gas.

These activities require multi-million dollar investments by individual corporations.
Absent a specific mandatory requirement or an assurance of early action credit, corporations that
are trying to flourish or simply survive in an increasingly competitive global market will be
hesitant to make these investments. We believe that credit for early action increases the
incentives, or at least reduces the disincentive, towards taking these actions.

It is possible, as we discussed during the hearing, that assurance of baseline protection
could positively impact these environmentally sound decisions. We look forward to discussing
this matter with you in the very near future.

Sincepely,

o

Kevin J. Fay
Executive Difector
Enclosure

2111 Wilson Bivd. Suite 850  Ariington, VA 22201 Telephone: 703-841-0626  FAX: 703-243-2874
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Mr. McINTOSH. The reason I've asked you these questions is be-
cause I want to know what behavior will change versus what desire
there is for people to make money. Because it strikes me that when
companies make money off of an early action credit, somebody else
is going to have to pay for it in the future in terms of taking even
greater reductions that they may make at some future date.

Mr. Fay. I don’t think we’re suggesting that we’re trying to make
money on early action credits. I think what we are suggesting is
we don’t want to be in a position of creating again, regulatory jeop-
ardy in the future if their actions, if their actions that were taken
today don’t count 10 years from now. But the question is would
they.

Mr. McINTOSH. But the question is would they not take those ac-
tions today.

Mr. FAY. And I would have to suggest that there are actions that
may not be taken today.

Mr. McInTOSsH. That’s what I would like you to supply for us—
some concrete examples of that. Let me now turn to Mr. Palmer.
I've got a question for you. You mentioned the Internet. Have you
seen any projections in terms of the percentage of the electricity
gen?erated that will be used by the Internet say 5, 10 or 15 years
out?

Mr. PALMER. If you take the historical path, the studies that we
did with the Internet begins with coal. And these are preliminary
conclusions because no one has looked at this, and I might just add
as a digression here I think it might be very useful for this com-
mittee to ask the GAO to take a look at electricity implications of
what Congress has done here and the administration itself. We
have to answer these questions if we're going to grow the Internet
because you need electricity. But the preliminary conclusions in our
study, the “Internet Begins with Coal,” is that current U.S. demand
is about 8 percent as related to the Internet. And 30 to 40 percent
of all increased U.S. demand since the Internet became a big thing,
1995, the growth and electricity demand is related to the Internet.
It you take that and extrapolate it there are about 60 or 70 million
Americans on line today and there are a total of 150 million people
approximately on line worldwide. You could come up with some
numbers with respect to what happens when you go to a billion.

Now, the conclusion that we have in our report is that when you
go to a billion, worldwide, you need electricity generating capacity
equal to what’s on the ground in the United States today and what
is on the ground in the United States today is a very large number.
V\lfe burn a billion tons of coal in the United States today in power
plants.

Mr. McCINTOSH. Per year you said.

Mr. PALMER. Per year, 1 billion tons. In close to 500 power
plants. I'm suggesting, Mr. Chairman, that it is going to swamp all
of the policy experts’ projections with respect to electricity demand.
It makes people like Amery Lovins, who made his living preaching
negawatts, and it makes him yesterday’s news. The notion that we
are going to conserve our way to a brighter future is nonsense. You
have to burn fossil fuels to make electricity and the coming de-
mand worldwide because of the Internet is enormous and it’s not
stoppable.
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Mr. McINTOsH. I'll have to think a little bit to wrap my hands
around the billion or——

Mr. PALMER. Billion people on line.

Mr. McINTOSH. Speaking in the United States you indicated
there were about 60 million people connected to the Internet.

Mr. PALMER. 60 to 70 million are the numbers I see most com-
monly used.

Mr. McInTOSH. What are the projections for the number of peo-
ple “on line” in 5 or 10 years?

Mr. PALMER. Our growth is actually projected to be
percentagewise not as great, so we might go to 150, you might get
a little over a doubling, but it’s the rest of the world where the
growth is going to be the greatest. But even in the United States
the growth will be dramatic.

Mr. McINTOSH. And so if it doubled the number of users does
that mean, is it fair to say that Internet-related electricity demand
goes from about 8 percent to about 15 percent?

Mr. PALMER. I think that’s right. Well actually it depends on
what happens to the rest of the economy. And this isn’t in the
study, but I do think we see it in our business that the Internet
driving, the economy through the new startup companies in the
Internet. You see it with young people that you know, maybe mem-
bers of your family that go to work for the dot coms. I have a
daughter who has done that, the startups, the boutique firms. It’s
happening everywhere all the time. This extraordinary growth in
the U.S. economy that we have is nationwide and it tends to be
very even no matter where you go. I believe it is related to that.
So if you have more economic growth generated by the Internet,
then the Internet itself, those numbers may change. But I would
say it would be safe to conclude that if you have a doubling of peo-
ple on the Internet in the United States that the electricity supply
required for the Internet would go to 15 to 20 percent based on the
study, this preliminary study we’ve done.

Mr. McINTOSH. Just so I can again get my hands around that
billion people figure, the electricity that you said required to fuel
that will be equal to the amount produced by the United States.

Mr. PALMER. Yes.

Mr. McINTOSH. What percentage will that be assuming a static
amount of electricity used for other purposes for worldwide con-
sumption.

Mr. PALMER. The United States today is 25 percent of the total
electricity demand worldwide. We are criticized for this by the way.
The environmental community thinks we live too well, that we
need to cut back the way we live. That we need to change the way
we live. We use by far more energy than any other society on
Earth. We're 25 percent of that total. So if you double worldwide
production, in the next 5 to 10 years because of the billion people
that Intel says are going to be on line, 1 billion additional people,
you're adding an increment of 25 percent to worldwide electricity
demand by definition. And I think that probably is going to under-
state it, which is going to be a lot of CO; in the air.

Mr. McINTOSH. From the Internet. So therefore between 20 and
30 percent, we would have to work out the math, of worldwide elec-
tricity consumption in the future will go to the Internet.
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Mr. PALMER. Will go to the Internet.

Mr. McINTOSH. And Internet-related demand currently is a very
small percentage.

Mr. PALMER. Right now it’s a very small percentage.

Mr. McINTOSH. Thank you. I wanted to get in my own mind
where we were headed with that and what the magnitude was. I
do have a couple more questions but let me turn now to Mr. Terry
see if he has any.

Mr. TERRY. The new motto is recycle, reuse and log off?

Mr. PALMER. That’s it. We're going to ration Internet access. So
put in for your time slot.

Mr. TERRY. Well, I'll remember that when I want to check out
the Huskers Web site the next time out. For the Environmental
Defense Fund, there’s no reason for you to just sit there, let me ask
you a question. One of my concerns in this allocation is who are
the winners and the losers by way of big business versus small
businesses. I missed the first part of your testimony, but I know
that you’ve hinted about it and or discussed it in your written testi-
mony. Let’s talk about it a little bit more.

The crediting program would if reallocate the compliance credits
from firms that don’t act early to those who do—I think that’s the
way it works—you nonetheless maintain that small businesses
would enjoy some form of economic benefits, that the overall bur-
den on the national economy would be less. I'm getting lost on that
to tell you the truth. For one, it assumes that small businesses
would not be able to compete in this, which is probably an accurate
statement. But also it seems to recognize that they would benefit
because of what I'll call a “trickle down theory.” But I'm getting
lost how they’ll benefit from that. Perhaps you could explain to me
how small businesses that wouldn’t be able to compete for these
will enjoy this benefit?

Mr. Krupp. Absolutely. That’s a very fair question and a good
one. I think what you’re really asking is a design question. Can you
on the Hill together with those in the private sector design a sys-
tem that allows small business a level playing field and equal ac-
cess to participate. I'm confident that you can. In fact the proposal
that was introduced yesterday by Congressman Lazio and Con-
gressman Dooley and about 10 other Congressmen does allow small
businesses to play and allows small businesses to earn these cred-
its through a variety of means, first of all by making sequestration
credits available. It’s easy to see how sequestration credits could be
monetized and parceled out and purchased by small businesses.
Second, it facilitates the playing by small businesses which would
be expected to face higher transaction costs by allowing a pooling
concept, a bunch of small businesses, associations of dry cleaners
could get together, associations of any sort could get together and
pool their actions.

So, in terms of the premise that it’s important that small busi-
nesses be allowed to play, I completely agree. And I think there are
ways through intelligent design that a good credit for early action
bill can anticipate that and I would include the proposal by the
Congressmen introduced yesterday in that category.

I would say that you're quite right that as the expected emissions
growth goes down because there are incentives to make that busi-
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ness as usual curve go down, the burden on the whole economy, in-
cluding small businesses, would go down. So that is yet another ad-
vantage.

Might I mention that I’ve become aware of an enterprise in Iowa
recently, Sherwood Forestry, a couple of enterprises, actually,
Americo 2 and Sherwood Forestry, both of which are small busi-
nesses devoted to working directly with farmers to harvest carbon
dioxide sequestration credits on a strictly business basis. Now, our
information is that one of these businesses is working in coopera-
tion with the Iowa Farm Bureau.

This is the sort of participation not only by small conventional
business, but also by small farmers and farming businesses that
Senator Lugar, actually a Republican from your home State, as you
know, Mr. Chairman, of Indiana—he has actually introduced a bill
on the Senate side to facilitate such transactions to allow more
small farmers to play. It’s really a design question and a very le-
gitimate concern, and one that can be addressed.

Mr. TERRY. I appreciate that. Even though I represent an urban
area of Omaha, NE, it’s a rural State. Our Farm Bureau was in
here asking for $14 billion in bailout because of the ag economy.
I was wondering how they are going to pool those resources. Maybe
the government should just go ahead and buy the credits for them.
I am still at a loss of how small businesses are going to be able
to accumulate the assets to participate and play in this.

Let me go on, though. I want to ask Mr. Fay one question here.
One of the ICCP’s credit for early action principles is no limit
should be placed on the amount of emission reductions or enhance-
ment of things for which early action credit could be earned. But
all of the experts—the Center for Clean Air Policy, the Pew Center,
Resources for the Future—acknowledge that the early action pro-
gram would reallocate Kyoto budget period credits from those who
do not act early to those who do. This principle seems downright
greedy. In fact, someone might even suspect the ICCP advocates of
early action crediting because ICCP member companies expect to
corner the market. Fair discussion.

Is that a reasonable suspicion or not in your opinion?

Mr. FAY. It’s not a reasonable suspicion at all, Mr. Terry. The
reason that we have said that there shouldn’t be any limits is be-
cause if entities are able to produce verified reductions, there is no
legitimate reason, in our view, for them not to be credited with
those reductions. That doesn’t deal with the issue of—what we
have set as one of our principles is that you should be credited with
the reduction.

We are not saying that the value of the credit should be deter-
mined at this time. That will be determined when ultimately the
Congress gets around to adopting some future programs. So there
shouldn’t be a question of whether you have earned the credit, did
you actually reduce the ton. But what that is precisely worth, that
1s not going to be decided until, if and when there is a mandatory
program.

But you shouldn’t start discounting credits. If an industry has
taken steps and reduced a million tons of carbon, they ought to be
credited with reducing a million tons of carbon. It’s pretty silly to
start discounting that now.



107

If you have got to the point where there was a mandatory pro-
gram, you might be limited in how many of those credits you could
use at one time. That perhaps might be a reasonable proposal. But
if the incentive is to encourage taking steps to reduce tons, it is—
it would be a silly exercise, particularly at this stage in a voluntary
program to start saying, well, you can’t have credit for—you can
only have credit for half of what you actually did. That, as an exer-
cise, is—in our view, is pretty silly.

It is not a question of trying to corner the market to other peo-
ple’s disadvantage. We would like to see those credit programs be
designed ultimately to establish the fact that the reductions oc-
curred and not ultimately to disadvantage any future actors if
there is a mandatory program. We are not saying there should be
a mandatory program in the future.

Mr. Krupp. Congressman Terry, if I might add, the idea that big
businesses may stand to gain more credits, if you look at the fact,
if we are trying to bend down the business’s usual curve, big busi-
ness who are the big emitters are the ones that we are trying to
incent. So if one thinks climate change is real or may be real, if
one thinks there are risks to the U.S. economy by allowing the
curve to continue and face regulatory action in the future that
would be harsher if we don’t bend down the curve, then, yes, the
idea is to come up with a system that will get big emitters to emit
less. So I would acknowledge that to you.

I would also note, though, that the United Kingdom, Canada,
New Zealand, Norway, Denmark, in their highest levels of govern-
ments and their parliaments are moving ahead to establish these
programs. When you think of the benefits that would accrue to
their economies as they develop new technologies, new ways to
power the Internet with less energy, new ways to have more effi-
cient cars, it becomes a real risk that if we don’t adopt a similar
system, we will be left behind competitively from a competitiveness
standpoint. That troubles me.

I see this proposal as a very modest proposal in view of the risks.

Mr. TERRY. Let me give you the forum here.

Mr. RIDENOUR. I would like to throw in my 2 cents here. It has
been suggested that this emissions crediting system would allow us
to spread out over time and avoid the wrenching consequences of
Kyoto. It is an insurance policy, we are told.

But they wouldn’t allow us to avoid these wrenching con-
sequences. Early crediting would simply redistribute them as you
have wisely suggested, to small business. The plain fact of the mat-
ter is that small businesses don’t have the kind of lobbying power
here in Washington, DC, to be able to get early credits. The Kyoto
Protocol, as you have also suggested and groups such as the Pew
Center have suggested, requires that any credit that is given by
the President of the United States, would have to come out of the
total that is allowed for the United States under the Kyoto Pro-
tocol. That’s assuming, of course, that there aren’t changes to the
Kyoto Protocol. But right now as it stands, it would come out of our
allotment.

That is something that should concern us a great deal. Remem-
ber, small business creates two-thirds of all new jobs in this coun-
try. We are talking about competitiveness here.
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I also want to point out that if we are really concerned about
people who are disadvantaged in this country, blacks and His-
panics, we can’t possibly support early action crediting. What kind
of businesses do you suppose they have? They are small businesses.
We should not snuff out their chance at the American dream.

Mr. TERRY. I have got some folks in my office, but this is fun.
Can I have one more question?

Mr. McINTOSH. Sure. You have been with us diligently all day
long.

Mr. TERRY. Getting back to Mr. Fay, I guess we are going right
to left from our perspective at least. In your testimony, you write
that, “the failure of the credit voluntary emissions reductions could,
unfairly,” force early reducers to make more costly reductions later.

But isn’t this a problem of your own making, a problem groups
like the ICCP have brought upon themselves by promoting the con-
cept of a mandatory global treaty?

Mr. FAY. I don’t think that I am going to characterize us as pro-
moting a mandatory global climate treaty. We were organized to
provide what we consider to be responsible input into a policy proc-
ess. We have attended all of these negotiations.

It is pretty amazing to go to a negotiation for 10 years to watch
170 countries, including our own government, including Repub-
licans and Democrats, and there is no country opposed to dealing
with climate change. So if you want to look big business in the eye
and say, well, climate change isn’t an issue, it would be pretty hard
to convince them of that based on the activity that we have seen
to date.

We do believe that there is some compelling scientific concern out
there that this is an issue that is going to be dealt with. We also
believe that technology, hopefully, will deal with this problem or
survive the policy processes so that technology can deal with the
problem. We think that we are going to have the technology solu-
tions to do that.

But there is no question the policy process is moving on ahead
and no one seems inclined to say there is not going to be a climate
change policy. What we are saying is, if you are going to do this,
it should be done on a market basis. Every economic study that I
have seen says that the market-based approach reduces costs 40 to
80 percent. But if you are going to do this, that’s a policymaker’s
decision. And at the same time we should try to do this as cost ef-
fectively as possible so that we can manage our way through this
and so that we can introduce the technologies to achieve the objec-
tives that, frankly, the policymakers have yet to identify.

Mr. McINTOSH. Thank you for joining us, Mr. Terry; I appreciate
it.

I do have a couple of more questions, just following up on Mr.
Terry’s and our earlier discussion, Mr. Fay. Am I incorrect in un-
derstanding that one of your core concerns is the fairness of the
baseline that gets established in the future? Would that concern be
solved if either at the time the protocol is ratified or as a separate
policy statement in advance of that, the Senate and Congress
agreed that when they establish the baseline for compliance they
will adjust from 1990 forward, based on what industry changes has
happened?
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Mr. Fay. That goes a long way toward addressing our concerns,
yes. I would also be willing to accept Mr. Kemp’s offer of a tax ex-
pensing provision in lieu of a credit, if they would like to do that,
too.

Mr. McINTosH. Well, I will tell you my concern about an early
action credit program goes way down when the credit that is re-
ceived is a tax credit or even a credit against other environmental
compliance, because you don’t have these perverse incentives in the
policy debate on Kyoto. That’s really a timing question. Once the
decision has been made by the Senate to ratify that treaty then,
sure, have the credits for actions that are already established pol-
icy. OK.

Mr. FAY. Let me just say, though, that we started talking about
credit long before there was a Kyoto. We don’t see this as Kyoto
driven. The problem is the Framework Convention that we ratified
and is the official statement of the United States on climate
change: that climate change is a problem, that 1990 is going to be
our baseline and we have made a national commitment to reduc-
tion measures and, now, all of the discussions about mandatory
programs in the future. Well, between 1990 and whenever we get
to that mandatory program, things are going to change. Companies
like Intel, the semiconductor industry is five times the size they
were then.

Mr. McINTOSH. You read “Kyoto” as a shorthand for mandatory
requirements in the future, which I don’t think is established policy
of the country.

Mr. FAY. No. I am saying that our credit protection discussion is
not—our opposition is not based on the fact that Kyoto is out there.
It’s based on the fact that all of the discussion that we have seen
on climate, every indicator that we have seen is that at some point
somebody is going to propose a mandatory program. We are not
saying that we want a mandatory program. We would love to do
it on a voluntary basis if we could.

Mr. McINTOSH. Let me be clear, my concern about a program for
early action credit is giving you credit toward any future manda-
tory program because it creates perverse incentives for adopting
that policy. Credits toward other things, such as tax credits, I am
happy to do; I think that makes sense. You create incentives for
people to do something that is socially useful. That’s assuming the
science is correct or assuming, as Mr. Krupp pointed out, that in
uncertainty you want to take some policy action.

Thank you. I think that you have cleared up in my mind the dif-
ferent concerns that your group has, although I really would like
some of those specifics that we talked about.

Mr. Krupp, let me ask you, have you had a chance to see a
story—I think it appeared today in the GreenWire, titled, “Critics
say EDF tainted by association with ERT?”

Mr. Krupp. I have.

Mr. McINTOSH. You haven’t seen that?

Mr. KrupP. I have seen that.

Mr. McINTOSH. So you are familiar with it. Some critics say that
EDF would profit from the policy of which it is a leading supporter,
essentially this early action credit policy. Now, some people believe
that EDF was the chief outside consultant in developing some of
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the language of that legislation specifically over in the Senate. Is
that perception a correct one?

Mr. Krupp. I think EDF was one of a series of constituent groups
that participated in discussions that led to the Senate bill.

Mr. McINTOsH. Did you work at all or did EDF work at all on
the measurement and verification section?

Mr. KruPP. I am sure we consulted on the entire bill.

Mr. McINTOSH. I assume that you are familiar with this. That
section would permit qualified independent third parties to meas-
ure, track, and report emission reductions on behalf of participants.
You are more familiar with this legislation than I am, having con-
sulted and given opinions to the Senate in its drafting. What type
of organizations are qualified to measure, track, and report emis-
sions reductions and would EDF or Environmental Resources Trust
or EEI, I guess, would any of those entities fit the description of
qualified independent third party?

Mr. Krupp. Let me—EDF, I am told, would not fit the descrip-
tion. It’s unclear whether ERT would or not. Perhaps it would be
useful, Mr. Chairman, since you have raised the question if I—I
understand it is a legitimate question to ask when the money is in-
volved, what is going on—if I explained a little bit about ERT and
EDF.

Mr. McINTOSH. I'm sorry, Mr. Krupp, but would you repeat that
last

Mr. KrRUPP. Since you have raised this issue, perhaps you would
like me to explain, and I would appreciate the opportunity to ex-
plain a little bit about EDF’s role and ERT’s role.

Mr. McINTOSH. Absolutely. In fact, that was going to be my next
question. Please do.

Mr. KrupPP. I think when money is involved people have a right
to ask questions. I don’t take offense at people asking tough ques-
tions of us, just as we ask tough questions of ourselves and others.
Especially since there are folks who don’t like emissions trading to
begin with, I can understand why these questions would be asked.

Let me make three points

Mr. McINTOSH. Also, if I can interject, so you know where I come
from, I like the concept of emissions trading in general. I commend
what EDF has done in some of the other areas, in acid rain and
any other policy areas. So it’s not an automatic that I'm opposed
to those types of ideas. I tried to explain earlier some of the factors
that lead me to be concerned about this particular legislation. But
you are right, there are probably some people out there who are op-
posed to——

Mr. KruUPP. I appreciate that, Mr. Chairman, that you were part
of the Bush administration that came up with the historic innova-
tion of acid rain emissions trading, and I am very appreciative of
that. But the Environmental Defense Fund’s advocacy of these
market-based solutions, as is illustrated by that particular exam-
ple, when we advised the White House—and “advised” is the right
word in all of these cases—about how to establish a market-based
policy for acid rain is part of a long tradition at the Environmental
Defense Fund of believing that market-based solutions offer flexible
opportunities to get performance, get environmental benefits.
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We have worked with legislators on water marketing in Cali-
fornia, part of the Miller-Bradley act that was enacted at CDPIA.
We have worked with companies from McDonalds to—as various as
from McDonalds to British Petroleum on various voluntary pro-
grams to get environmental gains, just as we have continued to liti-
gate and engage a whole wide variety of tools.

So at no time has the Environmental Defense Fund’s advocacy
been affected by the fact that a couple of years ago we did help to
create an independent 501(c)3 organization whose mission, I might
say, is my second point, is also environmental protection. The
whole concept that there is a supposed conflict of interest between
two independent 501(c)3s, both nonprofits, both with environ-
mental missions, one that chooses advocacy and one which chooses
transactions, strikes me as odd. I just don’t see it. But to the extent
that the Environmental Resources Trust ever earns fees or reve-
nues that exceed expenses, as I understand their operations, those
revenues would be plowed right back into environmental projects.
In no case will funds ever flow from the Environmental Resources
Trust to the Environmental Defense Fund.

My third and final point is that because the missions of these or-
ganizations are both environmental missions, because both organi-
zations believe in market-based transactions, I think the fact that
EDF has a continuing relationship and that three of our staff mem-
bers serve on the board of Environmental Resources Trust is a use-
ful confluence that allows for synergies because if one believes that
these market mechanisms are good ways to achieve environmental
progress, as we do, then having the ability to work with an organi-
zation that is doing demonstration transactions like ERT is good
from the perspective, my perspective as head of the Environmental
Defense Fund.

So I don’t see the case for a conflict; I see a real confluence. But
there are no revenues that are going to flow back to the Environ-
mental Defense Fund from this whatsoever.

Mr. McInTOosH. OK. You have addressed the conclusion which
that article moved toward, and I am glad that you were able to put
that on the record. Let me, though, ask you a couple of questions
about ERT. I think that I understand the difference between EDF
and ERT. You are telling me they are separate entities with some
overlap on the board, and you EDF helped ERT to get started, but
they are run as independent organizations.

You may not be able to answer some of my questions about them,
but let me ask you if you know. Does ERT have contracts or memo-
randums of agreement to monitor and certify emissions reductions
with any company at this point, particularly any utility?

Mr. KruPP. Yes.

Mr. McINTOSH. They do? Do you know what that arrangement
is and what that company is?

Mr. KrupPP. The company is Niagara Mohawk.

Mr. McINTOSH. What is the nature of that memorandum of un-
derstanding and, in particular, how is ERT compensated for pro-
viding the monitoring services?

Mr. KrRUPP. It’s—there is compensation for the reporting of emis-
sions that is provided to ERT by Niagara Mohawk under that
memorandum.
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Mr. McINTOSH. And I think this came from a press release from
ERT, but they were to receive some of the compensation as a com-
mission on reductions sold or transferred, is that right, and then
some emissions credits themselves?

Mr. KrupP. That was discussed but, no, that is not the way that
it works.

Mr. McInTOSH. OK. Share with me then how it does work.

Mr. KRUPP. I think I just did. There is straight monetary com-
pensation for the provision.

Mr. McInTOsH. OK. It’s a flat fee that they are paid?

Mr. KrRUPP. Yes.

Mr. McINTOSH. OK. And they are capable of entering into the
business of monitoring those emissions credits for which they un-
derstandably would ask for a fee to do that work?

Mr. KruPP. Yes.

Mr. McINTOSH. Let me ask this.

Mr. Krupp. Mr. Chairman, I guess the services that are provided
really are reporting as opposed to monitoring. ERT would have to
interact with others who would do the monitoring.

Mr. MCINTOSH. So the company or monitors—they hire someone
else to monitor, and the ERT certifies that they are correct?

Mr. Krupp. Essentially, yes. An independent public registry is
provided by ERT.

Mr. McINTOSH. Based on my experience in the Bush administra-
tion that you referred to, an independent registry gives people a
great deal of comfort that, in fact, reductions are occurring. I un-
derstand the purpose of it.

You can understand, I think, dealing in public policy as you do,
the concern that arises that there would be, if not an actual mone-
tary benefit to the Environmental Defense Fund, an appearance
that there may be a potential here to benefit from this legislation.

Would you support language being added to the legislation that
prohibits companies or charitable organizations, whatever, from re-
ceiving compensation other than compensation for the monitoring
service from those individuals or those entities that they monitor?
In other words, people with conspiracy theories could construct a
scenario where ERT is monitoring Mohawk and Mohawk is also ap-
proached by EDF for a financial contribution. Would you agree that
it would be important, to maintain the integrity of the legislation,
that that be prohibited?

Mr. KrupP. I think there is a simpler solution, Mr. Chairman.
Environmental Defense Fund doesn’t accept contributions from
anyone that emits. We have never accepted a corporate contribu-
tion from a utility or manufacturer, period.

Mr. McCINTOSH. So yours are more broad in avoiding that appear-
ance of conflict?

Mr. KruPP. I think that we have found, in effect, a solution. We
are not supported by companies that emit pollution, manufacturing
business and the oil business. Out of our $30 million budget last
year, I would be surprised if one-tenth of 1 percent of our income
came from corporate foundations, and if so, I think Newman’s Own
gave us a gift.

Mr. McINTOSH. Two questions then arise. I think that you are
correct in pointing out that that would solve the problem for you.
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I assume that you would make pledges to not change that policy
if EDF or ERT entered into the monitoring business.

Mr. KruppP. We are not going to change that policy.

Mr. McINTOSH. Given that, do you think that it would be good
to change the legislation so that other non-profit organizations
Woulld? have the same legal restraints that you have adopted volun-
tarily?

Mr. Krupp. I would be happy to look at any suggestions that you
draft and comment on specific language.

Mr. McINTOSH. Good. I appreciate that.

I appreciate your candor on this, and hopefully we have given
you the opportunity to respond to that article.

I have no further questions. Anybody else?

Mr. Ryan.

Mr. RYAN. Where is Jack Kemp?

Mr. McINTOSH. Catching a football.

Mr. RYAN. I just want to apologize, Mr. Chairman. Like you got
dragged into an office with the Ways and Means chairman, I did
with the majority leader on some important issues—important to
Wisconsin. So sorry about being late.

Mr. McINTOSH. Diary farmers?

Mr. RYAN. It has something to do with part of our daily diet; let’s
put it that way. At this time I really have no questions.

Mr. McINTOSH. Thank you, Mr. Ryan. As I said, we will keep the
record open for 10 days. If the minority has any additional ques-
tions, since Dennis wasn’t able to get back, you can forward those
on to the witnesses.

Thank you for participating. I appreciate it greatly. The hearing
is adjourned.

[Whereupon, at 5:44 p.m., the subcommittee was adjourned.]
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