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There are a variety of energy challenges confronting the United States at this time:
First, electricity reliability problems and price suages have become a major crisis in
California and are threatening to reach the crisis level in other regions of the country.
Second, natural gas prices have increased by 100% or more in many parts of the country,
 causing skyrocketing home energy bills this winter. And high natural gas prices are expected
1o continue due to tight supplics and growing demand. Third, our reliance on imported oil

~has grown due to a combination of declining domestic oil supply and growing demand linked -
to the lack of fuel efficiency improvement in motor vehicles.

: These interrelated challenges bave increased public concern and propelled energy
policy back to the "front burner” among national policy issues. The Bush Administration has
established a new Energy Policy Task Force and various members of Congress are
developing energy legislation. Prospects for adopting comprehensive new energy legxslauon
are better today than they bave been for the past decade.

New energy legislation is likely include sections aimed at expanding domestic energy
supply as well as restraiming growth in energy demand. It is critical that this legislation
include a strong set of mitiatives to increase the efficiency of energy use. Increasing energy
efficiency should be the comerstone of national energy policy since it provides a host of
economic, environmental, and national secunty benefits. In particular, increasing energy

efficiency will:

> reduce energy waste and increase productivity, without forcing consumers or
businesses fo cut back on energy services or amenities;

> save consumers and businesses money since the energy savings more than pay for any

_increase in first cost;
> reduce the nsk of energy sbortages and i 1mprove the rehability of overtaxed electric

systems,

> ‘reduce encrgy imports; :

> reduce air pollution of all types since bummg foml ﬁaels 15 the main source of most
types of air pollution;

> lower U.S. greenhouse gas emissions and thcreby help to slow the rate of global
warming.

Furthérmore, i increasing energy efﬁc:ency does not .mscnt a trade-off between
enhancing pational security and reliability on the one hand and protecting the environment on
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the other, as do a number of our energy supply options (e.g., opening up the Arctic National
Wildlife Refuge and other environmentally sensitive areas to oil exploration). Increasing
energy efficiency is a "win-win" strategy from the pcxspecnve of economic growth, national
security and reliability, and environmental protection.

This set of energy efficiency policy recommendations will increase the efficiency of
encrgy use in our homes, commercial buildings, factories, and vehicles. It will lead to
significant reductions in future demand for electricity, oil, natural gas, and coal. It does not
entirely solve our nation’s energy problems-other policies to increase the energy supplics,
especially cleaner energy supplies, also are needed. But adopting these policies will
significantly reduce energy demand growth over the next 20 years, thereby reducing the
problems and need for other policies that are not "win-win” options; i.e., that involve trade-
offs between greater domestic production and secunty, economic well-being, and

environmental protection.

The policy recommendations are listed below. They involve a wide range of

" mechanisms including financial incentives, financing, vohmtary initiatives, stronger

efficiency standards, expanded R&D, and better information and education. No one
approach is adequate for transforming markets and increasing the efficiency of energy use on

‘a large scale throughout the economy. For each recommendation, we present background,

the specific proposal, precedents, and estimated impacts. !
List of Recommendations

1. Public Benefit Trust Fund

.- 2. Vohmtary Agreements and Incentives to Reduce Industrial Energy Use
3. Tougher Fuel Economy Standards on New Cars and Light Trucks

4. Tax Credits of Fuel Cell and Hybrid Electric Vehicles

5. Expand Gas Guzzler Tax and Rebates for Efficient Vehicles

6. Improved Vehicle Labeling

7. New Apphiance Efficiency Standards

8. Tax Credits for Efficient Appliances, Heating, and Air Condmomng qupmemt

9. Expand Labeling and Promotion of Energy-Efficient Products .

10. Financing and Technical Assistance for Efficiency Investments in Public Buildings

‘11. Expand Use of Combined Heat and Power through Envnomncntal Permitting Reform

12. Expand Use of Combined Heat and Power throngh Enbanced Uhhty Gnd Access

! For estimates of the overall impacts that these pobcxa could have if adopted
togethes, see Geller, Bernow and Dougherty 1999; Interlaboratory Working Group 2000.
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Policy: Public Benefit Trust Fund as Part of Electric Utility Restructuring
Backgronnd

Electric utilities hsstoncally bave funded programs to encourage more efficient energy
use, assist low-income families with home weatherization and energy bill payment, promote the
development of renewable energy sources, and undertake research and development. However,
increasing competition and restructuring have led to a decline in these “public benefit
expenditures” over the past five years. Total utility spending on all demand side management
_ programs (i.e., cnergy efficiency and peak load reduction) fell by nearly 50% from a high of $3.0
billion in 1993 to $1.6 billion in 1998 (1998 dollars).

Proposal

In order to ensure that public benefits activities continue following restructuring, 15 states
have established public benefits funds through a small charge on all kilowatt-bours (kWhs)
flowing throvgh the transmission and distribution grid. This policy would create a national
public benefits trust fund, similar in concept to the public benefits fund included in the Clinton
Administration’s federal utility restructuring proposal. The federal trust fund would provide
maiching funds to states for eligible public benefits expenditures. This policy would encourage
states and utilities to continue or in some cases expand cnergy cfficiency and other public
benefits activities. The size of the public benefits trust fund we recommend is based on a non-
bypassoble wires charge of two-tenths of a cent per kWh.

Once a public benefits fund 1s adopted, utilities, state agencies, or some other state-
designated “fund manager” would carry out energy efficiency programs. In a more competitive,
~ “restroctured” utility market, these programs typically focus on assisting consumers unlikely to
receive energy efficiency services by the private sector (j.c., low-income households or small
businesses), expanding the private energy services industry, and encouraging market
transformation. The programs lead to efficiency improvements in appliances, lighting, HVAC
systems, motor systems, etc.—areas where there is still enormous cost-effective energy efficiency
potential.

Precedents

As noted above, 15 states including Cahforma, New York, New Jersey, Wisconsin, and
various New England states already have enacted state public benefit funds to support energy
efficiency and other programs. The Clinton Administration has proposed a pation public benefits
trust fund based on a charge of one-tenth of a cent per kWh, half the level proposed here. Our
recommendation is included in wtility restructuring bills sponsored by Senator Jeffords® (S. 1369)
and Rep Pallone’s (H.R. 2569) .

Impacts

Our analysis estimates the incremeatal investment in and savings from energy efficiency
measures as a result of the federal public benefits trust fund. We do not include savings from
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public benefit programs already underway or likely to occur in the absence of a federal fund. In

i particular, we assume that states gradually expand their eligible programs, using 90 percent of the
- _maxnnumﬁmdsavmlablebyZOOSandd)crmﬁer Based on historical trends, we assume that
energy efficiency programs represent 59 percent of the public benefits expenditures and that
energy savings typically cost $0.03/kWh on a Jevelized basis. We also assume that 20 percent of
all participants are “free riders” (i.c., consmerswhowmﬂdmv&dmeﬁincncymmsmmthe
absence of state/utility programs).

These assumptions result in mcremental end-use electricity savings of 131 TWh (3.6%) in
2005, 343 TWh (8.8%) in 2010, and 756 TWh (17.4%) in 2020, according to the ACEEE. Most
"of these savings are likely to be in the residential and commercial sectors since they are the main
focus of state/utility efficiency programs using public benefits funds. The total investment in
efficiency measures stimulated by the federal public benefits fund is estimated to be $106 billion

while the energy bill savings are expected to reach $238 billion. (net present value through

2020), meaning net benefits of $132 billion. Furthermore, ACEEE estimates that this policy will
reduce CO2 emissions by 103 WrofmrbonbyZOIOandMWTby 2020, when
implemented together with other energy efficiency and renewable energy initiatives.
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Policy: Voluntary Agreements and Incentives to Reduce Industrial Epergy Use

Background

The industrial sector accounts for about 39 percent of total U.S. energy consumption.
Manufacturing represents about two-thirds of industrial energy use, with six energy-intensive sectors
_ dominating (petroleum refining, chemicals, primary metals, paper and pulp, food and kindred

products, and stone, clay, and glass products). There is substantial potential for cost-effective
efficiency improvement in both energy-intensive and non-energy-intensive industries. For example,
an in-depth analysis of 49 specific energy efficiency technologies for the iron and steel industry
found a total cost-effective energy savings potential of 18 percent.

Proposal

Ioorderto mxﬁﬁl‘awd?sp—rﬁd—ﬁiﬁ—ymvmmm*ﬁﬁfﬁ
propose that U.S. government (White House or DOE) establish voluntary agreements with individual
companies or entire sectors. Companies or entire sectors would pledge to reduce their overall energy
and carbon emissions intensities (energy and carbon per unit of output) by a significant amount, say
at least 15-20 percent over 10 years. The government would encourage participation and support
implementation by: (1) providing technical and financial assistance to participating companies that
request assistance, (2) offering to postpone consideration of more drastic regulatory or tax measures
if a large portion of industries participate and achieve their goals, and (3) expanding federal R&D
and demonstration programs.

In order to geta large fraction of industnies making serious commitments and entering into
voluntary agreements with the federal government, it may be necessary for the government to
threaten to take more drastic action. For example, the government could indicate that is was going
10 issue carbon emissions standards or energy efficiency standards on major types of industrial
processes (¢.g., steelmaking, aluminum production, paper and pulp making, petroleum refining, etc.),
or adopt energy or carbon taxes, if industries did not enter into meaningful voluntary agreements.

Precedents

A number of major companies are demonstrating that it is possible to signiﬁcamly reduce
energy and carbon intensity while enbancing productivity and profitability, and have set voluntary
goals for doing so: For example, Johnson and Johnson set a goal in 1995 of reducing energy costs
10 percent by 2000 through adoption of “best practices” in its 96 U.S. facilities. As of April 1999,

. _they were 95 percent of the way towards this' goal, with the vast majority of projects providing a
payback of three years or less. In 1998, British Petroleum announced it would voluntarily reduce its
carbon emissions:to 10 petcem below 1990 levels by 2010, representing an almost 40 percent
reduction from projected emissions levels in 2010 given “business-as-osual” emissions growth. And
DuPont announced it would reduce its GHG emissions worldwide by 65 percent relative to 1990
levels while holding total energy use flat and increasing renewable energy resources to 10 percent
of total energy inputs by 2010. DuPont is on track for achieving earlier commitments to reduce
energy intensity 15 percent and total GHG emissions 50 percent by 2000, relative to 1990 levels. If
J&J, BP, and DuPont can make and deliver on these vohmtary commitments, so can other
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companies.

Voluntary agreements between government and industry along the lines proposed here have
resulted in substantial energy intensity reductions in some European nations such as Germany, the
Netherlands, and Denmark. Voluntary agreements between govemnment and industry have been used
on a limited basis to achieve energy or environmental gains in the United States. For example, ...

Impacts -

In order to estimate the impacts of this policy, we rely on a recent, detailed analysis of
voluntary agreements carried out by a team from national laboratories. Based on this analysis, we
estimate that widespread adoption of voluntary agreements and supporting activities could reduce
primary energy use in the industrial sector by about 4.2 quads (11 percent) in 2010 and 6.9 quads (16
percent in 2020), relative to energy consumption levels otherwise forecast by the Energy Information

————WMMWAMMOLMQMWMMWW&MW‘
energy basis), with smaller portions coming from petroleum products, natural gas, and coal. The
corresponding reductions in CO2 emissions are 71 million metric tons of carbon by 2010 and 95

million metric tons by 2020.

In order to realize these energy savings, a cumulative investment in efficiency measures of
about $36 billion through 2020 is needed. But the energy bill savings would equal around $98
billion, leading to net economic benefits of about $60 billion (all values are in discounted 1996
dollars).
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Policy: Raise the Corporate Average Fuel Economy (CAFE) Standards for cars and light
trucks

Background

- The average fuel economy of new passenger vehicles (cars and light trucks) has declined
from a high of 25.9 miles per gallon (mpg) in 1988 to 23.8 mpg in 1999 due to increasing vehicle
size and power, the rising market share of Light trucks, and the lack of tougher Corporate Average
Fuel Economy (CAFE) standards. The original CAFE standards for cars were adopted in 1975
- and reached their maximum level in 1985. The standard for light trucks was increased via
rulemaking just 0.2 mpg since 1987. For the past five years, the Congress has prevented the
Department of Transportation from carrying out a rulemaking to consider raising the CAFE
standards.

Proposal

We propose increasing the CAFE standards for cars and light trucks 5% per year so that
they reach 45 mpg for cars and 34 mpg for light trucks by 2010, with further improvements
beyond 2010 (i.c., standards of 65 mpg for cars and 48 mpg for hight trucks by 2020).
Alternatively, the separate standards for cars and light trucks could be combined into one value
for all new passenger vehicles, specifically 39 mpg by 2010 and 55 mpg by 2020 for all new cars
and light trucks combined. This level of fuel economy improvement is technically feasible and
cost effective for consumers according to studies conducted by ACEEE and the Union of
Concemied Scientists. The 5% annual fuel economy improvement is the rate of improvement that
Ford has indicated it will achieve voluntanly for its SUVs over the next five years. If this rate can
be achieved in SUVs, jt can be achieved in all new vchicles made by Ford as well as other
manufacturers, and the rate of irnprovement can continue for ten years or more.

Tougher CAFE standards can be met through technological improvements, both
refinements to conventional vehicle designs in the near term and advanced vehicle technologies
(lightweight matenials, hybrid drivetrains, and fuel cells) over time. Two mass-produced hybrid
electric vehicles with 50-75 percent greater fuel efficiency compared to typical new cars in their
size class were introduced in the United States in 2000 and other hybnid electric vehicles have
been announced. ACEEE and UCS estimate that the 2010 fuel efficiency target can be met with
an average incremental vehicle cost of $830 and the 2020 target at an average incremental cost of

$1,755 (retail cost expressed in 1996 dollars).
Precedents . B "- e

The initial CAFE standards enacted in 1975 were largely responsible for the near
doubling in the average fuel economy of cars and more than 50 percent increase in light truck
fuel economy from 1975 to 1987. The standards were met largely through cost-effective
technologies (e.g., weight reduction, engine efficiency improvement, etc.) and without negative
side effects. Cars got both safer and less polluting at the same time they became more fuel
efficient. In fact the traffi¢ fatality rate (deaths per million vehicle miles of travel) declined by
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about 50% between 1975 and 1997. The Department of Transportation has the authority to raise
the standards via a alemaking; however the Department has been prohibited from doing so by
the Congress via riders attached to annual Appropriations bills in spite of overwhelming public
support in favor of raising the standards.

Impacts

The CAFE standards proposed here could result in about 4 quads of energy savings by

-2010 and 8 quads by 2020, relative to modest improvements in new vehicle fuel efficiency in the

absence of the policies. These savings are equivalent to about 1.9 million barrels of petroleum
per day by 2010 and 3.8 million barrels per day by 2020. The avoided carbon emissions would
reach about 82 million mctric tons of carbon equivalent by 2010 and 164 million metric tons by -
2020. '

In order to realize these energy and carbon savings, a cumulative investment of about
$115 billion in vehicle efficiency measures is needed through 2020. But the energy bill savings
over the same time period would reach about $500 billion, leading to net economic benefits of
about $385 billion (all values in discounted 1996 dollars).
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Proposai: Provide tax credits to purchasers of highly fuel efficient vebicles

Background

Although the average fuel economy of new cars and light trucks is pot rising, a great
amount of R&D and demonstration of innovative vehicle fuel efficiency measures has occurred
over the past decade as part of the Partnership for New Generation Vehicles (PNGV) and other
programs. Vehicle manufacturers are starting to commercialize fuel-efficient hybnd electric
vehicles such as the Honda Insight and Toyota Prius, which achieve 50-85% greater fuel
economy than equivalent conventional vehicles. These cars employ a variety of technologies
including innovative engine designs, weight reduction, and the hybrid clectric powertrain to
reach these impressive fuel economy levels. Other manufacturers plan to introduce hybrid
electric vehicles in the next few years.

- Some vehicle manufacturers also bave indicated that they will start mass producing fuel -
cell electric vehicles starting around 2005. A limited number of fuel cell electric buses have
already been produced and field tested. Fuel cell electric vehicles have the potential for even
greater fuel economy and lower cmissions than vehicles employing an internal combustion
engine, as do the current set of commercially available and prototype hybrid vehicles.

Cost is a major obstacle to the widespread production and sale of highly efficient hybnd
and fuel cell vehicles. Honda and Toyota are absorbing a substantial portion of the cost for their
initial hybrid vehicles (i.¢., selling them at a loss). While costs are expected to decline over ime
as technology advances and economies of scale occur, it is unclear how fast this "leaming” will
occur and whether or not hybnid and fuel cell vehicles will reach cost competitiveness and
widespread market shares without significant public support. Given the enormous public

-benefits-lower oil consumption, lower critena pollutant emissions, and lower greenhouse gas
emissions-that such vehicles promise, it is reasonable for the government to provide financial
incentives initially in order to stimulate mass production and support initial sales of these
innovative vehicles.

Proposal

The Clinton Administration and U.S. auto manufacturers have proposes extending the
current tax credit of up to $4,000 for electric and fuel cell vehicles and also offering a tax credit
of up to $3,000 for qualifying hybrid electric vehicles. Under this proposal, the amount of the
hybnd vehicle credit would be based on the capacity-of the energy storage system and amount of
regenerative breaking. Also, the hybrid vehicle credit would not start unti! 2003 even though

~ some hybrid vehicles already are mass produced and sold. .

We propose extending the current tax credit for electric and fuel cell vehicles through
2008 but suggest fixing the credit at a flat $4,000 per vehicle. This change would give
manufacturers further incentive to reduce the cost of and price of electric and fuel cell vehicles.
Regarding bybrid vehicles, we propose offering tax credits tied to fuel efficiency and emissions
levels, similar to the scheme proposed by the Clinton Administration in 1999. However, the
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credits should start in 2001; they should be extended to all high efficiency vehicles—not just
hybrid vehicles- that are at least 50% more efficient than typical new vehicles in any particular
class; the credits should end or should phase down by 2006 or so; and they should be given only
to vehicles meeting forward-looking emissions standards such as the California ULEV or
SULEYV standards. Also, tax credits should be extended to purchasers (or manufacturers) of
hybrid and fuel cell buses or medium-duty trocks. Such provisions would reward fuel efficiency
innovation of all types and ensure significant energy and environmental bencefits.

Precedents

Extending the tax credits for electric and fuel cell vehicles is supported by the Clinton
Administration and is included in 2 pumber of bills introduced in the 106* Congress with
bipartisan sponsorship. Tax credits for hybrid vehicles also are supported by the Clinton

Administration and are.included.in-a number-of bills-introduced-in the-106® Congress:—However;
as noted above, these bills do not include all of the features suggested above.

Impacts

It is reasonable to assume that on the order of 0.5-1.0 million electric and fuel cell
vehicles and 1.0-1.5 million hybnd electric (or equivalent high fuel efficiency) vehicles would
qualify for the tax credits suggested above, assuming the former run through 2008 and the latter
through 2006. Roughly speaking, these are the number of qualifying vehicles assumed by the
Clinton Administration in their estimates of costs and impacts from their tax credit proposals.
Participation on this scale would have relatively modest direct impacts on energy use and CO2
emissions- energy savings of xxx and avoided carbon emissions of 1.5-2.5 million metric tons
per year. However, if the credits are successful in helping to build markets and advance the
technologies so that these innovative vehicles become competitive in the marketplace and
markets continue to grow after the credits are phased out, the indirect impacts could be many
times greater than the direct impacts; e.g., providing a total carbon emissions reduction of at least
10 million metric tons by 2015. On the other hand, if the tax credits are adopted in conjunction
with stronger CAFE standards, then it is important not to double-count savings. Thus, the
savings from the tax credits should be subsumed under those from the CAFE standards if both
policies are adopted.

DOE002-0020
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Proposal: Expand the Gas Guzzler Tax to Include Light Trucks and Provide Rebates to
Purchasers of Efficient Vehicles :

Background

-~ The average fuel economy of new passenger vehicles is dechmng due to the growing
market share of inefficient light trucks (SUVs, pickups, and minivans) and the lack of standards
or financial incentives stimulating higher fuel economy in all new vehicles. Relatively _
inefficient cars-those with composite fuel economy rating below 22.5 MPG--are subject to a gas
guzzler tax. The tax starts at $1,000 for vehicles 21.5-22.5 MPG and increases to 2 maximum of
$7,700 as fuel economy drops. This policy, enacted in 1978, was relatively successful in
*pulling up” the bottom end of the vehicle fleet. Relatively few new cars are subject to the gas
guzzler tax today. However, millions of gas guzzling light trucks are sold todsy and used mainly

as-passenger vehicles-These vehicles-are not-subject to-the-gas- guzzler-tax;- ereating-a loophole
that encourages production and marketing of these incfficient and polluting vehicles.
Furthermore, the revenue generated by the gas guzzler tax goes to the general Treasury rather
than being used to stimulate greater production and purchase of efficient "gas sipping” vehicles.

Proposal

First, the gas guzzler tax Joophole should be closed by baving the current gas guzzler tax
apply to all new passenger vehicles. 1f a consumer or business wants to by an inefficient vehicle,
they should have to pay for the right to excessively pollute the atmosphere and increase U.S.
dependence on oil imports. Given the sales and fuel economy of light-duty SUVs, pickup trucks,
~ and minivans sold in 1999, automakers would have paid an additional $10.2 billion in gas
.guzzler taxes on their vehicles that year if this policy had been in place. Of course, the objective
is to discourage sales of gas guzzlers and improve fuel economy, so that actual revenue collected

afier this policy is announced and takes affect could be significantly lower. But it is likely that
the policy would generate billions of dollars in new tax revenue each year, at least initially.

In conjunction with closing the gas guzzler tax loophole and the revenues this would
generate, we recommend providing tax credits to cither manufacturers or consurners for vehicles
that are "gas sippers™-significantly more efficient than the average fuel economy of all new
vehicles. The combination of fees on gas guzzling vehicles and febates or credits on gas sipping
vehicles is sometimes referred to as "feebates™. The credits could start at say 20% above the
average fuel economy of new vehicles (i.e., now about 24 MPG ‘based on the EPA composite
rating) and could increase as the fuel economy rating increases, mirroring the way the gas
guzzler tax is designed (e.g., $200 credit for vehicles 28.5-29:5. MPG, $400 credit for 29.5-30.5
MPG, etc.). Altematively, the credits could normalized based on somc measure of vehicle size
(e.g., vehicles would need to be x% more efficient than the avmge for the vehicle class rather
than the overall average for all new vehicles). In either case, a sliding scale should be used and
the reference point should be adjusted as the overall fuel economy of new vehicles increases.
Also, vehicles should be ineligible for tax credits via fwbals if they recexvc separate tax credits
offered to innovative hybnd and fuel cell vehicles. -
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Precedents

Feebates have been proposed at both the federal and state Ievel. In 1991, then Senator
Gore proposed a bill (S. 210 in the 102™ Congress) that included fees and rebates based vehicle
fuel economy in each size class. Other bills in this period (H.R. 1583 and HR. 2960 in the 102~
Congress) proposed similar schemes. At the state level, the California Jegislature enacted
feebates based on both fuel economy and criteria emissions in 1990, but then Goveror
Deukmejian vetoed this bill. In 1992, Maryland epacted a modest fecbate scheme as an add-on
to the state’s vehicle title tax. However, implementation was blocked by a Department of
Transportation opinion stating that state fucl cconomy incentive pmgrams are federally

precmpted.

Impacts

Estimates of the impacts of fecbates by Lawrence Berkeley Laboratory show that
relatively modest rebates of up to about $1,000 per vehicle could have a significant impact on the
average fuel economy of the new vehicle fleet, leading to about a 10-20% improvement in rated
fuel economy of new vehicles within 10 years. In the short run, consumers shift towards more
fuel-efficient vehicles available in the marketplace. Over the longer run, the selection of vehicles
being marketed changes as manufacturers respond by adding efficiency measures. Overall, fuel
savings could reach 7-8 billion gallons of gasoline annually by 2010, equivalent to about 1.0
Quads of energy savings or about 23 million metric tons of avoided carbon emissions each year.

If feebates are adopted in conjunction with stronger CAFE standards, then it is important
not to double-count savings. Thus, the savings from fecbates should be subsumed under those
from the CAFE standards if both policies are adopted and the standards are relatively stringent.
Feebates and tougher fuel economy standards are complementary, with the incentives helping to
move the market towards regulatory compliance.
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Policy: Promotion of Bigi: Efficiency and Cleaner Vehicles through Improved Labeling
and Promotion

Background

There is considerable variation in the fuel economy and emissions levels of new vehicles
in any particular vehicle class (¢.g., compact cars, minivaps, large SUVs, etc.). This variation is
in fact growing as manufacturers introduce relatively fuel-efficient and low-emitting hybrid
vehicles like the Honda Insight, Toyota Prius, as well as conventional "ultra low emissions”
vehicles. Some efforts are underway to better identify and promote these vehicles, inchiding a
DOE/EPA -sponsored web site and the ACEEE Green Book that provides overall environmental
ratings of new cars and light trucks. However, more cah and should be done to promote purchase
of "best-in-class” and inpovative vehicles.

Proposal

The federal government could take a number of actions to increase awareness of and
interest in buying fucl-cfficient and cleaner vehicles. These actions would be voluntary in the
sense that they do not require consumers or businesses to participate. But they would
complement other policies such as stronger CAFE standards, expansion of the gas guzzler tax,
and tax credits to promote the commercialization and sales of hybrid, fuel cell, and other
irmovative highly efficient vehicles, as part of a comprehensive market transformation strategy.

First, we propose extending "Energy Star” labeling to high fuel efficiency and low-
cmmmg cars and light trucks. This would make it easy for consumers to identify "greener
vehicles” , and would make it easy for flect owners to commit to "buying green”. We
recommend that the Energy Star designation be based on a combination of fuel economy and
tailpipe emissions, which is how the ACEEE environmental scoring is done, and would apply to
the best vehicles in each vehicle category. The specifications for qualification should
change over time as manufacturers introduce more efficient and cleaner vehicles. Manufacturers
should be encouraged to display the Energy Star label on cars in showrooms (where applicable)
and dealers trained to properly explain the label.

Second, owners-of vehicle fleets, both public sector organizations and private companies,
should be encouraged to commit to only buying Energy Star vehicles (or high efficiency and
cleaner vehicles usmg some other means of identifying these vehicles). It might also be possible
to organize fleet owners into "green vehicle buying cooperatives” with the cooperatives or the

federal government negotiating discounts from vehicle manufacturers. The government could

- promote purchase commitments and buying cooperatives, along the lines of the promotion béing
carried out and product discounts being obtained for other Energy Star products.
Precedents

The Departinent of Energy and EPA have extended Energy Star labeling and promotion
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to a wide range of products, new homes, and commercial buildings. It would be logical to add
cars and light trucks to this "green brand” program. The Energy Policy Act of 1992 includes
fleet purchase targets and requirements for alternative fuel vehicles (AFVs). DOE initiated a
"Clean Cities Program” to promote purchase of and build infrastructure and markets for AFVs at
the Jocal level. However, actual purchase of AFVs is well below Energy Policy Act targets due
to limited vehicle availability, relatively high cost of these vehicles, and limited fueling
infrastructure. Even if the AFV targets were met, there would still be significant potential for
promoting commitments to buy highly efficient and low emitting gasoline-fueled vehicles on the
part of public and private fleet owners. ACEEE estimates that the target fleet market (after
deducting the EPAct AFV requirements) is over 1 million vehicles per year.

Impacts

ACEEE has estimated the potential-energy-savings-and avoided carbon-emissions fromra:
"best-in-class” vehicle labeling and promotion program. Assuming a very strong program that
affects 30% of fleet purchases and 15% of the general market, the estimated energy savings is
about 0.4 quads (2.5% of passenger vechicle fuel use) by 2010, equivaleat to 7 MMT of avoided
carbon emissions that year. Of course, if the participation is lower, the energy savings and
avoided carbon emissions would be reduced. It also should be recognized that if improved -
labeling and promotion are carried in combination with stronger CAFE standards, these savings
should be subsumed under those from the CAFE standards.
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Policy: New Appliance Efficiency Standards
Background '

Appliance efficiency standards are one of our nation’s most effective strategies for saving
energy. Appliance standards pioneered by a few states in the 1970s and subsequently adopted at
the national level in 1987 have already cut national electricity use by 3%-equivalent to the power
supplied by 30 large power plants. This means less fuel is burned to make electricity and less
pollution is generated.

Natiopal appliance efficiency standards have received bipartisan support. The standards
legislation was signed into law in 1987 by President Reagan; new standards were issued during
both the Bush and Clinton Administrations. Efficiency standards already adopted will cut U.S.
greenhouse gas emissions by about xx million MMT of carbon equivalent by 2010, making this a

key part of our national effort to limit global warming. On the economic side, consumers and
businesses will save $xxx billion net from efficiency standards already adopted. But additional
energy, carbon emissions, and dollar savings are achievable through upgraded or new standards
on 2 wide range of products.

Proposal

First, we recommend that DOE uses its existing authority to upgrade appliance and
equipment efficiency standards where technically and economically feasible. Although a new set
of standards were issued in January, 2001, DOE is still many years behind schedule in reviewing
and upgrading standards on other products. DOE should 1ssue new standards on transformers,
refrigerators and freezers, furnaces and boilers, commercial packaged air conditioning
equipment, commercial boilers, and dishwashers. These standards should be set at the highest
levels justified under the current law, and the standards should be issued without further delay.

Second, we urge that minimum efficiency standards be set, either via rulemaking or new
legislation, on a vanety of products that DOE is not cwrrently considering standards for. DOE
has the authority, but has never used it, to extend standards to additional types of products where
standards would be technically and economically feasible and would save a significant amount of
energy. In particular, we urge extending standards to TVs, light fixtures, commercial .
refrigeration equ:pmcm, commercial clothes washers, and furnace fan motors.

Precedents

National apphance cﬁcxency standards on products such as rcﬁ1 gerators, clothes
washers, water heaters, and air conditioners have been upgraded previously. Appliance and
equipment efficiency standards were extended to additional products including motors, various
types of lamps, and beatmg and air conditioning equipment uséd in commercial buildings as part
of the Energy Policy Act of 1992. Efficiency standards on- TVs and standby powcr consumption
for some products have been enacted in lapan
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Impacts

Adopting stringent new appliance standards could result in widespread implementation of
innovative energy efficiency technologies such as condensing-type gas furnaces and low-loss
transformers. Regarding light fixtures, standards could lead to replacement of inefficient and
dangerous halogen torchiere lamps with fluorescent-based torchieres. And standards on furnace
fan motors could make vanable speed motors the norm. :

According to ACEEE, new appliance efficiency standards (not covering standards already
issued in 2001 or earlier) could save about 50 TWh of electricity and 0.12 quads of natural gas
(end-use only) by 2010. By 2020, the savings could grow to 105 TWh and 0.25 quads of natural
gas as the appliance stock continues to tum over. Avoided CO2 emissions would reach about 13
MMT of carbon equivalent in 2010 and 22 MMT in 2020. Households and businesses would

————rcalize-tens-of billiens-of dollars. of savings since the encrgy-bill reductions would significantly
exceed any increase in purchase cost. Businesses purchasing more efficient transformers and
commercial HYAC equipment, for example, would realize cumulative net savings of about $8
billion through 2020. _
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Proposal: Provide tax credits to purchasers or manufactarers of highly fuel efficient
appliances, heating, and air conditioning equipment :

Background

There are a bost of innovative technologies that could significantly reduce the energy use
. and thus the pollutant emissions associated with heating, cooling, and appliances used in both
residential and commercial buildings. For example, electric beat pump water heaters cut
electricity consumnption for water beating by 50-70% compared to conventional electric water
beaters. Gas-fired heat pumps are about twice as cfficient for heating as typical new gas fumaces
and also provide space cooling using natural gas as the energy input. Super-cfficient electric air
conditioners, refrigerators, and clothes washers use 25-50% less energy than typical new models
sold today. Fuel cell cogeneration systems offer the potential to power and heat homes or

commmnercial buildings very cleanly and at high overall efficiency._However, none of these
technologies are produced yet on a Jarge scale. High first cost is a major barrier preventing more
~widespread production, marketing, and sale. Without financial incentives, they may never
overcome the "imitial high cost” barmier and get established in the marketplace.

Given the potential public benefits-lower energy consumption, increased electnic grid
reliability, lower critenia pollutant emissions, and lower greenhouse gas emissions-that such
technologies promise, it is reasonable for the federal government to provide financial incentives
in order to stimulate mass production and support mitial sales of these innovative technologies.

- The incentives should be of limited duration and possibly phase down over time so that the cost
to the government is limited and the technologies eventually compete (or not compete) without
subsndms.

Proposal

_ We propose providing tax credits to cither manufacturers or purchasers of highly cfficient
building equipment, focusing on innovative "leapfrog” technologies such as those mentioned
above. This would minimize the pumber of "free riders” and provide the biggest "bang per buck”
m terms of market transformation. Specifically, we propose tax incentives that are either fixed in
value or calculated as a fraction of the first cost (with a cap on the value) for the following

products:

electric heat pnmp water heaters

gas-fired heat pumps

‘electric air conditioners and heat pumps with. SEER >135
building fuel cell cogeneration systems

superefficient refrigerators and clothes washers

highly efficient ground-source heat pumps. .

The tax credits should be on the order of 20% of the firsi cost for the most efficient
products, with a sliding scale or lower tier(s) for less efficient but still innovative products. This
approach has been followed in the climate technology tax credit proposals put forward by the

-~
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Clinton Administration. The tax credits should remain in effect for around 5 years, say 2001-
2005, and could ramp down in magnitude in the final year or two.

Precedents

In 1999 and/or 2000, the Clinton Administration proposed tax credits for beat pump
water heaters, gas-fired heat pumps, fuel cell cogencration systems, and high efficiency central
air conditioners and electric heat pumps. These proposals, or components of them, were
incorporated in a number of bills introduced in the 106® Congress. Also, energy efficiency
advocates and appliance manufacturers strongly supported tax credits for super-efficient
appliances. Their proposal, involving aedits for appliance manufacturers with a cap on the
amount any one company could claim, was introduced in the 106® Congress with broad
bipartisan support.

Impacts

It is likely that there would be millions of qualifying products sold during the 2001-2005
time period. The total cost to the Treasury might reach on the order of $1.5-2.0 billion, with high
efficiency central air conditioners likely being the most costly component of the package. Sales
of fuel cell cogeneration systems might reach 200-500 MW of total installed electric capacity,
with this product costing the Treasury $80-200 million.

~ Participation on this scale would have a relatively modest direct impact on energy use and
CO2 emissions-saving on the order of 0.05 quads of pnimary energy and 1.0-1.5 million metric
tons of carbon emissions per year by the end of the eligibility period. However, if the credits
help to establish these innovative products in the marketplace and reduce the first cost premium
so that the products are viable afer the credits are phased out, the indirect impacts could be many
times greater than the direct impacts. Total energy savings could reach 0.25-0.5 quads and
avoided carbon emissions could reach 5-10 million metric tons by 2015 if the credits are
successful.
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) Policyﬁ Expand Energy-Efficient Product Labeling and Promotion

Background

The Energy Star labeling program implemented by EPA and the Department of Energy
covers a wide range of residential and commercial products including appliances, heating and
cooling systems, office equipment, and lighting products. The Energy Star program stimulated
the wide use of power management in personal computers, photocopiers, printers, and facsimile
machines. Power management can reduce the energy use of office equipment by up to 50%.
Around 80% of new personal computers, 95% of monitors, 99% of printers, and 65% of copiers
now have power management features and thus the Energy Star label. In total, consumers bought
more than 100 million Energy Star products in 1999. As a result of cumulative purchases,
consumers are saving more than 29 billion kWh per year—worth about $2.3 billion annually.
And récognition of the Enetgy Star label-the national symbol for energy efficiency-is rapidly

growing,

Proposal

EPA and DOE should expand the scope and level of promotion associated with the
Energy Star program. Energy Star labeling should be extended to additional types of electronic
products (cable boxes, telephone equipment, battery chargers, etc.), commercial refrigeration
equipment (vending machines, freezer cases, etc.), microwave ovens, motors, and other mass-
produced products not currently covered. The pew commercial building benchmarking and
rating program so far only applics to office buildings. The program should be extended to other
sectors including schools, retail buildings, healthcare, and lodging as well. And more funding is
needed to expand promotion and training activities in the Energy Star Small Business and new
homes programs, as well as to increase consumer awareness and market penctration of energy-

 efficient Energy Star products of all types.
Precedents

EPA and DOE have been trying to expand the Energy Star program but have faced

. funding constraints due to the Congress failing to provide adequate funding levels in recent
years. Nonetheless, Energy Star labeling has begun for TVs, VCRs, and audio systems with low
standby power consumption, and similar efforts are planned for other types of electronic
products. Also, the Energy Star brand has been extended to cover highly efficient new homes
with over 1,500 builders now participating and more than 17,000 Energy Star new homes -
already built. These outstanding homes use 35% less energy for heating and cooling on average
compared to the current “good practice” homes. The newest product is a performance rating
system for commercial buildings that allows Jabeling and recognition of the most efficient
buildings across the country. Funding for EPA’s portion of the Energy Star program (a large
majority of the program is operated by EPA) will increase in FY2001 in order to support these
and other new activities.

Impacts
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ACEEE estimates that extending Energy Star labeling to additional types of electronic
products, microwave ovens, and commercial refrigeration equipment could save about 13 billion
k'Wh/yr by 2010 and 19.billion kWh/yr by 2020. Expansion of the Energy Star homes program
and commercial building benchmarking program new appliance efficiency standards could save
just as much if not more energy, as could additional publicity and promotion of all elements of
the program. Assuming these combined efforts save 40 TWh/yr by 2010 and 60 TWh/yr by
2020, the avoided CO2 emissions would reach about 9 MMT of carbon equivalent in 2010 and
12 MMT in 2020. Consumers would realize substantial cost savings—on the order of $2-3 billion
by 2010 and $3-4 billion by 2020-since there usually is little or no incremental first cost for

. upgrading products and buildings to the Energy Star levels. [Note: These savings arc in addition -

to those from resulting from ongoing Energy Star activities.]
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—-——use per-square foot of floor-arca in buildings 30% by-2005-and-35% by-2010; relative-to-energy -

Financing and Technical Assistance for Energy Efficiency Investments in Fedenl, State,
and Other Public Buildings

Background

There remains a very large potential for cost-effective energy savings in federal, state,
and local government buildings. While some progress has been made through the Federal
Energy Management Program (FEMP), the federal government still spends nearly $4 billion to
heat, cool, light, and power its roughly 500,000 buildings. The Federal govemment together
with state and local governments spend more than $8 billion per year on energy in public
buildings, with K-12 schools responsible for additional $6 billion in energy bills annually.

Executive Order 13123 signed in 1999 requires federal agencies to reduce their energy

intensity levels in 1985. It is estimated that investments of $4-6 billion in energy efficiency
projects will be needed fo meet this goal. However, federal agencies are allocating very little in
their budgets to energy savings projects, thereby maintaining energy waste and high energy bills.
Use of Energy Service Companies (ESCOs) can help the public sector obtain third party
financing, but are by no means a complete solution to this problem. And the situation is similar
in many states and municipalities-public sector budgets are squeezed and little or no public
funding is made available for investments in energy efficiency projects.

Proposal

This proposal is modeled on an outstanding state energy efficiency program in Texas (see
precedent below). It also is based in part on a legislative proposal, the Federal Energy Bank Act
(S. 95 in the 107® Congress), introduced by Sen. Koh! and co-sponsors. This proposal, unbke

‘the proposed Federal Energy Bank Act, bas two components-federal and non-federal

The federal component involves first creating a "Bank” to fund energy efficiency projects
in Federal buildings. The Bank would receive an amount equal to 5 percent of each agencies
utility payments each year (approximately $200 million annually) for five years. This is the
approach taken in S. 95, although we recommend five years of funding rather than three years.
Money in the Bank would be lent back to agencies for qualifying energy efficiency projects with
a payback of 10 years or less. Agencies would then pay back their loans to the Bank in order to
‘maintain funding for energy efficiency investments over the long run. Furthermore, an
additional $10-20 million per year should be provided to the FEMP for providing technical
assistance in energy efficiency project development, monitoring, and commissioning, in part
using techniques developed and successfully applied in the Texas LoanStar program.

. The non-federal component would attempt to replicate the Texas LoanStar program
throughout the country. States, or groups of states, would be encouraged to start their own
financing and technical assistance programs for financing energy efficiency projects in state and
local public buildings including schools. The federal government would devote $150 million per
year to this effort for five years or more, and would match state commitments dolar per dollar
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(i.c,, if a state wanted to establish 2 $50 million revolving Joan fund, it would have to appropriate
$25 million from its own budget in order to receive $25 million in federal funds). In addition,
the federal government through the DOE would belp to train technical experts that would engage
in project development, monitoring, and evaluation at the state and Jocal level. In both the
federal and non-federal components, the programs would make wide use of ESCOs to actually
implement energy efficiency projects.

Precedent

The Texas LoanStar program was begun in 1990 with $98.6 million in capital for energy
_efBciency projects in state and local government buildings, universities, and public schools in
Texas. In addition to this revolving loan fund, a team of energy efficiency experts from Texas
A&M University received funding to provide technical support through auditing guidelines,

traming, monijtoring, evaluation, and improved operations and maintenance techniques using
monitored data (called "continuous commissioning”). This very effective program resulted in

-$133 million in encrgy cfficiency project investments and $83 million in cumulative energy bill
savings as of the end of 1999. Furthermore, the savings are increasing by $12-15 million each
year, and other states have begun to copy elements of this award-winning program.

Impacts

This mitiative is intended to stimulate approximately $500 million peT year in energy
efficiency project investment ($200 million in federal buildings and $300 million at the
state/local level). Based on the experience in the Texas LoanStar program and elsewhere, this
level of investment should result in at least $400-500 million of energy bill savings per year by
the end of the fifth year, with savings continuing to grow as investments are made. By 2010,
energy bill savings could equal $800 million to $1 billion per year. Primary energy savings
would equal around 200 trillion Btus per year by 2010, equivalent to about 95,000 barrels of oil
per day and 3 million metric tons of avoided carbon emissions that year.

Other benefits that would result from improving energy efficiency in public buildings and
schools include improved comfort, better indoor air quality, higher worker productivity, lower
levels of worker illness, and better student performance. For example, recent studies show that
increasing natural lighting in schools can lead to better learning and better student performance
on standardized tests, and that increasing natural lighting in retail stores can lead to higher sales
revenue.
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Policy: Promotion of Clean, High-efficiency CHP through Environmental Permitting
Flexibility .

Background

. Combined heat and power (CHP) technology is a system that produces multiple usable energy forms
together (e.g., electricity and steam) from a single fuel input. These systems can achieve much
~ greater efficiency than separate systems that produce the same output. These systems achieve

greater efficiency because they recover heat that would normally be wasted in separate power
production, and displace the fuel that would otherwise be used to produce heat in a separate boiler.
Because of greater efficiency achieved, the total emissions from CHP systems are often lower than
the combined emissions required to produce the same output from separate power and heat systems.

Most stationary air quality permitting regulations do not reflect the reduced emission achieved from
greater efficiency. Current regulation is based on either the emissions per unit of fuel burned or the
concentration of a pollutant in the stack. This "tail-pipe” approach makes no adjustment in allowable
emissions rate for efficiency. A less efficient system can emif more pollution becalse it burns more
fuel. Embodied in this approach are the current "best available control technology (BACT)" and
"lowest achievable emissions rate (LAER)" regulations, which set targets independent of the
system'‘s efﬁciency.

Thus an efficient CHP system receives no credit for net total emissions reductlons achieved when
compared to Separate systems meeting the same end-yse. In fact, there are examples where a project
Significantly reduced onsite emissions, and displaced utility emissions, but was unable to receive
regulators’ approval. Further, many regulators apply a higher standard to projects that generate
electricity. Most current regulators use an implied basis that, since an emissions level is achievable
at new large central power station facilities, there was no reason to allow higher levels from smaller
power generation facilities. This approach does not account for the environmental benefit of
simultaneously displacing the thermal generation.

A shift to output-based emissions regulations, where total emissions are divided by a system’s total
used energy output, would more fairly recognize the environmental benefits of efficiency. This
approach would allow a CHP system to reduce the cost of pollution control equipment, while
achieving lower total emissions than separate heat and power systems.

Some disagreement exists as to what level of displaced emissions should be used for avoided utility
generation. Some assert that onsite generation will displace new central station combined cycle
plants. However, recent research calls that assertion into question. The preliminary results of a
study by the Center for Clean Air Policy’ suggest that new CHP capacity displaces significant
amounts of existing, dirty generation. An assessment of displaced emissions needs to be undertaken
using realistic utility dispatch models to determine the appropriate level of displacement.

' Based on a presentation at the CHP Analysis Working Group meeting October 5, 2000
by Cathenine Momis, Center for Clean Air Policy.
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Proposal

Either through changes to regulation or legislation, the permitting of CHP system should be shifted
from an input-based to an out-put based approach. Output-based levels for BACT and LEAR,
equivalent to current input based levels for separate heat and power should be used for these systems.
EPA should undertake a study of utility emissions displaced by onsite generation, and st reasonable
displaced emission “credit” levels. Since these regulations will be implemented at the state level,
funding should be provided to EPA to educate state environmental officials about this change, and
assist them in implementing these regulatory changes.

Precedents

Output based standards are clearly within the scope of the Clean Air Act (CAA). In fact, they are
applied to all mobile sources (¢.g., grams per mile traveled for passenger cars), and for stationary
reciprocating engines (grams per horscpower-hour). The revised New Source Performance
. Standards (NSPS) and the NO, State Implementation Plan (SIP) guidance both include provisions
for moving 1o output-based emissions. In fact, EPA issued specific guidance on implementing
output-based allocations in a SIP guidance document issued m May of 2000.

Impacts

Ttis difficult to assess the impact of this measure in isolation. Currently, CHP systems face
burdles in both environmental permitting and utility interconnection. While the removal of one
barier is likely to allow some projects to move forward, the removal of both barriers is required
to allow this efficient technology to compete fairly in the market place. With both bamiers
removed, it has been projected that 50 GW of additional CHP capacity could be brought to
market by 2010. This CHP capacity would result in a cumulative savings of over 1.5 Quads, and
emissions reduction of 42.6 MMT of carbon equivalent, 0.81 MMT of SO,, and 0.37 MMT of

NO,.?

* EACE3\NEAL\ACE3\CHP\legislation\policy - eavironmental flexibility. wpd

? Howard Geller, et. al. 1998. Approaching the Kyoto Tc arger Five Key Strategies for
the United States. Washington, DC: American Council for an Energy-Efficient Economy.
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Policy: Promotion of Clean, High-efficiency CHP through Enhanced Utility Grid Access

Background

Combined heat and power (CHP) technology is a system that produces multiple usable energy
forms together (e.g., electricity and steam) from a single fuel input. These systems can achieve
much greater efficiency than separate systems that produce the same output. These systems
achieve greater efficiency because they recover heat that would normally be wasted in separate
power production, and displace the fuel that would otherwise be used to produce heat in a
separate boiler. Because of greater efficiency achieved, the total emissions from CHP systeras
are often lower than the combined emissions required to produce the same output from separate
power and heat systems.

CHP and other distributed generation technologies have encountered hurdles to interconnecting
with the clectric utility system leading to a hostile environment for CHP in many utility service
temitories. These burdles include both lack of a standard teclmical specifications, and
discriminatory pricing and contractual practices by some utilities.

The lack of a technical specification resulted in each utility developing its own specification.
While some were straight forward, while others made unreasonable requirements including
expensive equipment, or expensive and delaying project studies. Significant progress has been
made on the issue of standardized technical specifications. DOE has supported the fast-track
development of a distributed power interconnect standard by the Institute of Electrical and
Electronic Engineers (IEEE). This standard should become final in the spring of 2001. Creating
the standards is only the first step, and adoption by state regulators must follow.

The non-technical issues are more varied and less amenable to straightforward solutions. One
problem is with "exit fees.” These charges are intended to recover a utility’s stranded assets that
result from the customer’s installation of on-site generation that reduces electricity purchases.
Many of these fees presume that customer should bear the full cost of any investment in
generation, transmission and distribution that the utility has made, even if the load reduction
-addresses resource constraints that would otherwise result in additional expenditures.

Terms and conditions of service is the other non-technical issue. This area includes rates charged
for supplemental power, standby power and capacity, and rate at which the utility wall buy back
excess on-site generation. For example, some utilities have priced supplemental and standby
power at costs that approach that which they were receiving for supplying all the facilities power.
While PURPA qualifying facilities have recourse through FERC, other onsite generators have
only the state regulators to tum to.

Proposal
Federal legislation is needed to address these issues in a consistent manner across states. The

legislation should require that a local distribution utility interconnect a CHP facility with the
local distribution facilities if the owner complies with the IEEE standard and pays the directly
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related costs. The costs for such intercornection must be just and reasonable, and not unduly

_discriminatory, as determined by the appropriate State regulatory authonty, and shall be

comparable to the costs charged by such local distribution utility for interconnection by any other
similarly situated generating facility to the distribution facilities.

In addition, the CHP facility has a right to back-up power. If the local distribution utility is pot
subject to an order of a State regulatory authority to provide open access to its distribution
facilities or has not offered to provide open access to its distribution facilities or does not allow a
generating facility to purchase back-up power from another entity using the local distribution
utility’s distribution facilities, the local distribution utility must offer to sell back-up power to the
CHP facility which has interconnected with the utility and to do so at rates, terms, and conditions
that are just and reasonable and not unduly discriminatory or preferential, as determined by the
appropriate State regulatory authonity, provided that a local distribution utility is not required to

offer back-up power for resale to. anyone other-than the-entity for-which-the backup-power is
being purchased.

State’s shonld also be mandated to exempt CHP facilities from exit fees that are not directly
related to service of the customer (¢.g., service lines and transformers).

. Precedents

. The mandate adoption of national voluntary consensus standards related to interstate commerce

is well accepted precedent. In addition, PURPA mandated that qualifying facilities must be
granted non-discriminatory access to the local distnbution utility for purchase of standby and
supplemental power, and for the purchase of excess power by the utility at reasonable rates.
Eleven states have exempted CHP facilities from all or most of these exit fees based on the

-*-greater public benefit that would result from the encouragement of CHP.

Tmpacts

It is difficult to assess the impact of this measure in isolation. Currently, CHP systems face
hurdles in both environmental permitting and utility interconnection. While the removal of one
barrier is likely to allow some projects to move forward; the removal of both barriers is required
to allow this efficient technology to compete fairly in the market place. With both bamiers.
removed, it has been projected that 50 GW of additional CHP capacity could be brought to
market by 2010. This CHP capacity would result in a cumulative savings of over 1.5 Quads, and
emissions reduction of 42.6 MMT of carbon equivalent, 0.81 MMT of SO,, and 0.37 MMT of

" NO.!

IACE3\WEALWCEIWCHPegistation\pobicy - grid scoess. wpd

' Howard Geller, et. al. 1998. Approaching the Kyoto Targets: Five Key Strategies for
the United States. Washington, DC: American Council for an Energy-Efficient Economy.
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AGA ~ _
American Gas Association

- MEMORANDUM
March 22, 2001

To: Joe Kelliber

-Frr  Darrell Henry

Re:  AGA Energy Policy Principles.

I’m sure you may already have this information, buf here again are the AGA energy
policy principles and additional background for your consideration as you work on the
Energy Task Force policy recommendations. We had a good meeting this moming with
Joe McMonigle and offered any assistance that AGA or the new coalition, which has
been formed to support the development of a comprehensive national energy policy,
could provide. I will follow up with you shortly on these recommendations and your
efforts for the task force.

c: Rick Shelby

400 North Capitol St., NW, Washington, DC 20001 8 Telephone 202-824-7000, Fax 202-824-7115 & Web Site http//’www.aga.org
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AGA o
American Gas Association
March 1, 2001

Naturz;l Gas Utilities
Recommendations for National Energy Policy

1t is in the nation's best interest to cultivate and develop a varied portfolio of energy resources that

makes the most of cach foel's unique attributes and advantages. Natural gas is making a significant
contribution to meeting Americans’ energy needs for an affordable, rebable energy resource. In order

to provide Americans an encrgy futire that is free of oil embargoes and tolling power blackouts, we
must now adopt a balanced national energy policy that recognizes the vital role of natural gas. Such a
policy provides the energy to ensure the prosperity of American families and businesses.

F (N 1 Gas in the United Stat
The United States relics on patural gas for one-fourth of its energy needs. Natural gas bumns cleapner
than any other fossil foel, is almost 100 percent North American and provides efficient, responsive
beat and energy for consumers. Becansé of the many advantages that natural gas offers Americans,
derﬁand for natural gas could grbw by as much as 60 percent in the first two decades of the 21
century, according to projections by the Department of Energy and the American Gas Foundation —

but only if recommended policy changes are made.

Results of Greater Use of Natural Gas

The increased use of natural gas would provide numerous benefits for all Americans:

» Lower oil imports by 4.5 million barrels per day, providing national security. A

e Provide Americans an extremely efficient use of energy, especially in its "direct” applications,
such as furnaces, water heaters, microturbines, desiccant debumidifiers and combined heat and
power.

* Supply needed relief to the over-burdened electric grid, along with greater reliability to businesses
and home offices, through new technologies which generate both heat and electricity and can be
sited closer to the consumer. '

» Clean up the air by lowering carbon dioxide emissions by 930 million tons per year.

(Over for AGA’s specific policy recommendations)

400 North Capitol S, NW, Washington, DC 20001 ® Telephone 202-824-7000, Fax 202-824-7115 @ Web She hitp//iwww.2ga.01g

DOE002-0038

28



A(;é\

American Gas Association
March 1, 2001

Protection of low-income consumers: Expand current Low Income Home Energy Assistance
Prpg;'m(LIHEAE)_md_wuﬁmizaﬁmﬁndin 2

Exbansion of natoral gas infrastructure: Change the current tax depreciation schedule for
natural gas utility expenses to an accelerated 7-year schedule. This will free up capital for natu!ai
gas utilities to invest in new pipclines, storage facilitics and upgrading the existing infrastructure;
ensuring continued reliable service for all natural gas consumers. Also increase RD&D on patural
gas mfrastructure reliaBility and safely; repeal 12x on new customer connections (Contributions in
Aid of Construction.)

Development of new natural gas technologies: Provide RD&D funding for new technologies to
produce, deliver z‘md usc natural gas in highly-efficient and safe marmer; provide favorable tax
treatment for highly efficient end-use technologies; reduce or eliminate barriers to market entry.
Increased energy efficiency: Provide funding to improve the energy efficiency of government
facilities and schools; RD&D and tax incentives for highly efficient technologies; policy
recognition of total energy efficiency.

Adequate supplies of natural gas: North America has abundant supplies of natural gas. More
supply of patural gas means lower prices for consumers. AGA supports the recommendations by
natural gas producers for expanded access to federal lands for exploration and production; tax -
provisions to stimulate domestic production; simplified agency review and permitting process.

- AGA-

American Gas Association  (202) 824-7000
400 N. Capitol St., NW_, Suite 400, Washington, D.C. 20001
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Amencan Gsas As:;ocnahon

FEDERAL ENERGY POLICY PRINCIPLES

Preamble

Ample, reliable energy supply at affordable prices is key to providing economic and
national security for Americans. The American Gas Association (AGA) recognizes that,
while the United States has tremendous energy resources, America’s current energy
supply and nfrastructure will not sustain our growing economy and we need to act now
1o meet our country’s energy needs for the 21% Century.

In order to continue 10 meet the energy needs of our unprecedented growing economy
and _provide_affordable_energy for consumers, America will need to utilize all domestic

fuels and energy sources efficiently. This is also the right approach for American
.citizens who will benefit from more reliable and affordable energy from domestic energy
sources, cleaner air, and a stronger economy.

AGA is committed o working to enact a bipartisan, consensus, market-based national -
energy strategy that will ensure the future security, comfort, and economic well being of
our nation’s citizens by meeting their energy needs, without sacrificing the qualsty of our
environment. AGA will work with consumers, policy makers, and its partners in the

~ energy irdustry to accomplish this goal.

Principles
“To realize the goal of abundant energy supply for the 21 Century, America needs to
enact a market-based, federal energy strategy that would accomplish the following:

1. Meet Consumer Energy Needs

+ Ensure safe, reliable and affordable energy supply for all American families
and businesses today and in the future

+ Provide a balanced energy portfolio that promotes the wise use and efficient
use of all fuels )

+ Encourage necessary long-term energy supply and infrastructure investments

+ Meet the needs of our growing economy and create and preserve American
jobs

+ Seek market-based solutions that reduce regulatory uncertainty

2. Ensure the Quality of Our Environment
+ Increase the use of new cleaner and more efficient energy technologies
+ Enhance the development of renewable and cleaner energy sources
¢+ Increase energy efficiency and energy conservation through sustainable
development and fair and balanced incentives and standards
+ Ensure short-term energy and environmental policies support long-term goals

3. Increase our National Security
+ Increase domestic energy supply
¢+ Achieve greater energy independence through lower foreign oil imports

LAGAFTF Legistion\LE GISLATIVE PRINCIPLES Final.doc January 9, 2001
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1 March, 2001
09:29

RECOMMENDED NATURAL GAS UTILITY PROVISIONS
FOR INCLUSION IN
NATIONAL ENERGY POLICY LEGISLATION

Goals:
To decrease America’s dependence on foreign o1l to fifty percent of oil consumpiidn by the year
2010 by conserving energy resources, impsoving energy cfficiencies, increasing domestic epergy

supplics, and cnbancing the use of renewable energy resources.

To accommodate and facilitate development of an expanded direct use natural gas market fos
residential, commercial, and industrial consumers, which would benefit the nation through

increased economic and energy efficiency, enhanced energy secunity resulting from reduced
dependence on imported oil, and improved environmental quality as a result of Jower emissions of
COz and pollutants.

Key Legislative Components of the Bill

TITLE I—PROVISIONS TO ENHANCE THE USE OF DOMESTIC ENERGY
RESOURCES.

Section 10).  National Academy of Sciences Study of Exploration and Production.

Direct the National Academy of Sciences to perform a cost-benefit analysis with
respect to vtibzing the domestic natural gas resource base to reduce oil-import dependence
and 1o assess the role of new technological developments in the exploration and production
process. In making its cost-benefit analysis, NAS must include new exploration and
production technologies as a part of the algorithm tested to determine the net benefits of
providing access 1o additional domestic gas resources.

TITLE II—PROVISIONS TO FACILITATE RENEWAL AND EXPANSION OF
DOMESTIC ENERGY INFRASTRUCTURE.

Section 201.  Office of National Energy Policy.

(a) Create, within the Executive Office of the President, an Office of National
Energy Policy, which will be directed to coordinate and cxpedile actions of executive-
branch agencies and independent agencies to implement natiopal energy policy as
expeditiously as possible. The Office shall be directed to coordinate and expedite the
actions of these agencies to reduce dependence on foreign oil to fifty percent of
consuniption, 10 conserve energy resources, to improve energy efficiencies, to increase
domestic energy supplies, to increase energy infrastructure to meet America’s energy needs, |
and 1o enhance the use of renewable resources. The Office will be empowered to work with
relevant state agencies to achieve these goals and shall specifically address state concems
with respect to federal impediments to achieving these goals as well as encouraging
solutions to state impediments to achieving these goals.
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(b) The Office will be empowered to coordinate and expedite decision-making on
permitting processes for development of the p)pelme and gas distribution infrastructure
necessary 10 sustain projected natural gas demand in the year 2010. The Office shall be

empowered 10 issue, by rule or order, binding deadlines for completion of required agency
“actions and to provide that failure to act within the deadlines specified shall be deemed 1o

be approval of the pending application.

(c) The Office will be empowered to enter into consultations with officials of
Canada and Mexico with regard 1o energy issves of mutual concemn.

Section 202.  Report by Office of National Energy Policy.
Direct the Office of National Energy Policy, within 6 months, to prepare and deliver

to the President and Congress a report assessing existing impediments to development of
the domestic energy infrastructure necessary 1o sustain projected energy demand in the year

2010. The report shall include, among other things, an identification of those impediments
that may be overcome by federal administrative action and those ympediments that require
Jegislative action.

Section 203. Interagency Working Group on Natural Gas.

Establish, within the Office of National Energy Policy, an Interagency Working
Group on Natural Gas to produce a biannual repont setting forth a policy and strategy
relating 1o expanding natural gas usage. The Working Grovp will consult with cognizant
state agencies to receive their views with respect to such a strategy.

. Section 204. Interagency Task Force on Exploration and Production on Federal Lands.

Establish, within the Office of National Energy Policy, an Interagency and
Intergovernmental Task Force on Energy and Federal Lands to sireamline regulation of
“exploration and production on federal lands (including fodcral waters and the Owvter
Continental Shelf), while protecting the environment.

The task force shall, within 6 months, prepare and deliver a report to the President
and Congress assessing existing impediments to devclopment of the domestic natural gas
resource base on federal lands. The report shall include, among other things, an
)dentification of those xmped)mcnls that may be overcome by federal administrative action
and those 1mped1mcnls that require legislative action.

Section 205. Interagency Agreement on Energy Infrastructure.
Direct the Federal Energy Regulatory Commission and all other federal agencies
involved in the environmental review of interstate pipeline applications to enter into an
interagency agreement to expedite processing of applications, including deadlines for each

agency to comglete its required actions. Failure of an agency to complete its review by the
deadline shall be deemed to be assent 1o the project.
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Section 206. Reduction of Infrastrocture Lead Times.

Reduce infrastructure lcad-{in)cs and federal impediments of state siting through
~ regulatory reform of federal agencices.

Section 207. Increased Funding for Infrastructure Safety and Reliability.
Increase funding on RD&D to enhance pipeline and distribution infrastructure safety

and reliability to optimize utilization of pipeline and distribution infrastructure, and to
increase the operational efficiency of pipeline and distnbution infrastructure.[S. 3002.]

TITLE IMI—PROVISIONS TO ESTABLISH COMPREHENSIVE, BALANCED AND
EQUITABLE EFFICIENCY AND ENVIRONMENTAL REGULATIONS.

Seetion-30-—Congressional- Findings-

Congress finds that it is the policy of the United States to reduce the reliance upon
foreign-source energy (i.c., enesgy produced outside North America), to encourage reliance
upon energy produced in North Amenca, and to improve the energy efficiency of the
United States as a whole. Furthermore, Congress finds that it is the policy of the United
States, in implementing energy efficiency measures, to consider principally, but not
exclusively, the total energy consuimned in an application.

Section 302.  Energy Efficiency Programs.

Direct DOE and other agencies 1o reexamine current efficiency and environmental
regulations in light of the stated national encrgy policy. Charge DOE with placing priority
in encrgy efficiency rulemmaking, analysis of energy efficiency policies, and all codes and
standards activities on energy cfficiency as measured over the full fuel cycle (i.c., Total
Energy Efficiency), including air emissions of criteria air pollutants and carbon dioxide and
on cost effectiveness of altematives for achieving efficiency targets.

Section 303. Cost Effectiveness and Economic Justification.

Direct DOE and otber agencies to review cument regulations and assess future
regulations to ensure that the costs and benefits of each energy option are accurately
jasscssed. Provide specific guidance for DOE’s consideration of cost effectiveness and
cconomic justification of encrgy efficiency rcgulatxons and standards, including cost-benefit
analysis, stakeholders to be addressed, and fue) competitiveness issues. Much of this section
would codify and clarify DOE procedures' cumrently covered by regulations (e.g., the 1996
“Process Iimprovement Rule™), but which provide considerable ambiguity on the specifics
of comphanoe
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Section 304.  Voluntary Standards.

Revise and define the role of DOE staff, national laboratories, and contractors in
regard to model codes and voluntary standards to reduce unduve federal government
influence. Revise the roles of voluntary standards (incloding ASHRAE standards) in energy
policy and the role of DOE in establishing minimum cfficiency standards for equipment and
buildings to gain more equitable treatment of natural gas end use options.

TITLE IV—PROVISIONS TO PROTECT CONSUMERS AND LOW-INCOME FAMILIES
AND ENCOURAGE ENERGY EFFICIENCY.
Section 401.  Extend and Increase Funding for LIHEAP Program.

(a) Extend the LIHEAP program from 2001 to 2006, increase the base avthorization
from $2 billion to $3 billion annvally, and increase emergency funds authorization from

$600Tnillion To $1 billion annually.

(b) For years subsequent to 2001, ensure that LIHEAP funding tracks changes in
Jow-income consumer fuel costs by increasing the authorization specified in Section 401(a),
in formulaic fashion, tracking increases in Energy Information Administration short-term
forecasts of residentjal beating costs.

Section 402. Government Building Energy Efficiency.

Authorize $500 million per year for 5 years for capital improvements, including
distributed energy resources and natural gas sysiems, 1o modernize government facilitics
through ihe installation of sustainable energy systems, especially to replace energy systems
that are older, less energy cfficient and less environmentally sensitive, including high
efficiency and renewable energy systems. Sustainable energy systems funded with this
authonzation must be cost effective as well as environmentally beneficial.

Section 403.  Energy Efficiency of School Buildings.

Reauthorize DOE program to increase energy efficiency in school buildings and
provide funds to swilch buildings 1o the most economical and efficient energy source.

Section 404. Conversion of Federal Facilities from Oil-Fueled to Gas-Fired.

- Authorize federal funds to convert federal buildings and other facilities from fuel oil
to natural gas.
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TITLE Y—TAX PROVISIONS TO ENHANCE THE USE OF CLEAN AND DOMESTIC
ENERGY RESOURCES AND TO IMPROYE ENERGY EFFICIENCY.

Section 501. Tax Incentives For Environmental Preservation And Other Costs Associated With
Siting and Construction of Energy Infrastructuare.

(a) Allow cunwil-yéar deduction of costs for environmental scoping and preparation
of environmental impact statements and studies for new gas distribution, storage, and
transmission infrastrocture.

(b) Allow three-year accelerated depreciation for environmental mitigation and
related actions for new gas distribution, storage, and transmission infrastrocture.

(c) Allow scven-year accelerated depreciation for other costs of new gas

dismbution, S1orage, and Tansmussion in frastiucTure.
Section 502. Tax Incentives For Clean, High-Efficiency, Distnibuted Energy Resources.

(a) Provide tax credits for distributed encrgy resources, including but not limited to
natural gas fuel cells, microturbines, turbines, reciprocating engines, and natural gas cooling
and dessicant systems. For natural gas fuel cells, microturbines, turbines, and reciprocating
engines, tax credits would be available only for units that are highly efficient and
comparatively environmentally beneficial. .

(b) Revise depreciation schedules for distnbuled energy resources and combined
heat and power to provide for seven-year depreciation. “Distributed energy resources” for
purposes of this section is not limited 1o pasticular technologies; instead, electric generation
of any type shall qualify so long as approximatcly fifty percent of the power generated is
consumed at the site of the generation, or within reasonable proximity of the site of
generation, and the facility has a capacity of SMw or less.

Section 503. CIAC Repeal.

Remove tax associated with bomes and businesses connecting 1o a utility to receive
natural gas.

“Section 504. Deduction For Costs of Storing Natural Gas.

A Allow deduction of certain expenses associated with the storage of natura) gas,
including liguefaction facilitics and propane-air injection facilities.

Section 505.  Tax Incentives for Natural Gas Transportation.

Provide tax credits for NGVs and allemative mmspoﬂétion fuels, including
infrastructure required to serve these altematives.

Section 506. Tax Normalization.
Normalize the treatment of the revised tax provisions in the bill.
Page 5 03/01/01

DOEO002-0045

35



TITLE VI—PROVISIONS TO EXPAND THE USE OF NEW NATURAL GAS
TECHNOLOGIES.

Section 601.  Energy Research, Development, and Demonstration Funding.

(a) Increase federal funding for research, development, and demonstration for
sustained and improved natvral gas sysiem reliabibity -and integrity, infrastrocture
expansion, and reasopable natural gas prices and rapid commercialization of new on-site
natural-gas equipment advances that would provide lower emissions, greates North
American energy reliability, and sustain America’s Jeadership in energy technologies.

(b) Utilize ten percent of the federal share of royalties received for production from
new federal Jands opened to exploration and production to support research, development,
and demonstration. This funding will, in aggregate, be subject to a stated dollar cap.
Approximately half of these royalties will be designated to support exploration and

production RD&D, and half of these royalties shall be designated to support distribution
and transmission RD&D.

(c) Authorize for each of the fiscal years 2001-2006 federal fanding for natural gas
research, development, and demonstration of $600 million annually.

Section 602.  Perodic Review of Energy Regulations to Accommodate New Technologies.
Direct federal govermment agencies to review existing rules and standards
penodically to ensure that promising technologies, such as distributed energy resources that
offer diversity of supply and other benefits are not discourage from market entry.

'TITLE YH—PROVISIONS TO SUPPORT AND ENCOURAGE ENHANCED DOMESTIC
NATURAL GAS EXPLORATION AND PRODUCTION

AGA supports legislative initiatives to increase the production of natural gas from
current sources and to bring forth enhanced production from new and potential sources of
domestic natural gas supply.
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American Gas Association
MEMORANDUM
March 22, 2001
To:  Joe McMomgle
Fr.  Darell Henry

Re:  AGA Legislative Policy Principles.

Thanks for meeting with Charlie Fritts and me this moming. As promised, here are the
AGA Legislative Policy Principles your work on the Energy Task Force policy
recormmendations. I also sent a copy to Joe Kelliher. Please call me, 202-824-7219, if
you have any questions or if we can provide any assistance for the Secretary’s efforts.

c Charhie Fnitts

400 North Capitol St, NW, Weshington, DC 20003 ® Telephone 202-824-7000, Fax 202-824-7115 ® Web Site hitp/Awww.sga.org
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AGK

American Gas Association
March 1, 2001

~ Natural Gas Utilities
Recommendations for National Energy Policy

Overview

It is in the nation's best interest to cultivate and develop a varied portfolio of encrgy resources that
makes the most of each fuel's unique attributes and advantages. Natvra) gas is making a signiﬁcam
contribution to mecting Amenicans’ energy needs for an affordable, reliable energy resource. In order

to provide Amencans an cnergy future that is free of oil anbargoes and rolling power blackouts, we
must now adopt 2 balanced national energy policy that recogmzes the vital role of natural gas. Sucha
policy provides the energy 1o ensure the prosperity of American families and businesses.

The United States relies on natural gas for one-fourth of its encrgy needs. Natural gas bumns cleaner
than any other fossil fuel, is almost 100 percent North American and provides efficient, responsive
heat and cnefgy for consumers. Because of the many ad_vantagcé that natura} gas offers Armencans,
demand for namrﬂ gas could grow by as much as 60 percent in the first two decades of the 21
century, according to projections by the Department of Energy and the American Gas Foundation —

_ butonlyif recommended policy changes are made.

Resnlts of Greater Use of Natural Gas

The increased use of natural gas would provide numerous benefits for all Americans:

® Lower oil imports by 4.5 million barrels per day, providing national security.

* Provide Americans an extremely efficient use of energy, especially in its "direct” applications;
such as fumaces, water heaters, microturbines, desiccant dehumidifiers and combined heat and
power. _

* Supply needed relief to the over-burdened electric grid, along with greater reliability to businesses

~ and home offices, through new technologies which generate both heat and electricity and can be

sited closer to the consumer.

e Clean up the air by lowerning carbon dioxide emissions by 930 million tons per year.

(Over for AGA's specific policy recommendations)

400 Nonh Capitol St., NW, Washington, DC 20001 ® Telephone 202-824-7000, Fax 202-824-7115  ® Web Sne hiip/iwww.2g3.0g
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\
AGA

American Gas Association . )
March 1, 2001

AGA's Recommendations for a National Energy Policy
o Protection of low-income consemers: Expand current Low Income Home Energy Assistance

Program (LIHEAF) and weathenzation funding.

o Expansion of natural gas infrastructore: Change the current tax depreciation schedule for
natural gas utility expenses to an accelerated 7-year schedule. This will free up capital for natural
gas utilities to invest in new pipelines, storage facilities and upgrading the existing infrastructure;
ensuring continued rehable service for all natural gas consumers. Also increase RD&D on natural
gas infrastructure reliability and safety; repeal tax on new customer connections (Contributions in
Aid of Construction.)

. Develbpment of new natural gas techrologies: Provide RD&D funding for new technologies to
produce, deliver and use natural gas in a highly-cfficient and safe mammer; provide favorable tax
treatment for highly efficient end-use technologices; reduce or ebiminate barriers to market entry.

¢ Increased energy efficiency: Provide funding to improve the energy efficiency of government
facilities and schools; RD&D and tax incentives for highly efficient technologies; policy
recognition of total energy efficiency.

» Adequate supplies of natural gas: North America has abundant supplies of natural gas. More
supply of natural gas means Jower prices for consumers. AGA supports the recommendations by
natural gas producers for expanded access to federal lands for exploration and production; tax
provisions to stimulate domestic production; simplified agency review and pennitting process.

’

- AGA-

American Gas Association  (202) 824-7000
400 N. Capitol St., N.W_, Suite 400, Washington, D.C. 20001
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GA
American Gas Association

FEDERAL ENERGY POLICY PRINCIPLES

Preamble

Ample, reliable energy supply at affordable prices is key to providing economic and
national security for Amerncans. The American Gas Association (AGA) recognizes that,
while the United States has tremendous energy resources, America's cuirent energy
supply and infrastructure will not sustain our growing economy and we need to act now
to meet our country’s energy needs for the 21 Century.

In order to continue to meet the energy needs of our unprecedented growing economy

and provide affordable-energy-for consumers; America-will need to-utifize all- domestic—- - -
fuels and energy sources efficiently. This is also the right approach for American

citizens who will benefit from more reliable and affordable energy from domestic energy
sources, cleaner air, and a stronger economy.

AGA is committed to working to enact a bipartisan, consensus, market-based national
energy strategy that will ensure the future security, comfont, and economic well being of
our nation’s citizens by meeting their energy needs, without sacrificing the quality of our
environment. AGA will work with consumers, policy makers, and its partners in the
energy industry to accomplish this goal.

Ptinciﬂes 7
To realize the goal of abundant energy supply for the 21 Century, America needs to
enact a markel-based, federal energy strategy that would accomplish the following:

1. Meet Consumer Energy Needs
¢ Ensure safe, reliable and affordable energy supply for al American families
and businesses today and in the future
+ Provide a balanced energy portfolio that promotes the wise use and efﬁcbent
use of all fuels
¢ Encourage necessary long-term energy supply and infrastructure investments
¢ Meet the needs of our growing economy and create and preserve American

jobs
¢ Seek market-based solutions that reduce regulatory uncertainty

2. Ensure the Quality of Our Environment
¢ Increase the use of new cleaner and more efficient energy technologies
+ Enhance the development of renewable and cleaner energy sources
+ Increase energy efficiency and energy conservation through sustainable
development and fair and balanced incentives and standards
¢ Ensure short-tenm energy and environmental policies support long-term goals

Increase our National Security
¢ Increase domestic energy supply
¢ Achieve greater energy independence through lower foreign oil imports

12

LVGAFTF LegishionLEGISLATIVE PRINCIPLE S Finod.doc Januasy 9, 2001

DOE002-0050

40



1 March, 2001
09:29

RECOMMENDED NATURAL GAS UTILITY PROVISIONS
FOR INCLUSION IN
NATIONAL ENERGY POLICY LEGISLATION

Goals:

To decrease America’s dependence on foreign oil 1o fifty percent of oil consumpbon by the year

2010 by conserving cncrgy resources, improving encrgy cfficiencies, increasing domestic energy
supplies, and enhancing the use of repnewable encrgy resources.

To accommodate and facilitate. development of an expanded direct use natural gas market for

residential, commercial, and industrial consviners, which would benefil_the nation _through

increased economic and energy efficiency, enhanced energy seaurity resulting from reduced
dependence on imported oil, and irproved environmental guality as a resolt of Jower cmissions of
COz2 and pollutants.

Key Legislaﬁve Components of the Bill

TITLE I—PROVISIONS TO ENHANCE THE USE OF DOMI-ET]C ENERGY
RESOURCES.

Section 101. National Academy of Sciences Study of Exploration and Produoction.

Direct the National Academy of Sciences 10 performn a cost-benefit analysis with
respect 1o vtilizing the domestic patural gas resource base fo reduce oil-import dependence
and 10 assess the rolc of new technological developments in the exploration and production
process. In making its cost-benefit analysis, NAS must include pew exploration and
production technologies as a part of the algorithm lested to determine the net benefits of
providing access to additional domestic gas resources.

TITLE I1-PROVISIONS TO FACILITATE RENEWAL AND EXPAﬂS]ON OF
DOMESTIC ENERGY INFRASTRUCTURE.

Section 201.  Office of National Energy Policy.

~ (a) Create, within the Executive Office of the President, an Office of National
Encrgy Policy, which will be directed to coordinate and expedite actions of executive-
branch agencies and independent agencies 1o implement national energy policy as
expeditiously as- possible. The Office shall be directed to coordinate and expedite the

actions of ‘these agencies 10 reduce dependence on foreign oil to fifty percent of

consumplion, 10 conserve encrgy resources, 1o improve energy efficiencies, to increase
domestic energy supplies, to increase encrgy infrastructure to meet America’s energy needs,
and to enhance the vse of renewable resources. The Office will be cmpowered to work with
relevant state agencies 1o achieve these goals and shall specifically address state concerns

with respect to federal impediments to achicving these goals as well as encouraging’

solutions to state impediments to achieving these goals.
Page | 03/01001
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(b) The Office wil} be empowered to coordinate and expedite decision-making on
permitting processes for development of the pipeline and gas distnbotion infrastructure
necessary to sustain projected natural gas demand i the year 2010. The Office shall be
empowered {0 issue, by rule or order, binding deadlines for completion of required agency
actions and to provide that fajlure to act within the deadhines specified shall be deemed to
be approval of the pending application.

(c) The Office will be empowered to enter into consvltations with officials of
~Canada and Mexijco with regard to enesgy issves of mutual concemn.

Section 202. Repont by Office of National Energy Policy.
Direct the Office of National Energy Policy, within 6 montbs, 1o prepare and deliver

1o the President and Congress a report assessing cxisting impediments 1o development of
the domestic energy infrastructure necessary to sustain projected energy demand in the year

2010-The report-shall-inclode;among-other-things; an-identification-of- those impediments
that may be overcome by federal administrative action and those impediments that require
Jegislative action.

-Section 203.  Interagency Working Group on Natural Gas.

Establish, within the Office of National Energy Policy, an Interagency Working
Group on Natural Gas to produce a biannual report setting forth a policy and strategy
relating to expanding natural gas usage. The Working Group will consult with cognizant
statc agencics 1o reccive their views with respect to soch a strategy.

Section 204.  Interagency Task Force on Exploration and Production on Federal Lands.

Establish, within the Office of National Energy Policy, an Inleragency and
Intergovernmental Task Force on Energy and Federal Lands to streamline regulation of
cxplosation and production on federal lands (including federal waters and the Outer
Continental Shelf), while protecting the environment.

The task fosce shall, within 6 months, prepare and deliver a report to the President
and Congress assessing existing ympediments to development of the domestic natural gas
resource base on federal Jands. The report shall include, among other things, an
identification of those impediments that may be overcome by federal administrative action
and those impediments that require Jegislative action.

Section 205. Interagency Agreement on Energy Infrastructure.

Direct the Federal Energy Regulatory Commission and all other federal agencies
involved in the environmental review of interstate pipeline applications 10 enter into an
interagency agreement lo expedite processing of applications, incleding deadlines for each

agency to complete s required actions. Failure of an agency to complete its review by the
dzadline shall be deemed 1o be assent to the project.
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Section 206. Reduction of Infrastrocture Lcad Times.

Reduce infrastrocture lead-times and federal impediments of state siting through
regulatory reform of federal agencies.

Section 207. Increased Fonding for Infrastructure Safety and Reliability.

Increase funding on RD&D 1o enhance pipeline and distribotion infrastructure safety
and reliability to optimize vtilization of pipeline and distnbution infrastructure, and to
increase the operational efficiency of pipeline and distnbution infrastructure. [S. 3002.)

TITLE ].ll—'-PROVlS]ONS TO ESTABLISH COMPREHENSIVE, BALANCED AND
EQUITABLE EFFICIENCY AND ENVIRONMENTAL REGULATIONS.

Section 303. Congressional Findings.

Congress finds that it is the policy of the United States o reduce the reliance upon
foreign-source encergy (i.c., energy produced outside North America), 1o encourage reliance
upon energy produced in North America, and to improve the energy efficiency of the
United States as a whole. Furthermore, Congress finds that it is the policy of the United
States, in implementing energy cfficiency measures, to consider principally, but not
exclusively, the tota) energy consumed in an application. '

Section 302. Energy Efficiency Programs.

Direct DOE and other agencies 1o reexamine current efficiency and environmental
regulations in hght of the stated national energy policy. Charge DOE with placing prionity
in energy efficiency rulemaking, analysis of energy efficiency policies, and all codes and
standards activitics on energy efficiency as measwred over the full foel cycle (i.e., Total
Energy Efficiency), including air emissions of critena air pollutants and carbon dioxide and
on cost effectivencss of alternatives for achieving efficiency targets.

Section 303. Cost Effectiveness and Economic Justification.

Direct DOE and other apencies to review cument regulations and assess future
regulations 10 ensure that the costs and benefits of cach energy option are accurately
assessed. Provide specific guidance for DOE’s consideration of cost effectiveness and
economic justification of energy efficiency regulations and standards, incloding cost-benefit
analysis, stakeholders to be addressed, and fuel competitiveness issves. Much of this section
would codify and clanfy DOE procedures currently covered by regulations (c.g., the 1996
*“Process Improvement Rule™), bot which provide considerable ambiguity on the specifics
of compliance. -
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Section 304. Voluntary Standards.

Revise and define the role of DOE staff, national laboratories, and contractors in
regaid to mode) codes and voluntary standards to reduce undve federal government
influence. Revise the roles of voluntary standards (including ASHRAE standards) in encrgy
policy and the role of DOE in establishing minimum efficiency standards for equipment and
buildings to gain more equitable treatment of natural gas end use options.

TITLE IV—PROVISIONS TO PROTECT CONSUMERS AND LOW»]N_éOth FAWL]I‘ZS :
AND ENCOURAGE ENERGY EFFICIENCY.
Section 40).  Extend and Increase Fonding for LIHEAP Program.

(a) Extend the 1LIHEAP program from 2001 to 2006, increase ibe base avthorization
from $2 billion 1o $3 billion annually, and increase emergency funds authonzation from

$600 milion to $1 bilion annually.”

(b) For years subsequent to 2001, consure that LIHEAP fonding tracks changes in
Jow-income consumer fuel costs by increasing the avthorization specified in Section 401(a),
’n formvlaic fashiom, tracking increases in Energy Isformation Administration short-tenn
forecasts of residential beating costs.

Section 402. Govemment Building Energy Efficiency.

Authorize $500 mullion per year for 5 years for capital improvements, including
distributed energy resowsces and natural gas systems, to modernize government facilities
through the installation of sustainable encrgy systems, especially to replace energy systems
that are older, less energy efficient and Jess environmentally sensitive, including high
cfficiency and renewable encrgy systems. Sustainable energy systems funded with this
authorization mbst be cost cffective as well as environmentally beneficial.

- Section 403.  Energy Efficiency of School Buildings.

Reavthonize DOE program to increase energy efficiency in school buildings and
. provide funds to switch buildings to the most economical and efficient encrgy source.

Section 404. Conversion of Federal Facilities from Oil-Fucled t0 Gas-Fired.

Authonze federal fonds to convert federal buildings and other facilities from fuel oil
to natural gas. ' .
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TITLE V—TAX PROYISIONS TO ENHANCE THE USE OF CLEAN AND DOMESTIC
ENERGY RESOURCES AND TO IMPROVE ENERGY EFFICIENCY.

Section S01.  Tax Incentives For Environmental Preservation And Other Costs Associated With
Siting and Constrection of Enargy Infrastroctore.

(a) Allow current-year deduction of costs for environmental scoping and preparation
of environmental impact statements and studies for new gas distribution, storage, and
transmission infrastrocture.

(b) Allow threc-year accelerated depreciation for environmental mitigation and
related actions for new gas distribution, storage, and transmission infrastructuore.

(c)_Allow seven-year accelerated _depreciation for _other costs of new gas

distnbution, storage, and ransmission infrasuucture.
Section 502. Tax locentives For Clean, High-Efficiency, Distributed Energy Resources.

(a) Provide tax credits for distnbuted energy resources, including but not limited to
natural gas fuel cells, microturbines, turbines, reciprocating engines, and natural gas cooling
and dessicant systems. For natural gas fuel cells, microfurbines, turbines, and reciprocating
engines, 1ax credits would be available only for umits that are highly cfficient and
comparatively environmentally beneficial.

(b) Revise depreciation schedules for distnbuted energy resources and combined
beat and power to provide for seven-year depreciation. “Distributed energy resources” for
purposes of this section is not limited to particvlar technologies; instead, elecinc generation
of any type shall qualify so Jong as approximately fifty pércent of the power generated is

consumed at the site of the generation, or within rcasonable proximity of the site of
generation, and the facility has a capacity of SMw or Jess.

Section 503. CIAC Repeal.

Remove tax associated with homes and businesses connecting to a utility 1o receive
natural gas.

Section 504. Deduction For Costs of Stonng Natural Gas.

Allow deduction of certain expenses associated with the storage of natural gas,
including hiquefaction facilities and propane-air injection facilities.

Section 505. Tax Incentives for Natural Gas Transportation.

Provide tax credits for NGVs and a)tcmative'tmnsponation fuels, including
infrastructure required to serve these alternatives.

Section 506. Tax Nosmahzation.

Normalize the treatment of the revised tax provisions in the bill.
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TITLE VI—PROVISIONS TO EXPAND THE USE OF NEW NATURAL GAS
TECHNOLOGIES. :

Section 601.  Energy Research, Development, and Demonstration Funding.

(a) Increase federal funding for research, development, and demonstration for
sustained and improved natural gas system reliability and integrity, infrastroctore
expansion, and reasonable natural gas prices and rapid commercialization of new on-site
natural-gas equipment advances that would provide Jower emissions, greater North
Amecrican cnergy reliability, and sustain Armerica’s leadership in energy technologies.

(b) Utilize ten percent of the federal share of royalties received for production from
new federal Jands opened 1o exploration and production to support rescarch, development,
and demonstration. This funding will, in aggregate, be subject 10 a stated dollar cap.
Approximately half of these royalties will be designated to support_exploration and

production RD&D, and half of these royalties shall be designated to sopport distribution

(c) Authorize for each of the fiscal years 2001-2006 federal funding for natural gas
research, development, and demonstration of $600 million annually.

Section 602. Periodic Review of Energy Regulations to Accommodate New Technologies.
Direct federal goverminent agencies 10 seview cxisting rules and standards
penodically to ensure that promising technologies, such as distnibuted energy resources that
offer diversity of supply and other benefits are not discourage from market entry.

TITLE VII-PROVISIONS TO SUPPORT AND ENCOURAGE ENHANCED DOMESTIC
NATURAL GAS EXPLORATION AND PRODUCTION

AGA supports Jegislative initiatives to increase the production of patural gas from
current sources and o bring forth enhanced production from new and potential sources of
domestic natural gas supply.

Page 6 03/01/01
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Green Mountain Energy- : | :
Choose wisely. H's a §1;|all planet.™ . : B

\

April 12,2001

_ Mr. Joseph T. Kelliher
Senior Policy Advisor
Office of the Secrctary
U.S. Department of Enagy
Room 7B-252

1000 Independence Ave, SW
_Washington, D.C. 20585

Dear Mr. Kelliber:

Green Mountain Energy Company greatly appreciated the opportunity to meet with you Jast week
10 discuss the development of national energy palicy. As a follow-up to that meeting, we would
- like to provide in writing some information about Green Mountain Energy and a few thoughts
regarding competition in the electric industry as a key component of our national energy strategy.

Since its inception in 1997, Green Mountain Energy Company has been committed to using the
power of customer demand to help change the way power is made. As a result of its activities in
competitive markets to date, the company has spurred the development of several new renewable
energy projects, including one of the largest wind farms on the East coast, the first new wind
turbines to be built as a result of customer demand in California, and the largest solar array in the
San Francisco Bay area.

Green Mount‘ain Energy currently supplies cleaner and renewable electricity to residential,
business and government consumers in Califomia, Pennsylvania, New Jersey and Connecticut,
- ‘and we plan 0 expand pationwide as more stdtes open their eiicTgy markets to competition’
Near-term plans include entering the Texas market when the state begins its pilot program in
June, 2001, and starting sexvice in September, 2001, to over 400,000 residential customers in

. - Ohio pursuant to a six-year agreement with the Northeast Ohio Public Energy Council
s (*NOPEC"), a public electnc:ty buying group which repnsents bouseholds across eight Ohio
] countxcs L

Green Mountam Energy ﬁrmly believes that effectWe compehtnon m the electric mdustry can
produce benefits for even the smallest customers and is part of the solution to, rather than the
- cause of, cum:)t probluhs in the western wbolwale power: markets We also believe that

DOE002-0057
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.. ~emnpeunon can be an nnponam oomplement to responsﬂ»le policy mmanves in suppon of thc -
- ‘enivironment. Compdmon pmmts the opportunity for choice, and choices available in

* competitive energy markets today include products that are significantly cleaner and higher in
rencwable content than traditional system power. Moreover, experience in-markets to date clearly -
demonstrates that'a significant peicentage of switching customers will choose encrgy products
based on their environmental characteristics as well as price. In addition, in several situations ~

" » where significant blocks of customers were up for bid, Green Mountain Encrgy, at least, has been

. able to bid successfully with energy products that are significantly cleaner than system average -
. -pover. In short, (bepotmtxal for the market to impact how power is made in the future is
significant, and grows as consumers become more educated about the cnvxmnmcntal

} Jconsetpmcw of alternative powcr genmnon sources. ,

Tbe potential econonnc and ummnmenta] bcneﬁts of oompehbon, bowcver wxll not bc mhzcd

without support and ] ladmhnp from | pol)cymakax This is a éritical time for the ¢ competitive

encrgy industry. Recent cvents in California, high prices in wholesale markets across the country, -

less-than—eﬂ'ecuve federal regulation of the interstate transmission grid, and a varicty of flawed -
state wstmotmng pmgmms are making it increasingly dnﬂicult for competitive suppliersto =
deliver to customers the benefits that: would flow from free and fair competition. A number of
<" stafes are delaying their restructuring pmgmms or considering price control measures that are -
- likely to kill off the competition that would provnde the best long-term protection for customm
- Leadership is peeded now on the federal level to address directly the obstacles to competition
" that are within the federal government’s control, and to provide guidance and encouragement to
" the states to address effectively those issues within their jurisdicfion. We wrge the Administration
to pmwdc that lcadcrshxp as pait of its nahoml energy pohcy

Spec:ﬁmlly, we urge that the national energy pohcy, ata rmmmum mcorporauc tbc following
” two elements with respect to electric mdnstry restructuning: .
. Snpport for federal lcg)slahon that 1) assures a robust mterstate translmss)on gnd,
" 2) clarifies federal/state authority over the interstate gnd and 3) mandates efficient
interconnection with the transmission grid. These issves are addressed in a recent letter

member. We wxll ot repeat its discussion of the i issves bete, but commend EPSA’s Icttq’
for your consdcratxon T .

- 'Enconragement of and mpport for, l'etanl electnc compehtxon. As dscrﬂ)ed above it
" isimportant that the states and the public hear that effective competition in the energy
: industry, at both the wholesale and retail Jevels, will benefit customers and is part of this -
- "%+ nation’s éncrgy policy. There is much that the fedcral government could do now to
| promote competition by, for instance, rationalizing a hodgepodge of state rules.and -
~ procedutes, limiting monopoly functions,-and providing tax incentives for restruct_tmng

DOE002-0058

1o you from the Electric Power Supply Association, of which Green Moumain Edergyisa.

48



Mr.JoscphTKellibcr R -3 - Aprit12, 2001

mvstments But even. 1f as many have suggcsted the hmc is not ngh! pohbmlly for
federal action effecting retail electric restructuring, it is still possible to set a broad
. direction and begin plotting a course toward full compctmon. Currently, the Federal
- Trade Commission, at the request of Congress, is considering comments and developing a
repoﬂonwbatnsworhngmdwbahsnotmretm]dechcoompebuonpmym and on
what additional federal l¢gislation or regulation might be desirable; Green Mountain
i Bncrgymgud:cAdmxmsu'ahon to ensure that 'this is a serious effort, and to utilize the
~_ resulting FTC report to inform further direct federal acbonand/ortoptmsstatctonfonn
existing programs and implement new programs that will bring the bexefits of -
. competition to customers. The FTC has played the role of advocate and expert advisor to.
states bcfom, and mi ght producuvely play such 3 role with respect to’ rctaxl clcctnc
oompehbon. . O

Of course, as a markctd of and advoca'te for ch cna'gy Green, Moumaih Eﬂcrgy aisb

.urges the Adrmmstnbon s aggxmszve support for rtncwable cnagy as part of our nahonal energy . '

strategy.

‘Thank yois again for thc'bp.pértmnty to meet and to provide you with our hcws on clectric -
restructuring and national energy stratcgy We are, of course, avhilable to discuss these issues in

- greata detail at any time.

%Q,V/?wac/

Karen ‘O"Neill - .
Vice President, New Markets .
Green Mountain Energy Company.

DOE002-0059
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1331 Pernsyhania Avenue, N.W.
Washington, D.C. 20004

Amold |. Havens
Vice President - Federal Affairs

March 5, 2001

Mr. Joe Kelbher

Senior Policy Analyst

U.S. Department of Encrgy
Room 7B-252

1000 Independence Avenue, SW

Washington, DC.20585 .

Dear Joe,

John Spow and I very much appreciated the opportunity to visit with Secretary
Abraham and you 1o share our thoughts on the i importance of developing and
implementing a broad-based energy policy that maximizes the use of abundant domestic
fuel sources including coal. : '

We also appreciated the chance to discuss the need to eliminate the unjustified

© 4.3 cents-per-gallon deficit reduction fuel tax that the rail and barge industries continue to

pay into the general funds of the Treasury.

Given bow fuel efficient railroads are, the elimination of the tax would have both
fuel savings and environmental benefits (sce attachment).

Once you have had the chance to review the attachment I would be happy to
respond to any questions you may have.

Again, many thanks for your time and consideration.

Sincerely,

attachment

Telephone: (202) 7B3-8124 * Facsimile: (202) 783-5929

DOED02-0060
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Energy-Related Benefits of Eliminating the 4.3 Cents Per Gallon
Deficit Reduction Tax on Railroad Fuel

. Coal is an abundant energy source which plays a vital role in the U.S. economy. In

addition 10 its use for industrial pusposes, including the production of iron and steef,
coal is the source of more than half of our nation’s electricity. And coal will be
increasingly important in meeting America’s future energy demands and encrgy
independence - the U.S. Department of Energy projects demand for U.S. coal to grow

" from 20 percent to 38 percent over the next 15 years. Because freight railroads

handle 65 percent of all coal wansported in the United States, their ability to offer
efficient, economical. and safe transportation is critical to America’s energy outlook.

The annual $174 million cost reduction produced by the climination of the 4.3 cents

per.gallon deficit reduction fuel tax would greatly assist freight railroads.in

W

responding to our nation’s energy transportation nceds. Over the next 10 years, these
savings would enable railroads to make needed investuments such as the following:

e Augment their locomotive and freight car fleets used in the transpontation of coal.
By adding one new locomotive for every eight currently in coal service or one
additional coal freight car for every five currently hauling coal.

*  More readily fund the heavy costs of track and signaling expansion — which can
amount to millions of dollars per mile — needed to create the increased rail
capacity required to accommodate the higher volumes of rail-transported coal.

The deficit reduction fuel tax on railroads and barges antificially increases their
operating costs. Elimination of the tax would allow these modes to compete more
effectively with motor carriers based upon actual price, service, and other competitive
factors. Because freight railroads are, on average, three imes more fuel efficient than
trucks, according to the Environmental Protection Agency, the elimination of the tax

“would allow more traffic to move by rail as competitive forces dictated, thereby

producing both fuel savings and environmental benefits that would result from rail’s
greater fuel efficiency. ' :

Elimination of the deficit reduction fuel tax would allow railroads to continue
investment in research which has the goal of reducing locomotive emissions and
increasing locomotive fuel efficiency.

DOE002-0061
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February 12, 2001

Mr. Joseph Kelliher
Department of Energy
Forrestal Building
1000 Independence Avenue, S.W.
Washington, DC 20515

Dear Joe:

It was great speaking with you again on Friday and thank you for contacting AARP
regarding the President’s forrnulation of a National Energy Plan. Based on our
discussion ] have assembled a npumber of different items related to the Protection of
Consumers and Low Income Families. ] will also provide you with the names of other
organizations that may prove helpful. -

While the majority of the information deals specifically with electric utility restructuring,.
I believe that many of the basic principles apply 1o natural gas, home heating oil,
gasoline, water and other fuel sources. Before itemizing the enclosures let me outline
what our overniding interests are. AARP, and consumer groups in general, want to ensure
that energy sources are available, at affordable prices and that the competitive
marketplace that provides these necessary items abides by basic consumer protection
principles. From this flows, universal service, consumer protections, conservation,
weatherization, LIHEAP and the Jike.

Enclosures

1) AARP Energy Policy
2) AARP Congressional Testimony on Consumer Protections
3) Stakeholder Principles
4) Universal Service Principles
5) The Winter Outlook for the Poor
6) A Study on Utility Consumer Advocates which offers strategies to help
, consumers
7) AARP’s Model State Restructuring Bill — Includes some creative ways to aid

consumers

601 E Street, NW  Washington, DC 20049 (202) 434-2277 www.aarp.org
Esther “Tess" Canja, President Horace B. Deets, Executive Director
®
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I realize that this is a lot of information, not all of it on the mark, but each piece has some
important points from our perspective. Let me also add that we are pleased with the
LIHEAP section of the Murkowski and have always supported the consumer protection
provisions of last years Barton bill. Additionally, we are in to beginning stages of
developing a plan to promote weatherization among our members. 1 am baving trouble
grasping exactly what will be included in this section of the Plan, but I would very much
like to participate in drafting once you have an outline. Energy and utilities has risen to
become a priority issue at AARP, so we are more than willing to do our part to aid the
Administration.

Finally, I would suggest talking to Meg Powers, the author of the Winter Energy Outlook
piece. 1 think that the National Consumer Law Center and NASUCA are other logical
choices. Would you like me to get in touch with thermn and coordinate the effort, or would
you prefer to deal with them individually? Either way is fine with me.

Joe, thanks again for including AARP in this enormous yet critically important effort.
Please get back to me when you have a chance to let me know what I can do. -

Take care.

- Gratefully,

Jeff Kramer
Legislative Representative

DOE002-0063
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UTILITIES AND ADVANCED COMMUNICATIONS

INTRODUCTION

1
2
3
tility services are essential to modemn life. Telecommunications, electricity, natural gas,
water and sewer services are all crucial to health and personal welfare. For older |
6 Amencans in parucular, the abibty to contact police, fire, medical and other services in times of
7 emergency; to readily access affordable, safe water; and to have air conditioning during the
8 summer and heat during the winter are absolutely necessary. The loss of any of these utility
¢  services could have devastating consequences. |
FPigure 10-1
AnnualPercentChange in Incom ¢ and U tlity Costs 1990-1998
HousehoXisAge 65 and over
) nee 10 oL oL AL (S 4 RO 7oL ool
*CPIU = Consumes Price Index for all Urban Conssmers
Source: Burrau of Labor Sutisics, Consumer Expenditure Survey, 1998; Consemer Frice Index,
Histarscal Table, 1913-2000
Prepared by AARP Public Pobcy Institme
10
1]
12
13 TThe cost of utiliies makes up a significant portion of an average consumer’s personal
14  expenditures. Energy alone can account for as much as §-6 percent of a median-income
15 household’s monthly budget and telephone and other services add substantially to that burden.
16  For some older Americans, this share can be much higher, with energy, water and sewer
17 services consuming as much as 30-18 percent of income. Some low-income bouseholds often |
18  spend a greater share of their income on utilities than on certain other necessities such as
19 health care or property taxes. This is the case for an increasing number of older persons as the
20

average expenditures for telephone, electricity, water and sewer services for bouseholds headed

54
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by persons age 65 and older increase at a faster rate than both the level of income in these
households and inflation (see Figure 10-1).

Because of the large amounts of capital required to build utlity systems, these crucial services
raditionally have been provided under conditions of near or complete monopoly. Governments
bave granted exclusive-service tervitories to single, large companies in exchange for universal,

- high-quality service. To ensure that such service is provided, federal, state and local authonties

have regulated utility companies closely. These firms have been guaranteed the opportunity to
earn a set rate of return on their capital. Their rates and investment plans bave been subject to
close public scrutiny and government approval. The goal of this system is to provide adequate

levels of service and just and reasonable rates across the country.

In recent years, however, new pressures have begun reshaping the nation’s utility industries.

14~ Alemative providers of electricity, natural gas and telecommunications services, in particular,

are promising cxpanded and better service at Jower prices. Some utility regulators are
responding by opening utility markets to competition for the first time.

While competition will benefit large consumers and some small customers, many of the

‘proposed plans for regulatory and structural change contain a number of potenual pitfalls. For

example, most plans call for relinquishing at least some public oversight of utilities and the
benefits of competition may not reach individual households in rural and other areas where new
competitive markets do not develop. Any proposed plans for regulatory change must maintain a
provision for universal service and assistance to Jow-income households and ensure that services
are always available in emergencies. Such proposals should also address utility companies’
increasing international investments, which move resources away from domestic customers. In
short, the new era dawning in utility regulation may hold- much promise, but only strong
safeguards will ensure that all consumers share the benefits.

This same principle also applies 1o the development and deployment of advanced information
and communications technology. Recent advances in technology over the past two decades have
led to an array of new and improved services and profound social and economic benefits for
many people. As the rapid pace of technological achievement continues, an increasing
percentage of consumers are taking advantage of these technologies and services. They are

_connecting with friends and colleagues through e-mail, accessing the Internet to search for

information or shop online and conversing from practically anywhere through the use of
wireless telephone service. Some even have access to more sophisticated services such as video-
on-demand and teleconferencing that will allow them to hold business meetings, visit the doctor
or rent a movie, all without having to leave their home. Simply put, new technologies and

"services are dramatically changing the way Americans work, communicate, shop and obtain

information. At the same time, however, there is stll a significant gap, often referred to as the

. “digital divide,” between those with access to technology and those without it. Older persons as

well as persons with lower incomes and education Jevels, certain minorities and residents of

~ rural areas or central cities are among the groups that typically lack access. In fact, persons

UTIUTNES AND ADVANCED COMMUNICATIONS

10-2 2000 AARP PuBLIC POUCY AGENDA
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aged 55 and over trail all other age groups with respect to computer ownership and access to
e-mail and the Internet (see Figure 10-2). In the future, ready access to information and
communication services such as e-mail and the Internet will become only more cnteal to
economic success and personal well-being. As such, it is critically important that these services
be available to everyone regardless of gender, income or age.

Figare 10-2
Computer Ownership and E-mail and Internet Access.
by Age of Housebold

Percent of users

Access % cJectronic services

Source: Falling throazh the Digieal Dyvide, NTIA, 1999.
Prepared by AARP Public Policy Inmstitote.

UTILMES AND ADVANCED COMMUNICATIONS
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AARP PRINCIPLES

UTILITIES AND ADVANCED COMMUNICATIONS
Universal Service. Essential utility services should be affordable to all households. Even
in a competitive utility market, the goal of universal service must be maintained.

Customer Rights and Information. Consumers threatened with service termination
should have established rights and protections.

To ensure that consumers make informed decisions about utility providers and products, terms
and conditions should be clearly stated on all bills, marketing hiterature and other relevant

communications. . _ - o

Consumer Education. States should establish and maintain adequately funded education
programs to belp consumers in a competitive marketplace select utility services wisely and
protect themselves against frand.

Public Participation. Public utilities seeking rate changes should be required to justify
such requests in advance at widely publicized public hearings conducted in the service area to
be affected so that a wide range of r=sidents and others can voice their views.

States should establish and maintiin adequately staffed consumer advocacy organizations to
represent residential and other small ratepayers at public hearings before regulatory bodies.

Low-Income Discounts. Regulators should ensure that low-income persons do not bear
more than twice the burden median-income households bear to secure necessary utility
services. Enrollment in programs that provide low-income assistance for utility services should
be automatic for all eligible customers.

Regulation and Rate Structures. Utility rate structures should provide stable
revenues, reflect private and social costs and benefits, distribute costs among customer classes
fairly, be easy to understand and not be unduly discriminatory.

Regulators should hold utilities that are no longer rate-regulated 10 1he same high standards of
service quality, customer service and reliability as they do those that are rate-regulated.

Legislators and regulators should reevaluate on a perﬁ)dic basis any alternative form of
regulation to ensure that utilities continue to offer reliable, high-quality service at reasonable
rates.

UTNUNES AND ADVANCED COMMUNICATIONS

104 2000 AARP PusuC POUCY AGENDA
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Regulators should perform mandatory and rigorous audits of unregulated affiliates, parent
bolding companies and regulated utlities in order to ensure the fair allocation of costs and
profits.

Terms and Conditions for Competitive Markets. Legislators and regulators
should ensure that, where allowed, true and effective competition develops before deregulation
takes place in the unlity industries.

Mergers. Regulators should prohibit utility company mergers that would compromise
regulatory protection for residential ratepayers, hinder competition or fail to increase economic

efbciency.

Residential ratepayers should receive.at least SO percent of the short-term and Jong-term

NNNNNNMN&N\”-—:—-uu.—
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forecasied economic benefits, as determined by regulators, of any proposed merger or
acquisiton.

Ratepayers should not bear the costs and risks of utility mergers or takeovers.

Anticompetitive Safeguards. Specific safeguards should be adopted to protect the
consumer against anticompetitive activity.

Prudent Investment. Regulators should not allow utilities to recover from consumers any
plant costs that were not prudently incurred. Regulators should prohibit utility companies from
billing customers for the costs of construction work in progress. Ratepayers should not pay for
plant additions until they receive service from them (an idea known as the “used and useful”
rule). Regulators should ensure that all costs reflected in customers’ bills are for resources that
are used and useful. Regulators should minimize the cost to ratepayers of completed
construction by requiring utilities to spread rate increases over several years.

UTILITIES AND ADVANCED COMMUNICATIONS

2000 AARP PuBLIC POUCY AGENDA 10-5
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"1 ENERGY
2 BACKXGROUND
3 .
lder Amenicais are particularly vulnerable to rapid increases in energy prices. Although
they consume approximately the same-amount of energy as do younger people, older
6 Americans devote 2 higher percentage of total spending to residential energy (see Figure 10-
7 23). This may be because older persons spend a greater proportion of their income on bome- |
8  beating costs (even after adjusting for weather and home size). Among low-income older
9  families, an average of 37514 percent of their income is spent on residential energy. Too |
10  often, low-income older persons must choose between risking their health and comfort by
11 cutting back on energy expenditures or reducing spending for other basic necessites.
12 l
- Figure 10.3
Energy Expenditures as a Percent of Income, by
Age,
by 1998
6%
5%
€
8
a
Undes 25-34 3544 45-54 5564 65and 65-74 75and
25 A over over
ge
Sowrce: Burcaw of Labor Sutises Consumer Expenditure Survey, 1998; Average l
annval expersditares and characterisocs.
Prepared by AARP Publc Pobey Institate
13
14
15 ENERGY = Electricity Restructuring
16 BACKGROUND
17 :
18], or much of this century, electric utilities have exclusively controlled the generation,

20

19k transmission and disfuibution of the nation’s electricity; that is, they have provided the
power generated at the plant and the transmission or delivery of that power to community wires

UTRITIES AND ADVANCED COMMUNICATIONS

2000 AARP PusLIC POuUCY AGENDA
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1 and poles that distribute or carry the power to a customer’s bome. Under this monopoly system,
2 utlities have been subject to regulation by state public utility commissions and obhigated to
3  provide reliable service to all customers who want it.
4
5  Changes to the industry proposed by Congress and state legislators would spur retail
6 competition and allow consumers to choose the generator of their electricity and purchase
7 electricity from the generator of their choice. In most instances, the poles and wires would still
8 be owned by one company, which would thus have a monopoly over the ransmission and
9  distribution of power in a certain geographic region (a “service area” or “service territory”).
10
11 Restructuring is the movement allowing consumers to purchase electricity generation services
12 from competing suppliers rather than from the waditonal regulated monopoly structure. As it is
13 generally used, restructuring refers 1o retail competition, whereby consumers have the
14  opportunty 1o choose from among a number of power generators to purchase their electnaty.
15 | The transmission and distribution of electric power would remain under regulatory control
16
17 Contrary to the rhetoric of some restructuring proponents, benefits in the form of Jower costs
18  are not guaranteed to residential ratepayers. If the outcome of restucturing is left entirely to
19  the marketplace, residential consumers are likely 10 be the last class of customers to benefit—if
20 they receive any benefits at all. Residential consumers and small businesses are at a
21  disadvantage because they do not purchase enough electricity to be as atractive to competitors
22  as industrial customers. Thus, if residential consumers are not the first or at least among the
© 23 first, to have access to competition, large commercial and industrial users will corner the market
24  for lower-priced power.
25 i
26 [ FEDERAL & STATE POIJCYJ
27 | ENERGY 8 Electricity Restructuring
23
29 Regulators should adopt safeguards that ensure just, reasonable and affordable rates
30 and high-quality service for residential customers under retail competition.
31 :
32 In the transition to a competitive market for electricity, state policymakers should ensure
33 that utibities do pot give discounts to industrial consumers at the expense of residential
3 ratepayers.
35 . .
36 Legislators and regulators should ensure that residential ratepayers receive equitable
37 and simultancous benefits, including rate reductions, equal access and better service,
38 from retail competition.
39
40 | ENERGY m Electricity Restructuring
41 | Consumer Protections in the Electric Industry
42 BACKGROUND
UTIUTIES AND ADVANCED COMMUNICATIONS
10-30 2000 AARP PusucC POUCY AGENDA
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onsumer protection Jaws must be fully applicable to the sale of electricity in a restructured

industry. Low-income, non-Enghish-speaking, and elderly consumers, in particular, will

4 need strong protections and access to special market information to prevent abuse in the
5 competitive market. :
6
7 | FEDERAL & STATE PoLicY|
8 ENERGY ® Electricity Restructuring
9 Consumer Protections in the Electrnic Industry
10
1 Legislators and regulators should vigorously and effectively enforce the following
12 consumer protection principles in 2 competitive retal market. :
13 o All suppbers and service providers must meet service quabity standards or pay
14 significant penahies for noncompliance.
15
16 » All suppliers and service providers must abide by state consumer protection statutes
17 and not engage in unfair or deceptive acts and practices. States should impose
18 substantial fines on violators for each specific offense.
19
20 ¢ Al supphers and service providers should be required to disclose such information
21 as price per kilowatt-bour of electricity and its generation sources as well as any fees
22 or minunums. C :
24 s Customer consent should be obtained before any personal data such as usage,
25 billing and payment information is shared or sold.
26
1 » All supphiers and service providers must adbere to strict credit and collection
28 standards that ensure consumers are not disconnected from basic sexvice if they fail
29 to pay for deregulated services. -
30
31 » All suppliers and service providers must be Ecensed to do business in the state in
32 - which they operate and must meet minimum market standards of conduct.
33 _ '
34 * Al customers should bave access to information and education to help them
3s understand their rights and responsibilities.
36 .
37 . Rwdcnnal consumers should participate in all decisions on electric utility
i restructuring.
39

UTIUMES AND ADVANCED COMMUNICATIONS
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o Utilities should continue to provide repair services in emergency situations and
should base their emergency response on a set of principles that include the
following,

e An emergency exists when, for example, a gas odor is detected, a bome is
without heat or a pilot light needs to be Lighted.

o Emerpency repair services should be free of charge.

e The rules covering minor repairs should be fair to both the ratepayer and the

service repair operator.

_ENERGY..® Electricity Restructuring_

Safety and Reliability

BACKGROUND

Il he reliability of the Nation’s electric system is of paramount importance to consumers and
16 . must not be compromised by current electric industry restructuring efforts.

[ FEDERAL & STATE Poucv]

18Kkl

ENERGY B Electricity Restructuring
Safety and Reliability

Legislators and regulators should ensure a seliable, safe, and kigh-quabty electricity -
system before endorsing retail competition.

ENERGY B Electricity Restructuring
Universal Service

BACKGROUND

30A ny effort to restructure the electric utility industry should incorporate a broad definition of
3 universal service, ‘one that indudes the concept of affordability. All consumers should be able

37710 purchase a level of service that meets daily nceds at an affordable price. The requirement
of affordability clarifies that customers should not have 10 forego other pecessities in life such as
medicine and food in order to use pecessary electricity. Moreover, it recognizes that just and
reasonable rates may be unaffordable to some.

1 FEDERAL & STATE PoLicy|

ENERGY B Electricity Restructuring
Universal Service
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Federal and state regulators should establish a definition of “aniversal service” that is
similar to the one in the Telecommunications Act of 1996. In particular, the definition
should specifically state that rates should be just, reasonable and affordable and that
energy assistance programs should be available to low-income households and to

ratepayers in high-cost areas.

ENERGY ® Electricity Restructuring
Consumer Education

10
11 BACKGROUND
12
13 Cluccess in implementing retail electric competition will depend in large part on the readiness
14h.Jand willingness of consumers o change their understanding of bow to purchase electricity.
15 Indeed, consumer participation in the market, will not occur if consumers have to spend hours
16 figuring out jargon and making choices among disparate and differing arrays of services in
17  order to save a very modest amount of money.
18
1w | | STATE PoLicY|
n0 ENERGY N Electricity Restructuring -
21 . Consumer Education
22 j ’ : N
23 State policymakers should establish and adequately fand a consumer education program
24 10 maximize public participation in restructuring, minimize customer confusion about
25 " the changes taking place, and inform consumers about how to shop for electricity. More
26 specifically, any consumer choice education plan, at 2 minimum, should:
27
28 * begin in advance of retxil competition and before most electric suppliers initiate
29 retail marketing activities;
30
31 ¢ ensure that residents can access information about electric restructuring when,
32 where, and bow they want it through a vanety of communications tools and
34
3s » ensure that all communications efforts are clear and jargon-free:
36 .
37 * involve community-based organizations in delivering information and optimizing
- 38 educational strategies as means to extend the reach of the plan and address the
39 unique characteristics and needs of the communities and people throughout the
2 »
42 * be competitively neutral so as to avoid favoring one supplier or enesgy source over
43 another;
1
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10
11
12
13

tranded costs (sometimes called transition or uneconomic costs) are assets and investments

that no longer have economic value (e.g., nuclear power plants and above-market
independent power producer contracts) because of the move to a restructured electric utlity
industry. Under traditional regulation, utlices have been allowed to charge rates that cover
costs and provided a reasonable return on investment. Some of the investments, however, were
not cost-effective and are not sustainable in a truly competitive market. Thus, the stranded cost
is the difference between the utlity’s costs under traditional regulation for generating plants or
contracts for the output of such plants and the cost of replacing that power in the open market
today.

Stranded cost recovery is one of the most contentious and important issues in electric industry
restructuring. It refers to0 any mechanism that requires customers to pay charges over and
above the market price for electricity. Reducing stranded costs is essential to Jowering

14
15
16

17
18
19
20

RIBRNE

26

28

30
31

R EES

37

38
39
40

43

consumer electricity bills. Ratepayers will not benefit from a restrucmred electnic utibity
industry if they must assume excessive stranded costs.

l

FEDERAL & STATE PoLicY|

ENERGY ® Electricity Restructuring
Stranded Costs

“State policymakers sbould ensure thatmdennzlmepzyexs do pot have to pay for
stranded costs 2s long as they do not benefit from retail competition.

I policymakers endarse retail competition, then stranded costs should be shared fairly
and equitably among stockholders and all classes of consumers contributing to the need

for plant capacity.

In calculating stranded costs, regulators should consider the following mitigating factors: -
previously compensated risk, investments made as a result of poor management

decisions, ongoing pmﬁtable investments and new revenue opportunities.

Any mechanism for recovering stranded costs should be nondisaiminaxoq and
nonbypassable; that is, no customer or customer class should be exempt from paying for
stranded costs.

ENERGY B Electricity Restructuring
Securitization

41
42

BACKGROUND
ecunnzanon is a financial mechanism that allows a utility 1o recover stranded costs up front,

in a smgle hump-sum payment. It converts into a bond the value of whet-which customers .
would pay in a surcharge to recoup stranded costs.
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1
2 In most states, securitization begins with state electric restructuring legislation. Securitization
3 laws typically ensure that consumers will pay for stranded costs through a charge on their
4  electric bill, often referred to as a ransition charge. It also directs the state public utility
5 commission (PUC) to determine the amount of stranded investment that can be recovered
6 through securitizaton and to authorize the wansaction. Once the PUC approves the transaction,
7 aspecial government-established entity, often a trust, issues bonds whose repayment is
8  guaranteed by the legislature. The trust then gives the proceeds from the sale of these bonds to
9 the utility in exchange for the right 10 collect the utlity’s transition charge. Unless restricted by
10  law, the utility can use the money from the bonds to retire its debt, buy back stock, make
11 investments or do anything else it wants. In theory, securitization lowers transition charges by
12 replacing the utility’s higher-cost debt with Jower—cost bond debt and thus reducing financing
13 - costs. The lower interest rate is a result of the legislature’s declaration in the securitization law
14  that customer repayment is irrevocable.
15 )
16  Proponents of securitization contend that it:
17 e reduces the finandal effect of stranded investment at no cost to customers or shareholders,
18 * can accelerate the reduction of rates consumers pay and
19 o provides utiliies with cash they can use to restructure their capitalization for competitive
20 ~ markets.
21 _
22 Opponents of secuntization are concerned that it:
23 e bypasses the regulatory process by converting a utlity’s opportunity to recover its costs and
24 earn a return into a guarantee protected by legislation;
25 e paps customers into taking on market risk that investors should bear;
.26 e replaces annual revenue the utility would have received with an up-front, Jump-sum cash
27 payment; ignores future market price changes; provides poor incentives to mitigate stranded
" 28 costs; and guarantees a payment strearn that may be entirely inappropniate in the future;
20 » does not necessarily guarantee that the utility will use the money wisely; and
30 e could be anticompetitive because it gives the utility a Jarge sum of cash that its compettors
31 do not bave.
3z ’ '
s | | STATE PoLicY)
33 | ENERGY = Electicity Restructuring
35  Securitization
36 ' ) .
37 State policymakers sbhould rely on securitization only as a least desirable means for
38 utilities to recover their stranded costs.
39
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32
33

35

37
38
39
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1 Before antborizing any securitization plan, state policymakers should guarantee that the
2 plan would resuht in rate reductions for consumers.
3
s ENERGY ® Electricity Restructuring |
s Cost Allocation
6 BACKGROUND
7
8 Jtates that permit retail competition must decide whether to allocate transmission, distribution
98Jand other joint and common costs in proportion to use and cost causation. In particular,
10  there is concern that the residential customers will bear costs incurred solely in serving large
11 users, which will not have to pay their share for the costs for utility services.
12
1 | B FEDERAL & STATE PoLiCY]|
14 ENERGY B Electricity Restructuring |
1s  Cost Allocation
16
17 Federal and state regulators should devise cost allocation methods that appropriately
18 assign transmission and distribution costs and accelerated depreciation expenses to
19 those customers responsible for the costs and expenses.
20
21 Federal and state regulators should ensure that all ratepayers share in the responsibility
22 for paying joint and common costs based on a user-pays principle.
23
24 - ’ :
2s ENERGY = Electricity Restructuring ‘ |
26 Market and Industry Structure
27 BACKGROUND
28

29F Tnder retail competition, Jegislators and regulators will bave to decide what industry and
308/ market structures to adopt. One policy option to address masket power in a restructured

electric utility industry is to separate completely the ownership and control of transmission and
distribution kines from the ownership of power plants. This procedure, known as divestiture,
would ensure that state-regulated investor-owned utilities do not have the opportunity to
subsidize competitive, nonregulated operations with revenues from regulated services.

Establishment of a regional transmission organization (RTO), such as an Independent System
Operator (ISO) or other similarly independent competitively neutral entity, to manage a
transmission grid-is-enether-eption also could help to address market power concemns.

Depending on how it is structured, an 3S6-RTO lessens or eliminates the potential for owners of
the ransmission system to favor one generation facility over another in providing transmission
acress. An $S0-RTO could also help to alleviate transmission congestion and ensure safe and ,
reliable electric service. ’
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| ENERGY = Electricity Restructuring
Market and Industry Structure

To ensure a fully competitive market, policymakers should require electric compardes to
divest their generating capacity from their transmission and distribution capacity.

Legislators and regulators should carefully scrutinize the costs and benefits of various
market structures and adopt a8 model that ensures benefits for residential ratepayers.

wnll assistance fmm tbe statu, shonld ensure that- tha!—d!e—lSOa Regional Transmission

N&NNN"‘"""““‘-"‘
-» N = Q W ® N O \n &

' Organization (RTO):

* is accountable to 2 broad group of stakebolders, including residential consumer
representatives and is entirely independent of transmission owpers and generators;

* provides comparable and nondiscrimimatory service to all end users of the
transmission system;

* covers a geographic region of sufficient size to avoid charges from multiple
transmission operators and increase supply options for consumers;

© maintains safe and reliable service for all end users of the transmission system; and

e minimizes system congestion and other real or potential ransmission constraints. A
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ENERGY R Electricity Restructuring |
Slamming and Cramming

BACKGROUND

W =2 O N B W N e

lamming and cramming, prevalent problems for long distance telepbone customers, may
10hJbecome problems for electricity consumers as compettion increases among utlity
11 companies. Slamming refers to arranging for a customer’s competitive supplier to be switched
12 without the customer’s agreement. Cramming refers to the practice of adding semca toa
13 customer’s account that the customer never ordered.

15 | ' FEDERAL & STATE PoLicy|
16 ENERGY 8 Blectricity Restructuring |
17 Slamming and Cramming
18
19 Federal and state regulators should fully enforce existing laws and regulations against
20 slamming, cramming and other deceptive marketmg practices. -
21
22 Federal and state pohcymakns should ensure that electric bills contzin complete and
23 clear descriptions of all charges listed and clearly identify the service provider (by
24 names, addresses and telephone numbers) responsible for each charge.
25
26 Federal and state regulators sbould require a utility to obtain clear, verifiable and
27 written autborization before changing any consumer’s electricity provider.
28 .
29 Federal and state policymakers should impose substantial penalties on companies that
30 engage in slamming, cramming and other deceptive marketing practices.
3] A

Federal and state policymakers should ensure that consumers who bave been slammed
or crammed do not have to pay for any resulting charges.

Consnmmwhohzvebeenshmmedormmmedsbonldmfuﬂtcfunds on any -
payments for unwanted services.

SN E8REEN
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9
10
11
12 | ENERGY B Electricity Restructuring
13 ___Environmental Issues
14 BACXGROUND -
15

lectricity generation is a major producer of emissions that cause acid rain, smog and global
1 warming. As such, electric utility restructuring efforts create risks, as well as opportunities,

18 for the environment and for pubkc health.
19
2o | FEDERAL & STATE PoLiCY|
21 | ENERGY m Electricity Restructuring
22 Enwronmental Issues
23
24 Legislators and regulators should support the development of an affardable, cost-
25 eflective and efficient program to ensure energy conservation and environmental
26 protection in a restructured electric utility industry.
27
28 Legislators and regulators should consider requiring utilities to inform customers of their
29 portfobo of generation (ie., bow much nuclear fuel, coal or gas they use to produce
30 power).
31

- 32
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ENERGY B Natural Gas

BACKGROUND

4] 4"or much of this century, the structure of the natural gas industry remained relatively stable.
Cas manufacturers sold gas to pipeline companies. Pipeline companies sold and

transported gas 1o local disuribution companies (LDCs). LDCs sold gas to residential, '

commercial and industrial end users. The federal govenment regulated the prices for gas sold

by producers to pipelines and pipelines 10 LDCs. State government regulated the price at which

LDCs sold gas to end users. Although this system offered consumers some protections from

market abuse, it did not give them a choice in purchasing gas services. Instead, LDCs were

regulated franchise monopolies serving specific geographic areas. They made decisions on

purchase, storage, distribution and other customer functions.

transformed the structure of the natural gas industry. The changes required pipeline companies
to separate services they offered 1o the LDCs and Limited their activity to transportation of gas
for third parties. Some gas purchasers can now negotiate prices with different suppliers and
deal separately with the pipeline companies over the cost of delivery.

The changes in the natural gas industry also mean that large industrial consumers are now able
to transport gas themselves, avoiding LDCs as well as the costs associated with their delivery
systems. A number of states are now considering programs that would allow residential and
commercial customers to purchase natural gas from a supplier other than their LDC. If these
efforts are adopted, LDCs would disuibute gas only for those residential consumers who select
an independent supplier. .

| FEDERAL & STATE PoLiCY|
ENERGY ®m Natural Gas |

Federal and state regulators should ensure that local gas monopolies procure gas
supplies and allocate costs for residential ratepayers at the lowest pmble cost consistent
with maintaining adequate proﬁts and reliable supply inventories.

Legislators and regulators should ensure a reliable, safe and high-quality natural gas
system before implementing retail gas competition.

If the patural gas industry is restructured to permit residential consumers 1o select their
supplier, regulators should adopt safegnards that protect just, reasonable and affordable
rates and kigh-quality service for residential customers.

State policymakers should ensure that residential ratepayers do not bave to pay for
* stranded costs s Jong as they do not benefit from the move to retail competition.
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State policymakers should require natural gas supplers to abide by the state’s consumer
protection statutes and prohibit them from engaging in unfair or deceptive acts and
practices.

I LOW-INCOME FEDERAL-ENERGY ASSISTANCE PROGRAMS

BACXGROUND

deral energy assistance programs are the primary source of help for low-income older
persons in meeting home fuel costs and improving the energy efficiency of their residences.

The two major programs are the Low Income Home Energy Assistance Program (LIHEAP),
‘administered by the US Deparunent of Health and Human Services and the US Department of
Energy’s Weatherization Assistance Program. Thisty-seven percent of all households served by

Under federal rules, a bousehold is eligible for LIHEAP if income does not exceed 150 percent
of poverty level or 60 percent of the state median income, whichever is greater. States,
however, may establish a more restrictive standard and set income eligibility as low as 110
percent of the poverty level.

Cwrem funding levels permit only 19 percent of eligible households to receive LIHEAP
benefits. The average benefit covers only about 49 percent of a recipient’s heating cost in most
| states. : o

| - FEDERAL PoLICY|
l Low-Income Federal-Energy Assistance Programs

Congress should preserve and increase funding for the Low Income Home Energy
Assistance Program (LIHEAP) and the Weatherization Assistance Program. These
programs should strengthen outreach, provide meaningful education and conduct

effective publicity campaigns.

Congress should pass supplemental, emergency appropriations to replenish LTHEAP
fands when epergy aises prematurely exhaust these funds.

Congress should require an apnual study to document the extent to which Jow-income
energy assistance is needed among low-income consumers. Such an evaluation should
determine the extent to which Jow-income consumers undertake nrfavorable actions
(e-g. foregoing prescription medications, going one or more days without food, not
paying rent, etc.) as a result of unaffordable or “ponsustainable™ bome energy bills.

Congress should require a pexfomancebased evaluation methodology that measures the
performance of LIHEAP.
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Transactions are subject to public notice and hearing.
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3  Low-lncomeederal Energy Assistance Programs |
'
5 States should encourage companies that supply LIHEAP households to plan and
6 coordinate service with the responsible state agency. Coordination can reduce the
7 adverse impact of delayed federal fanding for other critical state programs and services
8 until all federal funds are available.
9 |
10 TELECOMMUNICATIONS AND ENERGY ANTICOMPETITIVE
11 SAFEGUARDS B Subsidiary and Affiliate Activities ]
12 BACKGROUND
13— - -
14 q s new markets in energy and telecommunications develop, dangers for individual
15X Aconsumers may arise from the residual monopoly advantages held by existing utlity
16  providers. Many utilities have formed separate, unregulated subsidiaries in order to participate
17 in markets closed to their regulated divisions. These utilities, seeking to combat rising
18  competition, may use tactics, such as preferential pricing and hidden asset transfers, to give
19 their subsidiaries an unfair advantage in the marketplace and drive potential competitors out of
20  business.
21
2 | - ‘ FEDERAL & STATE PoLicy|
.23 TELECOMMUNICATIONS AND ENERGY ANTICOMPETITIVE SAFEGUARDS = Subsidiary l
24  and AHiliate Activities
25
26 Policymakers should adopt Jegislation that protects the consumer from anticompetitive
27 activities between providers of monopoly services and their scparate subsidiaries. The
28 following guidelines should apply:
29 e Scparate affilistes (subsidiaries and parent companies) sbonld conduct all
30 '~ competitive business independently.
31
32 ¢ Parent companies and subsidiarics should own assets separately.
*33
34 e Regulated assets should not qualify as secarity for Joans to affiliates or be subject to
s legal action against affiliates.
36 ' ' ‘ .
37 e Parent companies and subsidiaries should maintain and audit separate financial
38 records and have different employees, officers and directors.
39
%0 e Affiliates should conduct transactions between themselves at arm’s length.

74
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¢ Incumbent utility service providers should not discriminate in favor of their separate
affiliates, nor cross-subsidize any business of an affiliate.

e Tke federal Justice Department and corresponding state agencies should monitor
anticompetitive bebavior and enforce laws prohibiting such practices.

TELECOMMUNICATIONS AND ENERGY ANTICOMPETITIVE

9 I SAFEGUARDS m Mergers and Acquisitions

10
1

BACKGROUND

Mergers and acquisitions threaten to inhibit the development of truly competitive utilities
because they increase the market power of the newly formed entity, which, in turn, either

18
15
16

17
18
19
20
21
22

23
25
26
27
28
29
30
31

aseEw

39

41
42

creates a bamner to entry for potental competitors or allows the newly formed entity to engage
in anticompettive marketing and pricing practices.

FEDERAL & STATE Poucﬂ

' TELECOMMUNICATIONS AND ENERGY ANTICOMPETITIVE SAFEGUARDS B Mergers and

Acquisitions

Regulators should prokibit utility company mergers that compromise regulatory
protection for residential ratepayers, retard competition or fail to increase economic

efbiciency.

State policymakers should ensure that residential ratepayers receive at least SO percent
of the short-term and long-term forecasted economic benefits, as determined by

regulators, of any proposed merger or acquisition.

Federal and state policymakers should ensure that ratepayers do not bear the costs and
risks of utility mergers or takeovers.

WATER AND SEWER

BACKXGROUND

3 he residential water industry in the US is, in reality, three separate industries that
374 collecuvely include more than 60,000 water systems serving the public. One industry
_comprises small groups of large, sophisticated, investor-owned water companies. Another water

industry consists of large, sophisticated water systems that are owned and operated by large
cities. The third water industry is composed of more than 50,000 small water systems, each
serving fewer than 3,000 customers, with many serving fewer than 100 customers. These
systems may be either publicly or privately owned and lack full-ime employees and basic
financial and managerial controls. Most people in the US and most urban areas are served by
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large water systems in the first two categories. However, the third category contains the greatest

. number of water systems in the country. These serve many suburban areas and essentially all

rural areas with pubbic water.

WATER AND SEWER B Rising Cost of Water

BACXGROUND

ater and sewer rates are rising dramatically in almost every community across the nation.

In fact, water rates are rising much more quickly than incomes. These rising rates are a
particular bardship for many older persons and other bouseholds who are living on fixed and/or
Emited incomes. A number of factors are responsible for increase in rates.

e Increased Regulation of the Quality of Water—The Environmental Protection Agency (EPA)

is_considerning several major changes.in regulations 1o improve the_quality of drinking water
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that could result in dramatic increases in cost. For example, EPA expects to finalize in the
near future new regulations concerning the reatment of surface water supplies, at an
estimated price tag of more than $1 billion natonwide. Additional regulations dealing with
the presence of radon and arsenic in water are also being considered by EPA. If these
regulations lead to more stringent requirements, they could fuel another round of dramatic
increases in water costs within the next several years. Further, EPA is scheduled to propose
regulations governing the disinfecton of groundwater sources, which could have major cost
implications for small water systems within five years.

» The Physical Age of Water Systems—Many of the nation’s water systems are begmnmg to

fail. A large percentage of these systems have outlived their 100-year life expectancy. Many

other systems, built during World War 11 with inferior metals, are also failing. Replacing
water mains is extremely expensive—ofien about $100 per foot—particularly when the
original mains cost about a few dollars per foot. According to a 1997 EPA study, water
systems will need to spend a minimum of $138.4 billion over the next 20 years to install,
upgrade or replace infrastructure and ensure the provision of safe drinking water. Of this
total, almost $77 billion is for infrastructure improvements needed as soon as possible to
protect public health.

¢ Increased Demand for a Scarce Resource—For the western US, additional factors
contribute to the rising cost of water. First, much of the land is arid, with more than half of
the area of the western states receiving less than 20 inches of rainfall per year, the
minimum rainfall required by agricultural crops without artificial irrigation. Some areas
receive less than 10 inches of rain per year. Second, water supplies are strained further as
the West continues to experience a rapid growth in population. In fact, the population of
western states increased by about 32 percent in the past 25 years, compared with 19
percent for the rest of the nation. By the year 2025, the West is expected to add another 28
million residents. Finally, the population in the West is distributed unevenly over a vast area

of land. Western states account for more than 60 percent of the land area of the continental
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1 United Stales but bave less than 40 percent of the population. For this reason, water often
2 has to flow great distances through pipeline and canal systems before reaching its
3 destination. The combination of these three factors has made water increasingly expensive
4 in the West.
S
6 Consobidation and Restructuring of Small Water Systems—Many small systems need 10
7 improve treatment and pumping equipment and other infrastructure components, as well as
8 come into compliance with government requirements and become financially viable. Although
9 such efforts tend to improve the safety and reliability of water service, they also can resukt in
10 dramatic price increases. Rate increases of 300 percent or more are not uncommon when a
11 neglected small water system begins modermization. Because of the rising cost of water, a
12 number of large investor-owned water utlities are moving to acquire small private or
13 investor-owned water systems—as well as many thousands of municipal systems facing
13 budgetary constraints-and-considering privatization= This consolidation rend-inthe water
15 industry is likely to continue over the next several years as the cost of water increases.
16
17 Privatization—Most water systems are publicly owned and operated. Some government
H officials and many executives of large, privately owned water companies believe that
19 government should not be in the business of providing this essential utility service. In
2 addition, because of budgetary constraints, some publicly owned water systems have been
M neglected and are in need of major capital improvements. These factors are fueling an
o increasing trend toward privatizing some or all of the operations of publicly owned water
23 systems- Allbough p‘n’ve&etion—il may result in improved levels of service in some instances,
24 0 d-oth: hat-a-pubbielyo m-de
25 men&pnvatnanon in nself docs not equa] Or ensure compettion or prov:de protection
25 against monopoly abuse. Ownership is less important than competitbon (or regulation) in
27 “achieving performance pains. Efficiency practices and economies of scale are most
23 important.
29
30
N
32
33
34
35
36
37 FEDERAL & STATE PoLiCY|
38 | WATER AND SEWER 8 Rising Cost of Water .
39 i
40 Congress should make sufficient fands available for states and mumapahnm to belp
4 defray the costs of complying with increased water quality regulation
4z
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Congress should require states and municipakities to implement low-income affordabitity

BACKGROUND

1
2 of payment programs or both so that Jow-income residents may qualify for federal
3 assistance in paying for water.
4
s Regulators should consider consolidation, technological innovations and other methods
6 that would allow the water ipdustry and regulators to recognize economies of scale and,
7 as a result, to control costs.
8 ' ; .
9 Regulators should develop least-cost water policies that will provide universal service
10 and ensure adequate, potable and affordable water for curent and future users.
1
12
13 WATER AND SEWER B Flexible Standards and Goals for Water Quality
13 =
1S
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1

ommunity prosperity and well-being depend directly on the sufficient supply of clean water.

17\ A]n addition to providing basic human health and sanitation, a clean and adequate water

supply provides crucial benefits such as irrigation for agriculwre, a habitat for myriad plants
and animals, aesthetics, recreational opportunities and economic vitality. Many of these benefits
are: not complementary. Obtaining one benefit may make it more difficult to pursue another. In .
this regard, the most appropriate-choices and compromises are often those that are made based
on the values and needs of individual communities.

l

FEDERAL PoLICY |

WATER AND SEWER B Flexible Standards and Goals for Water Quality

Legislators and regulatars should balance water demands for municipal, agricultural and
industrial uses with environmental protection and preservation of water quality.

Federal policymakers should allow states and localities reasonable flexibility to achieve
national standards and goals for the quality of water. At the same time, policymakers
should require careful monitoring and strict accountability to ensure compliance with
the pational standards.

UTIUTIES AND ADVANCED COMMUNICATIONS

2000 AARP PusuUC POUCY AGENDA 1049
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TESTIMONY BEFORE THE

ENERGY AND POWER

SUBCOMMITTEE

OF THE
HOUSE COMMERCE COMMITTEE
ON
ELECTRIC UTILITY INDUSTRY RESTRUCTURING

OCTOBER 6, 1999
WASHINGTON, D.C.

WITNESS: Rutherford “Jack” Brice

For further information, contact:
Jeff Kramer

Federal Affairs Department
(202) 434-3800
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Mr. Chairman and Members of the Commiittee:

My name is Jack Brice and I am a member of AARP’s Board of Directors.
We thank Chairman Barton and the other members of the Committee for
inviting us to present our views on the consumer protection provisions

within HR. 2944, the “Electricity Competition and Reliability Act.” We

will confine our remarks to the provisions contained in Title III of the bill as
well as to the section in Title V dealing with aggregation. However, as
representatives of residential consumers we also share some of the concerns

swrrounding the market power provisions voicea by other panelists today.

AARP’s membership has a vested interest in the move towards competition
now underwéy in the electric utility industry. For everyone, electricity is a
basic necessity of modemn life. The cost of this necessity, however, can
comprise a significant portion of an average consumer’s personal
expenditures. In fact, energy costs can take up to as much as 5 percent of

. the median-income household’s monthly budget. Older Americans are
particularly vulnerable to rapid increases in energy prices. Although older

persons consume approximately the same amount of residential energy as
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non-elderly Americans do, they devote a higher percentage of total
spending to residential energy. Among low-income older families, an
average of 17.5 percent of their income is spent on residential energy. Too
often, low-income older persons are faced with the choice of risking their
health and comfort by cutting back on energy expenditures or reduciné

spending for other basic necessities.

In testimony AARP presented to this Committee earlier this year we
discussed generally our concemns surroundjng the move to retail
competition. We questioned the claims that retail compc_tit:ion would bring
about substantial rate reductions for all ratefayers, including the elderly.

We also expressed hope that tonsumers would receive the corollary benefits
of the ability to shop among competitive providers, and to take advantage of
a new array of products and pricing options. We concluded that the fate of
residential consumers in a restructured electric industry will depend on
'whether the new market structure gives them a fair chance to receive the
benefits of competition, ensures that their interests are represented in the

market, and provides fundamental protections against abuse.

81
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Residential ratepayers, and particularly older Americans, face very
significant risks — and few, if any, assured benefits - in the move to retail

competition in the electric power industry. These risks go beyond the

ability to benefit from choice. They also include risks associated with

confusion, deception and fraud.

AARP is pleased that H.R. 2944 addresses these risks. Our testimony
tbday will focus on how elements of Chairman Barton’s bill support

AARP’s goals to:

» Ensure that residential customers are arm(‘mg the first to benefit from
competition;

> Prov1;de strong consumer protection provisions; and

> Establish a comprehensive universal service policy, including a

guarantee of affordability.

Residential Castomers First
AARP believes that residential customers should benefit from restructuring.

Unfortunately, residential consumers are simply not as attractive to utilities
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as industrial customers are. Discussions between AARP staff and
‘representatives of electric utilities, industrial consumers and regulators have

highlighted the fact that residential consumers are not likely to reap the full

benefits of restructuring during the initial year‘s of competition. The ability

to aggregate, however, will help to bring some benefit in the short-term.

Aggregation will allow residential consumers from like communities or
associations to pool their respective electricity needs, enabling them to

negotiate lower rates from a power provider and benefit from the outset.

AARP suppoﬁs a ft;deral role in facilitating aggregatic.m in states that have
opened their markets to competition. H.R. 2944 recognizes the importance
of aggregation as well. The bill provides residential consumers with
flexibility, allowing that any entity th'at aggregates consumers may acquirei
retail electric energy on an aggregate basis. As we have suggested before,
residential consumers would further benefit if aggregation were offered on
an opt-out basis. The opt-out provisions would ensure that a majority of

underserved consumers could reap the benefits of lower rates. Rep. Brown
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has introduced the concept of a residential opt-out aggregation system in his

“Community Choice for Electricity Act of 1999.”

Consumer Protection Laws
For competition in the electricity industry to work, strong consumer

protection-laws.must.be applied.-to-the sale.of electricity in a restructured

industry. ‘Low-income, non-English speaking and elderiy consumers, in
particular, will need very strong consumer protections to prevent abuse in
the competitive market.

We arc pleased that Title III of H.R. 2944 is devoted to addressing
consumer protection concems. Attacking the problems of slamming and
cramming, while providing for information disclosure and privacy

restrictions is to be commended.

If enacted, the anti-slamming and anti-cramming provisions of the
Chairman’s Jegislation will go a long way towards addressing these abuses.
AARRP is pleased that the need for information disclosure is increasingly

understood by policymakers and i§ reflected in H.R. 2944. The bill
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includes provisions outlining the kind of information that suppliers must
present to consumers when offering services. Many of the elements that we
have urged be included in billing statements, such as price information,
description of charges, and information regarding interruptibility of service

are included in this section. Further, the legislation clanfies that states may

impose additional requirements. This kind of “consumer information floor”

is what we have been seeking.

Further, we applaud Chairman Barton for striking a delicate balance
between the protection of individual privacy regarding .information
exchange and the need to make aggregate consumer information available
to promote competition. AARP values the individual’s right and ability to
contro} the movement of personal information. We are pleased that the
provisions in HR. 2944 recognize that right by requiring prior written

approval before personal information can be disclosed.

We also support the provision in H.R. 2994 that requires Jocal distribution

companies to make aggregate consumer information available to retail
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electric suppliers upon request. By facilitating the transfer of this type of

information, residential consumers are more likely to be offered choice.

While we are pleased overall with the consumer protection provisions

included in H.R. 2944, there are certain areas that need further attention. In

earlier-testimony-we detailed the-importance of adopting-a“Fruth-in-—— -
Billing” requirement to supplement the information disclosure provision.
AARP suggested that a comprehensive, easy-to-read billing statement each
month would help alleviate consumer confusion, making consumers more
likely to become participants in the competitive marketplace. This

provision is missing from H.R. 2944,

AARRP also supports the creation of a consumer database housed at the FTC

to assist residential customers in obtaining information about retail electric

utility providers, including aggregators. Additionally, the creation of an
Office of Consumer Counsel within the FERC, as outlined in an earlier

draft, would assist consumers.
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Finally, as large aggregators, utility companies and power marketers are
likely to operate on an interstate basis, it is incumbent upon the Congress to
ensure that they meet certain threshold operational requirements and that

deceptive, fraudulent or other illegal behavior not be not tolerated.

Universal Service

As we have said previously, electric utility service is essential. Therefore,

one of the comerstones in ;my restructuring effort is the requirement that
electric utility service be universal and affordable. A universal service
policy must ensure basic electric service at a level of consumption that
would meet the needs of residential ratepayers for lighting, heating, cooling,
cooking, and recreation. In our view, affordability means that electricity

rates do not strain the household budget.

AARRP is concerned that in a competitive environment, less attractive
customers may be adversely affected. H.R. 2944’s only recognition of
universal service is through a “Sense of the Congress” provision.

Unfortunately, such a declaration places the full burden on the states to

collect fees and implement the program. AARP believes that there is still a
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role for the federal government in ensuring that electric service is provided
to all consumers. At a minimum, federal involvement should include
participation on a Federal-State Joint Board that would oversee a program

funded by a fee placed on all generators of electricity.

Conclusion

AARRP is pleased with the attention Chairman Barton has devoted to
residential consumers in HLR. 2944. The consumer protection and
aggregation provisions should benefit consumers, but only if adequate
market power provisions are put in place to cnsﬁre that competition

becomes a reality.

AARP ilopes that as legislation moves toward passage in the House, the
provisions we have discussed today remain intact or are improved. We urge
thls Comminee to remember that msideﬁtial consumers wﬂl benefit -from
restructuring only if aggregation is facilitated, s&ong consumer protection

provisions are enacted and electric service is ensured for all.

10
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Mr. Chairman, the work that you have done to highlight Amany of the
‘inherent problems in the move to a deregulated environment is to be
commended. H.R. 2944 is a big step in the right direction. AARP looks
forward to continuing our active participation in this debate on both the
federal and state level énd to working with you in ;raﬁing solutions that

will ultimately benefit not only our members, but the nation as a whole.

11
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ELECTRICITY STAKEHOLDERS

Legislative Principles for Competitive Wholesale Power Markets

In 1992, the Congress adopted the Energy Policy Act (EPAct). This Jaw paved the way for
increased competition in wholesale electric power markets. Since then, the U.S. has experienced
dramatic growth in wholesale power sales, accelerated technical innovation and new supply
options for power consumers. However, as the turmoil in some regional markets makes clear,
the time has come to revisit federal electricity policy and bring it up to date. The following
principles represent a legislative framework that will belp ensure competitive wholesale power
markets and enhanced consumer benefits for the next decade and beyond.

The organizations listed below believe that such legislation should, at a minimum, include the

following principles: o

¢ Clarify that FERC has jurisdiction over the entire interstate transmission network
(recognizing state authority to set retail sales rates, as applicable under state law). This
includes Janguage to:

. Clarify FERC’s jurisdiction over both bundled and unbundled transmission
Affirm FERC’s authority to ensure open and non-discriminatory access to
transmission services at just and reasonable rates.

Preserve Jocal decision-making over transmission rate-setting for cooperatively
owned and publicly owned utilities.

Affirm that FERC retains the authority over the classification of facilities as
transmission, provided that FERC must consider the views of a state PUC when
making a decision.

¢ Create Federally-sanctioned mandatory bulk power reliability rules established by an
independent self-regulating organization subject to FERC oversight.

¢ Promotc effective Regional Transmission Organizations (RTOs):
. Support the minimum functions and characteristics for RTOs and FERC’s

authorities set out in Order No. 2000. : :
Direct FERC to take action to ensure appropriate scope and configuration, and
independent governance, of all RTOs.
Promote interregional coordination.
Retain FERC’s authority to determine which facilities must be included in an
RTO.
Clarify that FERC has the authority to require jurisdictional (as of the date of
enactment) utilities to participate in an RTO as a generic condition for continued
or requested market-based rate authorizations or as a standard requirement for
merger approval or to remedy undue discrimination.
Authorize FERC to require transmission-owning federal utilitics to participate in
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an RTO to remedy undue discrimination.

Allow FERC to order municipal and cooperative utilities to participate in an RTO
bascdonaﬁndmgthanhcunhtyhascngagcdmmduedxscnmmahonmthe
provision of transmission service, or abused its control over transmission so as to
disadvantage competitors, and open access transmission taniffs are not likely to
remedy the problem.

Ensure that orders issued with respect to cooperatively and publicly owned
utilities accommodate tax code restrictions and/or bond covenants.

Establish and enforce non-discriminatory wholesale interconnection standards,
including interconnections at the distribution level that prescrve appropriate local autbority to
protect distribution system safety, reliability and power quality.

Addms wholesale market power abuses by directing FERC to:
Establish and enforce rules and procedures to ensure competitive wholesale

markets-s0-as-to-prevent-the-abuse of market power;-promote-greater- regulatory
certainty for market participants, and protect the public interest;

Monitor market conditions and behavior;

Investigate, mitigate and remedy the abuse of market power where it exists in
wholesale power markets; and

Eliminate regulatory barriers to the availability of anti-trust remedies in
competitive wholesale markets.

Facilitate curtailable Joad responses needed to reduce transmission and generation
constraints and lower prices for consumers.

' FERC’s authority to review mergers pursuant to Section 203 of the Federal Power Act
should continue without time limits and should clearly include review of mergers between
utility holding companies.

Repeal PUHCA and provide FERC and state PUCs with sufficient authority to protect
consumers, including access to books and records.

Prospechvely reform PURPA:
Preserve and respect all current obligations:
Provide relief from prospective mandatory purchase requirements of Section 210
of PURPA once a state has certified that a utility has unbundled and is providing
nondiscriminatory open access to all of its transmission and distribution facilities.
End ownershlp restrictions on PURPA facilities.

Snpport consumer protection provisions:
Anti-slamming and anti-cramming protections. ' .
Consumer access to sufficient price, terms and environmental information to
choose among competing suppliers.
Consumer friendly and transparent bill statements.
Consumer privacy safeguards.
Promote universal service.
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Promote and protect the ability of any entity, including municipalities and
cooperatives, to aggregate clectricity purchases on behalf of retail customers
located in one or more states.

gwde for Federal and state bodies to jointly develop a model code of conduct regarding
inter-affiliate transactions.

Promote clean energy and a cleaner environment by extending and expanding tax credits
for renewable energy to include open loop biomass (including agricultural and mumicipal
solid waste) waste heat and waste gases and provide a refundable production and investment
tax credit for municipal and cooperative utilities renewable energy projects, including open
loop biomass.

Correct elements of the tax code that impede the development of competitive markets,

including:
- privale use restrictions on bonds issued by publicly-owned utilities;

the 85/15 restrictions on the income of rural electric cooperatives;

disincentives to utility transfer of assets to form an RTO;

tax treatment of nuclear decommissioning funds associated with the transfer of

existing assets; and

tax treatment of transmission intercomnections (CIAC).

Limit any grandfathering provision to state competition programs enacted prior to the date
of ecnactent.

Remain silent on the subject of stranded costs recognizing existing federal and state
authority over these issues. "

Federslly-owned electric customers should be able to purchase power on a competitive
basis pursuant to other applicable laws.

AARP .

American Public Power Association
American Chemistry Council

City Utilities of Springfield, Missouri
Consumer Federation of America
Consumers for Fair Competition

Dynegy
EDS

Electricity Consumers Resource Council
Electric Power Supply Association
Enron

Indiana Municipal Power Agency
Integrated Waste Service Association
Madison Gas & Electric

Minnesota Power
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Missouri River Energy Services

National Association of State Utility Consumer Advocates
National Encrgy Marketers Association
Northern California Power Agency

Ohio Municipal Electric Association
PG&E Corp. .
Portland General Electric

PPL

Transmission Access Policy Study Group
UtiliCorp

Wisconsin Electric Power Company
Wisconsin Public Power Inc.
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Residennal Customers First: 20 Principles to Protect Universal Senvice
for Residential Customers

Elecmcity is a basic necessity of modern life. It contributes to the well-being of all
Amencans. Over the years, the nation’s utlities bave provided reliable service at rates
among the Jowest in the world. Both residential and industrial customers have benefited
irom the rules and regulations set up by the federal. state and local bodies that oversee a

utility’s opesations.

Currently. Corgress and the staies are considerine Jegislation to deregulate the industry i
ways that may subject resid=nuial customers 1o barm. One of the glaring weaknessss
exhibited 10 date in the majority of the Jegislative offerings is the absence of adequate
provisions 10 expand and maintain umvcrsal service.

In an effort to bring an=ntion to the impornance of universal service for resid=nual
conswmers, a sei of principles has been developed. The undersigned consumer,
smvironmental. senior citizen, and agncultural groups believe that thess principles (attached)
mus: be part of any Jezislation which seeks to restructure and/or deregulate the elzctric unhry

lDGUSU'\

We are aciively workine 1o aodr-ss otber zriucal probl=ms in many of ths proposals aimed at
restructuning the slectic utility industry. Among the issues that nesd 1o be address=d by
Congress are: the r°m0\a! of language suggesting a date cenain. unfair- Tecovery of standzd
CCsls. srong consume: proleclion provisions, adzquate safecuards to avo:d mmarket power
dominance and environmental protections.

However. our goal 1oday is 10 fill 2 void and inject a discussion of universal service inio the

debate. The undzrsigned organizations swonely believe thar without provisions reflecting the
“Principles™. rzsidential customers and in many cases. low-income residential customers. will

noi oniy be deprivec of the benefits of competition in the induestry, but may in fact be hurt.

We 2sk vou to give swong consideration to the “20 Principies to Prot=ct Universal Service for
Residental Customers™ and if vou have ay guestors, pleass coptact any ons of ve.

avcsLaTE2)

Consumsr Federadon of America National Consumer Law Center -~ Public Citizen -
Nznonal Consumers Leagus National Grang= Consumers Union

USPIRG AARP Communities jor Action
Rejonn Organizanion of Welfare Action Coaiition of Englewood  Narional People’s Action
Nzticna! Asseciztion of C ity Acticn. Apezciss South Anetin Coaliies Co i Coupsil
Sunflower Community Action Meassachusens Senior Action Council

DOE002-0104

94



RESIDENTIAL CUSTOMERS FIRST:
20 PRINCIPLES TO PROTECT UNIVERSAL SERVICE FOR RESIDENTIAL CUSTOMERS

THERE MUST BE A COMMITMENT TO UNIVZRSAL SERVICE _

1. The Federal governmant must set guidelines jor universal service and the states must
implement tham.

2. Federal and state requlators each must have sufticient authority to exacute ther
responsibilities in establishing and maintaining universal service.

BASIC, UNIVERSAL SERVICES MUST INCLUDE:

3. Hook-up on a non-giscriminatory basis.

4. A fum, unintzrruptible supply of power suificient to sustain household ne=ds.
5. Fair priofities for restoration of service following an outage.

6. A dafault provider must secure firm power ai the lowest reasonable cost for all custiomers not
served by other providsrs.

TZ AND PRICING PRINCIPLES FOR UNIVERSAL SERVICE MUST BE ESTABLISHED
7. Rates must be just, reasonable and z2iiordable.
B. Rates must be based on averaoe rasideniial use, not time-oi-cay peak.
9. Residantial customers shall bear no more than a fair share of fixed costs.
10. kesideniial customers snall not subsidize utiiity eniry into new, compziitive businesses and
suficizni mechanisms 1o deiect, prevent and correc such subsidization shall be estabiished.
41. Raies should not be deaveragad of retalanced, fo prevent shifting of costs onto those
cusiomars wi‘hout compsiiiive alternatives.

SERVICE ASSISTANCE MUST 3E PROVIDZED TO LOW INCOME PZRSONS AND AN
ADZQUATE UNIVERSAL SERVICE FUND MUST Bz ESTABLISHED

i2. Hook-up essisiance and bill payman' assisiznce must be provided 1o low-incoms parsons
and diiculi-lo-serve arses, junded by a2 universal service fund.

13. All producears and tlzesas of customers must contribuis {0 the universal service fund
23uiiadiy on 2 per-kilowati-hour basis, and progucers must not shifi their contribuiions onto
cusiomars.

14 A Fa2deoral-Siata Joint Scard or simiiar entity shouid hav= oversioht over thz esiablishmant

P vesez

e hnw-m.. nisiien of univesal sarvizs.

CONSUMZR PROTECTIONS ASSOCIATED WITH MAINTENANCE OF UNIVERSAL
SZRVIC= MUST BE ESTABLISHZD AND =NFORCZD

3. Information on individual customars, such 25 name, agdress, {2lephons number, enargy
Usag2 and paymant history mvust not be divulgz2o to anyons unl=s ss the cusiomer has provided
knowlzdaszable writizn consent.

15. Zizciricity suppiiers must have _adaquaie businzss oimce hours & 24-hour phone covaraps.
7. Customars must b2 protecied irom dangarous or unreasonable disconnaction.

8. Customears must receive faif and clzar biliing siatemants with uniform tabels that disclosa -
price, price variability, langth of coniract, supply mix and environmental poliuiants and must
#:ave accass 1o iair oispute resolution procaduraes; supphers must comply with {air marketing
practices including standardiz2d gdisclosurs requirsments jor pric2, 12rms and conditions and
snvironmantal claims.

19. Customars miusi have a privais rishi-oi-z2ction, inzluding cl2ss actions, for =nforcament and
camagas.

20. Thers musi be eifzciive ficensurs and rzgulatory sysisms o protact against unscrupulous
marksters angd supplisrs and thew praciicas. '
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The Large Public Power Council

1050 Thomes Jeflerson Sreet NW, T° Floor, Washington, OC 20007 » 202298-1856 (phane) » 202338-2361 {tax)

MARCH 28, 2001
To: THE HONORABLE SPENCER ABRAHAM
SECRETARY OF ENERGY '
FromM: THE LARGE PuBLIC POWER COUNCIL
RE:— - ——DEVELOPMENT OF A NATIONAL ENERGY STRATEGY

The Large Public Power Council (LPPC) is comprised of 20 of the nation’s largest
community-owned and operated electric systems from across the country. Our members own
and operate over 44,000 megawatts of electric generation. In addition, we own and operate in
excess of 24,000 circuit miles of transmission lines, and scrve major urban centers as well as
suburbs and rural communities. America’s public power systems serve 15% of the nation’s
Slectncity customers.

LPPC stnives to provide reliable power to ils consumers at reasonable rates. Our
members supply their customers using both their own generation and purchased power. On
“behalf of our customers, we want to sce the transmission system used cfficiently and that new
generation and transmission can be constructed.

Today, public power systems in the West and elsewhere are working diligently to serve
customers without interruption, although many in the West have had significant rate increases
and thosc in Califonia have been subject to blackouts despite the fact that they have had
adequate supplies to serve their customer loads. As the national supply/demand situation
becomes increasingly strained, it is critically important that existing capacity be preserved and
that every effort be made to encourage increased conservation and to develop new resources.

This memo has been developed to offer to you and the other membars of The White
House Energy Task Force our observations and recommendations as you develop a
comprehensive energy strategy for this nation. ’

We are offering to the Department and the Task Force our recommendations on mid- to
long-term energy needs as well as short-term actions to mitigate the Western energy crisis.
Throughout this memorandum, we have included a number of “case studies™ or programs that
bave been initiated by our member companies to increase supply or to achieve energy savings.
Some of these case studies may prove to be useful illustrations of the kinds of policies you may
be recommending in your energy policy.
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NabudeublcPokatid(hE)o MMPMNMMOMMMMH(M)~MUWW(FL)
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FUEL DIVERSITY: THE FOUNDATION FOR AN ENERGY POLICY

At the outset, the LPPC offers its strong support for fuel diversity as an essential
component of a national encrgy policy. Our membership comes from areas of the country with
access to generation from coal, hydropower, natural gas, biomass, wind, solar, landfill methane
and puclear energy. We strongly support enbanced, environmentally responsible development of
all of these resources.

We further believe that sound energy and environmental policy should flow from this
“fuel diversity” strategy and encourage the Administration to employ such an approach in
development of the national energy strategy.

Mm- 1O LONG-TERM ENERGY POLICY NEEDS

ENCOURAGING EFFICIENCY AND CdnsmVAnon

LPPC members belicve that measures that will belp our customers and us achieve greater
energy efficiency and conservation are essential to a national encrgy policy. Investments in
encrgy efficiency can reduce price pressures, energy consumption and operating costs. In
addition, efficiency and conservation measures belp protect the environment and can encourage
more responsible epergy usage. Programs that reduce consumption by end users are important as
B melhods designed to unpmve energy efficiency in pmducnon

: ¢ CASE STUDY c
A \al.omlh Rccoum d Efficiency Program .

The Green Building Program. dcvdup.d and edministered by Austin lmrL) an Ll’l’L
member, s a goed example of the type of encrgyeefficicney conservation progrem e
advocate. 'I'h. program promotes green bui ing pmcmgs provides technical assistunee and
incenti d rates buildings. Through this program. the city achicves significant avoided
eniissions and custormner consun: PUon rates \\lmh are 23% lower !'1 N in comparahle cities.

CASESTUDY
Efficiency Where 1t’s Needed

\audn ento \1umup IL’]I 1 [)1&mdf\\ﬂ D)" s developed @ wide variety of envirenmental
programs 1o reduce energy demand.” These pn-u\ms include educational services and ad\m
inventives for installation of encrgy-cfficient appliances and lighting. incertives 1o build
efficient homes and buildings. promation of solar water heating, and planting of shade trovs.
These serviees cost uppm\.'mnu]\ S million coch year. but they have provided
approximately $129 million in sevings for customers, as well as giving SMUD better Joad
muna"un‘umux*d decreasing t‘u. need for rew supply.
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JLLASE STUDY
-Investing In Efficien oV

New York Power Au’ho'm (\\I’ A invests SILD million )cax]\ in ener2y cfficiency and

clean enargy techrologies. There are energy conservation projects in public 1 cilities. fucl cell
and solar power installations. as well as 180.000 high cfficicncy refrigerators’in New York
City public heusing. B : - i

COAL - AMERICA’S SECURE SUPPLY

We believe that the Administration should advocate a diverse generation mix. Coal, in
particular, is an essential part of this country’s fuel mix. Coal accounts for over 50% of electric

gencration and approximately 23% of all the energy consumed. The continued use of coal

decreases reliance on high-priced natural gas and belps maintain a stable price for the production

of electricity. LPPC supports incentives and Federal funding for coal burning and advanced

clean coal technology to work toward reducing conventional (hcalth-based) poliutants and
substantlally improve power plant efficiency.

~ CASESTUDY O
C0n<tmct10n Of \'*w Co.xl Flrcd Ge 2neration And Fuel Diversity

Jackﬁonnlk Llectric Am‘w*m : ) has cUmmm.d o ruplw. older penerating units with
tazc-of-the-art clean fossil gencration as well as renewable enerzy sourcds (such as landlili
Mhax.c and fast growing trees ér other bicmass vegetationd. Inone instance. JEA. with DOK

_cost sharing, is installing n inovative elean coal technology. Circulating Fluidized Bad
(CFB) combustors, that will fncicass encrgy output 2 % times whild” iLduc ing 98% of S0

" emissions and lewering NOx e1 ons 1o 40 puereent Jower thun EPA new source
performance standards. JE A Bas aiso setas a company geal that 7.5% oftou pton wiil
te from renewable encryy seurces b) the year 2015,

RENEWABLE ENERGY SOURCES

LPPC members generste electricity from wind, solar and hydropower and other
renewable resources. These rencwables are a growing part of a diverse fuel mix.

The need for federal incentives for renewable energy production is crucial. Renewable
energy has demonstrated its place in contributing to the diversity of the nation’s fuel mix in an
cnvironmentally friendly manner. Production of renewable energy is becoming increasingly
competitive; however, continued research to address environmental problems and to expand
energy choices is an appropriate and essential role for government.
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_ CASESTUDY
“Valuntarv Tareets To Add Renewable Encroy

The Austin City Ceurctl has revelvod that 3% of Austin's clectrici wld conie fhom
renewable enerey sources by the year 2005, Jo meet this goal, Austin Energy has contracted
with companics to build facilities to specifically provide ereen power for Austin, That will
ivclude bringing online 17 wind furbine concrators and 4 Jandfill gos ciiorey projects. The
Landfill prejects will be Toeated in Austin, Houstos, San - io. and near Dallas. In addition.
Austin Electric currenily bus 28 solar panel installativns in operition. :

CASESTUDY .

‘Renewah

Arizona's Salt River Privicet (SRP) has committed 19 a four-vear, $29 miillion program to fund
renewable energy resources, This significant fvestment was made without raising prices for
-SRP custorners, The progrum i3 Investing in solar poweer, land (il gas projects. photovoltuics.
fuleells, and other reneanable resources. Forexample. SRP installed a thermal iy brid electric
selar dish (THE Sun Dish) at the Sult River handfiil. “This device is a first of its Kind.
cenerating clectricity fron the sun and using land!iil zas when the sun is not shining.

' Theé Lower Colorado River Authority (T CRAY in Texas is involved in three wind cneray
Cprojects. In 1995 LCRA became a pariner in the first cominerciad svind project in the state by
“agreeing 1o purchase 35 megawatis of pover from the Texas Wind Power Projeet Licated in

<

West Texas. The LCRA s

) areed 0 pury : 1 : wrated clectricine from the
Delavware Mountain Wind Famn also in West Texas, S r LORA announced an
agrecment 10 purchase 30 miegawalts from the 10 ) rd Farmo anathor West Toxas
project that is scheduled to e on line later ‘s cormit to wind power §
as well as hydroslectric povwer makes it the Targest supplier of renewable ¢ in Teaas.

NUCLEAR ENERGY
Nuclear energy, as well, is a valued part of a diverse energy supply. LPPC stronglf '

supports moving quickly to resolution of the current nuclear waste storage issue. We also
" advocate a “forward looking” policy that includes a future for nuclear energy.

. HYDRO PROCESS NEE‘DS REFORM

Hydroelectric facilities provide just under 10% of total U.S. electric enecrgy. In the West
and parts of the Northeast electricity from hydro facilities constitutes a major part of the
generation mix. Hydro is emission free, has no fuel cost, and because of its virtually

4
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instantaneous start-up capability, providé an invaluable opersting reserve. The existing
regulatory system does not recognize these values.

The current Federal licensing/relicensing process for non-federal hydro projects is time-
consuming, expensive, and extremely complex, creating an unworkable framework that imposcs
signiﬁcéntcostsintcrmsoftimc,rcsocmandmpital upon a utility. A relicensing case
averages 8 years and must be started many years in advance of the expiration of the license. Ope
recent class of relicensed projects suffered a reduction of 8% of their generating capacity due to
restrictions imposed during relicensing. Facilities are often required to make extensive znd
costly modifications and retrofits as a result of the relicensing process. Administrative costs of
uchshgpwecdingsandﬁcmsingwndiﬁomimposcdmmwcprmeedingsmmwwm
much of the national economic bencfit derived from continued operation of existing hydro

: gridasawboleaslongastb’m;isweﬁucomdinaﬁonwithpowupmvidcm

projects. Reform of the current system is desperately needed.

-CASESTUDY
nments Threatenad By Burcaucracy

Tor example, New York Power Autlority (NYPA) recently seught to upgrade its Niagura
hydroelectric project. Advances in technology in the past 20 years would allew for increased
efficiency and greater output in times of peed. NYPA planned to uperade all 13 turbines at the
project at a cost of $292 million. which would create a 10-13% increase in output. However,

 those efficiency upgrades subjected the compan ity permitting review, costing both

Ctime and money. S = S R

EMERGING TECHNOLOGIES

LPPC recommends that the Administration support emerging technologies such as fuel
cells and increased use of established technologies such as distributed generation (DG). At this
time,tbcrtarcsigniﬁcantoonstmintsonlhemofDGtwbnologi&s. But the use of DG
technologies by users during the West Coast crisis has shown jtself to enhance reliability of the

CASE STUDY
. Lozd Manageinent -

Nebraska Public Power District (NPPD) ha$ developed an extensive
program with its wholesale customers. ™ Reductions come from shifting Wl \
Jemand by furmers end their elediric pump izigators 1o oif-peak perivds using rate incentiies.

These efforts have offset more than 330 MW, or 15% of NPPD's firm demand resuliing in
more efticient use of current generation, reduced power costs to furnters and deteral of now
construction. - : ’ :
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»ENSURJNG THAT POWER IS DELIVERED WHERE AND WHEN IT IS NEEDED

Enhanced transmission must go hand-in-band with enhanced generation. The cument

‘transmission system was pot built to serve today’s wholesale power markets. With larger

volumes being moved in an increasingly competitive market over transmission paths that were
not anticipated at the time the existing grid was built, suppliers are somctimes faced with
bottlenccks in and constraints on the transmission system. LPPC belicves that a national energy
policy should inchude provisions that will streamline siting authority and encourage technologics
to upgrade cxisting transmission systems. There are technologies in existence today that can
optimize existing transmission; these must be deployed. Provisions 1o remove federal tax
constraints (contained in Secs. 957 — 959 of Senator Murkowski’s energy bill), including private
use, are pecessary to ensure that all utilities can use existing power lines as efficiently as

Addressing the issue of supply, LPPC urges the mbwt feasible construction of a natural
gas pipeline from Prodboe Bay, Alaska to the lower 48 states. The addition of this pipeline to
the infrastructure would serve to greatly expand the existing supply, dampen soaring prices, and

* would bring natural gas to both the West Coast and directly into the middle of the country. The

President’s energy policy should emphasize quick action to begin construction of the Alaskan
Natural Gas Transportation System. =~ - ' '

To build well-functioning wholesale markets in the Southeast, we belicve that the

Tennessee Valley Autbority’s (TVA) role in thesc markets must be addressed by Congress. -

TVAcannotrtinainmrcgulatcd_and;tiﬂminitslcgalﬁghtstob;sol_c_supplialothc
Tennessece Valley electric power distributors.

The cost-based rates offered by Power Marketing Administrations to their customers
must be preserved to maintain stability in the marketplace.

As you are well aware, public power systems do not operate for profit—these systems

pass through all power costs to customers. In the face of extremely volatile clectricity and

natural gas prices consumers are finding locally controlled, cost-based public power systems an
increasingly attractive option. ,

ENVIRONMENTAL POLICIES SHOULD FLOW FROM AN INTEGRATED ENERGY
STRATEGY

LPPC would encoursge the Administration to explore an integrated approach to
regulation of emissions from power gencration as part of the national energy strategy. As
pmﬁmnlystﬂcdmvimmmmlpolkyshouldbcbaseduponamﬁonﬂmagymgythz
madimsiﬁedﬁwlmix,wbichbdudaincmﬁngmeofco&natmﬂgas,nuclear,hydm,
wind,biommlandﬁllgm,solar’andotbcrmcwablctechnologin
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- .= CasSESIUDY . .
- Good Encruy And Environmental Policy

Teetric Autherity (JEA) is inthe process of developing Lot biomass and landiill
cas projects.  The Tondfill gas proiect, located in wost Jacksamille, currently flares the
cquivalent of 2000 KW of Tand il gas and is expected to cenerare 7600 KW by 2006, JEA is
S negdtiating & €5 MW renewablie encrey pover purchase contract.  This clused-loop
Fiomass project will genarute power by combusting a renewable fuel source (e-prass) in 2
rotary gassificr. R T '

Recognizing that health related air quality concerns exist which may warrant reductions

in_emissions_of NOx, SO;, and_mercury, LPPC_believes that an integrated_approach_to_these

pollutants is a reasonable and feasible path for the power generation sector. LPPC believes that a
comprebensive multi-pollutant control strategy addressing these emissions should occur over a
reasonable period of time, provide regulatory certainty, and encourage the use of flexibility
mechanisms. In addition, these future emission controls should not be layered on top of existing
regulatory requirements. The Clean Air Act must be modified to streamline cxisting unit-by-unit
rmissions control requirements that are barriers to flexible implementation.

LPPC also believes that EPA and FERC disincentives to generation upgrades and
improvements should be climinated. The permitting process for upgrades in technology and

- cficiency improvements must be streamlined and impediments removed.

Public péwcr recognizes that concem over climate change could be a factor in shaping
future energy choices. :

LPPC supports a flexible approach to mitigating greenhouse gas concentrations in the
atmosphere but does not support regulation of carbon as a pollutant.

The President’s recently stated position on addressing climate change is an approach

~ embraced by LPPC. We also do not believe that “the government should impose on power

plants mandatory emission reductions for carbon dioxide, which is not a ‘pollutant’ under the

Clean Air Act.” LPPC supports the use of technologics, market-based systems, and innovative

options for addressing concentrations of grecnhouse gases in the atmosphere. A climate change
strategy must provide full flexibility to achieve goals or targets. »~

Continued research and sound science is fundamental to the development of an integrated
encrgy strategy. Flexibility must be a key ingredient, meanipg that fuel diversity and all
activities and measures resulting in an ultimate reduction or stabilization of greenhouse gas
concentrations in the atmosphere should be recognized. Such activities or measures may
include, but are not limited to, increased use of cleaner burning and renewable technologies,
conservation and efficiency initiatives, carbon sequestration projects and mitigation of other
greenhouse gases. E
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Cm S1L m

Tor e\ampk although S.eu (.u\ Licht -cuwnksno\tot its electricity throu, ‘1 h\d-opomr.
it Las commiited to offsetting the greenbouss gas emissicns from any fossil fuel ge

owned or purchased. In order to meet this obligation. Scaile City Lighl is soli

twough the Orezon Climate Trust. a non-prefit organization. which has develepad an
extensive list of eriteria for project arproxal and wiil seck renewable energy, trmx; ortation,
cfficiercy, ard sequestraiion projects in the U.S. and other countries.

WHAT CAN.THE ADMINISTRATION. DO 170 HELP MITIGATE THE WESTERN

ENERGY CRISIS AND PREVENT FUTURE Crisres?

LPPC members in the West, from Sacramento to Washington State, are facing serious
cffects from the failed California restructuring initiatives, combined with gencration and
transmission shortages. In the near term, we support cfforts by our Westem members to find
regional solutions that can counteract the irrational pricing that bas been created by this
covironment. This means aggressive mitigation of inappropriste exercise of market power,
efforts to better coordinate new increments of supply and a holistic, regional approach to the
"")blrm. )

‘SHORT-TERM RELIEF OPPORTUNITIES

First and foremost, the Administration should insist that FERC take whatever steps are
needed to ensure that wholesale rates are “just and reasopable™. Unless the volatile Western
:narket is stabilized consumers and policy makers are likely to lose confidence in electric

oompctmon

Wholesale electric prices in the Westemn US are far higher than any we would expect to
see in a competitive market, averaging 29¢/kwh in December and 27¢/kwh in January. FERC'’s
March 9® refund order required nﬁmds of Jess than 2% of California’s $5.2 billion January
wholesale power bill. .

The Department of Energy should also ask FERC to put cffective market power
mitigation measures in place for this summer, when prices are likely to be even higher than last
" winter’s. If we bope 1o revitalize a bealthy market system we will have to do a better job of
restoring order, and sanity, to the Western electricity market. And, in our view, any responsible
action to dcal with wholesale prices has to allow the wholesale purchaser to pass through actual

purchased-power costs to customers.

These temporary measures will be necessary until additional generating resources come
on line and a competitive market emerges.

DOE002-0113

103



STREAMLINING: SUPPLY OPTIONS

At this time, it is essential for the Administration to undertake a thorough review of the
vanious processes that serve as a barrier to constructing new power generation and to the more
efficient use of existing power gencsation. There are multiple, sometimes duplicative permitting
requirements for new generation facilities. Recognizing the need for the most efficient and
transparent permitting system, LPPC would wrge the Administration to review permitting
mquirmbformwmdadsﬁnggmaaﬁmmd,wbaepqsnﬂqmquﬁcthﬂdxpmmbe
streamlined, conducted in parallel and expedited to the maximum degree feasible.

In light of recent cvents, the Administration should also step up the dialogue with Canada
and Canadian generators to facilitate access to and guarantee supplies of fairly priced Canadian

power and natural-gas:—Managing that relationship may prove important to-a balanced supply:

In addition, DOE should request that FERC give the absolute highest priority to its
review and approval of the three gas pipeline expansion projects into California. New gencration
cannot operate without gas to supply it.

REMOVING TAX CONSTRAINTS TO TRANSMISSION
Pmmp(rmluﬁonofdxdcchicpowaindusuy’sfcdmﬂmismxsiswyw

. permit full vtilization of the existing transmission grid and remove transmission bottlenccks that

current “private use” tax rules that keep public power from making transmission facilities

~ -financed with tax exempt bonds fully available for use by investor-owned utilities and private

businesses and to deal with the private use constraints on generation. This issue is an extremely
important encrgy policy matter, which can be resolved quickly and can deliver more cfficient
transmission and generation immediately.
WHOLESALE MARKET STRUCTURE

- While the debate has temporarily shifted away from national' wholesale market structure
issues, we believe it remains essential to build robust wholesale markets, with independent
RTOs, a pational reliability organization to enforce mandstory reliability standards, and

appropriste authority for FERC to address market power and mergers. Today’s market chaos
cries out for these solutions.

These are our thoughts and recommendations, Mr. Secretary, as you and The White
House Task Force attempt to shape a long-overdue national energy strategy. '

We appreciate being encouraged to offer our input to the Task Force and pledge our
. conticzed cooperation and support of your endeavors.

DOE002-0114

104



Large Public Power Council
Critical Issues Brief
March, 2001

LPPC

e The Large Public Power Council comprises 20 of the nation’s largest community-
owned and operated clectric systems from across the country. Our members own and
operate over 44,000 megawatts of generation. In addition, we own and operate in
excess of 24,000 circwt miles of transmission lines, and serve major urban centers as
well as outlying suburbs and rural communities.

ENERGY POLICY-

® Across the country, LPPC members are seeking to meet their customers’ needs by
cnsuring adequate generation, ensuring that the transmission system is used
cfficicntly and ensuring that new generation and transmission can be constructed.

» We strongly support fuel diversity. Our membership comes from areas of the country
with access to coal, hydropower, natural gas, renewable and nuclear encrgy. LPPC
- supports enhanced, cuvironmentally responsible development of all of these
resources. Environmental policy should flow from this “fuel diversity” strategy.

* Vithin the energy policy debate, we will Jook to these measures to ensure fuel
diversity:

- Clean Coal technology funding

- Reform of the hydro relicensing process combined with appropriate
classification of hydro as a renewable

- Incentives for the clectric power industry to develop additional renewable and
altemative fuels and ensure parity for public power

° Enhanced transmission must go band-in-band with enhanced generation.

- New, improved transmission planning and streamlined siting mechanisms are
needed to assure adequate transmission. ~ )

- Provisions to remove federal tax constraints (contained in Secs. 957 — 959 of
Senator Murkowski’s energy bill), including private use, are necessary to ensure
that all utilities use new and existing power lines as efficiently as possible, and
to ensure that new transmission can be built. Power must be delivered where it
is needed without being hindered by an outdated tax code.
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LPPC members also encourage measures that will help us and our customers achieve
greater energy efficiency and conservation.

LPPC mecmbers in the West, from Sacramento to Washington State, arc facing sexious
effects from the failed California restructuring initiatives, combined with generation
and transmission shortages. In the near term, we support efforts by our Western
members to find regional solutions that can counteract the irrational pricing that h&s
been created by this environment.

The debatc bas temporarily shifted away from national wholesale market structure
issues. It remains essential to build robust wholesale markets, with independent
RTOs, a national reliability organization to enforce mandatory reliability standards,

and appropriate authority for FERC to address market power and mergers.

To build a well-functioning wholesale market, Teanessee Valley anthority’s role in
the Soutbeastern markets must be addressed by Congress. And, the cost-based rates
offered by PMAs to their customers must be preserved to maintain stability in the
marketplace.

ENVIRONMENTAL POLICY

Environmental policy should be based upon a pational energy strategy that ensures a
diversified foel mix, which includes increasing use of coal, natural gas, nuclear,
hydro, wind, biomass, landfill gas, solar and other rencwable technologies.

LPPC supports a multi-part, flexible approach to reducing carbon concentrations in
the atmosphere.

LPPC docs not support regulation of carbon as a health-based (NAAQS) pollutant.

Continued research and sound science is fundamental to the development of a carbon
strategy.

A carbon strategy must provide full flexibility to achieve goals or targets. Flexibility
means that all activities and measures resulting in an ultimate reduction or
stabilization of greenbouse gas emissions should be recognized. Such activities or

measures may include, but are not limited to, increased renewable technologies,

-conservation and efficiency i mnprovement initiatives, carbon sequestration projects

and mitigation of other greenhouse gases.
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—— - Washingten, DC - 20585

v;o..’

American * ¢
FRepERICK L WEBBER Che[mstry
Presoon avo CEO Council Gooa Cremistry

Make: 1t Possible

April 13, 2001
The Honorable Spencer Abraham
Secretary of Energy

1000 Independence Avenue, S.W.

Dear Secretary Abraham:

Congratulations on your leadership at the Department of Energy in developing a National Energy
Policy.

The business of chemistry is America’s leading exporting industry and one of the nation’s largest
consumers of energy. We have been hit hard by recent price increases. We stand ready to assist
7ou in your efforts to ir--rease supply, expand existing infrastructure and improve effidency toward
the goal of Jower costs and greater energy independence. )

We are concerned about possible amendments to the Public Utility Regulatory Policies Act (PURPA).
Existing PURPA provisions include mandatory connection to the grid, backup power at non-
~discriminatory prices and the sale of excess power. Without these protections, many of our

~* industry’s cogeneration fadlities and the manufacturing plants they serve will be at the mercy of

electric utilities that view them as direct competitors.

The business of chemistry is heavily reliant upon cogeneration (the sequential generation of
electricity and heat) for many of our production processes. The statutory provisions of PURPA have
allowed our industry and others to utilize cogeneration within markets dominated by monopoly
electric utilies. Any changes to the provisions impacting qualified facilities (QFs) will undermine
your efforts to solve our nation’s electric generation shortage by jeopardizing existing power
generation and limiting the potential for certain new generators.

The benefits of cogeneration were made evident by a report issued by the Congressional Research
Service last year that included these findings:

* The energy savings from cogeneration in 1997 was equivalent to the electricity use of 11.2 million |

households, or 5 percent of US. oil imports.

» NO, emissions savings from cogeneration in'1997 were equivalent to eliminating the exhaust of
more than 39 million vehicles. -

ﬂ Responsibie Care®

1300 Wilson Boulevard, Adington, VA 22209 « Tef 703-741-5100 » Fax 703-741-6086 - hnp.//www.americanchemistrv.com
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The Honorable Spencer Abrabam
April 13,2001
Page2

 Without cogeneration made viable through PURPA, USS. electric utility emissions of SO, would
have been 18 percent higher in 1997, with NO, emissions 14 percent higher.

For these reasons, we would ask that the Administration oppose any attempts to modify existing

PURPA language and thus jeopardize our industry’s cogeneration contribution to the nation’s

electricity supply. _—

Sincerely

— /’l//l>

> p
/411&1.“/' ber
President and/CEO

cc:  Joe Kellther
Sr. Advisor to the Secretary

Dept. of Energy

Andréw Lundquist

Executive Director of the

National Energy Policy Development Group
Karen Knutson

Deputy Director of the
National Energy Policy Development Group
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STATEMENT OF CRAIG MOYER,
MANATT, PHELPS & PHILLIPS

SUBMITTED ON BEHALF OF
_ THE WESTERN INDEPENDENT REFINERS ASSOCIATION
BEFORE THE HOUSE SUBCOMMITTEE ON ENERGY AND AIR QUALITY
" MARCH 30, 2001

On behalf of the Western Independent Refiners Association (WIRA), in mry
capacity as counsel for WIRA, I am pleased to provide this statement for the record
providing an overview of the current challenges facing small business refiners (refiners
with fewer than 1500 employees and less than 155,000 barrels per day total capacity).
WIRA is a trade association of small and independent refinerics on the West Coast. At
this time, ten small independent refincries continue to operate on the West Coast, nine in
California and one in Tacoma, Washington. In California, these refineries are located in

cach of the three refining areas within California. One is Jocated in the San Francisco
Bay area. One is located in the Bakersfield area of the Southern San Joaquin Valley and
the remaining facilities operate in the Los Angeles Basin. Small independent refineries
cmploy thousands of people and each company pays millions of dollars in taxes, cven
after excluding income taxes. WIRA members produce a full slate of petroleum products
including everything from gasoline, diesel fuel and jet fuel to asphalt, lube oil and
specialty petroleum products. At this time, when it so clear that all domestic encrgy
sources should remain viable and that no domestic source should be overlooked, I belicve
that it is important for this Subcommittee to understand the role of small refiners to the
energy supply of our nation.

The Pro-conipetitive Role of the Small Refiners

Small and independent refiners have long been recognized as an important
compctitive force in the refining sector. Individually, each small refiner represents a
relatively small share of the petroleum product marketplace. Cumulatively, however,
their impact is substantial. Their pricing competition pressures the larger integrated
companices to Jower prices to the consuming public. Without that competition pressure,
consumers will pay more. For example, in early 1991, Amoco shut down a 40,000 barrels
per day refinery in Casper, Wyoming, and gasoline prices jumped almost 10 cents per
gallon. In California, the Attorncy General concluded that after five small refiners shut
down becausc they could not manufacture California’s cleaner buming gasoline, the loss
of competition cost consumers hundreds of millions of dollars. Through experience, we
know that when small refiners leave the marketplace, prices go up and consumers suffer.

Congress and many agencies, including the Environmental Protection Agency
(“EPA”) and the California Air Resources Board (*CARB™), have long recognized the
importance of the independent refining sector to maintaining a competitive market for
petroleum products. For example, after EPA promulgated rules limiting the sulfur
content of diesel fuel to S00 parts per million effective October 1, 1993, Congress
recognized the implications of this rule on small diesel refiners and authorized the
issuance of acid rain credits to small diesel refiners pursuant to Section 410 (h) of the
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1990 Clear Air Act amendments. Because of the important pro-competitive impact of

small refiners, CARB, an agency that has promulgated perhaps the most stringent fuels
regulations in the Country, has provided separate treatment for small refiners in virtually

cvery fuels regulation it has passed since 1988. In its two most recent fuels rulemakings, .
EPA has authorized separate treatment for small business refiness, as well. Even the i
South Coast Air Quality Management District, an agency leading the nation and perhaps

the world, in stringent air quality regulations, authorized separate treatment for small

refiners in its recently promulgated Rule 431.1 regulating diesel fuel.

In addition 1o maintaining competition, small and independent refiners often
supply other petroleumn products not otherwise available in certain areas. For example,
small refiners manufacture 100 percent of California’s grade 80-aviation fucl, aliphatic
solvents, and JP-4 jet fucl. Small refiners also manufacture 100 percent of the asphalt
produced in southemn California and much of the off-road diesel foel. Half of the diesel

fuel produced in the San Joaquin Valley, California’s farm belt, is refined by small -
refiners.

Small business refiners also fill a critical national security fanction. For example,
in 1998 and 1999, small business refiners provided almost 20 percent of the jet fuel used
by U.S. military bases. This adds up to almost 500 million gallons of jet fuel supplied
cach year under defense contracts between the government and small business refiners.

Challenges Facing the Industry

" Today, approximately 124 refineries are operating in this country. About 25
percent are small, independent refiners. Small business refiners are primarily owned by
U.S. citizens including privately held businesses and one farmer cooperative.

As Sccretary of Energy Spencer Abraham noted in recent comments to the United
States Chamber of Commerce, the number of American refmeries has been cut in half
since 1980. Many of these were small business refiners unable to meet the challenges of
poor refining margins and expensive regulations. Meanwhile, no new refinery has been
built in the United States in over 25 years and regulatory requirements limit the ability of
existing refineries to expand capacity. Government regulations require the production of
more than 15 types of gasoline. Existing refinerics arc opcrating at capacity resulting in
more frequent unplanned shutdowns. Every small refiner forced from the marketplace
increases our vulnerability. ‘Given the foregoing, one must agree with Secretary Abraham
that we “have a refining industry strained to capacity, leaving us dangerously vulnerable
to regional supply disruptions and price spikes.”

Some of the major challenges facing small refiners in today’s market include:
* Small refiners are large users of clectricity and natural gas. The remarkably
high prices of these inputs are affecting the small refiners.

"o The phase out of MTBE as an oxygenate will lead to increased costs as
reformulations are required.
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e Access to crude oil is an ongoing challenge, as large companies merge and
the remaining mega-companies are not consistently willing to supply small
refiners.
e Wastcwater treatment controls and stationary source air quality controls have .
~ become increasingly stringent, thus raising costs for small refiners.

The challenges facing small refiners continue. Not only must they compete head

10 head with some of the largest companies on the planet, but also they must comply with
mcreasingly stringent goverment regulations. Of most concern: on January 18, 2001,
the EPA published new regulations, which create new standards for levels of sulfur in
highway diesel fuel beginning in June, 2006. Under the new regulations, refiners must
meet a stringent new standard of 15 parts per million sulfur limit for most on-road diescl
volume (“Ultra Low Sulfur Dicsel Fuel™). Small refiners produce about four percent of
the Nation’s diesel fuel and in some regions produce over half of the diesel fuel. In the

final Tule, EPA staled regarding the diesel sulfur standards “that small business refinars
would likely experience a significant and disproportionate financial hardship in reaching
the objectives of our diesel fuel sulfur program.” In the final rule, EPA agreed with the
final Small Business Administration report regarding the diesel sulfur standards “that
small business refiners would likely experience a significant and disproportionate
financial hardship in reaching the objectives of our diesel fuel sulfur program.”
However, EPA has made no provision to assist small business refiners in financing the
mandated capital expenditures.

The new regulations also will make it even less likely that new refineries will ever
be built. With' the exception of one small topping facility in Alaska, no new refinery has
~ been built in the United States for almost 20 years. Existing facilities are operating at full
sustainable capacity. Operational demands imposed by the new regulations will result in
a reduction of on-road dicsel production. At the same time, U.S. consumer demand for
diesel fuel, as forecast by the Energy Information Administration, is expected to grow by
6.5 percent between now and 2007. If small business refiners are climinated from diesel
production, supply shortages will become even more likely. Therefore, it is important to
seck methods to reimburse small business refiners for their costs in mecting these new
government imposed mandates, which endanger their long-term economic viability.

EPA estimates that small business refiners will incur average capital costs of $14
mullion per facility to meet the new diesel regulations. For some facilities, the cost will
be substantially more.

In addition, costs to produce low-sulfur gasoline and to comply with other
regulations will add significantly to capital requirements in approximately the same time
frame. Such capital investments are significantly beyond the financial capability of
facilities operated by small business refiners, whose total investment is dwarfed by these
requirements. On top of the initial required capital expenditures, the related increases in
operating costs could equal or exceed the refineries’ historical annual profits, and thus,
imperil the viability of these important US businesses.
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While WIRA does not opposc the regulation, and is fully committed to
compliance, we believe that national energy policy should take into account the
importance of the small refiners and should include proposals for mitigating the impact of
this regulation. Without such provisions, some small business refiners will shut down and
all will struggle to mect the mandated expenditures. Such a policy ignores the important
role of the small business refiner in the U.S. energy market. The result of such a policy
will have serious consequences for our country.

Conchusion: U.S. Government Energy Policy Should Recognize the Role of
the Small Refiner

The challenges to small business refiners, including the need for mitigation for the
mpact of otherwise appropriate environmental policies, should be recognized by the
Congress and should be addressed in overall U.S. energy policy. If this does not occur,

and small refiners go out of business, the competitive fabric of the U.S. oil and gas
industry will be irreparably damaged.

Thank you for your consideration of these important comments.

DOE002-0122

112



Western Independent Refiners Association C/ Q

Impacts of EPA Regulation

Small Refiners Are Key

WIRA represents refiners with fewer than 1,500 employees and less than 155,000 barrels per

day total capacity. WIRA members produce a full slate of petroleum products including 4
everything from gasoline, diesel and jet fucls to asphalt, lube oil and specialty petroleum

products.

Today, approximately 124 refineries are operating in this country. About 25 percent are

small, independent refiners. Small business refiners are primarily owned by U.S. citizens,

inchuding privately held businesses and ope farmer cooperative,

Small independent refineries employ thousands of people and each company pays millions of
dollars in taxes, even after excluding income taxes.

In addition to maintaining competition, small and independent refiners often supply otber
petroleum products not otherwise available in certain areas. For example, small refiners
manufacture 100 percent of California’s grade 80-aviation fue), aliphatic solvents, and JP-4
jet fuel. Small refiners also manufacture 100 percent of the asphalt produced in southern
California and much of the off-road diesel fuel. Half of the diesel fuel produced in the San
Joaquin Valley, California’s farm belt, is refined by small refiners.

Refining Capacity is at s Maximum

As Secretary of Energy Spencer Abraham noted in recent comments to the United States
Chamber of Commerce, the number of American refineries has been cut in half since 1980.
Many of these were stnall business refiners unable to meet the challenges of poor refining
margms and expensive regulations. Meanwhile, no new refinery has been built in the United
States in over 25 years and regulatory requirements limit the ability of existing refineries to

expand capacity. .
Government regulations require the production of more than 15 types of gasoline. Existing

- refineries are operating at capacity resulting in more frequent unplanned shutdowns. Every

small refiner forced from the marketplace increases our vulnerability. Given the foregoing,
one must agree with Secretary Abraham that we “have a refining industry strained to
capacity, leaving us dangerously vulnerable to regional supply disruptions and price spikes.”

Federal Regulations Burden Small Refiners Disproportionately

On January 18, 2001, the EPA published new regulations, which create new standards for
levels of sulfur in highway diesel fuel beginning in June 2006. Under the new regulations,
refiners must mect a stringent new standard of 15 parts per million sulfur limit for most on-
road diesel volume (“Ultra Low Sulfur Diesel Fuel).

» Small refiners produce about four percent of the Nation’s diesel fuel and in some regions
produce over half of the diese] fucl.
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» In the final rule, EPA stated regarding the diesel sulfur stanndards “that small business
refiners would likely experience a significant and disproportionate financial hardship in
reaching the objectives of our diesel fuel sulfur program.” In the final rule, EPA agreed
with the final Small Business Administration report regarding the diesel sulfur standards
“that small business refiners would likely experience a significant and disproportionate
financial hardship in reaching the objectives of our diesel fuel sulfur program.”

* However, EPA has made no provision to assist small business refiners in financing the
mandated capital expenditures.

Mitigation Required

Unmitigated, the new regulations will make it even less likely that new refineries will ever be
built. Therefore, itis nmponant to seck methods to reimburse small business refiners for their
costs in medmg these new government imposed mandates, which endanger their long-term
economic viability.

.

EPA estimates that small business refiners will incur average capital costs of $14 million per
facility to meet the new diesel regulations. For some facilities, the cost will be substantially

more.

Costs to produce low-sulfur gasoline and to comply with other regulations will add -
significantly to capital requirements. Such capital investments are significantly beyond the
financial capability of facilities operated by small business refiners, whose total investment is
dwarfed by these requirements. On top of the initial required capital expenditures, the related
increases in operating costs could equal or exceed the refineries’ historical annual profits, and
thus, imperil the viability of these important US businesses.

WIRA does not oppose the diesel fuel regulation. We are fully committed to compliance.
We believe, however, that national energy policy should take into account the importance of
the smal] refiners and should include proposals for mitigating the impact of this regulation.
Without such provisions, some small business refiners will shut down and all will struggle to

" mect the mandated expenditures. Such a policy ignores the important role of the small

ousiness refiner in the U.S. energy market. The result of such a policy will have serious
consequences for our country.
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Kelliher, Joseph _ N P R—
From: Linda Stuntz [lstuntz@sdsatty.éom]
Sent: Wednesday, February 14, 2001 12:37 PM / 02
To: . Kelliher, Joseph
Cc: Dave Nevius; David Cook
Subject: Reliability L egislation
tmp.htm

Dave Nevius, David Cook and I would appreciate the opportunity to

visit with you sometime soon to talk about reliability legislation. As

you may know, Senator Gordon Smith has introduced the Gorton bill of

last year (S. 172). Mr. Wynn and others have introduced legislation

similar to the Wynn Bill of last year, which includes RTO coordination
amendments " (H.R. 312). I understand that you are working with the Vice
President's task force on a Comprehensive Energy Strategy. We would

like to talk with you about making the NERC reliability legislation a

d

part of tha about our
teqislative—effort®

Dave would also be prepared to talk about the status of NERC's summer
assessment, and how things look to them. <

I know you are swamped. Please just let me know when you could fit us
in, and we will be there.

thanks and best regards,
Linda
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Trpodi, Cathy
’ From: Kelfiher, Joseph ( | ’5)
Sent: Sunday, June 10, 2001 2:40 PM
To: Tripodi, Cathy
Subject: FW: Ststement on Energy Policy/implementation
mportance: High
NEP Statement.doc
--——--Original Message~----

From: Jim Ford [mailto:FordjRapi.org)
Sent: Tuesday, March 20, 2001 2:06 PM

—— To:r Kelliher, Juseph

Subject: Statement on Energy Policy/Implementation

Importance: High

As we discussed, please find attached a short paper on the U.S. o0il and
natural gas supply situation, together with a list of steps that the
. Administration could take at once to alleviate the situation.

send

you additional materials under separate cover.

Jim Ford

Federal Relations Director
American Petroleum Institute.

682-38210

fordj@api.org <mailto:fordj@api.org>
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Kelliher, Joseph

From: Jn Ford [Fordj@api.org}

Sent: Tuesday, March 20, 2001 2:06 PM

Yo: Keilher, Joseph

Subject: Statement on Energy Policy/iImplementation
Importance: High

NEP Statement.doc

As we discussed, please find attached a short paper on the U.S. oil and
natural gas supply situation, together with a list of steps that the
Administration could take at once to alleviate the situation. I will
send :

you additional materials under separate cover.

Jim Ford

Federal Relations Director

American Petroleum Institute
682-8210

fordjlapi.org <mailto:fordjfapi.org>
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Overview: U.S. Oil and Natural Gas Supply Situation

Encergy has not been an overriding government priority for some time. The energy problems of
the past year have showcased the price we are having to pay for the failure to develop an
effective national energy policy. Time is not on our side. U.S. energy concerns must have a place
at the decision-making table and the energy impact of government decisions must be carefully
weighed.

Crude Onl

The Department of Energy has forecast U.S. energy consumption between 1999 and 2020. While
natural gas rises from 23 percent of consumption in 1999 to 28 percent in 2020, oil stays about

the same (40 percent n 1999 and 39 percent in 2020). Seventy percent of petroleum consumed in

the U.S. is for transportation. Most recent energy studies agree that this share is likely to
continue well into this century — even with strong increases in energy efficiency and a rapid
infusion of new technology.

However, under the best of circumnstances, the U.S. will become more and more dependent on oil
imports. This dependency now amounts to about 57 percent of U.S. o0il demand. DOE projects
that 64 percent of oil demand will be met by imports in 2020. In order to ensure reliable and
secure sources of oil, we have no choice but to diversify the sources of our supplies, both
domestic and foreign, and increase both. The U.S. oil and natural gas industry has the advanced
technology needed to find and produce o1l and gas in an environmentally safe manner.

rdowever, domestically, access to federal government lands has become an acute problem. For
example, from 1983 to 1997, access to federal lands in eight Western states declined by more
than 60 percent — and that does not reflect major land withdrawals since 1997. At the same time,
the U.S. oil and gas industry’s ability to compete for opportunities abroad have been threatened
by two U.S. policies: the alarming tendency to use unilateral economic sanctions against oil
producing countries as an instrument of foreign policy — despite the evidence that they don’t
work -- and the adverse tax treatment of foreign source income of U.S. oil and gas companies.

- Refinery Capacity and Utilization. Even if we obtain all the oil we need, our energy supply
would still be under an enormous strain. While environmental requirements now in place are
giving us the most environmentally-sensitive fuels ever manufactured, these requirements have
drastically reduced refinery flexibility and further tightened the U.S. supply situation.

The U.S. refinery system is basically maxed out. Capacity utilization averaged 92.6 percent in
2000. At peak levels of seasonal demand, it topped 95 percent. This compares to an average
capacity utilization rate in other industries of 82 percent. Refinery capacity utilization is high
because our capacity is below what it was 20 years ago. Recent increases have not kept up with
the growth in demand - so we’ve had to import products. But we cannot import much more,
because tghtening fuel specifications and the proliferation of so-called boutique fuels make it
much more difficult for foreign producers to meet the U.S. demand for refined products.

DOE002-0128
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-- Regulatory Burden. Increased regulation of fuels and refinenies is a major reason why refinery
capacity has not kept up with demand. We haven’t built 2 major new refinery in this country in
20 years. Moreover, complex, time-consuming permitting requirements greatly limit the ability
of refiners to increase capacity. They also inhibit efforts to mcrease pipeline capacity. The
pipeline system in the U.S. was designed decades ago to handle some 70 percent of liquid fuel
transportation, but the increased demand and proliferation of foels is making this system
increasingly inadequate.

— Boutique Fuels. The Clean Air Act Amendments require state implementation plans (SIPs)
under which individual metropolitan areas can create their own fuels to meet clean air
requirements. There are 15 different types of gasoline now in use because of clean air
requirements. This balkanization of fuels greatly reduces refinery flexibility. The reduced
flexibility means that relatively minor disruptions and down-time for maintenance can have a

much-more disruptive impact on the flow of supply.

Natural Gas

Natural gas is a clean, safe, efficient and rehable fuel. Consequently, demand is rising,
particularly as the fuel of choice for new power plants. Approximately 85 percent of the natural
gas consumed in the U.S. is produced domestically. Most of the remainder comes from Canada.
The Jandmark natural gas study issued a year ago by the National Petroleumn Council — a DOE
advisory commitiee — projected that producers would have to invest about $658 billion between
1999 and 2015 to mect the growth in gas demand.

The growing demand for natural gas underscores the urgent need for increased access to
potentially gas-rich govemment lands. However, most government lands with the best prospects
for new gas discoveries are off limits to development: 100 percent of resources offshore on both
coasts; 56 percent of the castern Gulf of Mexico resources; and 40 percent of the Rocky
Mountain region resources.

Needed: A National Energy Policy

What is needed from government decision-makers is a serious effort to address U.S. energy
problems and shape a fair and effective national energy policy. That is why API welcomes the
encrgy policy initiatives now underway in both Congress and the Administration. However, it
took some 25 years to get into today’s energy situation — and the problems will not be solved
overnight. So it is extremely important that energy be fully represented at the government
decision-making table and that the energy impact of environmental and other decisions be fully
considered.

After more than two decades of inaction, the American public can no longer afford the huxury of
not coming to grips with U.S. energy needs, while maintaining a clean environment. The nation
can do both. Meeting U.S. energy needs and protecting the environment are both critical to our
nation’s continued economic gmwth and to achieving the future prosperity and well-being we
all seek. -
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Available Administrative Actions on National Energy Policy in the Oil and Natural Gas
Sectors:

.

Require Executive Branch agencies to avoid significant adverse energy conscqm;mcs 0 proposing regulatory and
other administrative actions.

Require Executive Branch agencies to review existing rles and policics and revise them as necessary to climinate
significant adverse coergy consequences.

Make energy policy a key assignment for a senjor White House aide.

Disect the Interior Departinent, in consultation with otber federal land management agencies and the Energy
Department, to complete the inventory of federal o1l and natural gas resources mandated by the 2000 amendments to
the Encrgy Policy and Conservation Act.

Direct the Encrgy Department, in consultation with the fedenal public land management sgencices, to ldcnnfv

administrative barriers to timely exploration and development of federal oil and gas resources and take ﬂcps to
rernove those barriers.

Provide 3 “'strike force™ to complernent existing staff of public land management agencies to immmediately reduce the
tremendous backlog of pending applications for permits to develop federal oil and gas leases, to revise resource
mmanagement plans, and to complete téqnired environmental analyses. Ultimately, provide adequate
staffing/resources to maintain and expedited timetable for these activities.

Direct the Interior Department to expand royalty-in-kind (RIK) programs onshore and offshore, with any RIK oil to
be transferred into the Strategic Petroleum Reserve.

Maintain the December 2001 schedule for OCS Lease Sale 181,

Grant California’s request to the Envirommental Protection Agency for a waiver from the Clcan Air Act’s oxygen
mandate for reforrulated gasohine.

Ensure that the first anpual report from the advisory group to EPA on technological feasibility (equipment and
construction resowrces) of the on-road diesel sulfur rule includes meaningful conclusions and recommendations that
the agency can use quickly to decide whether modifications should be made 1o avoid adverse fuel supply and price

consequences.

Direct the Labor Department, in consultation with the Energy Department, to devélop recommmendations for a job-
training program designed to fill employment needs in the oil and natura) gas industry.

Direct the Office of Management and Budget to determine whether fiscal 2001 funds could be reprogrammmned to
increase grants 10 states for low-income beating and weatherization assistance. .

Direct OMB to determine whether funds could be reprogrammed to ensure full funding of US. Coast Guard mautical
cbarting programs and Corps of Eogineers harbor maintenance activitics to ensure that tankers can move needed
petroleum products safely and expeditiously.
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Kelliher, Joseph

From: Jim Ford [Fordj@api.org}
Sent: Tuesday, March 20, 2001 2251 PM
To: Keliber, Joseph
Subject: Recommendations on National Energy Policy
importance: High
) @)
MB Energy Inbro M8 Energy MB Energy MB Energy Morine  MB Deepwater  MB EPACT Impact  MB Deepwater
1.doc Upstream 2.doc  Downstream 2.doc 1.doc White Paper.doc Analysis_doc White Paper.doc
MB SPRdoc  MB RIK white Energy
Papes.doc EOTetdx

Hi, Joe. As we discussed, attached are a set of
papers on national

energy

policy recommendations. Much of it is designed to be self-explanatory.
The

last document iz a suggested executive order to ensure that energy
implications are considered and acted on in rulemakings and other
executive

actions. This draft has DOE as the coordinator. Probably also need to
nake

energy a major portfolio item for a senior White House aide.

lLet me know if you have guestions or additional info needs. Thanks.

Jin Ford
682-8210 .
fordj@api.org <mailto:fordj@api.org>
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RECOMMENDATIONS FOR A NATIONAL ENERGY POLICY

The United States is approaching the end of a year in which consumers have
experienced a heating oil price spike followed by a gasoline price spike and
higher prices for all petroleum products due to significantly higher crude oil
prices, and, most recently, escalating prices for natural gas. These fuel supply
challenges facing the United States over this past year are only the most recent
reminders that our nation has fallen far short of addressing our energy needs in a
sustainable, strategic fashion.

At the same time that energy usage continues to rise, the industry’s capability to
meet energy demands faces increased limitations that make supplying the
marketplace ever more difficult. U.S. crude oil production peaked in 1970 at 9.6

million barrels per day (B/D). Over the first six months of 2000 it has averaged
5.9 million B/D — 39% less than 30 years ago. In the face of tremendous
demand, U.S. production of natural gas dedlined 14 percent between 1973 and
1999. The recent natural gas study by the National Petroleum Council projects
that producers will have to invest about $650 billion in upstream capital between
1999 10 2015 1o meet the growth in natural gas demand. U.S. refinery utilization
is at historically high levels, nearty 96 percent for the third quarter of this year,
while refinery capacity has declined from a high of 18.6 million barrels per day in
1981 to 16.5 million barrels per day in 2000, leaving no room for continued
economic growth.

If we are to continue America’s economic growth and continue creating jobs and
wealth across the country, we must have the affordable, reliable energy that fuels
our economy and supports our way of life. Congress must develop cost-effective
mechanisms for increasing domestic supply. At the same time, environmental
-concerns must be addressed, and these can be best dealt with through free-
market-based incentives, which provide the best foundation for cost-effective
solutions. While the U.S. has a strong strategic and economic interest in a
vibrant domestic oil and gas industry, we also need a wide diversity of
international supplies. Recognizing that 90 percent of the world’s proven oil
reserves are in the hands of national ol companies, and more than two-thirds of
those are in the volatile Middle East, U.S. energy security is best served by U.S.
companies being competitive participants in the intemnational energy arena.

The recommendations that follow address each stage of oil and gas supply —
both domestic and foreign: exploration and production, processing and refining,
transportation and distribution. If adopted, they will enhance a strong, productive
U.S. energy infrastructure that can supply abundant, affordable energy in an
environmentally responsible manner.
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UPSTREAM ISSUES

o COASTAL ZONE MANAGEMENT ACT AND OFFSHORE E&P

16 U.S.C. § 1452 states that in administering their coastal zone programs,
states shall give priority consideration to the siting of energy facilities
associated with the exploration, development, and production of the
mineral resources of the Outer Continental Shelf. Yet, U.S. Department of
Commerce administration of consistency determinations under the
Coastal Zone Management Act has made the law a tool for unnecessary
delay and duplicative regulation of offshore exploration and production.
For example, the regulations impose consistency determinations on the
Interior Department’s Minerals Management Service's five-year OCS
plans and other pre-leasing activities that have no direct impact on a
state’s coastal zone. .

Recommendation: Amend the Coastal Zone Management Act fo ensure
that valid offshore natural gas and oil lease rights are protected in the

. CZMA process and direct the Department of Commerce to administer
state consistency programs to ensure priority consideration is given to
responsible oil and natural gas development in state consistency
determmninations.

Reaffirm the primary authority of the Minerals Management Service under
the Outer Continental Shelf Lands Act and the National Environmental
Policy Act for regulating offshore oil and gas leasing, exploration,
development, and production activities and assure that other federal
agencies and state agencies do not impose duplicative requirements.

» ARCTIC NATIONAL WILDLIFE REFUGE

Open the Coastal Plain of the Arctic National Wildlife Refuge (ANWR) to
oil and natural gas exploration and development. ANWR is America’s
most promising area for the discovery of giant oil and gas resources in
North America. '

Recommendation: The Alaska Nationa! Interest Lands and Conservation
Act 16 USC Sec. 3101 et seq. provides for development of oil and natural
gas resources from ANWR upon an affirmative vote of both the House of
Representatives and the Senate.

o DEEPWATER ROYALTY RELIEF

To encourage investment in domestic oil and gas resources on the Outer
Continental Shelf, Congress enacted the Deepwater Royalty Relief Act of
1995 to suspended the payment of royalties for specific initial quantities of
oil and gas produced from the OCS in water depths greater than 200
meters. This incentive was very successful and resulted in billions of
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doftars in additional revenue to the United States and a significant
increase in oil and natural gas production of from OCS waters.

Recommendation: Amend Title lil of Public Law 104-58, "Alaska Power
Administration Sale Act,” Section 304, to permanently adopt the
deepwater royalty relief automatic suspension volume provisions that
expired November 2000 for all deepwater production.

* ROYALTY IN KIND

The Minerals Management Service's recent RIK pilot projects in Wyoming,
Gulf of Mexico and in Texas state waters have successfully demonstrated

the Agency’s ability to take royalties in kind, rather than value. RIK saves

the taxpayer money through reduction in administrative costs and

reduction-of the uncertainty inherent-in paying royalties in-value that often
results in costly agency and court disputes.

Recommendation: Amend the Outer Continental Lands Act, 43 USC
Sec. 1331 et seq. and the Mineral Leasing Act of 1920, 30 USC
Section181 ef seq. to promote RIK wherever practicable and clarify that
the MMS' existing authority to use RIK includes the authority to pay

' transportation and other post-production costs.

» SAFE DRINKING WATER ACT

Hydraulic fracturing is a vital technology that is used in over half of the
natural gas wells in the country. Current litigation over the regulation of
this activity could dramatically increase the cost of this technology and
limit natural gas production in some areas of the country.- Clarification is
needed for the Safe Drinking Water Act’s underground injection control
provisions to exclude coverage of hydraulic fracturing. This would allow
states to continue to regulate hydraulic fracturing under their oil and gas
regulatory programs.

Recommendation: Amend Section 1421(d)(1) of the Safe Drinking Water

Act (42 U.S.C. 300h(d)) to clarify that the term underground injection does
not include hydraulic fracturing similar to S. 724 in the 106™ Congress.

e STRATEGIC PETROLEUM RESERVE

The Strategic Petroleum Reserve was created by Congress to provide for
limited supplies of oil in ime of supply disruptions, thereby enhancing
national security. In 1998, when oil prices were low, the Secretary of
Energy used federal royalty oil taken in kind by the Minerals Management
Service and transferred to DOE for filling the SPR. This is a practice that
should be strongly encouraged.

Recommendation: Amend Part B of Title | of the Energy Policy and
Conservation Act (42 U.S.C. § 6232 et seq.) to strongly encourage the
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Secretary of Energy to fill the Strategic Petroleum Reserve during periods
of stable oil prices to the equivalent of 90 days of imports for use in
national emergencies only, using federal royalty oil, taken in-kind.

UPSTREAM ISSUES REQUIRING CONGRESSIONAL OVERSIGHT

o ACCESS TO GOVERNMENT LANDS FOR NATURAL GAS AND OIL
DEVELOPMENT _

In developing a National Energy Policy, Congress should direct the

Administration, perhaps in oversight hearings, to adhere to existing

congressional mandates under the Federal Land Policy Management Act

and related Acts requiring agencies to give balanced consideration to

mu!hpl&eompetmg uses-of federal- tand—O#-and-natural-gas-development

is an important use of federal lands and experience has shown that it does
not have to be exdluded for environmental or aesthetic purposes.

Direct the U.S. Forest Service and the Bureau of Land Management to
revise their planning regulations to make natural gas and oil leasing a
priority. For example

Recommendation: D»rect the Administration to conduct a thorough and
comprehensive review of offshore leasing moratoria, allowing leasing and

production of natural gas and oil in all but the most sensitive

environmental areas.

Recommendation: Direct the U.S. Forest Service and the Bureau of Land

‘Management to revise their resource planning regulations to make natural

gas and oil Ieasmg a priority in order to meet the Nation's critical energy
needs.

12/20/2000
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DOWNSTREAM ISSUES

FEDERAL OXYGEN MANDATE AND MTBE
The Clean Alr Act mandates a minimum amount of oxygen in federal
reformulated gasoline. This requirement indirectly requires the use of
oxygenates such as MTBE and ethanol. The oxygen mandate is
becoming environmentally obsolete and should be repealed so refiners
can reduce the use of oxygenates in the most cost-effective manner.
Consumers are best served when refiners have the fiexibility to blend
gasolines that meet federal and state environmental requirements and
vehicle needs. Mandates that prescribe a recipe for gasolines constrain
~ the nation’s fuel production and usuafly result in increased refiner and
consumer costs, as demonstrated by the outcry over the price and supply

problems caused by the required introduction of a new reformulated
gasoline in the Midwest this past summer.

Recommendation: Legislation is needed for a waiver of the oxygen
content requirement for reformulated gasoline as follows:

Section 211(k)(1) of the Clean Air Act (42 U.S.C. 7545(k)(1)) is
amended—

(1) by striking "Within 1 year after the enactment of the Clean Air Act
Amendments of 1990,' and inserting the following:

*(A) IN GENERAL- Not Iater than November 15, 1991."; and
(2) by adding at the end the following: |
*(B) WAIVER OF OXYGEN CONTENT REQUIREMENT-

*(i) IN GENERAL- Notwithstanding any other provision of
this subsection, upon notification by the Governor of a
State to the Administrator, a Governor may waive
paragraphs (2)B) and (3)(A)v) with respect