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CONSUMER PROTECTION PROVISIONS IN
CLIMATE LEGISLATION

THURSDAY, MARCH 12, 2009

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

The subcommittee met, pursuant to call, at 10:05 a.m., in Room
2322 of the Rayburn House Office Building, Hon. Edward J. Mar-
key (chairman) presiding.

Members present: Representatives Markey, Inslee, Butterfield,
Matsui, McNerney, Welch, Green, Capps, Gonzalez, Baldwin,
Matheson, Barrow, Waxman (ex officio), Upton, Hall, Whitfield,
Shimkus, Pitts, Burgess, Scalise, and Barton (ex officio).

Staff present: Matt Weiner, Clerk; Melissa Bez, Professional
Staff; Alex Barron, Professional Staff; Lorie Schmidt, Senior Coun-
sel; Michael Goo, Counsel; and Lindsay Vidal, Press Assistant.

OPENING STATEMENT OF HON. EDWARD J. MARKEY

Mr. MARKEY. In over 30 years in Congress one word has always
come first in every piece of legislation, and that is the word, con-
sumers. From telecommunications to fuel economy standards, I
have always found that starting with the goal of saving families
money through technological innovation is the best vehicle for ef-
fective public policy.

For too long American consumers have been unprotected against
costs from our old energy economy and the threat of global warm-
ing.

First, America’s dependence on foreign oil continues to impact
our economy. Before the sub-prime and derivatives crisis created a
financial markets meltdown, $4 gasoline and sky-rocketing goal
and natural gas prices sent early shockwaves through the economy,
destabilizing our financial house of cards.

Second, consumers are losing money on an inefficient, outdated
energy grid that wastes about half of the energy it transports.

Third, by delaying action on clean energy and global warming,
consumers are losing money every day on the lost innovation of
new, clean energy products.

Fourth, we have heard in this committee that the cost of climate
inaction will have negative financial consequences. We have al-
ready seen the impact of this on the insurance industry, as storms
have increased in strength from a warming earth.

And so, much like the Telecommunications Act and fuel economy
legislation, climate legislation is consumer legislation, and there is
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a proper way and an improper way to craft this legislation. Improp-
erly done, climate legislation could unjustly enrich corporations at
the expense of consumers. Improperly done, the investments need-
ed to drive the clean energy economy will be put on consumers,
while polluters get a free pass.

Properly done, we will put a cap on pollution that will allow busi-
nesses the flexibility to innovate and create highly-profitable clean
energy solutions. Properly done, we will defray costs to consumers
as we transition to a clean energy economy.

Of course, this is where it all gets very tricky, and that is why
we are here today. Creating a market base global warming bill
means that the market will set a price on the right to send carbon
into the atmosphere. These permits will have a financial value, al-
lowing companies that become clean and efficient to prosper while
polluters will be forced to pay. The key is to protect consumers
from drawing the short straw and paying for these permits when
a company decides to pass the cost directly to the consumer.

The danger here is that if we give pollution permits for free to
polluting companies, they may actually charge consumers for the
market value of what they receive free of charge and pocket a huge
cash windfall. Imagine this. A scalper finds Celtics tickets outside
the Boston Garden. Will he sell them to the next consumer for free?
No. He will charge the going rate.

To address this problem some have suggested that instead of giv-
ing away these permits to emitters for free, the bill should ensure
that the value to local electric utilities and other entities that are
regulated by the State public utility commissions or otherwise sub-
ject to cost of service requirements so that the money actually ben-
efits consumers.

This position is shared by various groups like the U.S. Climate
Action Partnership, Edison Electric Institute, and the National As-
sociation of Regulatory Utility Commissioners. Others have come
up with alternatives. The Center for Budget and Policy Priorities
is here with us today. They have proposed a policy that would com-
pletely eliminate any negative financial impacts from climate legis-
lation on the poorest one-fifth of Americans. And we shouldn’t for-
get that low-income Americans will be disproportionately affected
by the impacts of global warming.

It has been suggested that we use some of the revenues from a
climate legislation to fund energy efficiency programs and invest in
new cost-saving technology so that we can all benefit from the long-
term savings potential afforded by a clean energy economy.

The bottom line is that there are many options before us on how
to benefit and protect consumers under a cap-and-trade system.
The subcommittee looks forward to exploring these options with all
of the members this morning.

Let me now turn and recognize the Ranking Member of the sub-
committee, the gentleman from Michigan, Mr. Upton.

OPENING STATEMENT OF HON. FRED UPTON

Mr. UpToN. Thank you, Mr. Chairman. The title of today’s hear-
ing, of course, is “Consumer Protection in Climate Legislation,”
which recognizes the undisputable fact that climate legislation will
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incregse the cost of energy, and consumers will need to be pro-
tected.

These are some very tough and difficult times for our country.
Michigan, in particular, where I am from, has been hit very, very
hard. In fact, in 2008, approximately 21 percent of all utility ac-
counts nationally were overdue, with folks carrying past-due bal-
ances on average of about $160 on an electric bill and $360 for nat-
ural gas. Total account of debt in Mr. Markey’s Massachusetts was
about $456 million, with 28 percent of all electricity accounts and
48 percent of gas accounts being past due. In Michigan the account
debt totaled $367 million, and in some parts of my State one in
three consumers are already behind on their bills. One in three.

And we all know which direction these numbers move when
prices go up. Congress must make its number one priority to get
the economy back on track and protect jobs, and that is my top pri-
ority as well. Keeping energy affordable is the key to this equation.

According to an MIT model of a 100 percent auction cap-and-
trade, the American people will be taxed $366 billion in 2015, four
times as much as the President’s estimate of $80.3 billion in 2015.
Job losses under such a plan would be greater than 6 million. In-
creased energy costs would near $1 trillion in 2030. Increases in
electricity costs could be greater than 100 percent. GDP could fall
perhaps as much as 7 percent by the year 2050. And a family of
four could expect to pay as much as $4,500 in additional costs by
the year 2015.

In written testimony OMB Director Orszag stated that the aver-
age household cost would be $1,300 for a 15 percent cut in emis-
sions. This Administration has seen an 80 percent cut. Our former
colleague, Sherrod Brown, now a senator from Ohio, who opposed
capped trade last June, said that Obama’s plan, President Obama’s
plan would lead to an increase in energy cost and would drive
American firms abroad, and he said this, “It really does say to
manufacturing, go to China where they have weaker environmental
standards. And that is a very bad message in bad economic times,
in any economic times.“

There are not too many absolutes in this business of politics, but
one thing is irrefutable. As power demands increase, our Nation
will continue to grow, our power demands as a Nation will continue
to grow. Unless we pursue coherent, pragmatic policies, we can, in
fact, send our Nation’s economy into a freefall, and there will be
great difficulty to keep the lights on in homes in across the coun-
try.

I yield back.

Mr. MARKEY. Great. The gentleman’s time has expired.

The Chair recognizes the Chairman of the full committee, the
gentleman from California, Mr. Waxman.

OPENING STATEMENT OF HON. HENRY A. WAXMAN

Mr. WAXMAN. Thank you very much, Chairman Markey.

Before we start crying about what things are going to be like, let
us realize where they are right now for consumers. Our consumers
are paying an average American household $2,800 more in 2008,
for basic energy needs than they spent in 2001. This is not a con-
sumer-friendly time in the energy sector. Average household ex-
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penditures for gasoline, electricity, and home heating increased by
81 percent between 2001, and 2008, almost four times the overall
inflation rate in this same period of time, which was 21 percent.

And while energy prices climbed, our dependence on oil grew. We
send more and more of our wealth overseas instead of keeping it
here at home, and with no plan to address global warming our chil-
dren’s future is in jeopardy.

Low-income consumers take a drubbing in the current system.
Not only do they bear unaffordable energy costs, families with low
income also find it harder to cope with the public health con-
sequences of unchecked climate change. The poorer often hit the
hardest by extreme weather events that will increase if we fail to
reduce global warming. The pictures coming out of New Orleans
after Hurricane Katrina showed an unforgettable contrast in the
abilities of the rich and the poor to cope with such catastrophes.

This committee will have an opportunity to put the country back
on track. If we enact a comprehensive energy and climate bill, we
can help low-income families while helping all American families.
Low-income and all American families will benefit from the in-
crease in domestic jobs that will accompany a clean-energy future.
They will benefit from reducing our dependence on foreign oil,
which will, in turn, reduce the need for our military to engage in
unstable parts of the world. We can turn the page to a brighter fu-
ture, but we must design our legislation carefully.

The witnesses you have assembled today will tell us a poorly-de-
signed program to reduce global warming, pollution could impose
significant costs on low-income consumers. This means that we
have to be smart about how we are going to design this legislation.

There are various ways to assist consumers, especially low-in-
come consumers with a transition to clean energy future and re-
duce global warming pollution. We are going to hear about energy
efficiency programs that can reduce consumers energy bills, even if
the rates increase, and reduce the overall costs of the program to
the country as a whole. By making the country more efficient these
programs make our economy more competitive.

The Center on Budget Policy and Priorities suggest that allow-
ances be auctioned and that some of the proceeds be sent to low
and perhaps middle-income consumers to offset increased costs of
reduced global warming pollution. Another suggestion is to provide
allowances for the benefit of consumers to local companies that dis-
tribute electricity and natural gas, and we will hear from a con-
sumer advocate and an electricity company about how that ap-
proach would work. I think it is important we have this hearing,
we recognize the consequences of legislation on consumers as we
obviously have to recognize the consequences on industries, busi-
nesses, our trade, and our economic future overall. And that is part
of the job of making sure that we pass a broad, comprehensive en-
ergy bill which we hope to do before the Memorial Day recess.

Thank you, Mr. Chairman. Yield back my time.

[The prepared statement of Mr. Waxman follows:]
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Opening Statement of Rep. Henry A. Waxman
Chairman, Committee on Energy and Commerce
Consumer Protection Policies in Climate Legislation
Subcommittee on Energy and Environment
March 12, 2009

Today’s hearing gives us the opportunity to focus on how
climate change policy will affect consumers, particularly low

income consumers.

Any discussion on this topic must begin with the

recognition that our current policies are failing.

The last seven years have rendered a judgment on the
energy policies of the past. They are not consumer friendly.
The average American household spent almost $2,800 more in

2008 for basic energy needs than they spent in 2001.

Average household expenditures for gasoline, electricity,
and home heating increased by 81% between 2001 and 2008 —
almost four times as fast as the overall inflation rate over this

same time period (21%).
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And while energy prices climbed, our dependence on oil
grew. We send more and more of our wealth overseas instead of
keeping it here at home. And with no plan to address global

warming, our children’s future is in jeopardy.

Low income consumers take a drubbing in the current
system. Not only do they bear unaffordable energy costs,
families with low incomes also find it harder to cope with the

public health consequences of unchecked climate change.

The poor are often the hardest hit by extreme weather
events that will increase if we fail to reduce global warming
pollution. The pictures coming out of New Orleans after
Hurricane Katrina showed an unforgettable contrast in the

abilities of the rich and poor to cope with such catastrophes.

This Committee will have an opportunity to put the country
back on track. If we can enact a comprehensive energy and
climate bill, we can help low income families while helping all

American families.
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They will benefit from the increase in domestic jobs that

will accompany a clean energy future.

They will benefit from reducing our dependence on foreign
oil, which in turn will reduce the need for our military to engage

in unstable parts of the world.

We can turn the page to brighter future, but we must design

our legislation carefully.

Our witnesses today will tell us that a poorly designed
program to reduce global warming pollution could impose

significant costs on low income consumers.

That means we have to be smart when we design the

program. And that is the purpose of today’s hearing.

Today’s witnesses will discuss various ways to design a
program that assists consumers, especially low income
consumers, with the transition to a clean energy future and

reduced global warming pollution.

3
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They will tell us about energy efficiency programs that can
reduce consumers’ energy bills, even if the rates increase, and
reduce the overall cost of the program to the country as a whole.
By making the country more efficient, these programs make our

economy more competitive.

The Center on Budget Policy and Priority suggests that
allowances be auctioned and that some of the proceeds be sent
to low and perhaps middle income consumers to offset increased

costs of reducing global warming pollution.

Another suggestion is to provide allowances — for the
benefit of consumers — to local companies that distribute
electricity and natural gas. We will hear from a consumer
advocate and an electricity company about how that approach

would work.

I look forward to exploring these issues further with

today’s witnesses.
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Mr. MARKEY. The gentleman’s time has expired.

The Chair recognizes the Ranking Member of the full committee,
the gentleman from Texas, Mr. Barton.

Mr. BARTON. Thank you, Mr. Chairman. Before I do my opening
statement, could I just ask a process question? And I don’t know
the answer, so this is not a set up.

Mr. MARKEY. Absolutely.

Mr. BARTON. Most of our hearings are televised where we have
a TV feed here, and if we want to stay in our office and watch it
on the internal House channels we can. I notice our cameras aren’t
on. Is—do we have a technical problem, or is there——

Mr. MARKEY. Can I—I thank the gentleman. The gentleman from
Illinois, Mr. Shimkus, brought this issue to our attention last week.

Mr. BARTON. Oh, I am sorry.

Mr. MARKEY. No, that is fine, and on Tuesday the House——

Mr. BARTON. I know you are not camera shy.

Mr. MARKEY. The office responsible for this brought up a sepa-
rate group of portable cameras that made it possible for all of this
to be televised as they repair these cameras. We made the same
request for this morning. We thought that they were going to be
showing up again this morning with all the portable equipment,
and they are not here.

Mr. BArRTON. OK.

Mr. MARKEY. But the request was made. Our goal was to have
the set-up the same as it was on Tuesday, and I actually don’t
know what happened, but I know that——

Mr. BARTON. But these cameras just don’t work.

Mr. MARKEY. They do not work.

VoICE. I thought it was because the Michigan, Iowa basketball
game in the first round of the Big Ten Tournament is——

Mr. MARKEY. What time is that on today?

VOICE. 2:30.

Mr. MARKEY. OK. OK. The hearing will be concluded before 2:30.

Mr. BARTON. Thank you. I just wondered about—thank you.

Mr. MARKEY. So I don’t—I will find out what happened.

Mr. BARTON. OK. Not a problem. Thank you, Mr. Chairman, for
this hearing.

The task of the hearing consumer protection policies in climate
legislation is almost an oxymoron. It i1s not quite, but it is obvious
that if you have a serious cap in trade component to climate change
legislation, that there are going to be serious economic con-
sequences. I don’t think those economic consequences can be over-
come by some sort of an internal reshuffling of the monies that are
raised through the carbon tax, through a cap-and-trade policy. But
it is a noble cause to at least attempt to see if they might, could
be alleviated.

The best way to alleviate or guarantee consumer protection in
climate change legislation is not have a cap-and-trade component
in my opinion. Having said that, I look forward to hearing the wit-
nesses. We have six excellent witnesses, and we are going to have
a variety of opinions from these witnesses. I have perused their
preliminary testimony or the testimony that we have received in
advance, and I think we will have a pretty lively hearing.

With that I yield back, Mr. Chairman.
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Mr. MARKEY. The gentleman’s time has expired.

The Chair recognizes the gentleman from California, Mr. McNer-
ney.

Mr. MCNERNEY. Thank you, Mr. Chairman.

We all know that energy usage is a complex and difficulty ques-
tion. We have peak oil looming, which has related problems of price
increases. We have climate change, we have national security. But
we in this committee have the responsibility to address this ques-
tion in a reasonable and rational way.

Cap-and-trade I believe can be used as a tool to reduce our con-
sumption, to reduce our greenhouse emissions, but we must be
doing, we must do it rationally, we must do it thoughtfully. Cer-
tainly we have a variety of opinions which need to be taken into
account. We are not going to shove cap-and-trade legislation down
the pike without taking these viewpoints into consideration.

But I want to say we don’t want to get trapped by the false
choice that we can have either clean energy or a good economy but
not both. That is a false choice. We—the real choice, I think, is to
become efficient and to create new forms of energy. We can do that.
Cap-and-trade legislation can help us get there. The real question
is how do we do it in a way that doesn’t hurt the people at the bot-
tom, hurt the people that are suffering through high utility bills.
We can use the revenue from cap-and-trade to do that. We can use
it in a rational way, and I think everyone is going to benefit. Our
national security is going to benefit. We are going to reduce our
consumption. We are going to reduce greenhouse gas emissions.

So I look forward to what the testimony is going to be this morn-
ing, and I yield back to the committee.

Mr. MARKEY. OK. The gentleman’s time has expired.

The Chair recognizes the gentleman from Pennsylvania, Mr.
Pitts.

Mr. PirTs. Thank you, Mr. Chairman, and I would like to thank
you for convening this hearing today on this important topic.

As this committee moves forward, I believe that it is essential to
keep in mind the negative effects that improperly-drafted climate
change legislation will have on the consumers. The best way to pro-
tect consumers is to protect their jobs and keep the economy from
tanking.

Unfortunately, cap-and-trade legislation would do exactly the op-
posite, causing serious economic hardships. If a cap-and-trade bill
looks anything like the Lieberman, Warner bill we saw last year,
it will have drastically negative effects on consumers and the econ-
omy. According to a Heritage Foundation study, in the first 20
years alone the bill would have resulted in aggregate real GDP
losses of nearly $5 trillion. In the first 20 years it would have de-
stroyed 900,000 jobs and caused nearly 3 million job losses in the
manufacturing sector by 2029. Fifty percent of jobs in the manufac-
turing sector would have been lost. In Pennsylvania it was pro-
jected that 94,500 jobs would have been lost in the manufacturing
sector by 2030, and according to their model in my district alone
$260 to $294 million would have been lost in gross State product
in 2025.

This does not sound like a consumer protection measure to me,
and no amount of investment and efficiency measures, direct rate
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reductions or rebates will mitigate the effects of tremendous job
losses in a terrible economy.

Mr. Chairman, our economy is suffering right now. We all recog-
nize that. It is my belief that passing a cap-and-trade bill will con-
tinue to add to the economic pain most Americans are feeling right
now.

So I look forward to hearing from our witnesses today about how
we can truly help consumers and to protect our environment and
atmosphere. I yield back.

Mr. MARKEY. The gentleman’s time has expired.

The Chair recognizes the gentlelady from California, Ms. Capps.

Ms. CapPs. Thank you, Mr. Chairman.

Climate change legislation is not only about caps and kilowatt
hours but also about kids and communities. The legislation we pass
must account for consumers, especially those who are least able to
pay for their energy needs. To that end I am very grateful that we
are holding this hearing today, and I want to thank our witnesses
for traveling here to talk with us about this incredibly important
issue.

In my home State of California we have an unemployment rate
of more than 10 percent and a poverty rate that is over 13 percent.
Like my colleagues, I am very concerned about adding any addi-
tional financial burden to those already struggling in these difficult
economic times. Low and moderate-income households are always
disproportionately affected by hikes in energy costs.

However, I am greatly encouraged by the proposals on the table
today that seek to offset costs for lower-income households. Studies
by the Congressional Budget Office suggest that lower-income
households could even be better off as a result of a well-executed
cap-and-trade program, and this assessment does not even include
the additional benefits that all citizens will experience as the result
of a reduction in greenhouse gasses and hopefully a slowing or re-
versal of climate change.

As we heard yesterday from United Nations Secretary General,
Ban Ki-moon, the cost of inaction are far greater than the cost of
action. And these include costs to human health, to our natural re-
sources, and to our infrastructure. So we must act now, but we
must also act wisely, ensuring that we are always protecting the
most vulnerable among us.

Mr. Chairman, I yield back.

Mr. MARKEY. The gentlelady’s time has expired.

; 'fc{le Chair recognizes the gentleman from Kentucky, Mr. Whit-
ield.

Mr. WHITFIELD. Chairman Markey, thank you very much, and I
want to thank the witnesses for being with us this morning. Also,
these hearings are vitally important, because it is imperative that
as we move forward on this very serious issue that we do frame
what the debate is all about, and I think it is very clear that the
debate is about the cost of action versus the cost of inaction. And
from all of the studies that I have seen the cost of inaction really
does not have a—the cost of action does not have a quantifiable
benefit that can be calculated in my view.

The cost of implementing a cap-and-trade system and renewable
energy mandate definitely does have a quantifiable cost. We asked
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a local cooperative in my district to calculate the 5 cent-per-kilo-
watt-hour penalty that would be assessed in Kentucky if they were
not able to meet the proposed renewable energy mandate, and a
company, a mid-sized manufacturing plant it would cost them
$18,000 per month more as a penalty. And I think at this time
with the economy being as weak as it is, unemployment going up,
that if we are not very careful, a cap-and-trade system and renew-
able energy mandate can really have a significant negative impact
on our economy.

The second part that I would just like to discuss briefly is that
the President in his budget said that the cap-and-trade system
would generate around $641 billion of additional revenue for the
Government, and he has put that in his Budget, but the sad thing
about it is recognizing that coal is going to continue to play a vital
role, not only in producing electricity in our country, but also in
China. There is not $1 of that cap-and-trade revenue that is going
to go into the carbon capture and sequestration research and tech-
nology, and I think that is a mistake.

But I do look forward to the testimony of our witnesses today,
and thank you for the hearing.

Mr. MARKEY. The gentleman’s time has expired.

The Chair recognizes the gentleman from Utah, Mr. Matheson.

Mr. MATHESON. I will waive, Mr. Chairman.

Mr. MARKEY. The Chair recognizes the gentleman from Georgia,
Mr. Barrow.

Mr. BARROW. I will waive.

Mr. MARKEY. The Chair recognizes the gentlelady from Cali-
fornia, Ms. Matsui.

Ms. MATsUIL. Thank you, Mr. Chairman. I am very pleased to be
here today, and I am glad that this subcommittee is taking a broad
look at this issue; from meeting with the Secretary General of the
United Nations on international strategies and getting into spe-
cifics of helping consumers with our panel today. On that topic, I
would like to thank today’s panelists. We appreciate your time and
expertise on these matters.

I think we all agree that as we craft a comprehensive bill we
need to ensure that includes protections for consumers. The way
we distribute allowances and who receives them will greatly impact
our constituents across this country. That is why I look forward to
hearing our panelists’ advice on strategies that this committee can
use as we draft this bill.

We need to understand how to allocate allowances so that we can
effectively reduce our overall emissions. We have a responsibility to
ensure that consumers negatively affected by this bill see some re-
lief, and we must also be aware that there are significant costs to
our constituents that are associated with inaction.

I hope our witnesses today can help us all understand the role
that allocations can play as we craft a climate change bill. This is
one of the most important topics we will consider during this entire
process, and I am looking forward to today’s testimony.

And once again, Mr. Chairman, thank you very much for this
hearing. I yield back the balance of my time.

Mr. MARKEY. The gentlelady’s time has expired.

The Chair recognizes the gentleman from Louisiana, Mr. Scalise.
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Mr. ScALISE. Thank you, Mr. Chairman, and our panel.

As this subcommittee considers climate change legislation, it is
critical that we also weigh the effects that climate change legisla-
tion will have on American families, especially in these tough eco-
nomic times. Creating a market for emissions will impose costs to
consumers. This is just basic economics.

Peter Orszag, now the President’s Budget Director, has verified
that energy taxes designed to decrease carbon emissions will be
passed onto American families. Estimates show that the average
annual household cost will be about $1,300 a year for a tax applied
to a 15 percent cut in CO, emissions. Mr. Orszag admitted to Con-
gress last year that the price increases borne by consumers are es-
sential to the success of a cap-and-trade program. In fact, he stat-
ed, and I quote, “Decreasing emissions would also impose costs on
the economy. Most of those costs will be passed along to consumers
in the form of higher prices for energy and energy-intensive goods.”

While we consider these increased costs for utilities, we must not
overlook a very direct impact cap-and-trade legislation will have on
American jobs. The National Association of Manufacturers esti-
mates a net loss of three to four million jobs as a result of a cap-
and-trade program. Other estimates reach as high as seven million
jobs lost in our economy.

And as we know, cap-and-trade will unfairly burden certain re-
gions of our country more than others. In my home State of Lou-
isiana we rely heavily on gas and nuclear for our electricity genera-
tion, and under current proposals nuclear is not considered a re-
newable source of energy, and as we saw here yesterday, Secretary
General of the U.N. even acknowledges that he considers nuclear
a renewable source of energy.

So, Mr. Chairman, I urge caution as we pursue cap-and-trade
legislation that could have a devastating affect on our economy and
on American families, especially in these tough economic times. We
are all working hard to advance renewable and alternative sources
of energy, but it would be unwise for us to pass policies that will
only hinder our economic recovery and place further hardships on
American families.

I look forward to hearing from our panel today. Thank you, and
I yield back.

Mr. MARKEY. OK. The gentleman’s time has expired.

The Chair recognizes the gentleman from Washington State, Mr.
Inslee.

Mr. INSLEE. Thank you. Just to make a couple points, I really
think this hearing could be turned totally on its head about pro-
tecting the consumers because it is very clear that even if we did
not do anything to help consumers through this process of a cap-
and-trade bill, even if we did nothing and we don’t intend to do
nothing, but even if we intended to do nothing, we would still re-
duce the damages that consumers will otherwise experience in the
next several decades. And the reason is it is very clear that the
path of inaction, the path of doing nothing about climate change,
which is the path that many of the people in this room still want
to pursue unfortunately, we do know that that path will have enor-
mous costs to consumers.
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It was the poor folks in Chicago who died in the heat wave a cou-
ple of years ago. Those were the people who were packed into the
pathology labs were the poor people. It is the people up in the Arc-
tic who today are losing their livelihood. There are Americans
today who are losing their ability to feed themselves in the Arctic
today because of climate changes. It is the people in the agricul-
tural sector who are picking our fruit and vegetables who are out
of work today because of some changes in the climate system.

So even in the absence of any action today to help consumers in
the cap-and-trade system, we are preventing more damages those
consumers and folks are going to experience in this country. So I
don’t think the path of inaction is the right one.

Secondly, I just want to say that the one thing I learned in Eu-
rope, I went and spent a week there looking at their cap-and-trade
system, the biggest mistake they made was giving away all the
permits because it was a scandal. They told me do not, whatever
you do, don’t give away all the permits. You will be politically em-
barrassed, and the reason is is because those costs then get, with-
out adequate protection, pushed down to the consumer. We don’t
intend to make that mistake.

Thank you.

Mr. MARKEY. The gentleman’s time has expired.

The Chair recognizes the gentleman from Texas, Mr. Gonzalez.

Mr. GONZALEZ. Waive opening.

Mr. MARKEY. The Chair recognizes the gentlelady from Wis-
consin, Ms. Baldwin.

Ms. BALDWIN. Thank you, Mr. Chairman. Addressing climate
change is truly a consumer protection issue as has been mentioned
already. Today we will look into consumer protection policies for
climate legislation. We must also keep in mind that by taking steps
to address our greenhouse gas emissions we are protecting con-
sumers for generations to come. If we fail to act comprehensively,
the impacts will be felt through drastic losses; loss of life, loss of
good health, species extinction, loss of ecosystems, and social con-
flict.

I believe that a federal cap-and-trade system can be developed in
a way that balances most of the negative effects on consumers
against the need to address climate change threats to our economy,
our environment, and our national security.

In particular, we must design a system that minimizes potential
negative aspects that many States, like my own midwestern State
of Wisconsin, may face due to our significant industrial base and
in the case of our State, our heavy reliance on coal for electrical
generation. My home State is moving forward on its own goals to
reduce our coal dependency and to lower greenhouse gas emissions.
Our governor has committed the State to supporting a national
economy-wide cap-and-trade program. However, costs must be
manageable and how we design this system will determine who
pays and how much.

In other words, distribution of allowances and how we apportion
the revenue will be key to determining the costs and the consumer
impacts. As we take the necessary and bold actions, we must be
concerned about the impact of our actions on consumers, which I
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believe we can do if we keep in mind the diverse needs across our
country and across American households.

I look forward to the witness testimony today, and thank you,
Mr. Chairman, for this hearing.

Mr. MARKEY. Thank you. The Chair recognizes that gentleman
from North Carolina, Mr. Butterfield.

Mr. BUTTERFIELD. Thank you very much, Mr. Chairman, for con-
vening this very important hearing and especially to the six wit-
nesses in front of me. Thank you for your participation today.

Mr. Chairman, this is perhaps one of the most important hear-
ings that we have had to date. No other issue strikes closer to the
central conflict in this bill, that is, the conflict between acting to
prevent future climate catastrophic occurrences for future genera-
tions and protecting the current generation from bearing an undue
burden. The CBO, the Center on Budget and Policy Priorities,
Duke Power, have all projected the increased cost of energy to be
substantial under a cap-and-trade program. Of families in my dis-
trict with a child under the age of five, 40 percent. Yes. Forty per-
cent of those live below the poverty line.

Now, when it comes to a necessity like energy, they cannot afford
to projected increase. I sat down with my staff last night and we
worked up a sample budget for a single mom with two dependents
and making $8 an hour, and it just won’t fit. These people are
hurting, and they cannot absorb the increase in the cost of elec-
tricity.

To that end I support disbursement of considerable auction rev-
enue to be returned to low and middle-income households to offset
the cost of our policy. The Chairman’s bill last year took a prom-
ising approach to meeting this need by committing to completely
offset energy cost increases for two-thirds of all U.S. households.

Further, the CBPP has made extensive proposals to deal with
this issue, and I eagerly anticipate Mr. Greenstein’s testimony.
Maintaining an approach that holds at least guilty consumers
harmless in our policy is absolutely imperative. The problem offers
us an opportunity, Mr. Chairman, to think creatively, employing a
variety of techniques, from rebates to energy efficiency to mitigate
the cost and make this thing work.

Now, Mr. Chairman, I am certainly not alone in this view. They
have been expressed by many others. I have a letter with me today
from the National Rural Electric Cooperative Association that I ask
unanimous consent to include in the record today.

Mr. MARKEY. Without objection it will be included.

[The information was unavailable at the time of printing.]

Mr. BUTTERFIELD. With that, Mr. Chairman, I yield back.

Mr. MARKEY. Great. The gentleman’s time has expired.

The Chair recognizes the gentleman from Texas, Mr. Green.

OPENING STATEMENT OF HON. GENE GREEN

Mr. GREEN. Thank you, Mr. Chairman. I know my colleague from
North Carolina was talking about Greenstein, Mr. Green Jeans, I
have been called that a couple times, and I used to say it added
about ten points to my name ID because that as a childhood—some
of us watched Captain Kangaroo.
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I want to thank the Chairman for particularly including this in
our series of hearings on consumer protection policy and climate
legislation. While several of our subcommittee hearings thus far fo-
cused on efforts to protect our environment, I am pleased today to
hear focus on equal-important policy objectives that protect the
U.S. consumer under any climate legislation. If we don’t do that,
no matter what else we try to do, it will not work, because the peo-
ple in our country will respond. Those of us who to support some
reasonable control, if we don’t control the cost to the consumer, it
is kind of like Social Security. I tell people, don’t worry about So-
cial Security. There will be a new Congress if we change Social Se-
curity to your detriment. And I think this could happen with us.

I represent a predominantly blue-collar, low-income district
where employees must work long hours and oftentimes double
shifts just to make ends meet, and it is an energy-producing dis-
trict. It is the east end of Houston, Texas, Harris County, where
we have petrochemical complexes, and we still produce natural gas
and oil in our district. But I am also proud to have the largest bio-
fuel refinery in the country.

With family budgets already stretched thin, any additional in-
crease in electricity, natural gas, or gasoline bills as a result of cli-
mate legislation will necessitate tough family choices between
whether to pay bills, put food on the table, or to purchase much-
needed medication. Low-income households already spend more
than five times their household income on energy than high-income
households and less likely to be able to afford home weatherization
services or to purchase more-efficient appliances.

And our climate change policy leads to—if our climate change
policy leads to energy supply disruption and price spikes without
effective remediation, consumers and voters will begin to question
that policy. Perhaps one of the most important design elements
with any cap-and-trade addressing the price impacts to the con-
sumers is allocation of emission allowances and the distribution of
auction allowance proceeds. As evidenced in the President’s budget
proposal, auction allowances have the ability to generate over half
a trillion dollars to the Federal Government in less than 10 years
alone. There will be huge demands for these funds, and consumers
need more than the government’s promise that they will receive fu-
ture assistance to dampen the cost impacts of climate legislation.

In the power sector there is a growing consensus to allocate al-
lowances to the local distribution companies or LDCs, which are re-
quired by law to act in the public interest and pass through alloca-
tion benefits to consumers. This proposal has merit and must be
further flushed out to ensure utilities have the infrastructure in
place to accurately collect consumer data that can target all needy
consumers in the LCD allocation distribution but not disadvantage
LDCs that serve low-income families with lower-per-capita energy
consumption.

Mr. Chairman, I know I am out of time, so I appreciate your pa-
tience today.

[The prepared statement of Mr. Green follows:]
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Congressman Gene Green
Energy and Environment Subcommittee Hearing
“Consumer Protection Policies in Climate Legislation™
March 12, 2008

Mr. Chairman, while several of our subcommittee’s hearings
have thus far focused on efforts to protect our environment, |
am pleased today’s hearing focuses on an equally important
policy objective: to protect the U.S. consumer under any
climate legislation.

I represent a predominately blue-collar, low-income district
where employees must work long hours or double shifts to
make ends meet.

With family budgets already stretched thin, any additional
increase in electricity, natural gas, or gasoline bills as a result
of climate legislation will necessitate tough family choices
between whether to pay bills, put food on the table, or to
purchase much-needed medication.

Low-income households already spend more than five times
their household income on energy than high-income
households, and are less likely to be able to afford home
weatherization services or to purchase more energy-efficient
appliances.

If our climate policy leads to energy supply disruptions and
price spikes -- without effect remediation -- consumers and
voters will begin to question that policy.
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Perhaps one of the most important design elements within a
cap and trade program to address the price impacts on
consumers is the allocation of emission allowances and the
distribution of auctioned allowance proceeds.

As evidenced in the President’s budget proposal, auctioned
allowances have the ability to generate over half a trillion
dollars to the federal government in less than 10 years alone.

There will be huge demands for these funds, and consumers
need more than a government’s promise that they will receive
future assistance to dampen the cost impacts of climate
legislation.

In the power sector, there is growing consensus to allocate
allowances to Local Distribution Companies -- or LDC’s --
which are required by law to act in the public’s interest and
pass through allocation benefits to consumers.

This proposal has merit and must be further fleshed out to
ensure utilities have the infrastructure in place to accurately
collect consumer income data and can target all needy
consumers.

Any LDC allocation distribution formula must not
disadvantage LDC’s that serve low-income famlhes with lower
per-capita energy consumption.

We must also have policies in place — through rebates,
allocations, or the tax code -- to address the higher cost of
gasoline, food and other energy-intensive products.

Thank you Mr. Chairman, I yield back my time.
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Mr. MARKEY. The gentleman’s time has expired.

The Chair recognizes the gentleman from Illinois, Mr. Shimkus.

Mr. SHIMKUS. Thank you, Mr. Chairman. I see we have no cam-
eras again today.

Mr. MARKEY. May I say, and we will just hold the time here that
I already had this conversation with Mr. Barton, and we did make
the request for these, for the, that portable equipment here, and I
expected it to be here today, but we were told this morning that
Armed Services and the Oversight Committee at full committee,
there is only two of these portable systems that they have, and that
they were having the hearings in their full committee rooms, and
ge could not, unfortunately, persuade them to move them over

ere.

But that was my

Mr. SHIMKUS. No. I understand. I just

Mr. MARKEY [continuing]. Expectation this morning.

Mr. SHIMKUS. Yes. And I understand, and I appreciate your ef-
fort. I just say if the world is coming to the end because of climate
change, that this probably should take precedence over the military
hearing or the oversight hearing. If the world is ending, the public
ought to know about it. And I think we are, you know, it begs the
question of how important these hearings are if we are not willing
to televise them.

We are on Universal Service Fund downstairs. It is an important
issue to my district. I think if the world is ending, this is even
more important that the Universal Service Fund. So I am going to
continue to, as you would expect, to belabor the point.

Mr. MARKEY. And by the way, it is a point worth belaboring. OK.
This is not something that I understand exactly why House, the
House can’t fix these cameras. OK. I don’t understand it, and I
don’t understand how the House Armed Service Committee and
House Oversight Committee doesn’t have rooms that have a cam-
era in them. I don’t

Mr. INSLEE. Mr. Chairman.

Mr. MARKEY. Yes.

Mr. INSLEE. I just want to report that my constituents, they do
believe the world is ending in not being able to see John Shimkus.
Believe me. This is a perception that is shared widely in my dis-
trict. I just wanted to

Mr. MARKEY. I am going to work very hard to solve this problem,
but, believe me, I have learned more about the operations of cam-
eras in committee rooms in the last 1 week since your point has
been made, very validly, by the way.

Mr. SHIMKUS. About the only thing I can get done in this Con-
gress, Mr. Chairman.

Mr. MARKEY. That is not so. That is absolutely not so.

Mr. SHIMKUS. But, thank you.

I have talked about the job loss issue. Kincaid, Illinois, 1,200
mines because of the 90 amendments. Last hearing I had, I talked
about 14,000 mine workers just in southern Illinois losing their
jobs. It is great we got the Ohio Coal Association here, and in his
testimony on—I will just read it. “In the 15 years following the
1990, passage of the Clean Air Act, which imposed drastic reduc-
tions in coal production, Ohio lost nearly 120 mines, costing more
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than 36,000 primary and secondary jobs. These impacted areas of
my State, the State of Ohio, that have spent years recovering and
some never will,” and sir, that is southern Illinois. Exactly the
same.

And the more and more we learn about climate change and cap-
and-trade, the more you find out that, what this is all about. This
is about a simple premise of monetizing carbon, and what it will
do, it will pay people not to manufacture. If you have a coal-pow-
ered plant, and you have credit, and there is a trading floor, you
can shut that power plant off and make money. Simply put. And
whose money is it? It is the rate payers’ money. It is taxes. It is
earning income that is going to go away. This is probably the num-
ber one biggest distribution of wealth plan that this country has
ever seen, and that is why these things have to be covered, tele-
vised. And that is why some of us are skeptical that the truth is
being inhibited from being told to the public.

One hundred percent option will pay people to stop generating
electricity. Well, pay them. That is not a policy that we want. It
deprives us of our economic livelihood. It distributes wealth around
the world. It is bad policy. We are going to fight it.

Mr. MARKEY. I thank the gentleman.

And I would just make this note. When we are talking about
televising, we are talking about televising on the internal House
system so that members and staffs in their offices can see this sub-
committee hearing. We are not talking about C—Span.

Mr. SHIMKUS. No. Would the gentleman yield?

Mr. MARKEY. I will just finish the point. What C—Span has to de-
cide on a daily basis as an editorial decision is which committee
hearings they are going to actually put on C—Span. And so this
hearing right now would be competing with about another 30 hear-
ings on the House and Senate side as to whether or not they would
actually broadcast it on C—Span.

So what we are talking about principally here is that other of-
fices can see this hearing rather than——

Mr. SHIMKUS. No. That is—Mr. Chairman, if the Chairman
would yield, that is not directly true. We, this also could be
streamed online right now.

Mr. MARKEY. But that is not accurate.

Mr. SHIMKUS. And the other thing is C—Span will air hearings
throughout the weekend and not in real time. So I understand your
point.

Mr. MARKEY. I understand.

Mr. SHIMKUS. If the firm doesn’t think we are going down the
wrong path——

Mr. MARKEY. No. I agree with—again, I agree with you. I agree
with you, and this audio stream is going out, and there are print
press here that are reporting what happens here, but I agree with
you 100 percent. I wish that this was being televised.

Let me now turn and recognize the gentleman from Vermont,
Mr. Welch.

Mr. WELCH. Thank you, Mr. Chairman. I will waive my opening
statement.

Mr. MARKEY. The Chair recognizes the gentleman from Texas,
Mr. Burgess.
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Mr. BURGESS. Thank you, Mr. Chairman, and I appreciate you
having this hearing, and I know you are working as hard as you
can to get the television cameras turned back on.

We have to face the stark reality that the United States as a Na-
tion is getting older, and we may be looking at a time in the not
too distant future where those who could least afford to pay for
more, more for their energy needs are exactly those who are going
to be affected under a cap-and-trade regimen.

Last August the United States Census Bureau reported that
today 40 percent of the United States’ population is over the age
of 45, and according to their projections 43 percent will be over the
age of 45 in 2025. In addition, we have a shrinking population
under the age of 18, so we are talking about a large majority of
our population who are either past their peak earning years so it
will be more difficult for them to pay higher energy costs or will
be living on a fixed income. People on a fixed income cannot afford
increases in their monthly energy bills. In fact, it is the antithesis
of a compassionate society that charges more for energy for those
who can least afford it.

Even more troubling is the realization that every worker who re-

tires is not replaced with another equal-wage earner. So when you
look at these numbers you begin to see that we are looking at a
potentially very troubled scenario in the earning situation in Amer-
ica’s future, which will be directly impacted by high costs for en-
ergy.
People take less flights, drive less, buy smaller houses, use less
energy, all that may be to the good, but if the goal of cap-and-trade
is to reduce the use of energy, then maybe it is not the best strat-
egy. Based upon these projections from the United States Census
Bureau, in 2025, the majority of our population is not going to be
able to afford the amount of energy they use today, even without
a new tax through cap-and-trade.

So, Mr. Chairman, I am anxious to hear from our witnesses
today about how we can protect consumers from increased energy
costs and as a result of what we are going to do in this committee
with our cap-and-tax regimen.

With that I will yield back my time.

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

Mr. HALL. Mr. Chairman, thank you. I will be very brief, and I
don’t know what has been testified to. I have seen some of the tes-
timony, but I just make the simple statement that any cap-and-tax
or cap-and-energy tax and scheme is going to create a regulatory
nightmare that we can’t live with. But we know that, Mr. Chair-
man, and I admire you and respect you and you know it, and you
have numbers on us, and you are going to pass whatever you hand
out over there.

I think I have quoted this to you before back through the 28
years we have been sitting together here, said the young madam
of Siam to her lover, young Kiam, “If you kiss me, of course, you
got to use force, but God knows you are stronger than I am.” So
you are going to pass it, but I just urge you to be as kind and
gentle with the taxpaying public as you can.

I yield back my time.
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Mr. MARKEY. Honestly, Ralph, I see this as something—my goal
is like the Telecommunications Act of 1996, that wound up at 423
to three, that ultimately we should all work it out, and it should
be us in Boston as it always is and——

Mr. HALL. Were one of the three?

Mr. MARKEY. I can tell you who those three were, and it is a good
story. Each one was a good story.

Mr. HALL. OK. I will still yield back my time.

Mr. MARKEY. Great. The gentleman’s time has expired.

The Chair does not see any other members seeking recognition
at this time. So we will turn to our very distinguished panel, and
we will ask our first witness, Mr. Steven Kline, to begin testifying.

Steve is the Vice-President of Corporate Environmental and Fed-
eral Affairs for the Pacific Gas and Electric Corporation. PG&E
Corporation is an energy-based holding company based in San
Francisco. He has worked extensively on all of these issues. We
welcome you, sir.

STATEMENTS OF STEVE KLINE, VICE-PRESIDENT OF COR-
PORATE ENVIRONMENTAL AND FEDERAL AFFAIRS, PACIFIC
GAS AND ELECTRIC CORPORATION; SONNY POPOWSKY,
CONSUMER ADVOCATE OF PENNSYLVANIA, PENNSYLVANIA
OFFICE OF THE CONSUMER ADVOCATE; ROBERT GREEN-
STEIN, EXECUTIVE DIRECTOR, CENTER ON BUDGET POLI-
CIES AND PRIORITIES; STEVEN F. HAYWARD, AMERICAN EN-
TERPRISE INSTITUTE; MIKE CAREY, OHIO COAL ASSOCIA-
TION; AND JOHN S. HILL, DIRECTOR FOR ECONOMIC AND
ENVIRONMENTAL JUSTICE, UNITED METHODIST CHURCH,
GENERAL BOARD OF CHURCH AND SOCIETY

STATEMENT OF STEVE KLINE

Mr. KLINE. Good morning, Chairman——

Mr. MARKEY. If you could move that microphone in a little bit
closer.

Mr. KLINE. Certainly. Is that better?

Mr. MARKEY. Yes. Please.

Mr. KLINE. Ranking Member Upton, and members of the com-
mittee. Thank you for the opportunity to be before you today.
PG&E is one of the Nation’s——

Mr. MARKEY. Move it in just a little bit closer.

Mr. KLINE. PG&E is one of the Nation’s largest utilities and has
long been working on clean energy, energy efficiency, and the effort
to address climate change. We strongly support comprehensive cli-
mate change legislation. In our view the best solution is a well-de-
signed, economy-wide, market-based cap-and-trade program.

In my written testimony I have defined well-designed by detail-
ing certain basic building blocks as the foundation for any cap-and-
trade effort. But also to state that even with the best design con-
sumer protections are going to be critical. For electricity and nat-
ural gas consumers one of the most effective, efficient, and trans-
parent ways to accomplish this is by directing allowance value to
regulated local distribution companies or LDCs where it can be put
to the benefit of consumers. In fact, LDCs are virtually tailor made
for this role. They are closest to the end-user consumer, they un-
derstand better than anyone how to work with individual cus-
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tomers in their area, and in many cases, like PG&E, they already
run existing initiatives like energy efficiency, low-income programs,
and others which can serve as the infrastructure for delivering
value back to customers.

Most importantly, LDCs operate under the direct oversight of
State utility commissions or other governing boards. This provides
the means to assure that the value of the allowances is returned
to consumers in a timely, targeted, and transparent manner that
overall advances the objectives of the National Climate Program.

There are important built-in advantages that lend themselves
ideally to this task at hand, and we believe Congress can take full
advantage of them. In order to do that, we recommend the fol-
lowing framework.

Allowances should be allocated to LDCs. LDCs would then sell
the allowances and use the proceeds to buffer consumer impacts in
a way that doesn’t undermine the incentive to reduce their usage
and hence emissions. Congress should set guidelines for using al-
lowance value, require timely and transparent reporting on how to
allocate, and how the value is used.

Allowance value provided to LDCs for consumer benefits should
obviously fall under the guidance of State public utilities commis-
sions. LDCs should be required to invest the revenue from selling
allowances solely to benefit consumers. This includes investing in
programs to assist low and moderate-income consumers, small
businesses, as well as to advance energy efficiency and reduce de-
mand.

This point is critical. Energy efficiency and demand reduction are
two of the best ways to sustainably contain costs for consumers and
do it in a manner that improves their comfort and standard of liv-
ing. In fact, many States have comprehensive energy efficiency pro-
grams that save customers $2 to $4 for every dollar invested. These
programs also create significant new energy service jobs and
through increased efficiency drive broad economic growth.

We are convinced that if one of the goals of a national program
is increasing energy efficiency and lowering demand, that no better
mechanism exists than directing allowance value through LDCs,
and leveraging the established relationships between LDCs and
their customers provides the best opportunity for success. It is
worth noting that PG&E is not alone in supporting LDC alloca-
tions. Others include the NARLC, National Association of Regu-
latory Utility Commissioners, the Natural Defense—I am sorry.
Natural Resources Defense Council, Environmental Defense Fund,
the National Commission on Energy Policy, U.S. Climate Action
Partnership or U.S. CAP, the Clean Energy Group, the Edison
Electric Institute, the American Gas Association, and the American
Public Gas Association. These are submitted as attachments to my
prepared testimony.

In closing, let me say that our country has a historic opportunity
to change the way we produce and use energy, producing huge en-
vironmental and economic benefits, but this is a long journey. It
has to be sustainable over time, and that means we have to take
careful steps at the outset to assist consumers along the way. We
believe LDC allocations are one way to do that. Thank you.

[The prepared statement of Mr. Kline follows:]
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Testimony of Steven L. Kline
Vice President, Corporate Environmental and Federal Affairs
PG&E Corporation
Before the
Subcommittee on Energy and Environment
of Energy and Commerce Committee of
United States House of Representatives
on

Consumer Protection Provisions in Climate Legislation

March 12, 2009

Chairman Markey, Ranking Member Upton, and Members of the Committee, I am
honored to appear before you this morning to provide PG&E’s views on the critically
important topic of consumer protection under a climate change regime. I am pleased that
this Committee is showing leadership on this very important topic by having a dedicated

hearing that will advance the legislative process.

PG&E Corporation is an energy holding company headquartered in San Francisco,
California and the parent company of Pacific Gas and Electric Company. Pacific Gas
and Electric Company (PG&E) is California’s largest utility, providing electric and
natural gas service to more than 15 million people throughout northern and central
California. PG&E is a recognized leader in energy efficiency and has among the cleanest

mix of electric power of any utility in the country.

Our work on energy efficiency, including wide deployment of smart meters, and support

of clean generating technologies are part of a broad portfolio designed to provide
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advanced energy solutions to our customers. Through technology and innovation, we
meet the energy needs of our customers, including residential, commercial and industrial,
and provide to meet their energy needs, while providing unique opportunities for them to
manage their energy use, reduce costs, promote new technologies and address climate

change.

PG&E has been a leading advocate for comprehensive climate change legislation for
more than a decade. As a member of the Clean Energy Group, the Business Council for
Sustainable Energy, and founding member of the United States Climate Action
Partnership (USCAP), PG&E has played a constructive leadership role within the utility
industry and across many sectors to develop critically important policy design aimed at
bringing climate change legislation to enactment as quickly as possible. Specifically, the
USCAP Blueprint for Legislative Action, released in January 2009, establishes a detailed
framework for climate change legislation that recognizes the paramount need for

consumer protection and provides detailed policy design to ensure such safeguards.

PG&E supports a well designed economy wide, market based cap-and-trade program and
along with supporting complementary programs as the best policy solution to address
climate change. The design of this policy should focus on environmental certainty and
the enabling factors that will help the transition to a low-carbon economy. Critical policy
components must include:

s Targets and Timetables: Specific greenhouse gas (GHG) reduction

requirements by a date certain will provide clear goals with environmental
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certainty and ensure the price signal on carbon necessary to drive technology
innovation and investment necessary to transition to a low-carbon economy.
Scope of Coverage: Clear indication of what GHG emissions must be reduced
and where in the economy to ensure that a regulatory compliance obligation
will be placed at the appropriate point while balancing political and
administrative feasibility.
Cost Containment: The cap-and-trade program should include measures to
protect the economy while allowing a long-term price signal that is sufficient
to drive investment toward a low-carbon economy. Features to manage
program costs, limit carbon price spikes and volatility, and provide long-term
mvestment confidence should include offsets and a strategic offset and
allowance reserve or, for example, price collar mechanism.
Allocation of Allowance Value: Allowance value should be used to advance
the overall objectives of the climate protection program. Legislation should
provide direction for where and for what purpose allowance value will be
distributed to ease the transition to a low-carbon economy, the identification
and mitigation of the financial or physical requirement faced by consumers
and business, and critical adaptation to the impacts of global warming.
Incentives for Technology Development and Deployment: Funding to hasten
the deployment of existing zero and low-carbon generation technologies and
promote early demonstration and deployment of new breakthrough

innovations that will facilitate the transformation to a low-carbon economy.
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s Complimentary Policies: Supplemental policies that address emissions
reductions in both the transportation sector, through, for example, fuel and
vehicle performance standards, as well as encourage the adoption of energy
efficiency practices in all aspects of the economy in buildings, products, and

processes and also to help transform the nation’s coal fleet.

Even well designed climate change legislation inclusive of the components outlined
above will lead to increased energy costs as the price of carbon is passed downstream
through the economy to end-users. Therefore, designing specific provisions aimed at

consumer protection are essential to the long-term viability of a climate program.

We believe there are two important principles to guide inclusion of consumer protection
measures into an economy wide, market-based cap-and-trade climate program. The first
principle is that no single solution should nor could handle all necessary cost mitigation
for consumers. The second principle is that consurmer protection should be designed in a
manner that is consistent with the overall goals of a climate program, specifically

environmental certainty and the transformation to a low-carbon economy.

For example, we believe that adequately investing in energy efficiency, demand
reduction and other programs to help low- and moderate income, small business
consumers, and other vulnerable customer populations, is essential to the design of a cap-

and-trade program.
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For electric and natural gas consumers, we think one of the most effective, efficient and
transparent ways of addressing this issue is through a carefully designed distribution of
allowance value to regulated electric and natural gas local distribution companies (LDCs)

on behalf of their customers and for their benefit.

Recent legislative proposals have allocated allowances to electric and natural gas LDCs
for consumer benefit, recognizing that electric and natural gas LDCs are well positioned
to implement programs that help customers manage their bills, and do so in a way that
meets the unique needs of the communities they serve. LDCs have established
relationships with each end-use customer and experience helping customers manage their
energy bills. They also operate under the direct oversight of state utility commissions or
governing boards. This regulatory oversight coupled with appropriate federal direction in
the use of allowance value will allow Congress to ensure that the value of the allowances
will be returned to consumers in a timely, targeted, and transparent manner and be used
to advance the overall objectives of the climate program. Additionally, many LDCs
already have existing energy efficiency and low-income energy assistance programs,
many of which deliver benefits to consumers in ways that engage community-based
organizations ensuring that targeted populations are receiving the assistance they need.

In fact, through an approach such as this, Congress can ensure that every utility in the
country has in place well designed, well functioning programs to address the needs of
vulnerable populations in their communities and provide energy efficiency and demand

reduction programs to all their customers.
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Accordingly, we support an allocation of allowances to electric and natural gas LDCs as

trustees for consumers under the following framework:

Allowances should be allocated to LDCs. LDCs would then sell allowances
and use the proceeds to buffer the economic impacts on electric and natural

consumers without undermining their incentive to reduce emissions.

Guidelines should be established by Congress to direct the use of allowance
value and to require that LDCs develop plans for and provide timely and

transparent reports on the use of allowance value.

Allowance value provided to LDCs for consumer benefit should fall under the
oversight of the utility regulator in the state, generally the public utility

commission, or the governing board in the case of publicly-owned utilities.

LDCs should be required to invest the revenue created by the sale of
allowances solely for customer benefit, including, for example, programs to
dampen or mitigate the impact to the bills of low- and moderate-income
consurners (e.g., bill assistance, weatherization, etc.} and small business, and
programs and actions to advance energy efficiency and demand reduction, and
on-site renewable generation which will provide sustainable energy and cost

savings.

While we recognize there are multiple ways to return allowance value back to consumers,

we believe that directing value through LDCs is the most efficient way to increase

energy efficiency program and demand reduction investments, which represents two of
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the best ways to sustainably contain costs for consumers and reduce demand for
electricity and natural gas. In fact, many U.S. states have comprehensive energy
efficiency programs for electric and natural gas customers that deliver customer savings
of $2 to 4 dollars for every dollar invested. These programs lead to significant new
energy service jobs and broad economic growth. That said, we also recognize that there
are significant market and regulatory barriers to realizing the full potential of energy
efficiency. Without establishing and implementing well designed programs that assist
consumers in making the right investment choices, the nation will not realize these
savings and achieving emission reduction targets will be more costly. The established
relationships that the LDCs enjoy with their customer provide the optimal distribution

network for energy efficiency program dissemination.

In California, for example, the California Energy Commission has determined that for
every $1 invested in energy efficiency, all customers received $2 of benefit regardless of
whether or not they participate in any of our programs. This focus on energy efficiency
has helped to keep bills for our customers at or below the national average. For example,
according to the Edison Electric Institute, the average residential customer in the U.S.

paid $98/month in 2007, compared to $74/month for PG&E (as of March 1*).

And PG&E is not alone in supporting LDC allocations as a credible and necessary
consumer protection measure in a cap-and-trade program. For example, the following

major organizations have shown support for this approach: the National Association of
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Regulatory Utility Commissioners, American Gas Association, American Public Gas
Association, United States Climate Action Partnership, Clean Energy Group, Edison
Electric Institute, American Council for an Energy Efficient Economy, Natural Resources
Defense Council, Environmental Defense Fund and the National Commission on Energy

Policy. (Please see attached documents.).

In fact, our industry, and those that regulate it, both agree that LDC allocations are a fair
and equitable means of ensuring that consumers at the end of the supply chain receive the
value associated with allowances. This is because no matter where the point of
regulation is placed, this is because most of the program will flow through to end use
customers. That is why our industry and our regulators support an approach that directs
allowance value to these consumers and allows for flexibility to meet the unique needs
and circumstances of the communities and customers we serve. According to Professor
Andrew Keeler at the Ohio State University from a study prepared for the National
Association of Regulatory Utility Commissions (January 2008), “Commissions will not
be able to influence the rates paid for electricity produced under market pricing when
generation owners receive allowances at no cost. If allowances are instead allocated to
[local distribution companies] in their role as entities obligated to physically provide
electricity to end use loads, commissions will be able to treat symmetrically electricity
produced under embedded cost ratemaking and market pricing.” By providing
allowances to the regulated LDCs, Congress can ensure that the value is passed trough to
consumers and that the distribution of allowances will no create undue or “windfall”

gains for private firms.
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Electric and natural gas local distribution companies touch almost every household and
business in America. LDCs are regulated entities that have an obligation to serve and
whose rates and costs are regulated by public utility commissions or governing boards.
LDCs are in every community, both in terms of their assets and employees. They
recognize the unique needs and circumstances of those communities and understand the
mechanisms for how to reach customers effectively and efficiently. For example, one of
PG&E’s longest-standing financial assistance programs is California Alternate Rates for
Energy (CARE), which provides a 20 percent monthly discount on the bills of qualifying
low- or fixed-income customers. In 2008, more than 1.1 million customers were enrolled
in the program, which represents approximately 73 percent of eligible participants. We
are working to reach a goal of 90 percent by 2011 through increased outreach and new
partnerships with community organizations and advocates who serve low-income

customers throughout northern and central California.

In addition, PG&E’s Energy Partners program, administered by approved contractors, is
another key program—helping eligible low-income households with free weatherization
to make their homes more energy efficient by installing attic insulation and weather
stripping for doors, making minor repairs such as fixing broken windows and patching
walls and performing safety inspections of selected appliances. Through this program,
we treated 61,000 homes in 2008— over 457,000 since 2001, and plan for significant

futare growth, including a target of 90,000 homes for 2009 and more than 125,000 by

2011
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We also recognize that consumers of other fuels with be affected, such as those that use
home heating oil and propone, and transportation fuel consumers. Because there is no
analogous entity such as a regulated LDC in these sectors, allowance value will need to
be directed to states and through other mechanisms to help mitigate cost increases for
these fuels, and related products. We support the inclusion of provisions that will provide
states and other entities with the resources they need to help ensure a smooth transition
for all consumers. We do not view the issue of how to mitigate all consumers’ energy
costs as an “either-or” proposition. Instead, we believe Congress should take advantage
of the various effective and targeted delivery mechanisms available to help ensure that all
energy consumers are helped in a timely, transparent, and targeted manner. Most
importantly, Congress should utilize mechanisms that achieve the broader objectives of

the climate protection program and invest in a more energy efficient future for our nation.

Our country has an historic opportunity to change the way we produce and use energy in
ways that will lower the threat of climate change, improve our environment and
transform our economy. Critical to the success of transformative climate change policy is
ensuring the longevity of the program, and this is best ensured by thoughtful and targeted
consumer protection programs. At PG&E, we believe the framework laid out in this
testimony for LDC allowance allocation on behalf of electric and natural gas customers is

a critical component to the success and sustainability of this vitally important legislation.

On behalf of PG&E, 1 want to thank you for the opportunity provided today.

10
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EDISON ELECTRIC
L2l INSTITUTE

January 14, 2009

EEI Global Climate Change Points of Agreement

EEI remains committed to working with Congress on enactment of legislation that will produce
substantial emissions cuts and mitigate impacts to customers.

EEI will focus its efforts on a cap-and-trade program, but also remain open to a tax-based or hybrid
approach in the event the political environment shifts.

Consistent with EEI’s support for economy-wide programs, there should be no exemptions for any
industry or specific fuel.

EEI will aggressively pursue legislative and regulatory policies in support of climate-friendly
technologies.

[of

)

[e]

e}

Efficiency and renewables are key to near-term reductions.
Maximizing new nuclear is key to mid-to-longer term reductions.

The aggressive development and deployment of carbon capture and storage coupled with
advanced coal technologies are necessary to preserving the coal option.

Plug-in hybrid electric vehicles (PHEVs) and electric vehicles (EVs) can make a major
contribution to reducing net GHG emissions, as well as to reducing foreign oil dependence and
consumer prices at the pump.

Other no and low-emitting carbon technologies should be pursued (e.g., smart grid).

Support key concepts underlying the Boucher CCS bill.

Long-term targets (e.g., 2050) should be set at an 80% reduction below current levels.

Interim targets should be aligned with technology availability.

o]

Near-term targets should be set and driven by efforts on energy efficiency, renewable energy,
and, to some extent, new nuclear.

Medium-term targets should be set in the 10 — 20 year timeframe after enactment to match up
with and enable technology development (e.g., new nuclear, CCS, etc.).
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EEl Global Climate Change Points of Agreement

o Cost-containment provisions should include a price collar, which would include a firm price floor and
firm price ceiling. The collar should be based on the following principles:

o Start narrow and gradually expand over time as technologies become available.

o Simplicity of administration and transparency on use of revenue (which should include funding
technology development and limiting economic impacts).

o Formulaic (i.e., easy to determine price for any point in time).

«  Offsets also are an important cost containment mechanism that should be allowed to the maximum extent
practical, subject to monitoring, measurement, appropriate third-party verification and regulatory
oversight.

»  State climate policies should be harmonized with federal climate policy, and states can pursue related
programs (e.g., energy efficiency programs, renewable portfolio standards, efc.). There should not be
multiple cap-and-trade programs for GHG reductions.

«  There also should be harmonization at the federal level. A single comprehensive federal climate law,
rather than a regulatory regime consisting of multiple, overlapping or conflicting statutes, is called for.

o Under a federal GHG cap-and-trade program, allowances should be transferred to the power sector from
the oil and gas sector as the market share of PHEVs and EVs increases.

s The best way to mitigate impacts on customers is to flow-through the benefits of allowances to
customers. This can best be achieved by having allowances for regulated utilities allocated at the LDC
level—a process that would be overseen by the state utility regulators—with appropriate adjustment to
address impacts on unregulated generators,

o Allowances should be allocated in the early years of a climate program, with a gradual transition
to a full auction.

o The initial allocation to the electric power sector should be consistent with its level of CO;
emissions (i.e., 40%).

o Sector allowances should be allocated as follows: merchant coal generation would receive
allowances equal to 50% of base-year emissions (because it is assumed both that the other 50% is
recovered by gas being on the margin in competitive markets and that gas has, on average, 50%
of the carbon content of coal), with the balance of allowances allocated to LDCs based on an
even split between base-year emissions (including emissions associated with purchased power)
and retail sales. This approach is referred to as the “50-50-50” proposal.

m EDISON ELECTRIC | Edison Eectric Insttute (EEY) Is the association of U.S. shareiolder-owned electric companies.
INSTITUTE i Our members senve 95% of the uHimale customers in the sharefolder-owned segment of the
industry, and represent approximately 70% of the U.S. electric powef industry. - We also Have as
Affifiate members more than 85 Intemational lectric companies. and asAsseciate members more
than 170 industry suppliers and relaled organizations.
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Background

State and utility administered energy efficiency programs are saving Americans billions of dollars each
year by reducing energy consumption at & fraction of the cost of conventional energy supplies. At the
same time, these programs are providing improved services—such as light, warm houses aid cold
beverages-—that entich our daily-lives. ‘

Energy efficiency programs provide additional benefits to society as a whole; Efficiency investments
create high quality green jobs and energy bill savings that flow back into the econony to stirnulate
additional job creation on a broader scale. Efficiency programs lower energy costg for all consumers by
reducing total erergy demand, which in tum lmits greenhouse gas emissions—making climate goals
more achievable and affordable it the future.

This report is intended as an educational tool for policy makers on state and utility administered energy
efficiency programs. The répoit profiles a diverse crossisection of leading programs that have been
established throdghout the country by different types of program administrators.

Current U.S; Efficiency vs. Supply Spending

for Electric and Natural Gas Customers

Energy efficiency measures are often cheaper than efforts to
increase energy supply. Americans spend about $215 billion
annually on the production of electricity, at a price of 610 12
cents per kifowatt hour (kWh). However, we invest only $2.6
billion in securing electricity savings through energy
efficiency programis, a resource that can cost as little as 3
cents per kWhsaved, For natural gas the picture is even more
imbalanced.” Natural gas efficiency costs $1 to $2 per
thousand cubic feet (Mcf) saved compared with $6 to $8 per
Mef supplied.” We bave a choice between low-cost efficiency
and high-cost supply—yet more offen than not we tnvest in
the more expensive alternative.

Many states have recognized the benefits of efficiency
investments and have created or expanded their energy
efficiency programs. Data gathered by the Consortium for
Energy Efficiency (CEE) show that 2008 energy efficiency
investments topped $3.13 billion nationwide, a 30 percent
increase from the prior year,' In 2009 these ratepayer-funded
investmants will be-augmented by hundreds of millions of
dollars raised in auctions of CO; emission allowances in the
nation’s first greenhouse gas cap-and-trade program, the
Regional Greenhouse Gas Initative (RGGI) among Northeast
and Mid-Atlantic states. RGGI member states determined
that state and utility administered energy efficiency programs
provided significant public benefit, and will therefore direct
the vast majority of revenue to efficiency investments,

' See www.ceeLorg for national energy efficiency spending levels.




39

Existing State-level Efficiency Programs

In 2008, electric and natural gas efficiency programs were up and running in 38 states and the District of
Columbia. Program focus and level of investment varies across states, but it is clear thata growing
commitment to energy efficiency nationwide has created the political momentum and practical
mechanisms to increase federal support for efficiency.

Energy Savings Opportunity
Despite recent increases in energy efficiency investments, significant additional funding is needed to

realize the vast opportunity to use energy more efficiently. An illustrative example is provided by

Connecticut, where a utility plan State Energy Efficiency Programis

recommends spending approximately $71 ‘The Amerizan Councll for an Energy-Efficient Economy ranks states
. acgording to thelr adoption of energy-efficiency policies

per capita to capture all cost-effective
efficiency in the electric séctor, The
country as a whole would need to increase
its electric energy efficiency spending to
$22 billion annually to achieve the levels
proposed by the Connecticut proposal. This
would be a dramatic increase over current
spending levels of just $3.13 billion for
electric efficiency. For natural gas and fuel
oil a funding increase on the order of $10
billion annually would be needed.

inier
Ssarscard
(2608).

Planned Spending Increases

Connecticut is not alone in examining Host Least
increased investments in energy efficiency ® = taturat s & Btioty Sifcsrcy Frograms
spending as a solution to escalating energy 7 Bty Eifeener Prograns oniy

= Matural Gas Efuiency Programs ony

prices. Rhode Island has expanded

efficiency programs to natural gas, and is well on the way to tripling its electric programs over 3 years.
Massachusetts will require utilities to procure all cost-efféctive efficiency that is cheaper than supply,
many states have passed new energy efficiency resource standards that require higher levels of energy
savings over time, and Maine, New Hampshire, Vermont, New York, and New Jersey will direct the
majority of RGGI funds to saving energy.

In the 2009 federal recovery package, policy-makers appear poised to support state and federal energy
efficiency programs as a means of creating employment opportunities while addressing energy security
and environmental concerns. Building on this foundation, continuing efficiency investment should be
funded by revenue raised in a national cap-and-trade system. This would ensure that we continue to
capture the lowest cost resource {which expands with technology), while containing costs by reducing -
demand for electricity and lowering the cost of achieving greenhouse gas reduction goals.

Accountability: Monitoring & Verification of Real and Lasting Savings

Demonstrating results is a critical concern in implementing state and utility administered energy
efficiency programs. Having been entrusted with ratepayer dollars, program administrators are required
to demonstrate the energy savings they generate through well-documented records and independent
monitoring and verification. Energy efficiency programs undergo rigorous review and verification
through independent financial audits, savings verification processes conducted by state utility
commissions, and other independent audit processes.
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The Residential Sector
With more than 100 million households in the Umted

States, the residential sector offers a multitade of
opportunities for energy efficiency improvements.

< Feaiuted Case Sludies .
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Seattle City Light Twist & Save Program

Seattle City Light’s Twist & Save program encourages the sale and instaliation of
Energy Star® conipact fuorescent light biilbs (CFLs) by working directly with retailers
10 negotiate discounted prices for customers dnd buying-down the cost of the bulbs.

g Customers requirs no conpons or rebate forms, as the utility discount is already refleeted
in theé price of the bulbs on the store shelvés.

Special in-store events call attention to the promidtion throughout the
year, supplemented by radio, print and web-based advertising and
community-based marketing, Seattle City: Light has two'designatid
full time field staff Yesponsible for visiting storss that stoek Twisi &
Save bulbs. City Lightstaff verify that the products ate priced corieet
and point-of-purchase materials are accuratd and visible, Fortyiows
retail locations throughotit Seattle City Light's'sérvice tertitoty
currently participate,

The suceess ofthe Twist & Save programiislargsly based on theability
o recruit retail partners willing to mark down prices and provide - T g i ¥
monthly salés reports; and on the ability to maintain consistent contact with edch store Tocation in the field. Due to
the success-of the Twist & Save program, other utility companies in the region Have diopted Seattle City Light's
innovative “mark-dowd” approach as a. miore siféctive and convefient method for offering rebates to customers.

City of Seatile
Numsber Ot for Indovaton and
L Programs o Reduce Global Warming”

of Magors, June 2008
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PG&E Energy Partners Program

Since {983, PGRE’s Energy Partiers program for low income howseholds has been

Energy providing qualified customers with free-energy audits; weatherization upgradss, &rsd
P tﬂe . U @ ~efficient appliances to reduce their gas and electricity usage.- The progra
ar rs offered © low i Income homeowners and renters in PG&E's northerti and central

e territory, Based on the current guidelines, a family of four with an
annual houanboid income below S43,200 would be eligible to participate.

PG&E: cemf' ed energy >pu;alm» provide free audits that help

st 1denitify helr energy use. After
assessing the'h wner on the options for
r::ducingiheu encrgv usé, a-certified contractor will replace doors,
weathet strippihg, and encrgy efficient light
bulbs of canduct miniar home repairs: Rne energy specialist may also

d replacing outdated and inefficient appliances,; including

refrigerators and air conditioners.” In 2008, 59,000 heusehivlds
participated it the program, saving an estimated 26 mitlon kilowatt
hours of efectricity and more than a million therms of natural gas.

PO&E has developed a successful outreach strategy to promote AWALENESS of'the Enérgy Partrers Pr G by using
multi-lingual educational materials, networking with church organizations and commuaity groups, airing radio and

TV apnouncernients, and participating in community ¢vents. Since 1983, more than one million house \o!d: have
participated in the program,

by Qmé humbers
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National Grid Energy Wise Program

The Princeton Reserve apartment comples, in Dracut, Massachusetis; consists of 168 elecirically heated apartment
its ¢ iidings. The property manager titned to-National Grid's Energy Wise program to help reduce the
ciricity consumption and energy bills:

National Grid contraztors installed specialized air sealing, high sfficienvy

compact fuorescent lighting, and prog: e ) ostais; enabling oo Briseam
the residents to greatly reduce their electricity consutption. In total, N s at e

eight people worked on-siter four electricians; thres air-sealing crew.
members, and one project cobrdinator. Natiowal Grid also provided
iraining to facility staff in'the bestuse of the technologles.

Natonal Grid's Energy Wise progrant is specifically intended for mulds
farndly buildings and dominium complexes; The program provides
of alt electiic end uées.. Basedon the results, National !
Grid contractors install lighting system upgrades-and other electric efficiency measures throughout the facility. The
program reduces building oparating costs, improves home affrdabili

ty, and comfort.

“Not only does the program promote energy awateness, customers save energy by following the suggestions

y g 2 1 2y by following
provided,” observed Kurt Shillington, Operations Manager of Princeton Properties. “The program has been an
incredible servive for our rasidents,” said Shillington,

Exiergy Wise Program
Recognized as an “B lary Program™ among.
3 ; o

5 5

ey Eobussy, 260
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The Commercial Sector
Office buildings, universities, hospitals, and othet

commercial buildings provide an opportunity for large-scale
reductions in energy use.

| Faatirsi Case Studies
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The American Cancer Society's AstraZeneca Hope Lodge provides a nurturing, home-like environment where
cancer patients and caregivers can retreat to private rooms or connect with others who are 0an5 through similar
experiences, Because of National Grid’s commitaent to shergy efficiency and soctal ¢ ility, the Hope
Lodge was able to build a healthier and safer-faeility for its bedupants, .

With ical assi and incentive progs providediby N:

Grid, the 64,000 square foot facility was abletd install 4 solar, thermal:
system and high-efficiency natural gas hedting and water fieating
systems during construction. The first guests to;the 350-patient fcility
at 125 South Huntington Avenue, in the Jamaica Plain heighbothood ot
Baoston, arrived the second week of Noveniber ‘2008,

tional Geid Cornipany

has praposed a'33 percent lncre:

it gas energy efficiency spending for 2009

aturedy The 3 i Bhato Crad

Stimated antu
namstaas cost
e .




46

Seattle City hght Smart Business Program

Stelia Color, based in Seattle, offers a wide variety of large format digital printing services, mc[ud,nﬂ puster

printing, wallpaper murals, pormb e exhibit and rade show graphic dhpi'wg and indoor and oatdoor banners. Limn
Krinsky founded the print shop in 1988, after moviig to Seattle from Boston. Over the past 20 years; the
expanded, employing sixteen full-trne emp}m‘us and working with an imprassive list of d(ema iu:h as
crosoft, Catvin Klein, Neutrogena, Hormel, and the Seattle Mariners.

Stella Color was introduced to Seatle City Light’s Smart Business
Program in October 2008 when a City Light employee noticed the
high pressure sodium lights in the printshop, explaining to Krinsky that
she could improve her energy efficiency and save raoney with some
simpleé upgradas. \\ahen dsked what motivated her to join the prograr,

Krinsky i you nécdsomenne to tell you what
youare missing.” The Smart Business P/ogzam provides financial
ives to-small busi for réplacing existing lighting with

energy efficicnt lighting equipment. Rebates range from $30 to 863 per
fixture.

Seattle City Light offered Krinsky a sizable incentive to replace the
outdated Jights'in her warchouse with niew; high efficiency lamps and batlasts, and provided 4 Hst of recommended
contractors, The contractors spent roughly four days completing the retrofit. According to Krinsky, the contractors
were “fabulous; efficient, neat, and always on time.” Not only did the Smart Business Provmm reduce Stella
Color’s energy use and ing costs, it d ically improved working i “ have a much better
appreciation of the great work we are doing,” said Krinsky, commenting on the superior lighting quality afforded by
the retrofit.
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Austin Energy Traffic Signal Project

Thie Hght emittiig divdeé; commealy known as the LED, offers dramatic ens
savings gonv al fighting technologies and can fast many times longer. In
an offirt to:lielp prowiote the fechnology, the City of Austin’s electric utility, g

Energy, has b & LED logy tn a wide variety of applications,
including ity ity strests.

In 2603; the City 'of Austin réplaced
aver 5,200 a6 signals and 3,700
pedestrizn signals with LEDs: The
wattage of the ratfic signals was reduced fron (35 waths fo 1113 watts
each; d 90 percent reduction in engrgy use) Anmially, the effort has
reatized savings of 7.23 million kilowatt hours iod rentoved 830
kilowatts of denuand load from the City grid: The Clty estimates it has
saved takpayers $1.4 million per year plus additional mainteénance and
tabor savings,

Austin Energy continues to promote LED techiivlogy fn outdoor lighting and commerci ildi In Decernbe:

2007, the City of Austin and Austin Energy fetiofitied a floor of the One Texas Center Parking Garage with LED
LED fixtures have also been instalied i hallway at Austin Energy headquarters, in strestlights on Barton

in the Palmer Events Center marqued sighy and in the water fountain at the new Palmer Events Center Park.

Austin’s LED lighting strategy is part 6f the Citysefforts to achieve Evergy Star and LEED Accreditation for City
of Austin buildings. The effort-will also help the City achieve its climtate pidtection goals.
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The Industrial Sector
Manufacturers, both large and small, provide important
opportunities for energy savings because of their heavy
reliance on energy inputs in the manufacturing process.

i Feaiived Case Studles
S50 Thes Erergizer battery plant v 8t
Albang, Yemmont has cory
nurbier of squinment upgrsdes
FeuGs S snergy uss with assistance
e staw's aficlency prbgram,
“EFdency Yemmont (2) Whende At
Winkry
e
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Efficiency Vermont and Energizer

Energizer is a world leader in battery technology with facilities in both St Albdns and Bennington, Vermont. In
2007, Energizer made a business decision to explore opportunities fo¢ energy efficiency improvements-and fturned to
Efficiency Yermont for help.

Efficiency Vermont is a statewide provider of energy-efficiency
services operated by an ind dent, non-profit organization under
contract to the Vermoat Public Service Board.: Efficienicy Vérmont
provides technical assistance and financial incentives 10-households and
businesses to help reduce energy use. The program is funded by-an .
energy efficiency charge on the electric bill of all Vermont slectric
customners. - In 2006, Efficiency Vermont saved customers an estimated
$5:7-million in annual electric, fuel and watér bill Gosts; deltvermg
Services t0'38,635 customers. :

. After Energizer officials in the St Albans facility asked forhelp in
reducing their energy use, Efficiency Vermont bégan instaliing msters 0 REE
1 trigk-gnérgy ise on specific equipment and completsd an energy-walk nmugh of the f ity Efficiency
Vermont project managers identified several opportunmca Forénergy savings. Guided by the evaluation of the

mpany’ s equipment, and prioritizing its mew equi n relative 1o the indentives Efficiency Vermont wis
offering, Efiergizer installed a new, high-efficténcy fajection molding maching:  The company also upgraded a
compressed air system, replaced an existing gir dryer with a new energy-efficient model; and upgraded facility

tighting.

Efficiency Vermont

Since "(,00 when Efficienéy Vermont was

the cumulative lifetime economic vlue
fency investments in Vermont rotls more’

‘thaa $313 million.
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Savings By Design Program

102006, the' Asti Wiriery in Soriorea County; California began planning a major facility expansion. Thé winery
wanted to creats a facility that was sustainable, environmentally sonsd-and good for business consistent with their
green corporate mission. With the help of PG&E; Asti Winery found sofutions to {ts challenges in the Savings By
Design program. The Savings By Desigr program is a state-wide utility administered initiative that supports energy~
efficient 5 ial, industrial and agricultural building construction and design.

In planning and constructing the new facility, PG&E presented the Ast
Winery with an array of insulation, lighting and effic

recommendations to minfmize energy wse. Asti’s final design included

motion-sensor lighting, antemated compressors and fans, and tank

insulation that maximizes refrigeration efficiency. Erncray Sovieme S0 8
sh3 e

sti's new facility covers nearly 100,000 square feet, including 93

ne storage tanks in addition to a cold storage facility. Upon
installation and corapletion of the project, PG&E estimated total
sombined annual electricity savings of 1,224,191 kilowatt hours,
enough to supply 177 homes for a year, and 462.5 kilowatts in
electricity demand savings. The company also earned incentives frony
PG&E of $163,323. Simple payback for the wine tank insulation
measure was 3 years, but with the PG&E incentives factored in, the
payback was reduced to loss than two years. Similarly, the combingd - i
tighting, fan and compressors measures simple payback time was 1.2 years and with the PG&E rebate included, the
adjusted payback time was oaly 5 months,

“We couldn’t be happler with the results,” said feff Collins, General Manager of Asti Winery, “We're seeing
significant energy savings and rédieed costs across the board.”

Inshiges B3 wine. 3
fon o s eald sloeae sl
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Program Administrators

Environment Northeast
Contact: Derelk Murrow

E-mail; dmurrow@env-adomng

M.J. Bradley & Assbciates LLC

Contact: Christopher Van Atten

E-miaili vanattén@mjbradley.com
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rares LLC

Austin Energy
Contact: Alicia Loving

E-mail: alicia loving@austinenergy.com

National Grid
Contact: Michelle Eburn

E-mail: michelle.eburn@us:ngtid.com

Efficiency Vermont - :

Contact: George Twigg
Eemaily grwigg@veic.org

Seattle City Light
Contact: Robert Balzar

E-mail: mbert.bilzar@Se‘atﬂe.gm‘

Pacific Gas & Electric Co.

Coritact: Duane Larson

E-mail: duane larson@pge.com

nationalgrid

“Efficiency Vermont

@ Seattle City Light
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American.Council for.an Energy Efficient Economy * American Gas Association *
American Public Gas Assoclation % Avista * Chelan Pubiic Utility District *
Cowiitz Public Utility District * Environment Northeast * Environmental Defense
Fund * Exelon Corporation * Missouri River Energy Services * National
Association of Regulatory Utility Commissioners % National Grid * Natura!
Resources Defense Council * Northern California Power Agency * PG&E
Corporation * Public Generating Pool * Public Power Council x Seattie City Light
* Snohomish Public Utility District * Tacoma Power

June 4, 2608

Senator Diane Feinstein

United States Senate

331 Hart Senate Office Building
Washington, DC 20510

Dear Senator Feinstein:

We write to reinforce the importance of Section 601 of the Boxer-Licberman-Warner
Substitute to the Climate Security Act §. 3036, Sec. 601’s distribution of emission
allowances to local utilities provides economic assistance to electricity and natural gas
consumers ~ with a special program for low-income residential consumers — who will
face higher energy costs in the years ahead due to passage of the legislation. Proceeds
from the sale of the allowankces can alse support distributed generation technologies,
encrgy efficiency and demand response programs. The Substitute’s provisions would
benefit the utilities” customers, not the utilities, We urge you to oppose efforts that
would weaken these important-provisions.

Our organizations are united around the need to protect electricity and natural gas
consuters from rapidly rising-costs during the transition to a low-carbon economy.
While we may have differing views on the Boxer-Lisberman-Warner Substitute to the
Climate Security Act, we all support allocating allowances to the regulated electric and
natural gas local distribution companies (LDCs) who would be required to use those
allowances to benefit their customers. Specifically, the Substitute’s provisions allocating
emissions allowances to LDCs are eritically important to directing, in a transparent
manner, the value of allowances to electricily and natural gas eonsumers for use in ways
that will help them manage costs and reduce energy usage. These provisions will
advance energy efficient technologies and ensure that every utility in the couni'y
implements robust programs to effectively meet the needs of low-income houscholds.

Allocating allowances to LDCs is an effective and important way to help electricity and
natural gas consumers address the challenges of rising energy costs. Without the LDC
provisions, the bill would not include a specific mechanism to address increasing energy
costs for low- and middle-income residential consumers and small businesses in a
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Page 2
June 4, 2008

targeted way, while also increasing energy efficiency and low-carbon technology
depleyment..

As written, allocations to LDCs will provide a transparent framework for electrieity and
natural gas consumers, including low-income househelds; to obtain help copthg with the
price impacts of their utility bills, in part through solutions such as energy efficiency and
economic assistance, which will have sustainable, long-term benefits for consumer
energy costs and also help achieve additional reductions in greenhouse gas emissions.

Electric and natural gas LDCs are well positioned to implement programs that help small
customers manage their bills, and do so in a way that serves the unique needs of the
communities they serve. This is because (1) LDCs have established relationships with
each end-use customer, (2§ LDCs are subject to state utility commission or governing
board oversight which will ensure the value of the allowances is delivered to consumers,
and {3) many LDCs have existing energy efficiency and low~-income energy assistance
programs to build on. In addition, the Jegislation establishes an-open and transparent
regulatory process to oversee the distribution of allowance value to LDCs, inviting and
accepting input from multiple stakeholders that represent the very consumers the
atlowance value is intended to benefit,

We ask that you maintain the assistance provided to electricity and natural gas consumers
through this provision. We-look forward to working with interested Members to ensure
the effective and efficient use of these allowances to assist customers, particularly these
most in need, and advance energy efficiency and related greenhouse gas reduction
opportunities.
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lssue Qverview:
Use of Allowance Value

On January 15, 2009, the U.S. Climate Action Partnership (USCAP) issued the Blueprint for Legisiative Action —a
detailed framework for legislation to address climate change. This brief discusses the use of allowance value ina
cap-and-trade program. It should be considered in the context of the detailed and integrated recommendations
in our Blueprint.

Background

Under a cap-and-trade system, overall greenhouse gas (GHG) emissions are capped and a supply of emission
“allowances” is created up to the level of the cap. Emission sources covered by the cap are required to submit
one allowance for each ton of GHGs they emit, or face a penalty substantially higher than the cost of an
allowance. Allowances can be made available to covered sources through an auction, free allocation, or some
combination of free allocation and auction.

Whether emitters buy all their allowances through an auction or receive allowances through free allocation,
they face the same incentive to reduce emissions to the levels required by the cap specified in the legislation,
This means that auctioned allowances, free allocation of allowances, or a combination of the two, will ali resuit
in the cap being met. Because all allowances can be bought and sold in an allowance trading market, the
resulting price of allowances creates the same incentive to reduce emissions, regardless of how the allowances
are initially distributed, Covered sources that receive free aflocations will seek to reduce emissions so they can
be sellers of allowances. Covered sources that have to purchase allowances will seek to reduce emissions to
avoid having to buy allowances.

Looking more broadly, emission allowances in an economy-wide cap-and-trade system represent triflions of
dollars in value over the life of the program. There may be two components of this vaiue: any GHG
allowances that are distributed for free, which represent a financial asset; and the revenue from any
auction of allowances. The Blueprint calls the sum of these “allowance value.” How that value is distributed
and invested will have critically important effects on how our nation achieves its climate protection goals. Thus,
it is important to establish an effective and equitable framework for allocating this allowance value.

USCAP's Rect dations on Use of All Value

USCAP believes that allowance value should be used to accomplish three broad public purposes:
1. To help consumers and businesses transition to a low-carbon economy;

2. To drive rapid investment in low carbon technology and training of the skilled workforce needed to
speed its deployment; and

3. To adapt to the inevitable changes to the climate already occurring.

Building upon these broad public purposes, USCAP recommends that a significant portion of allowance value in
the early years of the program should be directed to:

*  End-use energy consumers —~ USCAP recommends a significant share of the allowance value should be
used to buffer the impacts of increased costs to consumers at the end of the energy supply chain. In the
case of electricity and natural gas consumers, USCAP recommends doing so through allocations to
state-regulated local distribution companies {LDCs) with the express condition that the full value of
these allowances go to electricity and natural gas consumers. State public utility commissions (PUCs)
will determine the best means to direct the value to consumers by directly mitigating rate increases,
enhanced energy efficiency programs, or other means to buffer the impact of increased energy costs. in
the case of transportation consumers, USCAP recommends that some allowance value be used to
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buffer transportation-refated costs through a combination of cost mitigation and incentives to
encourage greater use of public transportation and purchasing more efficient vehicles.

Transitional assistance to trade-exposed business such as energy-intensive manufacturers facing
foreign competition from countries without comparable climate programs. Without an initial allocation
of allowance value, such manufacturers might lose market share or be forced to relocate production to
lower cost areas, causing the “leakage” of emissions and jobs to other counties, undermining the
emissions reductions achieved in the U.S.

Transitional assistance to competitive large stationary sources to the extent they cannot recover their
allowance costs in their product prices. These initial allocations would be set to facilitate and create
incentives for the timely investment in alternative low and no-carbon large stationary technologies,
phasing out as it becomes practicable to deploy these technologies.

Technology and workforce transformation that accelerates the development of new low- and zero-
GHG emitting technologies and fuels while helping to transition and train the nation’s workforce to
manufacture, operate, and maintain these new technologies.

Adapting to the challenge of climate change in the United States and abroad including funding the
international commitments made by the United States in a global agreement. Central to that effort are
programs that increase the resiliency and capacity of ecosystems and human communities to adapt to
change.

Consistent with these goals, USCAP recommaends that a significant portion of allowances initially be distributed
for free. The free distribution of allowances should phase out and an increasing share of allowances should be
auctioned over time. Moreover, USCAP recommends that these allocations should not create undue or
“windfall” gains for private firms, but should instead support the ability of firms to meet the broad public
purposes of the climate protection program.

With regard to USCAP’s recommendation that allowances be allocated to state-regulated LDCs, such entities
would sell the allowances they receive for use by entities regulated under the cap. The revenues generated from
the sale of allowances would be returned to consumers in a manner to be determined by PUCs. The advantages
in relying on LDCs for returning allowance value to electricity and natural gas consumers include:

*

LDCs are subject to well-established state regulatory oversight, ensuring that the value of the allowance
allocation would fairly and transparently benefit consumers,

LDCs have experience managing consumer benefit programs such as low-income assistance and energy
efficiency programs. PUCs might also decide to set prices that are deemed equitable to all classes of
consumers. These pre-existing programs and mechanisms provide a means to quickly and effectively
deliver allowance value to consumers.

LDCs and their contractors have established relationships with their customers to service their homes
and businesses, conduct energy audits, and meter and bill for consumption each month. These
relationships will enable LDCs to identify and deliver allowance vaiue to consumers.

To learn more about the USCAP Blueprint for Legislation Action, please visit www.us-cap.org.

The U.S. Climate Action Partnership is @ non-partisan coalition composed of 25 major corporations and five leading
environmental organizations that have come together to cafl on the federal government to quickly enact strong national
legislation requiring significant reductions of greenhouse gas emissions. USCAP has issued a fandmark set of principles and

recommendations to underscore the urgent need for a policy framework on climate change.
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Mr. MARKEY. Thank you very much, Mr. Kline.

Our next witness is Mr. Sonny Popowsky, Consumer Advocate of
the State of Pennsylvania, where he represents consumer matters
with their utility companies. We welcome you, sir, and whenever
you are ready, please begin.

STATEMENT OF SONNY POPOWSKY

Mr. PopowsKY. Thank you, Mr. Chairman, Mr. Upton, members
of the committee. My name is Sonny Popowsky. I have been the
Consumer Advocate of Pennsylvania since 1990, and I have been
a member of that office since 1979. My office is also a member of
the National Association of State Utility Consumer Advocates.

Let me state at the outset that the National Association,
NASUCA, supports the enactment of federal legislation to reduce
greenhouse gases on an economy-wide basis. As representatives of
utility consumers, however, it is NASUCA’s position that any
greenhouse gas emission reduction program for the electric indus-
try should provide appropriate emission reductions while mini-
mizing the cost to consumers and must not produce windfall gains
for electric generators at the expense of electric customers.

Now, the primary focus of the Congressional debate has been on
the development of a cap-and-trade program for carbon dioxide. I
think that is understandable given the success from an economic
perspective of the Clean Air Act of 1990, with respect to the reduc-
tion in sulfur dioxide emissions.

But Congress must recognize that the electric industry of 2009,
is far different from the electric industry of 1990, particularly in
those States such as my home State of Pennsylvania that have re-
structured or deregulated the generation function of our electric
utilities. What worked to reduce pollution at reasonable costs for
the United States Electric Industry of 1990, could well result in
much higher costs to consumers and many billions of dollars of un-
necessary payments to generators in the electric industry of 2009.

This difference is most clear in the question of how to distribute
emission allowances among electric providers. In 1990, under the
Clean Air Act allowances were initially allocated at no charge to
utility generators, but the benefit of those free allowances in 1990,
could be flowed back to customers through cost-based rates
throughout the Nation. To the extent that the utilities incurred
costs to comply with the Act through adding scrubbers or buying
lower sulfur coal, those costs were passed through to customers but
no more than that.

The same is not true in the electric industry in 2009, particu-
larly, again, in States like Pennsylvania and other restructured
states where electricity is no longer regulated on a cost basis but
on a market basis.

So the first point to recognize is the one that you made, Chair-
man Markey, which is that if you give away an allowance to an un-
regulated generator, they are going to charge us for them anyway.
Because in the unregulated markets like the market that we are
a part of, the market value or opportunity costs of that allowance
will still be reflected in the price that is charged by that generator.
Your analogy to the scalper outside Boston Garden is exactly cor-
rect. That scalper won’t pick up the ticket and give it away. The
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scalper will pick up the ticket off the ground and sell it at the mar-
ket price.

The second point is that the way our markets work and it is
what is called the single market clearing price in the restructured
markets, which, again, not just Pennsylvania but in these markets
that are in a large part of the country, the single market price
works that the highest cost unit that is operating in that given
hour sets the price for the whole market. So if that high-price unit
is a coal or even a gas unit that includes the cost of the—or the
opportunity cost of the credit, that amount gets charged, gets paid
to everyone, including, for example, nuclear units that don’t have
any emissions costs, that don’t have to buy allowances but they will
still get paid an amount in their charges as if they were incurring
these costs.

So the single-market clearing price would work, it is as if in your
analogy, Chairman Markey, if the scalper charged $100 to get into
the Garden, everybody got charged $100. That is the way it works.
Everybody would have to pay the highest price. So that is another
source of tremendous cost to customers under a cap-and-trade pro-
gram if we think it is still 1990.

Well, I think I agree with Mr. Kline, though, in that one way to
address this is not to give away allowances to unregulated genera-
tors, but you can get around at least part of this by giving the al-
lowances to the regulated distribution companies; the state regu-
lator investor owned companies, the coops, immunities, and the
other public power organizations. If we give the allowances to the
regulated entities, at least we can make sure that to the extent
those allowances are sold that the benefits go to consumers.

That similar result can occur, as you know, in the RGGI states
in the Regional Greenhouse Gas Initiative where the states can
serve a similar role and can sell the allowances to the generators,
but make sure that the allowance benefits go to customers, and the
same could even be done at the federal level, but, again, the fur-
ther away we get from the customer, the more it concerns me that
the benefits of the allowances will not go to the customers.

My last point is that simply raising the price of electricity
through a cap-and-trade system is, I think, harmful and not the
most cost-effective way to reduce emissions. We need complimen-
tary policies such as increased energy efficiency and replacement of
existing high carbon units with low or no carbon-emitting units.
We need these complimentary policies that are designed to reduce
costs for consumers and provide the environmental benefits at the
lowest cost.

Thank you.

[The prepared statement of Mr. Popowsky follows:]
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SUMMARY OF TESTIMONY

The National Association of State Utility Consumer Advocates (NASUCA) supports the
enactment of federal legislation to reduce greenhouse gases on an economy-wide basis. It is
NASUCA’s position, however, that any greenhouse gas emission reduction program for the
electric industry “should provide appropriate emission reductions while minimizing the cost to
consumers, and must not produce windfall gains for electric generators at the expense of electric
consumers.”

The primary focus of the Congressional debate has been on the development of a cap and
trade program for carbon dioxide emissions. This focus is understandable, given the great
success of the cap and trade program for sulfur dioxide emissions under the Clean Air Act of
1990. Congress must recognize, however, that the electric industry of 2009 is far different from
the electric industry of 1990, particularly in those states that have restructured, or deregulated,
the generation function of our electric utilities.

Under the 1990 Clean Air Act, allowances were initially allocated free of charge to utility
generators, and the benefits of those free allowances were effectively passed through to
customers through their cost-based rates in states across the Nation. The same result will not
occur today, particularly in “restructured” states where electric generation rates are no longer
based on the actual cost of service, but rather are based on unregulated wholesale market prices.
If allowances are given for free to carbon-emitting generators in deregulated markets, those
generators will nevertheless include the market value (or opportunity cost) of the allowances in
the prices that they bid into the market, and consumers will pay the market value of these
allowances in generation prices, even though they cost the generator nothing. Moreover, under
the “single market clearing price” method that is used to establish generation prices in
restructured markets, if the market clearing price reflects the cost (or market value) of an
emission allowance, this price will be paid to all generators that are operating in that hour,
including nuclear units that do not need to purchase allowances and do not incur any carbon
compliance costs. As a result of these factors, consumers could pay many billions of dollars in
increased generation prices with only modest reductions in actual carbon dioxide emissions.

To the extent that allowances are to be given at no cost to any segment of the utility
industry, those allowances must not be given to unregulated generators, but to regulated local
distribution companies, which should include state-regulated investor-owned utilities as well as
rural cooperatives, and municipal and other publicly owned companies. The benefits of those
free allowances must be flowed back to consumers through such means as customer rebates,
energy efficiency programs, and low-income energy assistance. A similar result can be
achieved if allowances are distributed to the states, as in the Regional Greenhouse Gas Initiative,
and the states then auction the allowances to generators with the proceeds of those auctions
utilized for the benefit of that state’s consumers. Alternatively, the allowances can be auctioned
directly to generators by the federal government, but it is important that proceeds from such an
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auction be utilized to benefit consumers through dedicated programs such as utility rebates,
energy efficiency programs, and low income energy assistance.

Simply raising the price of electricity by adding the cost of carbon dioxide emission
allowances is not the most effective way to reduce carbon emissions in the electric power sector.
Any cap-and-trade legislation should be coupled with complementary policies to support energy
efficiency and the development of new, low-or-no carbon emitting generation resources, that are
designed to minimize the overall cost to electricity consumers and to meet our climate change
goals in the most cost-effective manner.
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Chairman Markey, Ranking Member Upton,
and Members of the Subcommittee on Energy and Environment

Thank you for inviting me to testify on this issue which I believe is critical to the debate
on climate change legislation in this Nation — that is, the impact on consumers, particularly
electric utility consumers, of the costs of reducing carbon dioxide and other greenhouse gas
emissions over the next decades.

My name is Sonny Popowsky. I am the Consumer Advocate of Pennsylvania and I have
served in that position since 1990. I have worked at the Pennsylvania Office of Consumer
Advocate since 1979. My Office was also a charter member of the National Association of State
Utility Consumer Advocates (NASUCA), and I have previously served as the President and the
Chairman of the Electricity Committee of that organization. My Office and other NASUCA
members are authorized by our respective state laws to represent the interests of utility
consumers before state and federal regulatory agencies and courts. NASUCA has 44 member
offices, representing consumers in 40 states and the District of Columbia.

Let me state at the outset that NASUCA supports the enactment of federal legislation to
reduce greenhouse gas emissions on an economy-wide basis. Indeed, NASUCA approved its
first Resolution on this issue in 1990. In our 1990 Resolution, NASUCA “acknowledged the
need to reduce emissions of greenhouse gases” and recommended to the utility industry “that its
resource planning must take into account the growth in those emissions.” The point of that
Resolution was that, even in 1990, we concluded that it was in the economic best interest of both
utilities and their ratepayers to consider the costs and risks of continuing to rely on generation
plans that did not account for the potential future costs of reducing carbon dioxide and other

greenhouse gas emissions. More recently, in a Resolution approved in 2007, NASUCA



62

explicitly called on Congress to implement a program to reduce greenhouse gas emissions.
Importantly, from our consumer perspective, we stated that any greenhouse gas emission
reduction program “should provide appropriate emission reductions while minimizing the cost to
consumers, and must not produce windfall gains for electric generators at the expense of electric
consumers.”

The primary focus of the Congressional debate in recent years has been on the
development of a cap and trade program for carbon dicxide emissions. This focus is
understandable, given the substantial success of the cap and trade program for sulfur dioxide
emissions under the Clean Air Act of 1990. In my view, it makes sense from an environmental
perspective to impose a declining overall cap to reduce the level of emissions over time to a
scientifically determined target; and it makes sense from an economic perspective to enable
emitters to achieve those reductions at a lower cost by permitting the trading of allowances as
occurred under the 1990 Clean Air Act.

My concern, however, is that the electric industry of 2009 is far different from the
electric industry of 1990, particularly in those states (like my own state of Pennsylvania) that
have restructured, or deregulated, the generation function of our electric utilities. What worked
to reduce pollution at reasonable costs for the United States electric industry of 1990 could well
result in much higher costs to consumers and unnecessary windfalls to generators in the electric
industry of 2009.

This difference is most pronounced when considering the question of how to distribute
emission allowances among electric generation providers. Under the 1990 Clean Air Act,
allowances were initially allocated free of charge to utility generators, and the benefits of those
free allowances were effectively passed through to customers through their cost-based rates in

2
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states across the Nation. To the extent that utilities incurred costs to comply with the 1990 Act,
such as by adding scrubbers or by purchasing lower-sulfur coal, the utility’s ratepayers paid for
those costs in regulated rates. In 1990, those costs were limited to the actual costs of compliance
with the requirements of the Act.

The same result will not occur today, particularly in “restructured” states such as
Pennsylvania and many of the Nation’s most populous states. In these states, electric generation
rates are no longer based on the actual cost of service, but rather are based on unregulated
wholesale market prices. The first point to recognize in the restructured states is that, even if
Congress were to give emission allowances free of charge to emitting generators, those
unregulated generators will still charge customers for the value of those allowances as part of the
market price for their generation. This is not a matter of conjecture, nor is it, to my knowledge, a
matter of economic debate. If allowances are given for free to carbon-emitting generators in a
deregulated market, those generators will nevertheless include the market value (or opportunity
cost) of the allowances in the prices that they bid into the market. This pattern has already
occurred in the European Union, and it will happen here in our restructured markets if
allowances are given away free to unregulated generators.

The second point to recognize in our restructured markets is that, under the “single
market clearing price” method of establishing generation prices, the wholesale price of electricity
in each hour is determined by the highest cost unit operating in that hour. If this market clearing
price reflects the cost (or market value) of an emission allowance, the price paid to that unit will
include the value of the allowance, and this price will be paid to all generators that are operating
in that hour. So, for example, if a coal unit is setting the market clearing price (which is what
actually occurs in 70% of the hours on the PIM Interconnection) the value of the emission

3
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allowances used by the coal unit will be included in the price that is paid to all the plants that are
operating in that hour, including nuclear units that have no carbon emissions, no carbon
compliance costs, and therefore no need to purchase emission allowances. This is the source of
the “multi-billion dollar windfall” to the nuclear power industry that the Wall Street Journal
accurately reported would occur in deregulated states if a carbon cap and trade system is put in
place. ! These billions of dollars of additional costs will be paid to owners of existing nuclear
plant in the restructured electricity markets simply for continuing to operate as they do today.

I would note in this regard that the PJM Interconnection has recently issued a valuable
report that estimates the increased wholesale energy market prices, and cost to consumers, that
would result from various cap and trade proposals in the year 2013.% PIM estimates that, if the
price of carbon dioxide emission allowances were $20 per ton, then the “impact on the PJM
Energy Market could be power price increases as high as $15/Mwh, and market-wide
expenditures increase by as much as $12 billion, while providing emission reductions from PJM
sources of approximately 14 million tons.” PJM Report at page 25. I believe this finding is
interesting for two reasons. First, it suggests that PYM customers will pay $12 billion in higher
energy prices in 2013 in order to reduce emissions by 14 million tons, which comes out to a cost
of over $850 per ton of carbon dioxide reduction.® Second, because approximately 33.9 percent
(or 255 miltion megawatthours) of PJM generation comes from existing nuclear power plants®, it

would appear that one-third, or $4 billion, of the $12 billion in increased energy costs in 2013

1 “Carbon Caps May Give Nuclear Power a Lift,” Rebecca Smith, Wall Street Journal, May 19, 2008.
2 Potential Effects of Proposed Climate Change Policies on PIM’s Energy Market, PJM, January 23, 2009.
3 The reductions in carbon emissions will occur through the displacement of some coal generation by natural gas
generation, which typically has a higher fuel cost, but a lower carbon emission rate than coal.
4 PJM 2007 State of the Market Report, page 145.
4
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will go to existing nuclear plants, who are already operating today at full capacity and who incur
zero carbon compliance costs.

This discussion brings me back to the NASUCA 2007 Resolution, which supports
Congressional action to reduce carbon emissions, but urges that it be done in a manner that
minimizes the cost 10 consumers and does not produce windfall gains to electric generators. The
key to approaching these goals is to ensure that emission allowances are allocated properly and
that proceeds from any sale of these allowances should be flowed back to the benefit of the
electric consumers who are bearing the cost of this program.

First, it should be clear that allowances must not be allocated at no cost to deregulated
generators, who will turn around and charge us for them anyway. To the extent that allowances
are to be given at no cost to any segment of the utility industry, those allowances should be given
to the regulated local distribution companies, or LDCs.®> To the extent that LDCs are paid by
generators for the purchase of those allowances, then, in my view, the proceeds must be flowed
back to ratepayers through such means as customer rebates, energy efficiency programs, and
low-income energy assistance. Just as it would be inappropriate to give unregulated generators
the proceeds from the sale or use of free allowances, so too would it be inappropriate to provide
this money to electric distribution utilities for purposes other than to benefit their respective
ratepayers. The key point is that all electric distribution utilities in the United States are either
regulated by state commissions (in the case of investor-owned utilities), or are customer-or
publicly owned (in the case of co-ops and municipal and public power companies). As a result,
there are reasonable mechanisms in place to ensure that the benefits of any free allowances will

£0 to consumers.

5 The local distribution companies who would receive allowances under this approach would include not just state-
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Depending on how proceeds are treated, a similar result can be achieved if allowances are
initially distributed to the states, as has been done under the Regional Greenhouse Gas Initiative
(RGQGI) in a large portion of the Northeastern United States. As in RGGI, the allowances that
are given at no charge to the states can then be sold to generators through an auction, with the
proceeds of those auctions flowing back to the benefit of the state’s consumers such as through
investments in energy efficiency.

Alternatively, the allowances can be auctioned directly by the federal government, but as
a utility consumer advocate, my major concern would be that proceeds from such an auction
should be utilized to benefit the consumers who would be bearing the cost of the carbon
allowances and compliance costs through their electric generation prices. To the extent that a
federal auction is utilized for allowances within the electric industry, I would urge Congress to
ensure that the consumers who pay for these allowances through higher generation rates are
compensated for these additional costs through dedicated programs such as utility rebates,
energy efficiency programs, and low income energy assistance.

One of the design goals of any cap and trade program, in my opinion, should be to reduce
the cost of carbon reductions to consumers and to the economy as a whole. Simply raising the
price of electricity by adding carbon costs is not the most effective way to reduce carbon
emissions in the power sector. As recently noted in an important article by former Vermont
Public Service Board Chair Richard Cowart: “cap-and-trade programs that try to reduce
emissions through price alone will be much more costly and will save less carbon than a cap-

and-trade program that includes proven techniques to deliver low-cost efficiency responses.”®

regulated investor-owned utilities, but also rural cooperatives and public power companies.
6 “Carbon Caps and Efficiency Resources: How Climate Legislation Can Mobilize Efficiency and Lower the Cost
of Greenhouse Gas Emission Reduction,” 33 Vermont Law Review 201, 203 (2009).
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This point was illustrated in the PIM Study that I referenced earlier. As shown in that
study, raising carbon prices alone has a limited impact on the dispatch of fossil fueled generation
and therefore a limited impact on the level of carbon emissions in a given year. Even at an
assumed cost of $60 per ton of CO, emission allowances, and an annual PJM-wide market
impact of nearly $36 billion in higher energy prices in 2013, the PJM Study finds an emissions
reduction due to changes in generation dispatch of only about 25 million tons. PJM Report at 24.
This equates to a cost to consumers of more than $1400 per ton of CO; removed. Significantly,
however, the PIM Study also concludes that increased energy efficiency can substantially reduce
the effect of carbon controls on energy costs, both by reducing market clearing prices and by
reducing consumption. According to the PJM Study, a 2% load reduction could reduce annual
market costs by $4 billion, while a 10% load reduction would reduce such costs by as much as
$18 billion. PIM Study at 26. PJM also finds that increased development of wind power, which
has zero fuel cost and zero carbon emissions, can reduce costs substantially by displacing
primarily coal generation. According to the PIM Study, the addition of 15,000 megawatts of
wind capacity would reduce annual wholesale market prices by from $3.55 billion to $4.74
billion, while also reducing annual carbon dioxide emissions by 35 million tons. Id.

These analyses lead me to conclude that cap-and-trade legislation should be coupled with
a set of complementary policies to support energy efficiency and the development of new, low-
or-no carbon emitting generation resources, that are designed to minimize the overall cost to
electricity consumers and meet our climate change goals in the most cost-effective manner.

It will not be easy or inexpensive for our Nation’s electric industry to reduce carbon
emissions to the levels envisioned in the climate change legislation that has been considered in
Congress. Increases in electricity bills can be hard on any household, and particularly low-
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income households that pay the largest share of their income toward their home energy bills. In
your further deliberations on this vital matter, I would respectfully urge the members of this
Committee and of Congress to take actions that will address our environmental needs without
imposing unnecessary additional costs on electricity consumers.

Thank you again for inviting me to participate in this hearing. Iwould be happy to

answer any questions you may have at this time.

109826
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Mr. MARKEY. OK. Thank you, Mr. Popowsky, very much.

Next witness is Mr. Robert Greenstein. He is the Founder and
Executive Director of the Center for Budget and Policy Priorities.
He was recently honored with the Heinz Award for Public Policy
to recognize his work in improving, the economic outlook of low-in-
come Americans. And he has also won the John W. Gardner
Award. We welcome you, sir.

STATEMENT OF ROBERT GREENSTEIN

Mr. GREENSTEIN. Thank you very much, Mr. Chairman, and in
this testimony I will provide a different view than those you have
just heard.

Climate change policies can be designed in a way that preserve
the incentives from higher energy prices while using proceeds from
auctioning allowances to shield consumers. But to do that it is es-
sential that most or all of the permits be auctioned rather than
given away free. An argument is sometimes made that if the per-
mits are given away free, costs to consumers won’t rise as much.

Economists across the political spectrum reject that argument. It
ignores the basic laws of supply and demand. If allowances are
given away free to firms that emit, the firms and their share-
holders will reap on warranted benefits. The Congressional Budget
Office has explained that and said that the result would be wind-
fall profits. Former President George W. Bush’s Chief Economic
Advisor, Greg Mancue of Harvard, has explained the same thing
and said the result would be large-scale corporate welfare.

Most of the Center on Budgets’ work on climate policy has fo-
cused on developing proposals to shield low and moderate-income
households from increased poverty and hardship as a result of cli-
mate policies in a way that would be effective in reaching these
households, efficient with low administrative costs, and consistent
with energy conservation goals without lessening incentives to con-
serve.

With these goals in mind we have designed a climate rebate that
would offset the average impact of higher energy-related costs on
low and moderate-income households. The energy would be deliv-
ered in two ways.

For very-low-income households it would be programmed onto
the debit cards that every State runs through State electronic ben-
efit transfer systems. These are the debit card systems States al-
ready use to deliver food stamps and other forms of assistance to
low-income families. You simply take everybody who is getting food
stamps, everybody who is on the low-income subsidy for the pre-
scription drug benefit. You just automatically program them onto
the debit card.

For low-income working families we already addressed the
earned income tax credit each year for inflation. You just adjust it
further for the energy price impact. What you now have is we have
covered the bulk of the low-income population. Others who aren’t
in one of those two could apply. You have done it without creating
a new bureaucracy, hardly any new administrative costs, no big
amount of new paperwork, very efficient.
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We would also provide some additional money, must lesser
amount, to the Low-Income Home Energy Assistance Program to
fill gaps that otherwise aren’t filled by the rebate.

Now, recently, we have modified this proposal. So instead of just
being for low and moderate-income households, it is low and mid-
dle-income households as well. That is not hard to do. We remove
the earned income credit component, and we replace it with a tax
credit that covers middle-income families and the working poor as
well.

How far up the income scale that will go, what the exact size of
the rebate would be, that is up to you. You could—depends on what
proportion of the permits you wanted to vote to this mechanism.
But all of the variations that we have developed have one common
principle. They all fully offset the average hit on low-income con-
sumers because climate policies need not and should not push more
Americans into poverty or make those who are poor already poorer.

Now, we have been working on this for a year and a half, and
we make these recommendations after careful examination of other
approaches to consumer relief. I am afraid that other approaches
have serious flaws. We are particularly concerned about ap-
proaches that rely on utility companies to provide consumer relief
and proposals that would cut tax rates as distinguished from pro-
viding a tax credit.

Let us take the tax rate. CBO has analyzed proposals that would
auction the proceeds and use them to lower tax rates across the
board. What they find is the bottom 60 percent of the population
is worse off, the tax reduction is less, the farther down the income
scale, the greater degree. The degree to which it is less than the
increase in energy prices. At the top of the income scale you get
a tax cut that exceeds your income, your increase in energy prices.
So that is clearly not a promising approach.

Turning now to the utility company approach, let me be very
clear that I do think that allocations to utility companies for energy
efficiency improvements is something that merits very serious con-
sideration. I am distinguishing that from allocations to utility com-
panies for consumer relief, an approach that is deeply problematic
for a number of reasons.

First, utility companies do not routinely collect information on
their customers’ income, and, therefore, can’t target it on low and
moderate or lower and middle-income households. To do so they
would have to set up new bureaucracies to collect income informa-
tion and audit it, and they would turn to the Federal Government
for billions of dollars of subsidies that would be needed to pay the
cost of an administrative infrastructure that would duplicate what
public programs already do.

Secondly, we have an issue of millions of renters who don’t pay
utility bills directly but have them reflected through the rent.

Thirdly, and particularly important, the utility company ap-
proach is aimed at electricity and natural gas bills. Over half of the
impact on consumers of climate change legislation will come in
other areas. Impacts on gasoline and in particular for all sorts of
other goods and services, food and many other, any service that
uses energy in the manufacture or transport to market is affected,
you can’t cover that through an allocation to the utility company.
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Fourth, there is no good formula for allocating emissions among
the more than 3,300 LDCs in the country. I won’t take the time
to do it here but—in my oral testimony but almost any formula
that has been suggested results in significant inequities, in many
cases particularly to low and moderate-income communities.

Fifth, limiting consumer assistance through utility companies ar-
tificially lowers households’ utility bills and thereby reduces the in-
centives to conserve that are part of what we are trying to accom-
plish in the first place.

Last and most important, the approach would necessarily fail.
Bear with me for a moment. Let me just try and do some basic eco-
nomics. We have a cap, and we give money to utility companies,
and they keep electric rates down, then you do not get as much re-
duction in use of electricity. But the cap is still at the same level.
So if you don’t get as much reduction in electricity use, you have
to get a bigger reduction in other energy use. What that means is
the costs of meeting the cap go up. The price of the emissions al-
lowances ends up being higher, and consumer costs go up more for
other kinds of energy while they go up less for electricity.

Bottom line we spend tens of billions of dollars giving allowances
to the LDCs, and consumer impacts don’t go down that much be-
cause other energy prices are jacked up in return. The bottom line
is it ends up being kind of wasteful and inefficient.

Mr. MARKEY. I apologize to you, Mr. Greenstein, but you are now
3 minutes over.

Mr. GREENSTEIN. I am sorry. I got one final sentence?

Mr. MARKEY. One final sentence.

Mr. GREENSTEIN. The main form of criticism is that this would
represent a tax increase. What I am proposing answers that criti-
cism. You use the money for the broad middle class and the work-
ing poor for an offsetting tax cut. There is not net tax increase, and
we protect people at the bottom. Answers the main criticism effi-
ciently.

Thank you.

[The prepared statement of Mr. Greenstein follows:]
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‘Thank you for the opportunity to testify today. The main message of my testimony is that climate
change legislation can fight global warming effectively while protecting consumers if it is designed
appropriately. Here is the issue in a nutshell.

Fighting global warming requires policies that significantly restrict greenhouse gas emissions. The
most cost-effective ways to do that are to tax emissions directly or to put in place a “cap-and-trade”
system. Either one will significantly raise the price of fossil-fuel energy products — from home
energy and gasoline to food and other goods and services with significant energy inputs. Those
higher prices create incentives for energy efficiency and the development and increased use of clean
energy sources. But they will also put a squeeze on consumers’ budgets, and low- and moderate-
income consumers will feel the squeeze most acutely.

Fortunately, climate change policies can be designed in a way that preserves the incentives from
higher prices to change the way that we produce and consume energy, while also offsetting the
effect on consumer budgets of those higher prices. Well-designed climate policies will generate
substantial revenue that can be used to offset the impact of higher prices on the budgets of the most
vulnerable households, to cushion the impact substantially for many other households, and to meet
other legitimate needs such as expanded research on alternative energy sources.

To capture this revenue in a cap-and-trade system, it is essential that most or all of the allowances
ot permits used to limit emissions be auctioned for public purposes rather than given away free to
emitters. Giving away, or “grandfathering,” allowances is sometimes portrayed as a way to keep
down costs for consumers, but that arggument does not stand up to scrutiny. Rather, if allowances
are given away free to firms that are responsible for emissions, the firms and their shareholders will
reap unwarranted benefits. As CBO has explained, these firms would receive “windfall profits:”
they would be able to charge higher prices for their products due to the effects of the emissions cap
but would not have to pay for their emissions allowances. Ordinary consumers would get no help in
dealing with the strain that the higher prices put on their budgets. Greg Mankiw, former chair of the
Council of Economic Advisers for President George W. Bush, has wtitten in a similar vein that
consumer prices will rise regardless of whether allowances are given free to emitters and that
grandfathering the allowances would constitute “corporate welfare.” Thete is little disagteement
among econommists about this effect.
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Protecting low- and moderate-income consumers should be the top priority of consumer relief
provisions included in climate change legislation. Those people are the most vulnetable because
they spend a latger share of their budgets on necessities like energy than do better-off consumers.
They also are the people least able to afford putrchases of new, more energy-efficient automobiles,
heating systems, and appliances. But middle-income consumers, too, will feel the squeeze from
higher energy-related prices, and policymakers likely will want to extend consumer telief to them as
well.

Much of the Center on Budget and Policy Priorities” work on climate change policy has focused
on developing concrete proposals to shield low- and moderate-income households from increased
poverty and hardship in a way that is ¢ffective in reaching these households, efficient (with low
administrative costs), and consistent with energy conservation goals. With these goals in mind, the Center
has designed a “climate rebate” that would offset the average impact of higher enetgy-related prices
on low- and moderate-income households. That rebate would be delivered each month to very low-
income households through state Electronic Benefit Transfer (EBT) systems, which are essentially
debit card s