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A Context and Background

A Federal, State, and Other Efforts on Climate
A Key Climate Proposals in Congress

A EPA analysis of Legislative Proposals

My Perspective:

Clean Air Markets Division - Develop, design, and administer cap and trade
programs to reduce emissions of sulfur dioxide (SO,) and nitrogen oxides (NOXx).

T Acid Rain Program
T NOx Trading Programs
T The Clean Air Interstate Rule

Program Development Branch - Develops cost-effective air pollution control _
programs that use market-based approaches, and works to lessen the administrative
burden for sources and regulators.

Program Development Branch, Clean Air Markets Division
Office of Air and Radiation, U.S. EPA



(o)
wEPA
mesaes o WV NEIE We Are, Where We May be Headed

Agency

Current Picture:

A The U.S. is heavily reliant upon fossil fuels.

A Fossil fuels have provided affordable and dependable energy and facilitated economic growth.

A But there are externalities to use of fossil fuels:
i Energy security
T Pollution

Primary Energy Use by Fuel

(1980-2030, quadrillion Btu)
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Source: EIA.

Future Landscape is Changing:

A Massachusetts vs. EPA

A Increased local concerns

A State actions

A Potential Federal legislation
A Wall Street

A EISA 2007 (CAFE, RFS, EE)

A The Economy and the economic
stimulus
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United States

remena oo Eoconomy and Our Quality of Life

In the United States the Power Industry has been reliable, and up until now, a relative bargain

f or mo s t of us é

Changes In Electricity Prices Compared To Other Consumer Products: 1986-2006
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Sources: U.S. Department of Labor, Bureau of Labor Statistics (BLS), and U.S. Department of Energy, Energy Information Administration (EIA).

Program Development Branch, Clean Air Markets Division
Office of Air and Radiation, U.S. EPA

Source: Edison Electric Institutélectricity 101 2006
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Comparison of Growth Areas and Emissions
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Between 1980 and 2007, gross domestic product increased 124%, vehicle miles traveled
increased 103%, energy consumption increased 30%, and U.S. population grew by 33%.
During the same time period, total emissions of the six principal air pollutants dropped by 52%.

Program Development Branch, Clean Air Markets Division
Office of Air and Radiation, U.S. EPA S
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Emissions Allocated to Economic Sectors 2006 CO; Emissions from Fossil Fuel
Combustion by Sector and Fuel Type
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Program Development Branch, Clean Air Markets Division
Source: U.S. EPA 7

Office of Air and Radiation, U.S. EPA
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. Regional Greenhouse Gas |nitiative RGGI
RGGI Observer
. Midwest GHG Reduction Accord
MGGRA Observer
.Westem Climate Initiative
Western Climate |nitiative Observer
B individual State Cap-and-Trade Program

Program Development Branch, Clean Air Markets Division

Office of Air and Radiation, U.S. EPA Source: Pew Center on Global Climate Change 8
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State Renewable Portfolio Standards

Other Efforts:
A Efficiency Programs

Mandatory RPS
State Renewable Goal A Voluntary Programs
Sourse: Pow Contron Goba Clenle Change A Public Benefit Funds
A Net Metering
A Ethanol Mandates and Incentives
A Climate Action Plans
Program Development Branch, Clean Air Markets Division AU.S. Mayors Climate Protection Agreement

Office of Air and Radiation, U.S. EPA 9
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Senate:

A Energy and Natural Resources Committee (Bingaman, D-NM)

A Environment and Public Works Committee (Boxer, D-CA)

House:

A House Energy and Commerce Committee Chairman (Waxman, D-CA)
A Subcommittee on Energy and Environment (Markey, D-MA)

History (Federal):

A A 95-0 vote in 1997 blocked then-President Clinton from seeking ratification of the Kyoto
Protocol.

A In 2003, the Senate voted 43-55 against passage of the McCain-Lieberman bill.
A In 2005, McCain-Lieberman added incentives for nuclear energy but lost 38-60.

A Also in 2005, the Senate voted 43-55 against tabling Sen. Jeff Bingaman's nonbinding
resolution in support of binding U.S. carbon limits.

A In late 2007, Lieberman-Warner bill is passed out of committee and cloture motion rejected on
Senate floor 48 to 36, with 16 abstaining (60 votes were needed).

A House Discussion Drafts: Dingell-Boucher (10/08) and Waxman-Markey (3/09).

Program Development Branch, Clean Air Markets Division

Office of Air and Radiation, U.S. EPA 10
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aeney o Targets in the 110th Congress

Comparison of Legislative Climate Change Targets
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2050 Targets:
S. 280: 60% below 1990 emission level
S. 1766: At least 60% below 2006 levels (assuming international action)

Program Development Branch, Clean Air Markets Division S. 2191: 70% below 2005 emissions levels from covered facilities 11
Office of Air and Radiation, U.S. EPA
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A Recently, EPA has been asked to estimate the economic impacts of various economy-wide climate
proposals.
I The Climate Stewardship and Innovation Act of 2007 (S. 280, McCain and Lieberman)
I The Low Carbon Economy Act of 2007 (S. 1766, Bingaman and Specter)
T The Climate Security Act of 2007 (S. 2191, Lieberman and Warner)

A Generally, these proposals place an emissions cap on all GHGs in the Transportation, Electricity,
Industrial, and Commercial sectors, establish an auction and after-market for emission allowances,
allow for domestic and/or international offsets. S. 1766 and S. 2191 contain significant incentives
for advanced coal with carbon capture and storage technology.

A For analyses of economy-wide climate proposals, EPA uses a suite of modeling tools. Computable
general equilibrium (CGE) models are used to simulate a market economy, where prices and
guantities adjust so that all markets clear in response to a new policy.

I These models are best suited for capturing long-run equilibrium responses, and unique characteristics of
specific sectors of the economy.

A EPA also uses the Integrated Planning Model (IPM) to provide a more detailed picture of the
electricity sector in the short-run (through 2025), which complements the long-run (through 2050)
equilibrium response represented in the CGE models.

i EPAincorporates a CO, allowance price into IPM from the CGE models.

Program Development Branch, Clean Air Markets Division

Office of Air and Radiation, U.S. EPA 12
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United States

Andronmental Protection | jeherman-Warner (S. 2191) i Bingaman-Specter (S. 1766) i Lieberman-McCain (S. 280)

A Coverage of US GHG Emissions (based on 2005 GHG inventory)
i S.280:~73%
i S.1766: ~83%
T S.2191: ~87%
A Cap rate of decline
I S. 280: Step down decrease every 10 years
I S.1766: Annual decrease
I S.2191: Annual decrease
A Cost Control (i.e., safety valve)
i S. 280: no safety valve
i S.1766: $12/ton of CO,e in 2012 rising at a real rate of 5%
I S.2191: no safety valve
A Use of offsets
I S.280: 30% of compliance from domestic offsets and international credits
I S.1766: Unlimited specified domestic offsets can be used to meet the emission cap level

A Specified offset project categories include CH, from landfills, coal mines, and animal waste, and
SF, from electric power systems

A The President can implement an international offset program, allowing not more than 10% of
compliance to be met through this program
I S.2191: 15% of compliance from domestic offsets; and 15% of compliance from
international credits

Program Development Branch, Clean Air Markets Division

Office of Air and Radiation, U.S. EPA 13
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United States

w0 Power Sector CO, Emissions (IPM)

CO, Allowance Price (inputs to IPM) Power Sector CO, Emissions
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S. 280: McCain/Lieberman (Climate Stewardship and Innovation Act of 2007)
S. 1766: Bingaman/Specter (Low Carbon Economy Act of 2007)
S. 2191: Lieberman/Warner (Climate Security Act of 2007)

Program Development Branch, Clean Air Markets Division

Office of Air and Radiation, U.S. EPA 14
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Program Development Branch, Clean Air Markets Division

Office of Air and Radiation, U.S. EPA 15



